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Chartered 1836

Q lR A R D  TRUST COMPANY in Philadelphia 
offers its services as Depositary under Re

organization Agreements and as Transfer Agent or 
Registrar for the securities of corporations.
The Company will be glad to act jointly with 
institutions in other cities.

M ember Federal Reserve System

Girard Trust Company
BROAD AND CHESTNUT STREETS.......................PHILADELPHIA

INCORPORATED MARCH 10, 1S12

The Pennsylvania Company
FOR INSURANCES ON LIVES AND GRANTING ANNUITIES

.
(T R U ST  AN D  SAFE DEPO SIT CO M PAN Y)

» ' • _  _ _ » . • •

MEMBER . V .  • j j o i v i S T O W N  O F F IC E
FEDERAL RESERVE S Y s t W  ............................... V̂ c R E S T N U T  STR E E T

CABLE ADDRESS “ PENCO”

Deposit Accounts of Corporations and Individuals Solicited. 
Certificates of Deposit Issued. Trusts of All Kinds Executed. 

Safe Deposit Boxes Rented.
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Investment Securities

COMMISSION ORDERS EXECUTED

EDWARD B. S M IT H  & CO.
Members New York,- Philidelphia ond Boston Stock Exchanges

New York Philadelphia Boston
5 Nassau St. 1411 Chestnut St. 1 Federal St.

We are glad to place at the disposal of correspondents 
our facilities for the purchase and sale of securities.
The Bank of America is not engaged in the under' 
writing or distribution of securities and therefore its 
views of investments are unbiased and its advice 
impartial.

W rite  to our Securities Department Manager

»7/$e BANK'/"AMERJCA
N E W  YOBJC

Capital, Surplus and Undivided Profits Over $11,000,000

COM M ERCIAL BANKING DIRECT FOREIGN BAN KIN G T R U ST D E PARTM EN T
SINCE 1812 SINCE 1814 O R G A N IZE D  1888
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Lee, Higginson &  Co.
70 Federal Street 

BOSTON
NEW YO RK C H IC A G O

Established 1848

Investment Securities 
Foreign Trade Financing

Higginson & Co.
80 Lombard St., LONDON, E. C. 3
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I n v e s t m e n t  a n d  St a t i s t i c a l  
In f o r m a t io n

regarding all

Bank, Trust Co., Title and Insurance
Stocks

WE OFFER THE FOLLOWING FOR INVESTMENT:

BANK STOCKS

Bank of the Manhattan Co.
Chase National Bank
Chatham Phenix Nat. Bank & Trust
Chemical National Bank
Corn Exchange Bank
First National Bank
Hanover National Bank
Harriman National Bank
National Bank of Commerce
National City Bank
National Park Bank
Seaboard National Bank

INSURANCE STOCKS

Continental Insurance 
Fidelity-Phenix Insurance 
Firemen’s Insurance Co.
Franklin Fire Insurance 
Great American Insurance 
Insurance Co. of North America 
Lloyds Plate Glass Ins. Co.
Missouri State Life Insurance 
National Union Fire of Pittsburgh 
New York Casualty Co.
Pan American Life Insurance 
Providence-Washington Insurance

TRUST COMPANY STOCKS

American Exchange Irving Trust Co. 
Bankers Trust Company 
Bank of New York & Trust Co. 
Brooklyn Trust Co.
Central Union Trust Co.
Equitable Trust Co.
Farmers’ Loan & Trust Co.
Guaranty Trust Co.
New York Trust Co.
Title Guarantee & Trust Co.
United States Trust Co.
United States Mortgage & Trust Co.

REALTY, SURETY &

MORTGAGE STOCKS

American Surety Co.
Bond & Mortgage Guarantee 
Home Title Insurance 
Lawyers Mortgage Co.
Lawyers Title & Guaranty Co. 
Lawyers Westchester Mtge. & Title 
National Surety Co.
N. Y. Title & Mortgage Co.
Realty Associates 
Mortgage Bond Co.

Correspondence invited from banks, banking institutions, 
trustees, executors or individual investors interested in 
the purchase or sale of shares in Financial Institutions.

Write for Folder “C'252”

2 Wall Street

CLINTON GILBERT
Telephones Rector 4845 and 8720

New York
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The History o f Investments 

Follows the History o f

The realization of great industrial accomplish
ment has always preceded a general realization 
of the resultant investment values created. In the 
South, mounting values are being built. Many 
of the most representative business enterprises in 
this country are now southern.

Sound southern securities include the obligations 
of wealthy states and cities, leading railroad sys
tems, great utility enterprises, sound industrial 
organizations . . .  all consistently growing.

The inclusion of sound southern securities among 
your investments adds to them strength and 
vitality. Better than average yields are available 
from southern bonds . . . high type, con
servative investments.

For years we have been closely identified with 
southern finance. We shall be glad to send you 
our recommendations.

W here Progress Favors Sound S ec u ritie s  

----- The South------

C a l d w e l l  & C o m p a n y
400 Union Street Nashville, Tennessee

Chicago— Detroit— Cincinnati— Kansas City— St. Louis 
Louisville— Chattanooga— Memphis— Knoxville— Greensboro 

New Orleans—Birmingham— Jackson— Tampa— Jacksonville— Houston

Rogers Caldwell & Company, Inc., 150 Broadway* New York
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The heart of J\[cw T ory ’s financial district, pictured above, 
shows the central location of the new thirty'eight story 
building of The Equitable Trust Company of J\[ew Tor\, 
now nearing completion. The building, fronting on Broad 
Street, W all Street and Exchange Place, will have three 
entrances— 35 W all Street, 15 Broad Street, 55 Exchange 
Place. The banfi's own entrance will be 11 Broad Street.

TH? e q u i t a b l e  
t r u s t  C o m p a n y

or N E W  Y O R K

London Paris M exico C ity

Total resources over $500,000,000
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=

E W  E N G L A N D ’ S L A R G E S T  T R U S T  C O M P A N Y  =

O l d  COLONY, through its Banking Department, has over 29,000 
individual and corporation accounts. This is considerably more 
than any other trust company in New England.

O ld Co l o n y , through its Trust Department, is N ew  England’s 
largest corporate fiduciary. It manages Individual Trusts o f  over 
$140,000,000, Corporate Trusts $901,000,000, and Agency A c
counts $267,000,000.

Old Colony, through its subsidiary, the Old Colony Corporation, oc
cupies a position in the front rank o f  distributors o f  high-grade 
investment securities throughc t̂ New England and other Eastern 
States.

Old Colony, through its Transfer Department, is now transfer agent 
for two hundred and forty-one corporations, and in ninety-nine 
o f  these cases it is also appointed agent to pay dividends. This is 
the largest department o f  its kind in New England.

These facts show to some extent how generally this company is interwoven 
with the financial affairs o f  New England people and business. The O ld 
Co l o n y  T rust C o m p a n y  is now in its thirty-seventh year o f  active busi
ness. Its history and its accomplishments in this brief space o f  time attest 
the quality o f  the service it renders throughout its many depart?nents.

17 COURT STREET,  BOSTON,  MASSACHUSETTS

Four Indications of 
Leadership

Tr u s t  C o m p a n y

a..... .
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THE CHASE NATIONAL BANK
OF TH E  CITY OF NEW  Y O R K

57 BROADWAY

CAPITAL_________________________________________
SURPLUS AND PROFITS______________________
DEPOSITS (October 10, 1927)_________________

$40,000,000.00
40,811,628.63

877,085,350.06

DIRECTORS
H E N R Y  W . C AN N O N

A L B E R T  H . W IG G IN  
Chairman of the Board

JA M E S N . H IL L

D A N IE L  C . JA C K L IN G
President, Utah Copper Company

C H A R L E S  M . SCH W A B
Chairman, Board of Directors,
Bethlehem Steel Corporation

S A M U E L  H . M IL L E R  
Vice-President

E D W A R D  R . T IN K E R

E D W A R D  T . N ICH O LS
Vice-President, Great Northern 
Railway Company

N E W C O M B  C A R L T O N
President, Western Union Telegraph 
Company

F R E D E R IC K  H . E C K E R
Vice-President, Metropolitan Life 
Insurance Company

E U G E N E  V . R . T H A Y E R  
Lowry <fc Company, Inc.

C A R L  J . S C H M ID L A P P  
Vice-President

G E R H A R D  M . D A H L
Chairman, Board of Directors, Brooklyn- 
Manhattan Transit Corporation

R E E V E  SC H L E Y  
Vice-President

H . W E N D E L L  E N D IC O T T

J E R E M IA H  M IL B A N K

H E N R Y  O L L E S H E IM E R  
Vice-President

A R T H U R  G . H O F F M A N
Vice-President, The Great Atlantic 
& Pacific Tea Company of America

F. ED SO N  W H IT E
President, Armour & Company

A L F R E D  P . SLO A N , Jr.
President, General Motors Corporation

E L ISH A  W A L K E R
President, Blair <fc Co., Inc.

M A L C O L M  G . C H A C E

t h o m a s  n . M cC a r t e r
President, Publie Service Corporation of 
New Jersey

R O B E R T  L . C L A R K S O N
Vice-Chairman of the Board

A M O S L . B E A T Y
Chairman, Board of Directors,
The Texas Company

JOH N  M cH U G H  
President

W IL L IA M  E . S. G R IS W O L D
Vice-President, W. J. Sloane

H E N R Y  O. H A V E M E Y E R
President, Brooklyn Eastern District 
Terminal

W IL L IA M  A . JA M ISO N  
A rbuckle Brothers

L. F . L O R E E
President, The Delaware <£- Hudson 
Company

T H E O D O R E  P R A T T

R O B E R T  C . P R U Y N
President, National Commercial Bank and 
Trust Company, Albany, N. Y.

S A M U E L  F . P R Y O R
Chairman of the Executive Committee, 
Remington Arms Company, Inc.

F E R D IN A N D  W . R O E B L IN G , Jr.
President, J. A. Roebling’s Sons Company

WE INVITE ACCOUNTS of Banks, Bankers, Corporations, Firms or 
Individuals on favorable terms, and shall be pleased to meet or correspond with 
those who contemplate making changes or opening new accounts.

Through our Trust Department, we offer facilities as: Trustee under Corpor
ate Mortgages and Indentures of Trust; Depositary under re-organization and 
other agreements; Custodian of securities and Fiscal Agent for Corporations and 
Individuals; Executor under Wills and Trustee under Testamentary Trusts; 
Trustee under Life Trusts.

FOREIGN DEPARTM ENT
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Hallgarten & Co.

Established 1850

New York

Chicago London
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THE FOUNDATION COMPANY is an organization of Construction En
gineers specializing in the building of difficult Superstructures and Sub
structures. The enviable reputation gained in its early history for trust
worthy underground construction has followed it into the field of General 
Engineering Contracting. Among the structures completed by The Foun
dation Company are buildings of every known type.

THE FOUNDATION COMPANY
C ITY  OF NEW YORK

Office Buildings . Industrial Plants . Warehouses . Railroads and Terminals . Foundations 
Underpinning . Filtration and Sewage Plants . Hydro-Electric Developments . Power Houses 
Highways . River and Harbor Developments . Bridges and Bridge Piers . Mine Shafts and Tunnels

A T L A N T A
P IT T S B U R G H
C H I C A G O

B U I L D E R S  O F

SAN F R A N C IS C O  
LOS A N G E L E S  
M O N T R E A L ,  C A N A D A

M E X IC O  C I T Y  
L IM A , PER U
C A R T A G E N A ,  C O L O M B IA

L O N D O N , E N G L A N D  
B RU S S E LS , B E L G IU M  
T O K Y O ,  JA P A N

S U P E R S T R U C T U R E S  A S  W E L L  A S  S U B S T R U C T U R E S

9

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



S p e y e r  &  Co.
ESTABLISHED 1837 

NEW YORK

AMERICAN & FOREIGN INVESTMENT SECURITIES 

FOREIGN EXCHANGE CABLE TRANSFERS

LETTERS OF CREDIT
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Bankers T r u st  C om pany
NEW YORK PARIS LONDON
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THE FARMERS’ LOAN  
AND TRUST COMPANY

22 WILLIAM STREET

FIFTH AVENUE OFFICE, 475 Fifth Avenue, at 41st Street. 
MADISON AVENUE OFFICE, 901 Madison Avenue at 72nd St.

LONDON PARIS

15 Cockspur Street, S. W . 1 70 rue des Petits Champs

F o r e i g n  D e p a r t m e n t

Issues Travellers’ Letters o f Credit payable throughout 
the world. Commercial Letters o f Credit for Importations 
and Exportations o f M erchandise.

Buys and Sells Bills o f Exchange 
Cable Transfers to all Countries

^pHROUGH its office in London, working in close touch 
with correspondents all over Europe, The Farmers’ Loan 

and Trust Company is in position to be of exceptional service 
to banks in the transaction of foreign business for themselves 
or their customers.

In Paris, The Farmers’ Loan and Trust Company maintains 
a representative who receives clients’ mail and cables and 
gives personal attention to banking interests through our Paris 
correspondent, the Banque de Paris et des Pays-Bas.
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Clark, Dodge &  Co.
Established 1847

Specialists in Government. Municipal, 
Railroad and Industrial Bonds suit
able for the needs of Individuals, 
Trustees and Institutions. W e invite 
the correspondence of investors, and 
are prepared to submit offerings of 
conservative investment bonds and 
stocks.

51 W all Street New York
460 Park Avenue, New York 
790 Broad Street, Newark, N. J.

Members of the New York, Boston and Chicago 
Stock Exchanges and New York Curb Association
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You can draw on the 
Chemical for information 

as well as funds

AND DRAWING ON ONE 
WILL HELP DEVELOP THE OTHER

THE

C h e m i c a l
N A  T  I O N A L

B A N K
OF NEW YORK  

Founded 1824
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CHARTERED 1853

United States Trust Company of New York
Nos. 45 and 47 W a l l  Street

CAPITAL,

$ 2 , 0 0 0 , 0 0 0

SURPLUS AND UNDIVIDED PROFITS,

$ 2 0 ,7 0 6 ,7 1 3 .8 2

E D W A R D  W . SH E L D O N , Chairman of the Board
W IL L IA M  M . K IN G S L E Y ,

President
ALTO N  S. K E E L E R ,

Assistant Vice-President
W IL L IA M S O N  PELL,

First Vice-President 
F R E D E R IC  W . R O B B ER T,

Vice-President and Comptroller 
W IL F R E D  J. W O R C E STE R ,

Vice-President and Secretary 
TH O M A S H . W ILSO N ,

Vice-President 
R O BER T S. OSBORNE,

Assistant Vice-President 
W IL L IA M  C. LEE,

Assistant Vice-President

STU A R T L. H O LLISTER , 
Assistant Comptroller 

H E N R Y  B. H E N ZE ,
Assistant Secretary 

H E N R Y  L. SM IT H E R S, 
Assistant Secretary 

CAR L O. S A Y W A R D ,
Assistant Secretary 

E L B E R T  B. K N O W L E S, 
Assistant Secretary 

A L B E R T  G. A T W E L L , 
Assistant Secretary

W IL L IA M  G. G R E E N ,
Assistant Vice-President

F R A N K  L Y M A N  
JOHN J. PH ELPS 
LEW IS CASS L E D Y A R D  
E D W A R D  W . SH ELDON  
C H A U N C E Y  K E E P

Trustees
A R T H U R  C U RTISS JAM ES 
W IL L IA M  M . K IN G S L E Y  
O G D E N  M ILLS 
C O R N E LIU S N . BLISS 
W IL L IA M  V IN C E N T  ASTOR

JOHN SLOANE 
F R A N K  L. POLK 
T H A T C H E R  M . B RO W N  
W ILLIA M SO N  PELL

Condensed Statement, July 1 , 1927.

RESOURCES
Cash in Banks_________________________________________________  $8,996,718.36
*Real Estate Owned (No. 45 and 47 Wall Street)_______________  1,500,000.00
Bonds and Mortgages__________________________________________  4,336,286.00
Loans on Collateral____________________________________________  40,314,863.85
Bills Purchased________________________________________________  1,941,464.86
New York City and other Bonds and Securities_________________  15,920,750.00
Accrued Interest Receivable____________________________________ 466,688.48

$73,476,771.55
LIABILITIES

Capital Stock__________________________________________________  $2,000,000.00
Surplus________________________________________________________  12,000,000.00
Undivided Profits______________________________________________  8,706,713.82
Deposits____________________________________________________   49,368,029.21
Reserve for Dividends__________________________________________ 450,012.50
Interest Accrued on Deposits_______________   256,070.72
Rebate Interest on Bills Purchased_____________________________  1,180.30
Reserve for Taxes and Expenses________________________________ 694,765.00

$73,476,771.55
* Increased from  $1,000,000 in accordance with the suggestion o f the State Banking 

Department to conform more closely to  the assessed valuation.
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AN ANNIVERSARY can be either a point from which 
one looks backward, or a point from which one looks 
forward. Du Pont regards its 125tli Anniversary as a 
point of departure, not as a point of arrival. Du Pont 
believes that its scope of usefulness calls for no yard
stick of years past to measure it, because it is the years 
to come that will measure du Pont’s largest usefulness.

The policy on which du Pont has grown is a policy by which the customer 
who does business with du Pont grows. Du Pont wants customers 
with whom to grow; now, always.

E. I. DU PONT DE NEMOURS & CO., Inc.
W ILM INGTON, DELAW ARE

M A N U F A C T U R E R S OF

EXPLOSIVES, BLASTING ACCESSORIES, SPORTING POWDERS, PAINTS, VARNISHES, 
LACQUERS, PYRALIN, FABRIKOID, RAYON, CELLOPHANE, DUCO,

ACIDS, HEAVY CHEMICALS, AM M ONIA, DYESTUFFS.
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STUDEBAKER
COMMANDERS

II Stock cars, Sully equipped, and run under the su- I 
| pervision oS the American Automobile Association |

Break 11 more records
1 0 0 0  MILES 2 4  HOURS

at 75.365 miles per hour at 75.623 miles per hour
(also 5-mile, 10-mile, 50-mile, 100-mile and (also 1, 3, 6 and 12 hour records')

500-mile records)

TWO Commander roadsters were started at the Atlantic City Speedway 
October 6, 1927, under supervision of the American Automobile 

Association. Not one, but both of them, established new stock car records 
for 1000 miles, for 12 hours and for 24 hours. Neither of them required 
any mechanical attention during the entire run. After finishing the 24- 
hour grind the winning Commander spurted 15 miles at 82.62 miles an hour.

The Commander now holds all stock car records for periods up to 24 
hours and distances up to 1000 miles.

Other Speed and Endurance Records 
Set by The Commander This Year

5000 miles in less than 5000 consecutive minutes 
— April, Culver City, Calif., under A. A. A . super
vision.

New York Harbor to San Francisco Bay, 77 
hours and 40 minutes— new coast to coast record 
set in September.

First and second places in 75-mile stock car race 
at Atlantic City under A. A . A. supervision on 
Labor Day.

First, second and third places in 75-mile race 
for stock cars listing below $2000— Charlotte, 
N . C., September 20th, certified by A. A . A .

Climbed Pikes Peak in 22 minutes, 47 seconds 
— new record for stock cars priced below $3000. 
Supervised and certified to by A . A . A .

The Studebaker Commander, “ greatest achieve
ment o f  post-war automotive engineering,”  is the 
creation o f  the finest research and engineering 
organization ever assembled by one company.

D. G. Roos, chief engineer, and W. S. James,

research engineer, have not only splendid new 
laboratories and a million-dollar proving ground 
to work with, but also staffs o f  experts in every 
phase o f automotive design.

Studebaker cars are engineered, built and 
broken in to run 40 miles an hour from the day 
you buy them.

And with ordinary gasoline they will excel the 
performance w hich  other makes attain only by 
the use o f high-compression engines and high- 
priced fuel.

Let us loan you a Commander— Am erica’s 
champion motor car— to tell you its ow n story o f 
thrilling performance and luxurious comfort.

New Low Prices
The Dictator............................ $1165 to $1295
The Com m ander...............................  1495 to 1625
The President...................................... 1795 to 2250
Erskine Six...........................................  895 to 965

A ll prices f. o. b. factory, including front and rear 
bumpers and 4-tvheel brakes.

3000 Dealers Throughout the United States

STUDEBAKER
T H E  G R E A T  I N D E P E N D E N T
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Simplifying the Proof
'T 'H E R E  ARE many reasons for the increasing num- 

ber of Underwood Bookkeeping Machine instal
lations in banks and trust companies.

One of them is the Underwood Continuous Proof 
Sheet. As one bank executive wrote, “ The proof sheet, 
in addition to giving a perfect record of items, holds the 
work very closely in balance, provides an identified 
journal automatically, and renders unnecessary the 
comparison of ledger and statement balances.”

This feature—and the many other good points of 
the Underwood Bookkeeping Machine — have been 
important factors in speeding the day’s balance of banks 
the country over. The details can be explained at your 
convenience. Your letter, or a ’phone call from your 
secretary, will bring you the facts.

UNDERWOOD TYPEW RITER COMPANY, INC., 
Underwood Building 30 Vesey Street

New York City

UNDERWOOD
Bookkeeping Machine

18

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



And Today, When Banks are 
Choosing A New York Correspondent

t
The capable alert personnel and dependable 
methods of the United States Mortgage and Trust 
Company, together with its facilities for the speedy 
clearance of items and ready credit information, 
make it the choice of many out-of-town institutions 
today when they are selecting a New York corre
spondent. The same advantages are at the disposal 
of your institution.

United States
Mortgage &  Trust Company

MAIN OFFICE, 55 Cedar Street, New York
Broadway at Madison Ave. 125th Street Lexington Ave.
73rd Street at 74th Street at 8th Ave. at 47th Street

Capital, Surplus and Undivided Profits $8,000,000

181 DIVID EN D S
Paid On Cities S ervice  Com m on Stock

November 1, the 181st monthly dividend was paid 
to the thousands of investors located in every state 
who own Cities Service Common Stock.
Net earnings of the Company behind this 17-year- 
old security for the year ended September 30 were the 
largest in its history—$30,588,000, an increase of 
38% over the previous year.
An investment in Cities Service Common stock at 
its present price will give you a net yield of over
8M%.

H e m ^ L m b h e r t y  
&  ( t o p r o d i x y

6 0  W A L L  S t\ V --------A j  N E W  YO R K
Clip and mail B R A N C H E S  IN  X ^ - ^ % h R I N C I P A L  CITIES

this coupon

Henry L. Doherty & Co. N a m e

60 Wall St., New York
A d d ress

Please send me copy o f latest
earnings statement showing rec-

ord net earnings. (153C-123) |
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Close at hand . . .

though many miles apart

Y \ 7 h e n  you consider the close 
personal interest we take in every 

customer’s problems and our accuracy 
and promptness in carrying out instruc
tions—all distance disappears. Com
plete, smooth-working facilities make 
the Seaboard seem close at hand to 
every correspondent.

Th e Seaboard N  ational Bank
of the City of New York

115 Broadway . Broad and Beaver Streets 24 East 45ih St.

A cc^^solida tion  o f  
T he B ank o f  New  
Y ork  w hich  has 
b een  en ga ged  in  
D o m e s t i c  a n d  
F oreign  B anking  
s in ce  1784 an d  th e  
N ew  Y ork  L ife  In 
su ra n ce & T rust 
C om pan y w hich  
has sp ecia lized  in 
P e r s o n a l  T r u s t s  
sin ce  1830.

CAPITAL,
SURPLUS

and
UNDIVIDED

PROFITS
over

$18,000,000

ST A T E M E N T
cAt the Close of business on September 30, 1927

ASSETS
Cash on Hand, in Federal Reserve Bank, and due from Banks

and Bankers.................................................................................. $ 9,977,575.99
Exchanges for Clearing House, and other Cash Items.............  36,410,217.52
United States Bonds and Certificates........................................... 15,355,670.48
Short Term Securities.......................................................  6,124,433.65
Other Bonds and Stocks.................................................................  11,835,010.06
Real Estate Mortgages.................................................................... 2,138,972.94
Demand Loans on Collateral.........................................................  13,283,762.53
Time Loans on Collateral...............................................................  14,913,181.87
Bills Receivable................................................................................  17,806,213.17
Accrued Interest, etc.......................................................................  713,374.46
Customers’ Liability, Account of Acceptances............................  4,632,394.13
Banking Houses......................................................................................  3,527,339.43
Overdrafts..........................................................................................  252,462,00

$136,970,608.23
LIABILITIES

Capital............................................................................................... $ 6,000,000.00
Surplus and Undivided Profits.....................................................  12,477,723.69
Dividend Payable October 1, 1927................................................ 270,000.00
Deposits.............................................. .’ ............................................  110,368,123.75
Annuity Fund...................................................................................  1,105,743.97
Interest due Depositors, Taxes, etc..............................................  491,474.71
Acceptances.......................................................................................  5,915,381.86
Foreign Bills of Exchange sold with our endorsement........................342,160.25

$136,970,608.23

$ank of Nem fork $c ©rust (ftn.
T emporar y 
Main Office 

76 William Street

Uptown Office 
Madison Avenue 

at 63rd Street
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A . ISELIN &  CO.
Membera New York Stock Exchange

Investment Securities

36 WALL STREET
NEW YORK

Goldman, Sachs &  Co.
30 Pine Street 

New York

Investment Securities

Commercial Paper

Commercial &  Travelers Letters of Credit

Foreign Exchange

137 So. La Salle St. 60 Congress St. Russ Building
Chicago Boston San Francisco

421 Chestnut St. 411 Olive St.
Philadelphia St. Louis
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HEIDELBACH, ICKELHEIMER & CO.
49 Wall Street, New York

Foreign Exchange.

Import and Export Letters of Credit.

' Travelers Cheques and Credits.

Orders executed on N .Y . Stock Exchange and in Foreign Markets.

LAZARD FRERES
120 Broadway 
NEW YORK

LAZARD FRERES & CIE, Pari*
5 Rue Pillet-Will

LAZARD BROS. & CO., Ltd., London
11 Old Broad Street

Lazard Brothers & Co. (Espana), Madrid 
Lazard Brothers & Co., Ltd., (London) Antwerp

Foreign Exchange
Securities Bought and Sold on Commieeion 

Letters of Credit
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B. J. VAN INGEN &, CO.
M UNIC IPAL BONDS

5 7  W ILLIAM  S T. 231 SO. LA SALLE ST.
NEW YORK CHICAGO

8 5  DEVO NSHIRE S T .
BOSTON

Re: Choosing
A New York 

Correspondent
There are many big banks today.

Size is ONE requisite in choosing a New York 
correspondent—but not the principal one.

The close and genuinely interested co-opera
tion of an ample staff of able and experienced 
bankers is the first essential—and is an out

standing reason why so many banks in other cities are sending 
their New York business to Chatham Phenix.

149 BROADWAY  
NEW YORK

Howe Snow & Co.
Incorporated

New York Chicago Grand Rapids Detroit
San Francisco Minneapolis Philadelphia

PURCHASE and DISTRIBUTE
Entire Issues of Municipal, Public Utility and Industrial Bonds

Inquiries Invited
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PRINCE &WHITELY
Established 1878

25  B R O A D  S T R E E T  N E W  Y O R K
U P T O W N  OFFICE: HOTEL ST. REGIS

Chicago Cleveland Akron
Hartford Meriden

Newport New Haven Bridgeport

{ N[eu> Yor\ Stoc\ Exchange 
Chicago Stoc\ Exchange 
Cleveland Stoc\ Exchange

F. S. Smithers & Co.
ESTABLISHED 1857

INVESTMENT SECURITIES

19 Nassau Street New York City

We Specialize in

PENINSULAR TELEPHONE COMPANY
(FLORIDA)

First M ortgage S inking Fund 5lA %  Bonds due Jan. 1,1951 
C onvertib le  Debenture 6y2%  Bonds due A pril 1, 1934 
1%  C u m u la tiv e  Preferred S tock  
C om m on Stock

COGGESHALL & HICKS
Members New York Stoc-k Exchange

111 BROADW AY NEW YOR K
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W . A . H A R R I M A N  &  C O .
IN C O R P O R A T E D

2 6  Broadway, New York

PHILADELPHIA CHICAGO
BUFFALO SYRACUSE

iRSfll
EST. 1870

SCHLUTER & CO. Investment
I n c o r p o r a t e d

Securities

INVESTMENT
SECURITIES

Corporate
Financing

111 Broadway

New York Dominick &  Dominick

115 Broadway, New York 
414 W alnut St., Cincinnati
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THE CORN EXCHANGE BANK
WILLIAM AND BEAVER STREETS

and 6Ji Branches located throughout Greater New York

Capital and Surplus, - - - - $27,000,000 

Deposits.................................... 240,000,000

In addition to its regular banking service, the Corn Exchange 
Bank can act as your Executor or Trustee, issue Letters of Credit 
and Drafts on Foreign Countries, and rent you a Safe Deposit Box.

Our wide connections and affiliations 
enable us to offer our depositors and 
correspondents a broad Circle of Service 
and frequently effect marked economies

A m e r ic a n

T r u s t

C o m p a n y
Broadway at Cedar Street 

New York City
Brooklyn Midtown Jamaica 

Long Island City 
Staten Island 

Bronx

Kings County 
Trust Company

342 to 346 Fulton Street, 
Borough of Brooklyn,

City of New York

Capital, $500,000.00 
Surplus and

Undivided Profits, over $5,350,000.00

OFFICERS
JULIAN P. FAIRCHILD, President

W IL L IA M  J. W ASO N , J R _____________Vice-President
H O W A R D  D . JOOST___________________Vice-President
J. N O R M A N  C A R P E N T E R .................. Vice-President
TH O M AS B L A K E ___________________________ Secretary
A L B E R T  I . T A B O R ______________ Assistant Secretary
C L A R E N C E  E . T O B IA S_________ Assistant Secretary
A L B E R T  E . E C K E R S O N ____________________ Auditor

The Kings County Trust Company 
offers to its depositors every facility 
and accommodation known to modern 
banking. If you are not already avail
ing yourself of the advantages offered 
by this Institution, the Kings County 
Trust Company will be glad to have 
you open an account.
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Chas. D. Barney & Co.
Members New York Stock Exchange

Investment Securities

Members A m e r i c a n  B a n k e r s  Association 
Members Investment Bankers Association

65 Broadway 1428 W alnut Street
New York Philadelphia

Winston-Salem, N. C.

Protecting the Customer
A railroad company* whose securities are widely held, recently called for redemption 
one of its bond issues. Because o f  a conversion privilege these bonds were selling in 
the market for about $350 more than their redemption value.

A s the conversion privilege would expire automatically thirty days prior to the 
redemption date and investors could secure this profit only by taking quick action, 
American Exchange Irving Trust Company brought these facts to the attention o f  its 
customers.

That this unusual service was o f  benefit to them is clearly shown by the following 
extracts from acknowledgments:

%%<The information is o f  material value.”
”We thank you f o r  this rather unusual serv ice.”
”We consider this an ideal serv ice on the 'part o f  you r Bank.”

American Exchange Irving Trust Company endeavors at all times to protect 
and further the interests o f  customers.

A m e r i c a n  E x c h a n g e  I r v i n g  T r u s t  C o m p a n y
N E W  Y O R K

)tSank of ®nttefcr States!
NEW YOR K, N. Y .

Member Federal Reserve System

Resources Over $ 1 0 0 ,0 0 0 ,0 0 0 .0 0
Foreign Exchange

Domestic and Foreign Letters of Credit Issued

The steady and consistent growth of this bank is evidence of its constant attention to every 
detail of banking service. A thoroughly organized foreign department is equipped to handle 
all classes of foreign financial transactions.

Accounts of Banks and Bankers Invited
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MUNICIPAL AND CORPORATION NOTES AND BONDS 
COMMERCIAL PAPER

BANK, TRUST AND INSURANCE CO. STOCKS

Curtis & Sanger
Members

New York and Boston Stock Exchanges

33 Congress St. 49 Wall St.
BOSTON NEW YOR K

K issel , K in n ic u t t  &  Co.

Investment Securities

14 WALL ST.
NEW YOR K

THE ROOKERY
CHICAGO, ILL.

Established 1874

H a t h a w a y  &  C o .

C H I C A G O
C O T H M E R C I A L  P A P E R

C L E V E L A N D
B O S T O N S P O K A N E
S T .  L O U IS I > ’ V E  S T M E N T  S E C I J R I T I E  S P O R T L A N D
SAN F R A N C IS C O D E N V E R
P H I L A D E L P H I A 4-5 W A L L  S T R E E T H A R T F O R D
P IT T S B U R G H B U F F A L O
S E A T T L E

T ^ E W Y O R K
A T L A N T A
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Wellington & Co.
Members New York Stock Exchange 
Members Pittsburgh Stock Exchange

31 Pine Street Union Trust Bldg.
NEW YO R K  PITTSBURGH, PA.

iEntpin? Sruat (Eompattg
COLEMAN DU PONT, Chairman of the Board 

LEROY W. BALDWIN, President.

MAIN OFFICE:

EQUITABLE BUILDING
120 B R O A D W A Y , NEW  YO R K

FIFTH AVENUE OFFICE:
Temporarily at 15 West 47th Street 
Tending Completion oj New Building at

580 FIFTH AVENUE, Corner 47th Street

HUDSON OFFICE:

1411 BROADWAY, Corner 39th Street

LONDON OFFICE:

28 CHARLES STREET, S. W.

Agent for the Sale of United States, New York State and 
Pennsylvania Tax Stamps

lEmptre i ’afi? IrpoBit dompang
Safe Deposit Vaults at all Offices

FINCH, WILSON & CO.
Members of the New York Stock Exchange

Equitable Building, 120 Broadway, New York

STOCKS AND BONDS
Bought and sold for cash, or carried on conservative terms

Inactive and unlisted securities 
Inquiries Invited
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GREEN, ELLIS & ANDERSON
M E M B E R S N E W  Y O R K  STO CK E X C H A N G E

INVESTMENTS

100 Broadway, New York
PITTSBURGH, PA. WILKES-BARRE, PA
Commonwealth Bldg. Miners Bank Bldg.

PHILADELPHIA, PA.
Packard Bldg.

37 YEARS
of individual attention in personal 
trust and banking b u s i n e s s .

FULTON TRUST COMPANY
OF N EW  Y O R K

149 Broadway, New York
Established 1890 M em ber Federal Reserve System

OFFICERS
Edmund P. Rogers, President Percy W . Shepard, Secretary
Charles M . van Kleeck, Vice-President John A . M ack, Asst. Secretary
Arthur J. Morris, Vice-President Harold P. Spurr, Asst. Secretary

Charles S. Brown 
Robert Goelet 
Frederic de P. Foster 
Alfred E . Marling 
Howland Pell 
Robert L. Gerry 
Edward De W itt

A L D R E D  &  C O .
40 Wall Street NEW  YORK CITY

DIRECTORS
Lewis Spencer Morris, Chairman

John D . Peabody 
Charles M . van Kleeck 
Stanley A . Sweet 
George F . Butterworth 
Arthur J. Morris 
Warren Cruikshank

William G . Ver Planck 
Edward C. Cammann 
Bernon S. Prentice 
Edmund P. Rogers 
Franklin B . Lord 
Howard Elliott 
Russell E . Burke
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J. 15. BACHE & CO.
E s t a b l is h e d  1892

Members:
New York Stock Exchange

Chicago Board of Trade New York Cotton Exchange 
and other leading Exchanges

42 Broadway 108 So. La Salle St.
NEW YORK CHICAGO

Branches and correspondents located in  principal cities.

George H. Burr & Co.
COMMERCIAL PAPER 

INVESTMENT SECURITIES

57 William St. New York

Boston
Philadelphia
Hartford

Scranton
Detroit
Chicago

St. Louis 
Kansas City 
Minneapolis

Correspondents
George H. Burr, Conrad & Broom

Los Angeles Spokane San Francisco Oakland
Pasadena, Calif. Seattle Portland, Ore.

LAGE & CO.
Member» New York Stock Exchange 

Member* Chicago Stock Exchange

160 Broadway, 208So. La Salle St.,
NEW YORK CHICAGO

Guaranteed Railroad and Telegraph Co. Stocks

also HIGH-GRADE INDUSTRIAL and UTILITY 
PREFERRED STOCKS

Exempt from the Normal Federal Income Tax, and, in most of the States, from Personal Tax. 

Descriptive List of Offerings on Application

cAacJllbfCuStW ^  Co. 5 N A S S A U  S T R E E T , N E W  Y O R K
TELEPHONE 2780 RECTOR 

Members of New York Stock Exchsnce
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Bond &  Goodw in
INCORPORATED

COMMERCIAL PAPER 
INVESTMENT SECURITIES

New York Boston
31 Pine St. 30 Federal St.

Portland, Me.
120 Exchange St.

Bertron, Griscom & Co.,
Inc.

GOVERNM ENT
AN D

CORPORATE FINANCING

40 Wall Street 
NEW YOR K

Land Title Building 
PHILADELPHIA

25 Years of Steady Growth
Deposits 1902 _____________  $124,000.00
Deposits today___________ 21,000,000.00

THE PLAINFIELD TRUST COMPANY
PLAINFIELD, N. J.

ESTABLISHED 1873

CAMDEN SAFE DEPOSIT AND TRUST COMPANY
MAIN OFFIC E  224 FEDERAL S T . C E N TR A L OFFIC E  4th  & FED ERAL STS.

CAMDEN, N. J.

RESOURCES AND TRUST FUNDS - $56 MILLIONS
OFFIC E RS

EPH RAIM  TOM LIN SON , P resident 
W . J. SEW ELL, Jr., V ice  President 
PH IL IP  W ILSO N , V ice  P resident 
F. H E R B E R T FU LTO N , V ice  Pres. & S ecretary 
F R A N K  S. N O R C R O SS, V ice  Pres. & T ru st O fficer  
JOSEPH L IP P IN C O T T , T reasurer

JOHN H. ANNIS, A ssistant T ru st O fficer 
C. C H ESTER C R A IG , A ssistan t T ru st O fficer 
JOSEPH  S, K E R B A U G H , A ssistant Treasurer 
E. R O B E R T  TR U D E L , Jr ., A ss ista n t Treasurer 
RUSSELL L. SAMMIS, R eal E sta te  O fficer 
G E O R G E  R EY N O LD S, S o lic ito r
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MONTCLAIR— N ew  Jersey’s Finest Suburb!
On the mountainside overlooking New York City, 
fourteen miles distant. Service via Lackawanna 
and Erie railroads. Excellent civic features, schools, 
etc. Famous for the beauty of its setting, its 
parks and fine homes. The ideal residential town!

COMPLETE FINANCIAL SERVICE OFFERED

MONTCLAIR TRUST COMPANY
Largest Banking Institution in Montclair

Resources Over $15,000,000.00
C O R R E S P O N D E N C E  I N V I T E D .

BANK OF MONTCLAIR
MONTCLAIR, N. J.

Resources over $8,000,000.00
Thrift Department 4 %  Checking Department 2%

Trust service of every character for 
Individuals, Corporations and Estates

TH OM AS W . STEPH EN S, P resident
ANSON A. VOORH EES, V ice  P resident PERSON ETTE G . B ALD W IN , A sst. C ashier
E D W A R D  H. HOLMES, V ice  P resident & C ashier JAMES LO R D , A sst. C ashier 
JOH N A. BARBEN , A sst. C ash ier E. E. LAN G E, A sst. T ru st O fficer
KEN N ETH  R. SOVEREL, A sst. C ashier JAMES S. HUME, A u d itor

PASSAIC NATIONAL BANK AND TRUST COMPANY
PASSAIC, N. J.

Capital ______$1,500,000
Surplus and Profits ______ 2,322,000
Deposits over 24,000,000
Total Resources over 30,000,000

ACCOUNTS IN VITED

E stablished  1889

T h e  P a t e r s o n  Na t i o n a l  B a n k
Paterson, N. J.

Capital, Surplus and Profits $ 2 ,5 0 0 ,0 0 0
O FFIC E RS

JOH N W . G R IG G S, Chairman o f Board. E L M E R  Z . H A L ST E D , President.
JOHN L. G R IG G S, Vice-President. D A N IE L  H . M U R R A Y , V .-Pres. & Cashier.
F R E D . LA BA U G H , Asst. Vice-Pres. CHAS. A . TSCH O PP, Asst. Cashier.
W IL L IA M  M . T U T T L E , Asst. Cashier. G E ORGE V . H O PPE R , Asst. Cashier.

Prompt and Efficient Collection Facilities for Northern New Jersey
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THE REAL ESTATE-LAND TITLE AND TRUST COMPANY
BROAD STREET, CHESTNUT TO SANSOM, PHILADELPHIA

Capital and Surplus, $22,500,000 Total Resources, $76,000,000
Individual Trust Funds, $127,000,000

Deposits received upon which interest is allowed 
Titles to real estate insured

Loans on mortgages and approved securities 
Trusts executed

Safe Deposit Boxes rented in burglar-proof vaults

E dw ard H. B on sall, Vice-Pres. 
Lew is P. G eiger, Vice-Pres. 
O ak ley  C ow d rick , Vice-Pres. 
C laude S im pler, Vice-Pres. 
A ntrim  H. Jones, Vice-Pres. 
D aniel H ousem an , Vice-Pres.

J. W illison Sm ith, President
W illiam  S. J oh n son , Vice-Pres & Treas. 
Sam uel L. H ayes, Secretary 
F rancis  T . R e in h a rt, Asst. Treas.
J. H . Fairlam b, Asst. Treas.
F rank  G . T reston , Asst. Treas.
J ohn  M. S tron g , Trust Officer

W illiam  J. H am ilton , Jr.,A ssi. Secy. 
Le Fevre W . D ow n in g , Asst. Secy. 
R aym ond  L. H aym an, Asst. Secy. 
H arold  L . M cK aig , Asst. Secy. 
E dw ard K. M errill, Asst. Secy.
A. K ing D ick son , Trust Officer

The Real Estate Trust Co. 
of Philadelphia

Broad and Chestnut Streets

Capital ....................................................................$3,131,200
Surplus and Undivided P r o f it s ............................$1,464,213
Additional Undivided Profits Carried as Reserves $569,671

Solicits Deposits of Firms, Corporations and Individuals— Interest Allowed

Is fully equipped to handle all Business pertaining to a Trust Company, in 
its Banking, Trust, Real Estate and Safe Deposit Departments

George H. Earle, Jr., President Edw. S. Buckley, Jr., Treasurer
S. F. Houston, Vice President Edward Y. Townsend, Secretary

John A. McCarthy, Trust Officer
Edgar Fetherston, Asst.Treas. Robt.D. Ghriskey, Asst. Sec. and Asst. Tr. Officer

Directors
George H. Earle, Jr. Samuel F. Houston Louis J. Kolb John A. M cCarthy
Frank C. Roberts George Woodward, M .D . J. Wallace Hallowell R. Livingston Sullivan 

John Gribbel Gustavus W. Cook Ralph Earle

INCORPORATED 
1871

CAPITAL $500,000.00' 
SURPLUS (EARNED) 

$3 .250 ,000 .00

TH IS C O M P A N Y  F O R  5 6  Y E A R S
has functioned in all forms of Trust 
Company service

D IR E C TO R S

y v ^ S i x t h & S p n n g G a r d e n y  

PHILADELPHIA.

Trust Funds $26 ,00 0 ,0 00

W . F r e d e r ic k  Sn y d e r  
President

J ohn  B . St e t s o n , J r . 
Director John B . Stetson Co.

W illiam  P. B arba  
Director, Girard N at’l Bank

C h a r l e s  S. C hild  
of Wilson & Bradbury, Inc.

W a l te r  T . B radley  
Walter T . Bradley Co.

J acques  L. V auclain  
Vice-President 

Baldwin Locomotive Works

D avid  T . F leish er  
S. B . and B . W . Fleisher

W illiam  H en r y  Snyder  
Attorney-at-Law

T homas  D .  Su llivan  
Terminal Warehouse Company
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INCORPORATED 1871

GUARANTEE TRUST and SAFE DEPOSIT CO.
316, 318 and 320 
Chestnut Street 

Philadelphia

WEST-PHILA. BRANCH  
9 South 52d Street

CENTRAL BRANCH  
1420-1422 W alnut Street

H. W. GOODALL, President JESSE S. SHEPARD, Vice-President
HOWARD E. YOUNG, Vice-Pres. & Sec’y- L. H. SANFORD, Vice-President and Treas.

FlDELinry-PHILADELPHlIA
T r u st  C o m p a n y

Capital___________________________$6,700,000
Surplus_________________________  21,000,000
Trust Funds____________________ 640,000,000

WILLIAM P. GEST
Chairman of the Board

HENRY G. BRENGLE
President

William P. Gest 
Edward T. Stotesbury 
Edward Walter Clark 
John S. Jenks 
Levi L. Rue 
Morris R. Bockius 
W . W . Atterbury

DIRECTORS
Samuel M. Vauclain 
J. Franklin McFadden 
Thomas S. Gates 
Samuel T. Bodine 
A. G. Rosengarten 
Jonathan C. Neff 
Ledyard Heckscher

Arthur H. Lea 
Benjamin Rush 
Sidney F. Tyler 
J. Howell Cummings 
Henry G. Brengle 
Joseph E. Widener 
Charles Day

L. H. Kinnard

Thomas D. M. Cardeza 
William A. Law 
Samuel M. Curwen 
Earl B. Putnam 
Robert K. Cassatt 
Lammot du Pont 
J. D. Winsor, Jr.

325 Chestnut Street 
415 Chestnut Street

1431 Chestnut Street 
Broad & Chestnut Streets

6324 Woodland Avenue 
PHILADELPHIA

The Bank o f  Pittsburgh
National Association

226 Fourth Avenue,
Pittsburgh, Pa.

The Oldest Bank in America West of the Allegheny Mountains.

Established in 1810.

Capital, $3,000,000.00 Surplus and Profits $4,900,000.00
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C L A R E N C E  L. H A R P E R A R T H U R  P E C K

H a r p e r  &  T u r n e r

Investment Bankers
Stock Exchange B u ild ing

W a ln u t  S tree t  Above Broad

P H IL A D E L P H IA

E q u i p m e n t  T r u s t  C e r t if ic a t e s

S M em b e r  F e d e r a l  R e se rv e  System

W E  SPECIALIZE IN  

R A IL R O A D  E Q U IP M E N T  

T R U S T  C E R T IF IC A T E S

Bank
°fNORTH AMERICA# 
TRUST COMPANY

PHILADELPHIA

R e illy , B r o c k  &  C o .
INVESTMENT
SECURITIES

1607 WALNUT STREET 
PHILADELPHIA

Citizens National Bank Building 24 Broad Street
BALTIMORE, MD. NEW YOR K
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The Riggs National Bank
OF W ASHINGTON, D. C.

FOR N IN E T Y  YEARS
TH E  LEADING BANK IN T H E  N A T IO N ’S CAPITAL

C H ARLES C. G L O V E R , C hairm an o f th e  B oard
R O B E R T V. FLEM ING, P resident G E O R G E  O. V ASS, V ice Pres. & C ashier

Resources $ 5 0 ,0 0 0 ,0 0 0
We Invite the A ccounts o f Financial Institu tions as well as Those 

o f Their Friends Who M ay Come to Washington

THE COMMERCIAL NATIONAL BANK
HIGH POINT, N. C.

CAPITAL, SURPLUS & PROFITS . $2,000,000.00 
Total R e so u r c e s.......................  13,000,000.00

J. ELWOOD COX, President
C. M . Hauser, Vice-Prest. E. B. Steed, Asst. Cashier
V. A . J. Idol, V.-Pres. & Trust Officer W . T . Saunders, Asst. Cashier 
C. H . Marriner, Cashier J. W . Hiatt, Asst. Cashier

IN NORTH CAROLINA

We Would Like To Be 
Your Correspondent

WE CORDIALLY 
S O L I C I T  Y O U R  
C O L L E C T I O N  
I T E M S ------

Capital and Surplus $1,900,000.00

A T L A N T I C
B A N K  andTRUST  

^  C O M P A N Y ^
G REEN SBOR O , N .C .

Burlington Salisbury
High Point Spencer

Norfolk National Bank 
of Commerce & Trusts

NORFOLK, Va.

Capital Surplus &  Profits
$5 ,000,000

Resources In Excess
$40,000,000

R. S. Cohoon, President
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1 J i l l Hartford National Bank

1 ifjfil and Trust Company
HARTFORD, CONN.

Capital $4,000,000 Surplus Profits $5,700,000

Complete B anking Service

pi|fl§S Total Resources over $46,000,000

Established 1853

The NATIONAL 
ROCKLAND BANK

o f BO STO N
50 Congress Street , Boston, Massachusetts

Roxbury Office: 2343 W ashington Street

Capital . . . . .  $1,000,000.00
S u r p lu s ...................... 2,500,000.00
Total Resources over 25,000,000.00

FOR OVER 70 YEARS A STRONG INSTITUTION

WELL EQUIPPED TO MEET THE REQUIREMENTS 
OF OUT-OF-TOWN-BANKS

SAFE DEPOSIT VAULTS AT BOTH OFFICES

UTICA NATIONAL BANK & TRUST COMPANY
106-112 Genesee Street, UTICA, NEW YORK

W ALTE R  JEROM E GREEN 
C hairm an o f  the  B oard

J. ST U A R T  FR A ZE R  
V ice-P residen t

H A R R Y  W . C LAR K E  
V ice-P residen t

ON EIDA SQU ARE OFFICE 
335 G enesee S t.

G eorge C. B erg, A sst. C ash ier & M anager

OFFICERS

H IG H L A N D  C. MOORE 
C ashier

JOH N H . DAVIS 
T ru st  O fficer

M ICH AEL H . C A H IL L  
P resident

G E O R G E  S. GLASS 
A sst. V ice-P res.

TH E O D O R E  R O K A H R  
A sst. V ice-P res.

S O U T H  STR E E T OFFICE 
C or. S o u th  & W est Sts.

G eorge J. S poeri, A sst. C ash ier & Manager

A Progressive Bank in a Progressive City
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NATIONAL BANK OF ROCHESTER
Rochester, N. Y.

R ochester Collections P rom ptly H andled

Complete Banking and Trust Service

B a n k s , corporations and individuals requiring new or additional con
nections in Rochester, N. Y ., are invited to communicate with us regarding 
our facilities. Adequate service through our various departments is assured.

U n io n  T r u st  C o m pa n y
Rochester, N.Y.

Resources 5 0  Millions

Fidelity’s Growth

RESOURCES
JAN U A RY , 1912 

$62,934.56
JA N U A R Y , 1916 

$519,863.37
JAN U A RY , 1913 

$181,388.81
JA N U A R Y , 1917 

$821,460.75
JAN U A RY , 1914 

$289,127.33
JAN U A RY , 1918 

$1,088,536.27
JA N U A R Y , 1915 

$391,656 39
JA N U A R Y , 1919 

$1,634,298 68
J A N U A R Y , 1920 

$2,193,944.95
JA N U A R Y , 1921 

$3,084,963.59
J A N U A R Y , 1922 

$3,628,598.49

JANUARY, 1923 
$4,514,460.83

JANUARY, 1924 
$5,535,250.26 

JANUARY, 1925 
$7,278,180.28

JANUARY, 1926
$9,430,148.42
JANUARY, 1927

$12,274,065.12
OCTOBER 1, 1927

$ 1 4 ,5 2 6 ,898 .16

GUARANTEED INCOMES
The value of our service is accurately shown by the growth 

of our Institution  
OFFICERS

W. B. IR VIN E , Chairman of the Board
President, National Bank o f West Virginia; Treasurer & Director, Industrial 
Savings & Loan C o.; President, Farmers National Bank o f Claysville, Pa.; Treas
urer, Wheeling Rotary Club; Ex-President, W est Virginia Bankers' Association; 
Past President, Wheeling Association o f  Credit M en.

D. A. B U R T , President
Director, Wheeling Bank & Trust C o.: Director, Dollar Savings & Trust C o.; 
Director, Wheeling Steel Corporation; Director, C . & P. Telephone C o.; Hazlett 
& Burt; Director, Hazel-Atlas Glass C o.; Director, Wheeling M old & Foundry Co. 

H O W A RD  SU TH E R LAN D , Vice-President 
Alien Property Custodian, W ashington, D . C.

Vice-President, Hambleton & C o ., Baltimore, M d .; Director, Valley Supply C o., 
Elkins, W . Va.; President, Greenbrier Land C o., Elkins, W . Va.; former U. S. 
Senator from  West Virginia.

F . S. R ISLE Y, Vice-President and Secretary 
Formerly Chief Examiner, Federal Reserve Bank, Philadelphia; State Bank Ex
aminer for the State o f New Jersey; Examiner, W ar Finance Corporation, Wash
ington, D . C.

F. J. W EIS, Treasurer
Formerly Credit Manager, M orris, M ann and Reilley, Chicago, 111. 

CH AS. EDW . SM ITH , Asst. Secy. G . E. H O B ST E T T E R , Asst. Treas.
W. J. G R IB B E N , Auditor H . C. H O B ST E T T E R , Registrar

DIRECTORS
W H EELER H. BACHMAN 

W heeling , W . Va.
E. A . BRA ST 

P arkersburg , W . Va.
D. A. BURT 

W heeling , W . Va. 
JAMES W . G O O D  

C h ica go , 111.
W ALTE R  T . G ROSSCU P 

P h iladelph ia , Pa.
W . B. IRVINE 

W heeling , W . Va.
A. L. KIN G  

W heeling , W . Va. 
JOHN M ARSHALL 
W ash in gton , D. C.

R O B ER T H AZLETT 
W h eelin g , W . Va. 
F R A N K  A. REID 

New Y ork  
H O W A R D  E. REED 

P ittsb u rg h , Pa.
F. S. R ISLE Y 

W heelin g , W . Va. 
R IC H A R D  B. SCAN DRETT 

New Y ork  C ity 
H O W A R D  SU TH ERLAN D 

W ash in g ton , D. C.
RUFUS J. TRIM BLE 

New Y ork  
JOSEPH W . W AR D

P ittsb u rg h , Pa.
S ecurities approved by and deposited  with S tate D epartm ents, 
$9,066,700.00, insuring fa ith fu l perform an ce o f our con tracts.

FIDELITY
INVESTMENT ASSOCIATION

WHEELING, WEST VIRGINIA
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M em ber
Federal
Reserve
System

For
Your
Baltimore
Business

Trust Company
Northwest CornerNorthwest Corner 

Calvert an d  R edw ood Streets 
BALTIMORE

CHARTERED 1864

SAFE DEPOSIT AND TRUST COMPANY
O F B A L T I M O R E

13 SOUTH STREET
Capital, Surplus and Profits over $ 5 ,4 0 0 ,0 0 0
Acts as Trustee of Corporation Mortgages, Fiscal Agent for Corporations 
and Individuals, Transfer Agent and Registrar. Depositary under plans of 
reorganization. Acts as Executor, Administrator, Guardian, Trustee, Receiver,
Attorney and Agent, being especially organized for careful management and 
settlement of estates of every character.
Fireproof building with latest and best equipment for safety of contents.
Safes for rent in its large fire and burglar proof vault, with spacious and well 
lighted coupon rooms for use of patrons.
Securities held on deposit for Out of Town Corporations and Persons.

D IREC TO R S
H. W A L T E R S, C hairm an o f B oard JOHN J. N ELLIG AN , P resident JOHN W . M A RSH ALL, V ice -P res ’t
W ALD O NEW COM ER BLAN C H AR D  RAN DALL G E O . C. JEN K IN S
NORMAN JAMES ELISH A H . PE RK IN S H O W A R D  BRUCE
SAM ’L M. SH OEM AKER R O B E R T  G A R R E T T  M O RR IS W H IT R ID G E

A N D R E W  P. SP A M E R , 2nd Vice-President 
H . H . M . LE E, 3rd Vice-President 

JOSEPH B . K IR B Y , 4th Vice-President
GEORGE B . G A M M IE , Treasurer 
A R T H U R  C . GIBSO N , Asst. Vice-Pres. & Sec.
W M . R . H U BN E R , Asst. Vice-President 
R . S. OPIE , Asst. Vice-President 
GEORGE PAUSCH , Asst. Vice-President 
A L B E R T  P . STRO BE L, Real Estate Officer 
C LAR E N C E  R . T U C K E R , Asst. Treas. & Asst. Sec. 
JOHN W . BO SLEY , Asst. Treas. & Asst. Sec.

E D G A R  H . C R O M W E L L , Assistant Treasurer 
R O LA N D  L. M IL L E R , Cashier 
R A Y M O N D  E . B U R N E T T , Auditor 
H A R R Y  E . CH ALLIS, Assistant Cashier 
H O W A RD  W . B A Y N A R D , Assistant Auditor 
R O B E R T  B. C H A P M A N , Assistant Auditor 
CH AS. F . LE C H T H A L E R , Asst. Real Estate Officer

THE CENTURY TRUST COMPANY OF BALTIMORE
Baltimore, Maryland

Capital, Surplus and Undivided Profits $2,915,000

Commercial Banking in All Its Branches.
Corporate and Individual Fiduciary Facilities.
Underwriting and Distribution of High Grade Bonds.
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E STABLISH ED
1866

MEMBERS OF THE

American
Bankers Association

Houston extends its hearty appre
ciation to the delegates who came 
here, many of them from great dis
tances, to make the 1927 convention  
a signal success.

ESTABLISHED 1873

THE FORT W O R TH  NATIONAL BANK
FORT W ORTH, TEXAS

Capital, Surplus and Profits $3,570,000
K. M. VAN ZANDT,

R. E. H A R D IN G , V ice-P residen t 
E. E. F EW LEY, V ice-P residen t 
W . M. M ASSIE, V ice-P residen t 
B. H . M A R TIN , V ice -P res id en t 
R . C . HEARjNE, V ice-P residen t 
R . W . FEN D ER, V ice-P residen t 
G U Y  PR IC E , V ice-P residen t 
ELMER REN FRO, C ashier

P resident

K . V . JEN N IN G S, A sst, V ice -P res id en t 
E. P . VAN  ZA N D T , A sst. V ice -P res id en t 
D. G . W EILE R , A ssistan t C ashier 
W . E. W ELCH , A ssistan t C ashier
C. W . B R A SE L T O N , A ssistan t C ashier 
W . B. C AY CE , A ssistan t C ashier
S. O . H A RTM AN , A ssistant C ashier

C O LLECTIO N S A SPEC IAL TY

UNITED STATES D EPO SITAR Y

For Balt imore Service

The
Continental Trust 

Company
BALTIM ORE, MD.

Capital and Surplus, $2 ,70 0,00 0
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John K. Ottley
PR E SID E N T

Charles I. Ryan
VIC E PR ESID EN T

James D. Robinson
V IC E  PR E SID E N T

RobertStrickland , Jr .
VIC E PR E SID E N T

Wm. T. Perkerson
V . P R E ST. & TR U ST OFFICER

Stewart M cGinty
VIC E  PR ESID EN T

R. Clyde W illiams
VIC E  PR E SID E N T

Frank M.. Berry
CASH IER

In ATLAN TA-t-the outstanding com
mercial and financial center of the pros
perous and fast expanding Southeast
............. Utilize the Facilities

of The Fourth National
—an old-established, representative Southern in
stitution, intimately acquainted with the South 
in 1890, and intimately acquainted with it to-day.

Fourth National Bank
ATLANTA

Resources More Than $40,000,000

First National Bank
BIRMINGHAM, ALA.

United States Depositary.

Capital_____ : ______ $1,500,000.00
Surplus & Profits over4,000,000.00
Deposits over______ 42,000.000.00
Resources over____ 50,000,000.00

O scar W ells, President

For Complete Financial 
Service in the 

Southeast

HAMILTON NATIONAL*BANK 
HAMILTON TRUSTS SAVINGS 

BANK
Chattanooga, Tenn.

T. R. PRESTON, President

Birmingham  
T rust & Savings Co.

B IR M IN G H A M , ALA.
Organized 1887

Capital $1,000,000 Surplus $1,000,000
O F F IC E R S

A R T H U R  W . SM ITH , C hairm an o f B oard
W A L T E R  E. HENLEY, P resident 
WM. H. M AN LY, V ice  P resident 
BENSON C A IN , A sst. V ice P resident 
C . D. C O T T E N , A sst. V ice  P resident

EDW IN W . FIN CH , C ashier 
H. C. K E LLE R, A sst. C ash ier 
D. B. T A L IA F E R R O , A sst. C ash ier 
R . E. C O T T E N , A sst. C ash ier 
JAMES P. G L A SS, A sst. C ash ier

MACLIN F. SM ITH , T ru st O ffice r  G E O R G E  A . B R E W E R , A sst. T ru st O fficer
A. KEY F O S T E R , A sst. T ru st O fficer .

More Than Thirty-Eight Years in Business 
Correspondence Invited
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The Omaha National Bank 
The Omaha Trust Company

OMAHA, NEBRASKA

Complete Financial Service 

Combined Resources, Over $50,000,000

WALTER W . HEAD, President

N E A R L Y  1 0 0 0  M ILE S A P A R T
Better securities are being made in the two large and 
complete plants of the Central Banknote Company, one 
located in the heart of New York City; the other located 
on the great west side of Chicago. It is our constant 
endeavor to improve our product and our facilities 
for handling an ever increasing volume of business.

FRED R. ESTY, P r e s id e n t

C e n t r a l  B a n k n o t e  C o m p a n y
319 N O R TH  ALBANY AVE. 

C H I C A G O  
VAN BUREN 8000

mmm
to

The Anglo-South American Bank, through 
its 39 years of export and import banking 
experience, has acquired an intimate knowl
edge of the needs and habits of the natives 
of the countries in which it has branches.

56 BRANCHES
Argentina - Brazil - Chile
and throughout the Americas, 
France, Spain and England

ANGLO-SOUTH AMERICAN BANK, LTD.
R epresen ted  by

The Anglo-South American 
T rjjs.t C ompany

49 Broadway, New York
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A. 0 . SLAUGHTER & CO.
MEMBERS

New York Stock Exchange 

Chicago Stock Exchange 

Chicago Board of Trade

110 West Monroe Street

CHICAGO
Branch Office: Union Stock Yards

11 WALL ST. THE ROOKERY
NEW YORK CHICAGO

MEMBERS
New Y ork  S tock  E xchange 
New Y ork  C o tto n  E xchange 
New Y ork  P rod u ce  E xchange 
New Y ork  C offee  E xchange 
C h ica go  B oard o f  T rade 
C h ica go  S tock  E xchange 
K ansas C ity  B oard o f  T rade 
W in n ip eg  G rain  E xchange 

M inneapolis C ham ber o f Com m erce

F r a z ie r  J e l k e & C o .

D a v i d  A .  N o y e s  &  C o .
M E M B E R S  N E W  Y O R K S T O C K  E X C H A N G E

MEMBERS 
New York Stock Exchange 
Chicago Stock Exchange 
Chicago Board of Trade

IN V E S T M E N T S E C U R IT IE S

208 So. La Salle St., Chicago

N E W  Y O R K  C H I C A G O
40 W A L L  S T R E E T  112 W. A D A M S  S T R E E T
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Babcock, Rushton & Company
Established 1895

137 So.lLafSalle St. 
Chicago

T el. C entra l 8900

M E M B E R S
New York Stock Exchange 

Chicago Stock Exchange 
Chicago Board o f Trade

7 Wall Street 
New York

T el. H anover 3180

LISTED AND UNLISTED STOCKS AND BONDS

SPECIALISTS IN BAN K  STOCKS AND STOCK YARDS SECURITIES

O u r B ook le t  o f  S ecu rity  O ffer in gs  S ent on  R equ est 
We w ill A lso  Mail O u r M arket L etter to  In terested  Parties

A  Comprehensive 
Investment Service

Underwriters and Distributors of 
Municipal, Public Utility and 

Industrial Bonds

M E M B E R S
New York Stock Exchange 
Cleveland Stock Exchange 
Cincinnati Stock Exchange 

Chicago Stock Exchange 
Detroit Stock Exchange 

New York Cotton Exchange 
•Chicago Board of Trade

OTIS &  CO.
E stablished  1899

CLEVELAND

New York Denver Louisville 
C h ica go  San F ran cisco  C olorad o  Springs 
D etroit T o le d o  C an ton  
C in cin n a ti A kron  M assillon 

C olu m bus

Investment > 
Securities

Originators, Wholesale 
and Retail Distributors of 
Public Utility, Municipal, 
Industrial and First Mort
gage Real Estate Bonds.

Estates - Trusts

Ga ra rd  Trust 
Company

Capital and Surplus $2,500,000

39 South La Salle Street^- Chicago

H o a g l a n d , A l l u m  &  C o .
I N C O R P O R A T E D

34 Pine Street 14 S. La Salle St. 
NEW YORK C H I C A G O
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We solicit underwriting and distribution 
of Investment Bonds in Chicago territory.

ERICSON-DAUBER-FISCHER CO.
Investment Bonds
ILLINOIS MERCHANTS BANK BLDG.

231 SO. LA SALLE ST.

ELMER O. ERICSON 
ADOLPH DAUBER 
CHARLES H. FISCHER CHICAGO

Free of All Federal Income Taxes

Municipal Bonds
Issued by

Counties, Cities, Districts 
Yielding 4*4% to 6%

Latest Circular Sent upon Request 

Special Lists for Banks

The Hanchett Bond Co.
(Incorporated 1910)

MUNICIPAL BONDS
39 Seuth La Salle Street

C H I C A G O
BRANCH OFFICES

NEW YORK ST. LOUIS DETROIT

H. T. HOLTZ & CO.
Investment Securities

39 SOUTH LA SALLE STREET

CHICAGO

CAMMACK & 
COMP ANY ,Inc.

Municipal; Corporation 
and Railroad Bonds

39 South La Salle Street 
Chicago, Illinois
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D a n g l e r ,, L a p h a m  & Go.
Investment Securities

1104 Harris Trust Bldg. Chicago Telephone Randolph 2363

I

I

i

CHICAGO BANK STOCKS
BOUGHT—SOLD—QUO TED 

Market Review on Request

O t t e — D i c k e y  & Co., inc.
29 South La Salle Street CHICAGO

TELEPH ON E RAN DO LPH  4660

Public Utility Financing
We have originated, either alone or with associates, and have distributed 
throughout the country, securities of the following public utility corporations:

Binghamton Gas Works 
Central Iowa Power and Light Company 
Columbus Railway Power & Light Company 
Cumberland County Power & Light Company 
Daytona Public Service Company 
Defiance Gas and Electric Company 
Dubuque Electric Company 
Florida Public Service Company 
Grand Rapids Gas Light Company 
Hamilton By-Products Coke Ovens, Limited 
Jersey Central Power & Light Corporation 
The Kansas Electric Power Company 
Keystone Telephone Company of Philadelphia 
Michigan Electric Power Company 
National Electric Power Company 
North Carolina Public Service Company, Inc. 
Northern Iowa Gas and Electric Company

North Penn Gas Company
Northwestern Public Service Company
Ohio Electric Power Company
Penn Central Light & Power Company
Pennsylvania Gas & Electric Company
Pennsylvania Gas & Electric Corporation
Pennsylvania-Ohio Electric Company
St. Cloud Public Service Company
Sandusky Gas & Electric Company
Southern Minnesota Gas and Electric Company
Southwest Power Company
United Gas & Fuel Company of Hamilton, Lt d 
Utah Gas & Coke Company 
Vermont Hydro-Electric Company 
Washington Gas & Electric Company 
West Virginia Water and Electric Company 
Western United Gas and Electric Company

We welcome inquiries from public utility corporations which 
require capital for consolidation, extension or refunding.

Executives are invited to send for a copy of our book, “ A Record of Corporation Financing.”

A .G A IL Y N " ®  C O M P A N Y
67 W . Monroe St., CHICAGO

NEW Y O R K  BOSTON  PH ILA D E LPH IA  D E T R O IT
M ILW AUKEE S T . LOU IS MINNEAPOLIS SAN FR AN CISCO
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THE First N A T IO N -W ID E  
FINANCIAL PRINTING O RG A N IZA TIO N

*| ^  hours (or sooner) after you give copy to 
J L w  a Lincoln representative, bond circulars 
in any quantity can be delivered simultaneously 
from our three completely equipped plants.

^  experienced craftsmen comprise the
printing, copy, art, m ap, m u lti

graphing and mailing departments of this 
nation-wide financial printing organization.

¥ *

L I N C O L N  P R I N T I N G  C O M P A N Y
732 SHERMAN STREET CHICAGO Telephone Wabash 4004
SANSOME AND BROADWAY SAN FRANCISCO Telephone D avenport 1831
L I N C O L N  F I N A N C I A L  S E R V I C E ,  IN C .
441 PEARL STREET NEW YORK Telephone Worth 1305

Hill, Joiner & Co., Inc.

Investment Bonds
1 37 South La Salle Street

CHICAGO
NEW YORK BOSTON DETROIT ST. LOUIS INDIANAPOLIS MINNEAPOLIS

TELEPHONE FINANCING
We specialize in the financing of Telephone Companies. We 
invite correspondence with dealers relative to the marketing of 
the securities of this branch of the Public Utility Industry.

Send for this Booklet— THE TELEPHONE, an Essential Public Utility

Paul C. Dodge & Co., inc.
Investment

10 South LaSalle St. 
CHICAGO

Securities

68 E. Wisconsin Ave. 
MILWAUKEE
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We maintain a large and well diversified list of municipal and high grade invest
ment bonds suitable for bank investments. You should receive our offerings.

Stranahan,Harris & Qatis
I N C O R P O R A T E D

I N V E S T M E N T  B O N D S

39 So. La Salle St. Buhl Building 520 Madison Ave. I l l  Broadway

Chicago, 111. Detroit, Mich. Toledo, Ohio New York

At
Y o u r Service

O u r time, our s ta ff  
our contacts

FIRST WISCONSIN NATIONAL BAN K
M I L W A U K E E

CAPITAL AND SURPLUS TEN MILLION DOLLARS

B o e t t c h e r  &  C o m p a n y
In v e s t m e n t  B a n k e r s

T e l e p h o n e  M a i n  194
Q? 8  S e v e n t e e n t h  S t  D e n v e r , C o l o r a d o
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H U B  S K Y L I N E S  C H A N G E
H U N T E R -D U L IN  

B U IL D IN G  
San Francisco 

California

Th t ROMANCE of business
is written to the accompaniment of the shrill staccato of 
the riveter, the hum of the dynamo, the cough of^the 
Mogul, the whirr of the loom.

Y et this chorus of progress would remain muted 
were it not for the sinews of the industrial giant —sinews 
supplied by the investing public —financial thews brought 
forth by the Investment Bankers.

Taking an active part in the progress that is 
changing the industrial, commercial, and financial skylines 
of the west —and thus contributing to this vast creative 
effort — we are closely identified with the development of 
the Pacific Coast and the financing of its industries and 
communities. . . . . . .

Hu n t e r ,D u u n  6 -Go .
Investment Securities

SAN  F R A N C ISC O LOS AN G ELES
POMONA LONG BEACH SANTA MO NI CA  H O LL Y WO O D

The San Francisco Bank
S A V I N G S  C O M M E R C I A L

I N C O R P O R A T E D  F E B R U A R Y  1 0T H ,  186S

One o f  the Oldest Banks in California, 
the A ssets o f  which have never been increased  
by m ergers or consolidations with oth er Banks

M E M B E R  A S S O C I A T E D  S A V I N G S  B A N K S  OF 
SAN F R A N C I S C O

526 California Street,
San Francisco, Cal.

Assets over________________ $114,000,000.00
Deposits over_____________  109,000,000.00
Capital, Reserve and Con

tingent Funds_________  4,700,000.00
The following accounts stand on the Books at $1.00 each, viz; 

Bank B uildings and Lots (Value over SI,885,000.00) 
O th er Real Estate -  -  (Value over $65,000.00)
Em ployees’ Pen sion  Fund (Value over $575,000.00)

Interest paid on Deposits at the rate of 
FOUR AND ONE-QUARTER (4J4) per 
cent per annum, COMPUTED MONTHLY  
and COMPOUNDED QUARTERLY,

AND M AY BE W IT H D R A W N  Q U A R T E R L Y

WILLIAM R. STMTS CO.
E stablish ed  1887

Governm ent, M unicipal 
and Corporation

BONDS
640 South Spring St.

LOS ANGELES

Pasadena San Francisco
San Diego
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Wood, Gundy & Company
Incorporated

14 Wall Street, New York
Toronto Montreal London, Eng. Winnipeg

Our offerings comprise Canadian Government, Provincial 
And Municipal Bonds and Canadian Corporation  
and Public Ut i l i ty  Bonds of the highest  grade.

Goddard & Co.
Incorporated

INVESTMENT SECURITIES
Corporate and Public Utility Financing

44 Wall Street 
New York

Union Trust Building 
Pittsburgh

A Banking Ally in Canada
T  HE usefulness of this Bank to the business houses and 

banks of the United States lies in ite ability to supply 
first-hand, accurate information upon local markets and 
conditions, tariffs, etc., through its 800 branches serving 
Canada from coast to coast and over 100 serving the 
West Indies and Central and South America.

Address your enquiries to our New Business Department 
either at Head Office, Montreal, or 68 William Street, 
New York.

The Royal Bank 
o f C an ad a
Resources Exceed 780 Million Dollars
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M aitland, C oppell &  Co.
62 W ILLIAM  STREET, NEW YO R K

ORDERS EXECUTED FOR ALL INVESTMENT SECURITIES. ACT AS 
AGENTS OF CORPORATIONS AND NEGOTIATE AND ISSUE LOANS

BILLS OF EXC H AN G E,
TELEGRAPHIC TRANSFERS,

LETTERS OF CREDIT o n

National Provincial Bank, Ltd., London 
Messrs. Mallet Freres & Cie., Paris 

Banco Nacional de Mexico
AN D ITS BRAN CH ES

\

TH E BRITISH  O VE R SE AS B A N K
LIMITED

Capital Authorised - - £5,000,000
Issued and Paid-up - £2,000,000
Reserve Fund - - - £150,000

Through its world-wide connections and agencies the Bank is able to offer to 
its clients at home and abroad exceptional facilities in foreign exchange and in the 
financing of every form of foreign trade, and also to provide up-to-date credit reports 
and information as to international business conditions. Correspondence invited.

33, G R A C E C H U R C H  STR E E T
Lombard Court, L O N D O N , E.C.3

Telegraphic Address “ Sa e s r e v o , L o n d o n”

Telephone N o . R oyal  7111

Affiliated Institution in Poland:

Anglo-Polish Bank, Limited, W A R S A W
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Westminster Bank Limited
A N  ENGLISH BANK preserving an English tradition through
out a system of over 900 branch offices, and represented in 

- every banking town in the world. Vast resources combined 
with nearly a century’s accumulated experience equip it for the 

characteristic service it places at its customers’ disposal..

Authorised Capital: $165,000 ,000  ($5= £i)

New York Representative: C. M. PARKER, 68 W ILLIA M  STREET  
H E A D  O F F I C E :  4 1  L O T H B U R Y ,  L O N D O N ,  E .C .2

THE MERCANTILE BANK O F INDIA
Lim ited

Capital authorized and subscribed £3,000,000 
Capital paid up £1,050,000

Reserve Fund and Undivided Profits £1,545,666

New York Correspondents 
Bank of Montreal, 64 Wall Street

BRANCHES IN IN DIA, BURMA, 
CEYLON, STRAITS SETTLEMENTS, 
F E D E R A T E D  M A L A Y  S T A T E S ,  
JAVA,  C H I N A  and M A U R I T I U S

HEAD OFFICE

15 Gracechurch Street LONDON
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Chartered Bank of India, Australia and China
Incorporated by Royal Charter, 1853

Capital (Gold) 
$15,000,000

Reserve Fund
$ 2 0 , 0 0 0 , 0 0 0

Undivided Profits 
$1,076,770

Total Assets 
$333,229,775

Branches in Japan, China, 
Philippine Islands, French 
Indo China, Straits Settle
ments, Federated Malay 
States, Java, Sumatra, Siam, 
Burmah and India.

C ALC U TTA  OFFICE

Head Office: 38 Bishopsgate, LONDON, ENGLAND

WILLIAM BAXTER, Agent, 44 Beaver Street, NEW YORK

KANSALLIS-OSAKE-PANKKI
(The National Joint Stock Bank)

Established 1889

Paid-up Capital and R e s e r v e s ............................ Fmk. 285,000,000
Deposits & Credit Balances at 30th June, 1927 . . Fmk. 2,014,000,000
Total Assets at 30th June, 1927 ....................... Fmk. 2,487,000,000

Head Office: HELSINKI (Helsingfors)
144 Branches throughout Finland 

Every Kind of Banking and Exchange Business Transacted 
Telegraphic Address: Kansallispankki

Area 3,600 square miles 
Population. 1,400,000

PORTO RICO

WE SPECIALIZE ON COLLECTIONS

American Colonial Bank of Porto Rico
San Juan Caguas Arecibo Ponce Mayaguez Santurce Bayamon

54

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



M
m

m
uu

m
m

am
M

um
na

m

GOVERNMENT, RAILROAD, INDUSTRIAL
a n d  p u b l i c  U t i l i t y  

S e c u r i t i e s

F o r e i g n  B o n d s  
P r e f e r r e d  S t o c k s  
S h o r t  T e r m  N o t e s

Investment lists prepared for Banks, 
Institutions, Trustees and Individuals

The facilities of our organization are extended to you for informa
tion or reports on any of the companies with which we are identified.

H o d e n p y l  H a r d y  S e c u r i t i e s  C o r p o r a t i o n

14. rW a ll Street

New York
G ra n d  R ap id s  

Jac k so n

2}i So. La Salle Street 

Chicago

U M & M M W W W m i

|  Telegraphic Address: “ Compdebary, Amsterdam.”  f

Handel-Maatschappij |

1 H. Albert de Bary & Co. (
I  AMSTERDAM 1

Merchant Bankers

I Capital FI. 9,000,000
(FULLY PAID)

I Reserves FI.3,500,000

TuiiiiiuiiiiiiiijiiiimumiHiiJiiiimiiiiiimiJiimiiiiiiiiiiiiiiimiiiiiiiiiiiiiiiiiiiiiiiiiiitfiiiiimiiin;

H i i

Commercial and Industrial 
Bank o f the U S S R .
“ PROM BANK”

Head Office: Moscow 
Karoonin Sq., 2 /7 .

B ranch es 
in  all in d u stria l 

cen tres  o f  the U n ion .

On 1 /IX — 1927:

Subscribed&Paidup Capital Rbls.102,277,000 
Reserve and Special Funds “  71,139,500
Deposits & Current Accounts “ 140,062,300

Correspondents in all parts of the world.

U N ITED STATE S C O R RE SPO N D E N TS:

New Y ork — T h e  C hase N ationa l B ank  o f  th e  C ity  o f 
New Y ork .

E qu ita b le  T ru st C om p any o f New Y ork . 
T h e  A m algam ated  B ank o f  New Y ork .

C h i c a g o — T he A m algam ated T ru st  & Savings B ank

EVERY DESCRIPTION OF BANKING  
BUSINESS TRANSACTED.

Special Department for Long-Term Credits for 
financing of State Industry.
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Features o f Excellence 
Every Banker Appreciates

T N ADDITION to the broad service commonly 
rendered by modern banks, The Canadian Bank 

of Commerce offers:

EXPERIENCE
The accrued benefits of 60 years bank
ing experience.

STRENGTH
Half a Billion dollars of Assets, Forty 
Million dollars of paid-up Capital and 
Reserve.

COMPREHENSIVE FACILITIES
570 Branches expedite international 
financial transactions of all kinds.

Besides its own branches, this bank maintains corre
spondents in every important exchange center in the 
world. The value of this splendid contact is 
evidenced by the remarkable growth of the bank’s 
assets—which have more than trebled in the past 
15 years.

Sound business, both domestic and foreign, will find 
every banking need fulfilled in the service rendered 
by the various departments of this bank.

THE CANADIAN BANK 
OF COMMERCE

HEAD OFFICE: TORONTO 
New York City Agency: 16 Exchange Place

C. J. STEPHENSON, J. MORTON and P. H. NOWERS, A gents

United States 
Branches
NEW YORK 

SAN FRANCISCO 
SEATTLE 

PORTLAND

Foreign
Branches

LONDON, ENG.
2 Lombard St.,E.C.3

KINGSTON
Jamaica

BRIDGETOW N
Barbados

PORT OF SPAIN 
Trinidad

HAVANA
Cuba

MEXICO CITY 
Mexico

RIO DE JANEIRO . 
Brazil

ST. JOHN’S 
Newfoundland

BELLEORAM
Newfoundland

ST. PIERRE ET 
MIQUELON

4= . =  J
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pencer Trask &  C o.
Investment Securities

Members New York Stock Exchange

Private Wires 
to

Leading Cities

NEW YORK ALBANY BOSTON
25 Broad St. 74-78 Chapel St. 50 Congress St.

CHICAGO PROVIDENCE
208 So. La Salle St. Hospital Trust Bldg.

PHILADELPHIA
Packard Bldg.
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------------------------------------------------------------------------------------------------------------------------------------- I

B R O W N  B R O T H E R S  &  C O .
Established 1818

1531 Walnut Street rr\ wt 11 cv xtttw/ 'v /'xt) t/' 60 State Street 
Philadelphia 59 W 1  St"  N E W  Y O R K  Boston

1

IN VESTM EN T SECURITIES  

C O M M E R C I A L  C R E D I T S  

T R A V E L E R S  C R E D I T S  

F O R E I G N  E X C H A N G E

B R O W N ,  S H I P L E Y  &  C O M P A N Y
Established 18 10

Founders Court, Lothbury Office for Travelers
LONDON, E. C. 123 Pall M all, LONDON, S. W.

1 1
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H arvey Fisk & Sons
120  Broadway

N E W  Y O R K

M E M B E R S

New York Stock Exchange

L O N D O N  O F F I C E  B R A N C H  O F F I C E
9-13 King William St., E. C. 4 251 West 57th Street
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Kidder, Peabody &  Co.
ESTABLISH ED 1865

115 Devonshire St. 
BOSTON

17 Wall St. 
NEW YORK

BRANCH OFFICES
216 Berkeley St.

BOSTON
10 Weybosset Street 
PROVIDENCE, R. I.

46 East 42d Street 
NEW YORK

5 Clinton Street 
NEWARK, N. J.

1357 Beacon Street 
BROOKLINE, MASS.

GOVERNM ENT BONDS
We make a specialty of Liberty Bonds, keeping a supply on hand for immediate delivery.

INVESTMENT SECURITIES
We suggest investments in securities of conservatively financed and well managed 

corporations in which principal will be amply protected.

FOREIGN EXCHANGE
We buy and sell Exchange on the principal European countries and undertake the 

collection of drafts against exportation of merchandise.

LETTERS OF CREDIT
We issue confirmed Circular and Copimercial Letters of Credit in £  on

B A R IN G  BRO THERS & CO., Ltd.
LONDON

and their correspondents throughout the world; also letters of Credit in $ on

THE KIDDER PEABODY 
ACCEPTANCE CORPORATION

BOSTON or NEW  Y O R K
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AMERICAN
Bankers’ C onvention

SECTION
OF THE

C om m ercial  & [F in a n c ia l  ^ hrow icle .
Copyrighted in 1927, according to Act of Congress, by WILLIAM B. DANA COMPANY, in office of Librarian of Congress, Washington, D. C.

Vol. 125. NEW YORK, NOVEMBER 12 1927 No. 3255.

THE CHRONICLE.
T h e C om m ercial and  F inancia l C h ron ic le  is a weekly newspaper 

o f  160 to 176 pages, published in time for the earliest mail every Saturday 
morning, with the latest news by telegraph and cable from  its own corre
spondents relating to the various matters within its scope.

T he C h ron ic le  also issues a number o f other, but independent publi
cations, including: —

(1) The R ailw ay E arn ings Section, issued monthly, containing the 
sworn returns o f earnings and expenses o f the steam railways o f the United 
States filed each month with the Inter-State Commerce Commission.

(2) The B ank and  Q u ota tion  Section, issued m onthly on the first or 
second Saturday o f the month.

(3) The R ailw ay and  Industria l C om pendium , issued twice a year 
on  the last Saturday o f M ay and Novem ber.

(4) The P u b lic  U tility  C om pendium , issued twice a year, towards 
the close o f April and October.

(5) The State and M unicipal C om pendium , issued semi-annually on 
the last Saturday of June and December.

Terms for the C h ron ic le  are $10 per annum within Continental United 
) States except Alaska; $11.50 in Canada and $13.50 in other foreign countries; 

U . S. Possessions and Territories.
W ILLIAM  B. DANA COM PAN Y, P ublish ers,

Front, Pine and Depeyster Streets, New York.

I N D E X  TO A D V E R T IS E M E N T S .

A c o m p l e t e  in d ex  to  th e  a d v e r t i s e 
ments a p p e a r in g  in t h e  p r e s e n t  i s su e  
o f  the B a n k e r s ’ C o n v e n t i o n  S e c t i o n  
will be f o u n d  o n  p a g es  63 a n d  64.

THE CONVENTION AND PROBLEMS OF 
THE DAY.

currency reform (which might have been regarded 
as distinctly banking matters) but on problems of 
foreign trade, of railway regulation, of labor, of 
agriculture, Back of all these special subjects of 
recurrent controversy, the annual conventions have 
always clearly reflected the consensus of nation
wide banking opinion on the country’s financial and 
economic situation of the hour. For that judgment, 
indeed, it would not be easy to find a body of men 
more adequately equipped by the circumstances of 
their calling than a convention of representative 
bankers from every locality of the United States.

The resolutions adopted by the Association’s con
vention of last month at Houston take a sane and 
temperate view of the present industrial situation. 
They admit frankly that the high level of business 
activity and prosperity reached in 1926 has not 
been duplicated in 1927. On the other hand, the con
vention sees nothing to indicate that an era of de
pression is beginning. “ All sections of the country 
have continued to flourish,” its resolutions point 
out; “ both labor and capital have been happily and 
profitably employed.” On the one hand, the de
structive reaction of older days could have no reason 
for occurrence in the face of the recent “marked 
absence of speculative tendencies in commerce and 
industry,” and the financial disorder which was once 
apt to arise when the climax of ja trade boom had

During many years the business community has been passed could hardly be repeated at a time when 
been in the habit of looking to the discussions alrd money had not only remained easy throughout the 
resolutions of the American Bankers’ Association’s period of trade expansion but when the United 
annual convention for the voicing of the conservative States “ has been able to continue lending large sums 
financier’s ideas, impressions and conclusions on to other countries.”  These two considerations, con- 
questions of the day. The conventions have never trasting absolutely with the phenomena of such a 
limited their debates or declarations to purely period in pre-war days, explain the lack of financial 
banking questions. Recognizing that sound finance uneasiness over the fact of a season’s relaxing trade, 
has a stake in nearly all great public issues, they Another reassuring consideration in the present 
have taken their position not only on such problems period of business activity has been the absence of 
as from year to year arose regarding taxatio^ftB^ - Tlis l-urljmg public questions. Whether we have out-

U B R A H V
o r
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nr .nil inn i;;j£

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



62 BANKERS’ CONVENTION.
lived the era in which the mere fact of an existing 
or impending presidential campaign was bound to 
cause hesitation in trade and industry is perhaps a 
question which can be settled only by next year’s 
experience. Sometimes habit or tradition counts 
for almost as much as actal apprehension in such 
matters. But -that financial confidence will be 
shaken and business plans unsettled by controver
sies over immediately vital questions like radical 
revision of the tariff or haphazard experiment with 
the currency, is something that nobody looks for. 
We still have our controversies over national legis
lation, but they are conducted nowadays in a sober 
spirit and none of them embodies the possibility of 
disastrous conseqences.

The question of farm relief is one of them. The 
convention properly refused to go on record in regard 
to the farm legislation which the President vetoed. 
Opinion is probably divided, even among the bank
ers, as to the form which efforts should take to help 
the agricultural producer to a more favorable mar
ket. The fundamentally unsound character of the 
McNary-Haugen bill would necessarily have pre
vented anything like endorsement by the convention 
either of the measure itself or of the particular the
ories embodied in it.

But theMcNary- Haugen bill, from the legislative 
viewpoint of the moment, is dead. If other measures 
with a similar general purpose but with safe eco
nomic machinery are hereafter to be considered in 
Congress, it will be time to pass judgment on them 
when their character is known. The bankers’ con
vention could scarcely have gone further at this 
time than its declaration of the necessary and deep 
interest of all bankers in “ sound economic policies 
for* the stabilization of this basic industry.” The 
resolutions approve unreservedly the provision by 
Congress of the necessary public works to prevent 
recurrence of such floods as this year devastated

the Mississippi Valley, but that certainly did not 
lay on the convention the responsibility of taking 
sides in the controversy as to which kind of engi
neering expedient would be the wisest.

When the Houston convention assembled, there 
was rather widespread belief that discussion of the 
Federal Reserve Board’s powers could not be kept out 
of its discussions. But the Association’s President, 
himself a Chicago banker, set forth at the start the 
reasons why the recent dispute over the Chicago Re
serve Bank rate should not be made a matter of con
vention controversy. The question at issue, Mr. 
Traylor argued, involved differences of opinion re
garding administration of the Reserve Law, not 
differences regarding the provisions of the law itself. 
This conclusion is certainly open to question and we 
ourselves are not in accord with it. How the con
vention viewed the matter was sufficiently proved 
by the fact that the controversy did not figure at all 
in the discussions and was not mentioned in the 
resolutions.

On one question of banking 'policy the conven
tion’s declaration was unequivocal— that increase 
in the number of banks without regard to the needs 
of the communities served was a crying evil, and 
that the loose granting of charters without proper 
weighing of the fitness, qualification and experience 
of the applicants should be restrained. No one at 
all acquainted with the facts has any doubt that the 
chartering of insecure mushroom institutions has 
been the largest single cause for the seemingly for
midable list of bank failures, even in years of recent 
national prosperity. Yet the statistics provided by 
one country banker in the course of the debate, 
showing that, while 3,124 banks failed in the United 
States from 1921 to 1926 inclusive, 5,784 new bank 
charters were granted during that period and 
up to the present time, certainly give food for 
thought.
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A Few o f the Fruits o f Combined Capital
By James Francis Burke, Former Member of the Banking and Currency Committee of Congress.

The American people are rapidly realizing the responsibil
ities of living in a billion dollar age, in a billion dollar 
country.

To do justice to the subject “The Fruits of Combined 
Capital'’ in the presence of this distinguished audience 
composed of those who are primarily responsible for the 
accumulation of money and its intelligent investment is 
a task of imposing importance.

From the days of the first depositories—the Shrine of 
Diana at Ephesus and Apollo at Delphi—the banker has 
been the one outstanding receiver, guardian and investor 
of the world’s capital.

I shall confine myself, however, to present-day develop
ments, first, because our own lives are intimately inter
woven with the story, and second because no period in his
tory compared with it in daring and brilliancy of accom
plishment.

Gibbon declared that the few hundred years of the 
height of Roman Imperial power were the happiest of 
human days, and that the happiest men of all that period 
were the Roman bankers.

Whether that statement, when written, was true or not, 
I know of no epoch in the story of man’s journey on earth 
that will compare with the one in which we are now living.

It is the most ambitious, the most inventive, the most 
progressive, the most practical and the most constructive 
age in the ebb and flow of centuries.

It is solving more mysteries, revealing more secrets, 
lifting more loads from man’s back, giving more sustenance 
to man’s body, spreading more light across his pathway, 
bringing more beauty within range of his vision, more 
music within range of his ear, more friends within range 
of his voice, and adding more years to his span of life 
than any other age in history. It is building more abodes 
of learning, more temples of art, more shrines of religion, 
and more happy homes where kinsmen gather at the end 
of day, than ever marked any period of time since the first 
sunbeam lighted up the morning of creation.

Combined capital has been an outstanding factor in this 
development. In fact, that one magic word “combination” 
has been responsible for a multitude of the mightiest of 
latter-day achievements.

And nowhere so strikingly as here in America.
Combination Versus Conflict

In discussing the results of combination it may not be 
amiss at the beginning to contrast the history of the old 
world and the new, to point a moral.

The story of Europe has been a story of separation; a 
story of strife. It is a chronicle of centuries of conflicts, a 
record of monotonous, never ending discords. It has been 
marked by intermittent bloodshed and bankruptcy, where 
peace and prosperity might have prevailed instead.

On theotlier hand the crowning achievement of America's 
career lies in its glorious spirit of “get together.” What 
might have been forty-eight conflicting provinces, each 
seeking the accomplishment of a separate selfish purpose, 
is today a single united republic.

In its genius for combination lies the secret of its great
est conquests. Unity of purpose, unity of effort, and unity 
of forces have worked its political, social, scientific, in
dustrial and commercial wonders.

When thirteen colonies became one they expressed their 
faith in combination. In its first struggle for existence, 
that combination evolved new elements of strength essential 
to its endurance, and finally emerged from the fires of 
the Revolution a virile nation.

At the end of three-quarters of a century, when a great 
fundamental question arose affecting the inherent charac
ter of its structure and threatening its separation, it mar
shaled every force at its command and the Union of States 
emerged from the conflict to illustrate anew the power of 
American combination.

In 1898. on land and sea. she spoke again with singleness 
of purpose, while in 1917, when liei' sovereignty was chal
lenged. she marshaled over night the most formidable com- 
binat'en of men. money, machinery and moral forces that 
the world had ever witnessed.

The result was a triumph for the higher humanities 
and the survival of the nobler purposes for which God had 
created his children and for the promotion of which He 
gave birth to this nation.

And now let us consider some of the results of the com
bination of her financial forces, commonly known as “Big 
Business.”

Since most of the discussion heretofore devoted to big 
business has come from critics in private life who abbor 
all forms of combined wealth, and those opponents in pub
lic life who see only evil consequences in all combinations 
of capital, it is a distinct privilege to discuss this subject 
in a new light in this distinguished presence.

Debt to Individual Genius
In attributingto combined capital its fair share of credit. 

I have no desire to overlook the physical and intellectual 
achievements of those whose genius and industry have
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created inventions and wrought accomplishments amid 
scenes of poverty, nor to belittle the initiative, the never 
ending perseveraiiee and success of individuals who 
dreamed and toiled and conquered alone.

Nor, on theother hand, shall I defend those excesses and 
abuses which marked the administration of many large 
combinations of capital during the closing years of the last 
century.

While those abuses might be forgotten in the ordinary 
processes of time, their memory is kept green by the survival 
of those drastic penal statutes impulsively enacted at that 
time, to bring them under control.

Statutes so rigid in their terms and so unjust in their 
class discrimination that they will continue to cripple 
American commerce as long as they remain an unaltered 
chapter of our system of jurisprudence.

And yet it is to the distinct credit of American genius 
and enterprise that even in the garb of a legal straight- 
jacket, capital has associated itself together in many large 
units during the last thirty years with the result that untold 
benefits have followed their creation.

What single individuals never could have done: what 
small combinations of capital would have been impotent 
to accomplish, these larger agencies have brought about 
with such an ease and on such a scale as to arouse the 
wonder of the world.

In many instances single control over every factor from 
the raw material in the hills to the finished product at 
the door of the ultimate consumer, has resulted in economies 
and improvements unsurpassed in any other country.

/ Insurance Combines Capital
After the banker’s initial accomplishment in accumulat

ing capital and applying it to the promotion of large enter
prise, one of the most formidable agencies in the encourage
ment of thrift and bringing vast sums of money together, 
has been the insurance companies of America, whose assets 
at this hour aggregate approximately fifteen billion dollars.

It requires no genius to detail the countless blessings 
flowing from the financial forces centered in the insurance 
world, the thrift they have inspired, the want and suffer
ing they have averted, the bereavements they have made 
lighter to bear, and the mighty part they have played in 
the building of America.

From the stretching of railroads across the continent to 
the building of towns and cities beyond the Western Re
serve. the story of capital, wisely furnished, is one in 
which every insurance executive in America should evince 
a pride.

As money should be loved or hated for the things it 
does: condemned when it crushes and praised when it 
lifts our burden, no agency through which money has been 
combined and invested has wrought more wholesome re
sults than American insurance. A dollar in the hour of 
adversity has a value all its own.

Insurance is the one investment in which we are build
ing for tomorrow, and that in itself is a mighty main
spring in human achievement.

Building for Tomorrow
When Caesar built the Appian Way and advanced Roman 

civilization to the zenith of its glory, he builded for to
morrow.

When Pericles found Athens a city of mud and left it 
a city of marble he builded for tomorrow.

When Columbus defied the hardships of storm and sea 
and planted the cross on American soil he builded for to
morrow.

When Washington laid the cornerstone of this Republic 
and Lincoln struck the chains of bondage from four mil
lion human beings, and laid broader and deeper than ever 
before the foundation of the Republic, they builded for 
tomorrow.

And so, I repeat, the millions of people who are constantly 
contributing to the combined capital of the insurance com
panies of this country, are building for tomorrow.

GO
Combined Capital and the Railroads

Another channel through which combined capital has 
wrought wonders is found in the great railroad systems that 
unite Northern Lake and Southern Gulf and Eastern and 
Western Sea.

What that great network of transportation has done for 
America in time of peace and for the whole world in time 
of Avar needs no recounting here.

Had Ave depended upon smal units of capital and separate 
ownwerships, a thousand jerkwater railroads with differ
ent schedules and different rates would still be handicap
ping American business.

The trunk line would be unknown and the luxurious ex
press that plunges up and down the continent at lightning 
speed by night and day would be a dream of something yet 
to come.

But combinations of capital and courage have knitted 
the Republic together with threads of steel, to the end that 
our social, industrial and political activities and aspira
tions have been woven into a fabric finer and more for
midable than the world ever knew before.

Trains carry passengers North and South for 1,500 miles, 
and East and West over 2,300 miles in unbroken journeys, 
while one can travel 3.200 miles across the continent with 
but a single change of cars.

It is a wide gap between the Chinese coolie’s wages of 
ten cents per day and the American railroad worker’s wage 
of seven to twelve dollars per day, but it emphasizes the 
paradox when the high rate per ton mile for goods carried 
on the coolie’s back is compared with the American freight 
charge of approximately a cent a mile.

In a word. America pays the highest transportation wages 
in the world and charges the lowest rate of service in the 
world.

The fundamental difference is that back of the coolie 
there is no accumulated capital, while behind every Ameri
can railroad man there is at least $25,000,000,000 invested 
capital.

The Pennsylvania Railroad alone originally consisted of 
more than GOO separate corporations.

They are now reduced and under control of the parent 
company, a three billion dollar corporate combination of 
American capital.

It is today spending millions of dollars in research work 
and the installation of improved instrumentalities, in order 
to keep pace Avith the exacting demands of the public in this 
golden age of speed and comfort in transportation.

Such is but one illustration of many in which the rail
road AA-orld is substituting for the old spirit of selfishness 
the new spirit of service.

More Modern Public Utilities
Now, a Avord as to public utilities of more recent origin.
Twenty-five years ago the aATerage light, heat and power 

and traction company was a financial cripple, an inef
ficient public servant, a handicap to the community and a 
perpetual football of a low order of politics.

Every demagogue who ran short of a meritorious appeal 
to his constituents invoked what gradually became a thread
bare attack upon these public service corporations.

Combined capital finally came to their rescue, discarded 
their archaic equipment, eliminated their provincial policies, 
and substituted enlightened business management in their 
stead.

Holding companies came to the aid of single units.
They next merged separate local properties in the same 

community under a higher class management.
The next combined many companies spread over a broad 

area eliminating useless and costly duplications of equip
ment and service, furnishing wider financing possibilities 
and increasing the stability of securities in such a manner 
as to inspire Avilling and widespread public investment.

As the virtues of this neAAr era in management became 
apparent many community-OAvned plants, realizing the folly 
of their continuance at enormous cost to the public were

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



G EN ER AL SESSION. 67

gradually sold to the more scientifically conducted business 
enterprises.

During the last year alone more than 100 plants in the 
United States were sold by municipalties to enterprising, 
well managed public utilities corporations.

An impressive lesson is taught when we contrast the 
beneficient results of these combinations in the United 
States with the conditions that prevail in England in the 
electric world.

Contrast an Object Lesson
In London alone there are about 110 electric light plants, 

hardly any two of which operate with the same voltage ox- 
frequency. Each has its franchise in a particular ward 
within the limits of London in which it operates. The pub
lic uses electric appliances to a minimum degree, because 
different sections require not only different voltages, but 
different appliances.

Each of these companies has small capital, a small plant, 
and generates a small volume of power, making the service 
cost to the public many times greater than that in the United 
States.

It is strange, indeed, that a people whose commerce has 
circled the world should persist in paying all the penalties 
of poor service at high cost fox* lack of combinations of 
capital in the manxxfacture and distribution of light, heat 
and power in the Capital of the British Empire.

In striking contrast with this, our American combina
tions of capital have brought about the correction of abuses, 
the institution of economies and the pex-fection of efficien
cies that never before marked the public service.

Capital and Holding Companies
Much of this is due to the recent development of holding 

companies. In fact, holding companies have created a new 
profession, devoted solely to the creating and directing of 
these great enterprises with all their varied activities from 
the investment in their securities to their mechanical equip- 
mnt and the last detail of their management.

Those comprising that profession have a dual duty. They 
are in the very highest sense both px-ivate trustees and 
public servants, whose duties bring them in touch with the 
people every hour of the day and night, as the mighty en
gines and agencies under their command dispel darkness 
and keep the world in motion.

This, of course, reminds us that wdiile combinations of 
capital are a potent factor, they are not the dominant fea
ture in their conduct. Vast capital is essential to their 
creation and their contiixuance, but, after all, the bx-ain and 
hand of God’s geniuses are entitled to the higher degree of 
cx*edit. Brain, and not wealth, will always be the greatest 
dynamic force in America’s development.

In proof of this I point to the executive heads of the 
leading corporations of this country, and I defy you to 
point to a single one who holds his post merely because 
of his wealth and not because of his ability.

They regard themselves as trustees of the millions of 
Americans whose investments they represent and the pub
lic whose interests they serve.

And what are these investments?
Some conception of their extent may be had from the 

fact that the total capital stock of corporations in this 
country at the px*esent time is approximately $80,000,000,- 
000, distributed among nearly 20,000,000 stockholders.

This number is multiplied when we realize that our 
insurance companies own over $2,000,000,000 in railway 
bonds, and these companies in turn represent the equity of 
approximately 50,000,000 policyholders.

Combined Capital's Outstanding Leaders
Both the modern tendency towards large aggregations of 

capital and the distribution of stock ow-nership among vast 
numbers of people is found in eightof the hundreds of thou
sands of corporations at present conducting the great bulk 
of American business. Let me call the roll:

C orp o ra tio n
American Telephone and Telegraph-
U. S. Steel Corporation------------------■
Pennsylvania Railroad-----,----------------
Cities Service Co______________ - —
Southern California Edison Co------
Standard Oil Co. of New Jersey------
General Motors Co._.-------- --------------
U. S. Rubber Co— ----i-------------------

Stockholders C apital

3 6 2 ,1 7 9 $ 1 ,0 6 4 ,3 2 7 ,8 0 0

1 6 6 ,3 5 0 1 ,0 7 1 ,9 0 4 ,6 0 0

1 4 1 ,5 0 4 4 9 9 ,2 6 5 ,7 0 0

1 0 9 ,3 7 4 1 9 2 ,0 0 0 ,0 0 0

1 0 0 ,6 8 7 1 2 1 ,5 6 5 ,4 7 5

8 1 ,0 0 0 2 4 ,1 4 5 ,2 1 9

8 6 ,0 0 0 1 7 6 ,0 8 5 ,0 0 0

2 6 ,8 9 8 1 4 6 ,1 1 0 ,0 0 0

All this proves that America’s great enterprises today are 
owned not by the few but by the citizenship of the nation.

Oil Industry Development
A striking illustration of the necessity for combined 

capital in modern business is found in the great petroleum 
companies that pierce the breast of a thousand fields from 
Northern Star to Southern Cross; whose product lubricates 
the millions of machines that move the world; that fires 
the furnace, heats the home and lights the Pagoda in far 
away Cathay and the tent in the distant jungle.

I was born where the fire flag lighted up the night in 
the oil fields of Western Pennsylvania.

I have followed petroleum’s romantic joui-ney from the 
headwaters of the Allegheny to the sunkissed sands of the 
Golden Gate. I have followed it into the jungles of the 
tropics, across the sands of the desert, and again to those 
Russian hills iix whose bosom lies the ■wealth of Golconda.

As a consequence I am convinced that the world could 
not move at its present rate of speed in travel and industrial 
accomplishment were it not for the marvelous accomplish
ments of combined capital iix that field of world-wide 
activity.

In the early days when development depended ujxon the 
energy and capital of individuals, two dry holes in a wild
cat territory spelled disaster for the individual and fre
quently ended for years the development of all adjacent 
terx-itox-y.

Had that precarious method of development continued 
the Avorld would be dark for want of illumination and its 
bearings would be burned out for lack of lubrication.

Fifteen years ago our oil business was appi-aised at 
$2,750,000,000, while today it exceeds $8,000,000,000.

When I was a boy a lease could be acquired, a rig equip
ped and a well drilled for $2,000. In 1925. to drill the 
average well in Califox-nia cost $87,000, while the average 
for all other parts of the country was $24,000. And yet 
the cost of drilling is but a single item in the mighty ag
gregate of oil investment today.

Development of oil deposits in the Northern sections 
of South America have required greater combinations of 
capital than ever for their development.

Tropical climate, lack of organized transportation, and 
political instability have all added their bux-dens.

The development of these fields has involved the con
struction of transpoi-tation systems through tropical jungles 
and the delivery of equipment from distant bases on the 
seacoast. There is the problem of labor, which means the 
importation of teehxxical and mechanical experts into 
sti-ange climates, and ultimately the training of native 
woi-kers to new tasks. Next came the grave problems in
volving sanitary conditions in tropical countries, in which 
disease and death are often the price of sixccess. While 
an ordinax-y single field in the United States could be de
veloped and its product marketed with ease in six months, 
it has required six years to develop some of the fields in 
South and Central America, and frequently in excess of 
$25,000,000 and in some countries double that amount to 
develop a field and bring its product to the market.

The development of a single field in Colombia and the 
construetionof a pipe line to tide water by a subsidiary of 
the Standard Oil Company of New Jersey required an ex
penditure of $45,000,000 before exports of oil were possible.

All this forms another chapter of achievement to the ever
lasting credit of combixxed capital without which many sec
tions of the world now prosperous would still be impover
ished frontiers.
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Manufactured Gas Enterprises
Supplying manufactured gas to the public efficiently is 

requiring the investment of hundreds of millions of dollars 
annually while its volume of business has increased 32 per 
cent in the last five years.

As a consequence of combined capital, America’s lead
ing gas corporations are expending $0,000,000 annually in 
research work, every dollar of which is bearing fruit in 
the form of continuously added uses and reduced cost to 
the American consumer.

The Story of Steel
The story of steel is another illustration of the bene- 

ficient “Fruits of Combined Capital.”
With the birth of the twentieth century the real possi

bilities of the steel industry were revealed in the dreams of 
those geniuses who saw in the distance the virtue of single 
control of all the operations from the mining of the ore 
to its smelting into iron, and the conversion of iron into 
steel and steel products—one continuous operation per
formed under the direction of a single organization, elimi
nating the waste incident to the process when performed 
by a large number of different organizations each under 
a separate management.

The constant development of new methods required 
costly changes from year to year, in order to keep pace with 
the rapid progress in the art of steel making. All this 
involved enormously increased capital and the necessity for 
a great organization controlling vast resources and the 
power to administer those resources in such a manner as to 
advance the industry as a whole.

The rise of the steel industry from that day to this 
borders on romance.

In its first twenty-five years the United States Steel 
Corporation did an aggregate gross business of $23,441,- 
000,000.

At the same time it has encouraged the spirit of co
operation through employee ownership of its stock. At 
the close of 1926, employees numbering 47,647 owned 164,- 
000 shares of Preferred and 502,000 shares of its Common 
Stock.

In 1906 it inaugurated its safety, sanitation and welfare 
campaign to protect its workmen from injui*y or death, 
and to master the best methods in science, economy and 
sociology, in order to promote the health, comfort and 
efficiency of its employees and their families.

As a result, in 1925 serious accidents were 60% less 
than in 1906, and disabling accidents were 80% less than 
in 1912. In other words, 47,000 men were saved from 
serious injury and 322,000 men saved from any injury 
which would have resulted in loss of time.

The corporation has also established communities, schools, 
clubs, educational facilities, playgrounds, and other con
veniences and benefits for its workers and their families 
during the last 13 years at a cost of $160,000,000.

Combined Capital Develops Aluminum
When the Aluminum Company of America was incor

porated in 1888, aluminum was a laboratory metal of 
scientific interest only, with its uses unknown to industry, 
while its cost of eight dollars per pound deprived it of 
commercial value.

As a result of its never ending perseverance and the 
courageous combination and additional investment of 
capital through many years of adversity, this Company has 
introduced aluminum to the world, discovered uses for it 
in practically every industry, and has reduced its cost 3200 
per cent to 27 cents per pound.

The research work in which the Company engages from 
year to year average approximately three-quarters of a mil
lion dollars.

Beginning in 1888, with an investment of $20,000. with 
a daily output of a few pounds, in a small plant employ
ing five people, it has today a combined capital investment 
of $150,000,000, with a capacity for 70,000.000 pounds per 
year and employs 20,000 people.

The Electric World
Another conspicuous contribution of combined capital to 

the health, comfort and convenience of mankind is found 
in the electric industry.

Take the history of the Mazda lamp alone.
In 1879, after searching the world and testing 3,000 dif

ferent materials, Edison produced the first incandescent 
electric light by means of a carbon filament.

The General Electric’s development of the Mazda lamp in 
seventeen years has added 600% efficiency to scientific 
lighting.

Without the Mazda lamp it would have cost two billion 
dollars to have produced the amount of light the American 
people used in 1920. Instead, the total cost was only 

‘$500,000,000, with the gap growing wider and the sav
ing greater as each year goes by.

During the war the Mazda lamp turned night into day, 
and if the country in that emergency had depended upon 
the lamps used, even as late as 1911, it would have required 
an additional investment in equipment of $3,500,000,000 to 
supply the same amount of light.

In fact, it would have been impossible to have obtained 
this amount of equipment in that crisis when minutes 
meant not only dollars, but countless human lives.

While the prices of other commodities have risen in 
twelve years from 100 to 250%, the average price of the 
electric lamp has increased less than 1%.

This achievement is the result of the long and patient 
research made possible by combined capital, the value of 
whose contributions to scientific invention may be appre
ciated when we realize that its expenditure in research 
work of this company alone is $15,000,000 annually.

Fascinating Field of Research
In the Westinghouse laboratory is an apparatus which 

tests pieces of steel magnetically without destroying or 
even marking the specimen.

On another floor a glass worker is making small glass 
bulbs no larger than peanuts. Inside each is a spot of 
metallic potassium driven actually through the glass by 
electric forces after the bulb is sealed. If a light ray falls 
on the spot of potassium a cloud of electrons flies out 
from the metal as bees from a beehive when you remove 
its top.

And what a mervelous atom the electron is. From an 
area of a filament no larger than a pinhead there escape 
each second more than a million billions of electrons.

In a barely visible spark from the back of a cat there 
are more electrons than you could count in a million years. 
From this you may appreciate the delicacy of the task and 
the refinement of the research in which this enterprise is 
engaged.

When we consider the unlimited power which these 
combined atoms contain, and realize that they are moving 
the world today, we can understand how electrical engi
neers dream of the discovery of a perfect insulator; a coat
ing that will permit, us to feed six or eight million volts of 
electricity into an insulated wire and have it come out 
safely at the other end.

The persistence of combined capital in solving these mys
teries commands the world’s admiration.

This research work is one of religious intensity, and 
upon its continuance depends much of the future course 
of the world’s industry.

Another marvelous invention makes it possible the carry
ing of electricity in one direction and not the other, a 
one-way electric highway.

After years of research in this laboratory, an outside in
ventor recently chanced upon the discovery which makes 
this wonder possible.

How rich is the fruit of combined capital’s research is 
also found in the submarine detector, the wireless mes
senger that baffles space and time, new motors for indus
tries. more efficient electrification of steam roads, rural 
electric service extension to farms, and domestic electric 
appliances from refrigeration to radio.
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The Mellon Institute
Oue of the outstanding research institutions, the direct 

result of combined capital and public spirit, is the. Mellon 
Institute at Pittsburgh, founded by Andrew W. and Rich
ard Beatty Mellon, whose business foresight has carried 
their names around the world.

Above its entrance are chiseled these words:
“ This building is dedicated to the service of American industry and 

to young men who destine their life work to industries; the goal being 
ideal industry which will give broader opportunities for purposeful lives.”

Radio's Romance
The marvels of radio are treading so rapidly upon each 

other’s heels that the early sacrifices of such pioneer pro
moters as Thomas Hartley Given and Hay Walker, the 
backing of whose combined capital brought millions of 
dollars to its rescue as it struggled through infancy, is 
almost a forgotten story.

Advance of Aviation
In the world of aviation Langley may have been a 

dreamer or a genius, but the Wright Brothers were both. 
They all served their purpose.

But without detracting from the scores of individual in
ventors, combined capital and the financial sacrifices be
ing made by Henry Ford and scores of others to remove 
the perils and add to the practical uses and pleasures of 
aviation at this very hour is one of the finest manifesta
tions of faith in the future that is marking the present 
age.

1 The Machine Relieves the Man
Combinations of capital have effected countless improved 

methods in various other lines of production.
These include the increasing utilization of machinery and 

power; the introduction of various sorts of labor devices 
and mechanical methods: the growth of mass production 
of standardized articles; the elimination of waste; the 
intelligent discounting of the future market requirements 
by planning production in relation to general business con
ditions and conrng needs, and other economies resulting 
from improvements in methods and management.

Another result is brought about by shifting production 
from industries dependent upon manual labor to industries 
more susceptible to mass production through machinery.

Outstanding cases are the manufacture of motor vehicles 
and the producing, shipping and refining of petroleum. 
Then comes the substitution of new products for old. such 
as cement and steel for lumber and other building products, 
cigarets for cigars, and baker’s bread and factory canned 
goods for the old-fashioned products of the housewife.

Since the machine does not have to have food to eat, a 
house to sleep in and a family to raise, the absence of all 
these fixed charges must in the end reflect their benefits 
upon society in general.

Capital and the Farmer
The effects of less pretentious combinations of capital 

and wider investment units are also revealing themselves 
in the agricultural world.

While farmers are drifting to the cities, farms them
selves are not being abandoned.

A recent study of a single Kansas County discloses the 
fact that in twenty years the number of farms decreased 
by 144. This involved a loss of 720 in the farm population, 
and yet not a single farm was abandoned.

The number of farms less than 260 acres greatly de
creased, because with modern machinery it did not pay to 
farm such small areas. Those between 260 and 1,000 
acres greatly increased, indicating a merger of the smaller 
farms.

In 1900 all farm implements in the County were valued at 
$474,000. divided among 1.940 farmers, while in 1920 the 
farm implements were valued at $2,171,000. with 144 less 
farmers than 20 years before.

In a word, while the number of farms decreased 7%%. 
the value of farm machinery increased 357%.

The answer is that the added efficiency of the imple
ments brought at reasonable cost to the farmer’s door by

G EN ER AL

the International Harvester Company, coupled with the 
enlarged investment of the farmer himself in extended 
agriculture areas, is furnishing increased benefits to the 
country at large in spite of the continuous decrease in farm 
population.

The Telephone
Nowhere, in all the records of fact or fable, is there a 

more fascinating story than that of the development of the 
telephone.

The American Telegraph & Telephone Company, the 
market value of whose stock is almost two billion dollars, 
commands our confidence and arouses our admiration be
cause from its inception it has been illustrating in countless 
ways the virtues of combined capital.

Eighteen million telephones making neighbors of us all. 
England, Scotland. Wales and Mexico brought within 
speaking range of the remotest hamlet in America. In Its 
struggle for better service it has expended four hundred 
million dollars in a single year.

Millions upon millions of dollars have been expended 
through the years of scientific and other research work for 
the benefit of mankind.

Let the carping critics and political pygmies rant as 
they may against combined capital. In their never end
ing struggle to promote their own fortunes by engendering 
hatreds among men they will continue to contribute to the 
world's confusion.

Our answer is that out of all the forces at work in 
America today there is looming a new area, a new relation
ship between industry and individuals, between combined 
capital and community. An.area of understanding, an 
area of healthy, harmonious and helpful co-operation, out 
of which are being evolved higher standards of living and 
an ever increasing diffusion of wealth and comfort.

A Silent Revolution
In a word, we are passing through an industrial and 

social revolution and the glory of it all lies in the fact that 
it is a peaceful one.

God’s children are not being crucified head downward 
upon a cross; no torture chambers are emitting cries of 
pain; no bastiles are being stormed by angry mobs; no 
streets are lined with gibbets; no rivers are running with 
blood—but a revolution born of co-operation, of light and 
love is scattering the fruits of prosperity and the flowers 
of enduring peace as it travels on.

Vicissitudes, have we—yes. Sorrows, have we—yes. The 
lingering suffering of disease—yes. The penalizing shame 
of sin—yes. The humiliating handicaps of ignorance—yes. 
But all of these are constantly decreasing as the days go 
by. for with every hour the magic touch of man’s genius 
is lifting our burdens; plagues are passing away; sin is 
casting a smaller shadow. An all-conquering science is 
alleviating human suffering and prolonged man's days on 
earth. With every sound of the school bell ignorance is 
disappearing, while the chimes from the church towers on 
every highway are telling the world anew of a closer 
brotherhood among men.

But. my friends, our task is not complete.
We must toil as we travel on and build as we go.
When your work and mine is done our fertile fields will 

blossom as the rose: our blazing furnaces everywhere will 
be lighting up the night; our mill wheels will be mingling 
their merry whir with the music of the spheres; our pro
ducts will burden cars that plunge at demon speed across 
the plains and weigh down a thousand vessels that ride 
our inland waters as they go singing to the seas, and sail 
in turn on their mission to meet the wants of mankind in 
the markets of the world. And those for whom we have 
toiled : for whom we have pierced the mountains, spanned the 
valleys and laid low the hills; for whom we deepened the 
channel, widened the roadway, and brought the prairies’ 
golden harvest to the silver shores of the sea—will thank 
God for their heritage as they lead the world in the ban
nered march of crowned humanity.

SESSION.
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Within the Law
By S i l a s  H. S t r a w n , President of the American Bar Association.

It was in the brain of Alexander Hamilton, the lawyer, 
that the idea of a national bank originated. The purpose of 
the bank, as conceived by Hamilton, was to unite the inter
ests of the moneyed classes in the support of the Govern
ment credit, which at that time was in a bad way. Although 
the present system of national banks avoids the danger of 
extreme centralization in a single institution, which was the 
objection to the first bank, the policy of national banking 
and the general principles upon which our present banking 
system are based were devised by Hamilton and contained 
in his now famous report to the Congress dated Dec. 13 1790.

Those of you who have read the often quoted opinion of 
Chief Justice Marshall in McCulloch vs. Maryland (4 Wheat. 
316) know that the great judge followed the same line of 
reasoning as did Hamilton in sustaining the power of the 
Congress under the Constitution to authorize the incorpora
tion of a bank.

It was in McCulloch against Maryland that Chief Justice 
Marshall said:

The Government of the United States, then, though limited in its powers, 
is supreme; and its- laws when made in pursuance of the Constitution form 
the supreme law of the land “ anything in the Constitution or laws of any 
State to the contrary notwithstanding.”

Among the enumerated powers we do not find that of establishing a hank 
or creating a corporation. But there is no phrase in the instrument which, 
like the Articles of Confederation, excludes incidental or implied powers, 
and which requires that everything granted shall be expressly and minutely 
described. . . .

The Government, which has a right to do an act, and has imposed on it 
the duty of performing that act, must, according to the dictates of reason, 
be allowed to select the means ; and those who contend that it may not 
select any appropriate means, that one particular mode of effecting the 
object is excepted, take upon themselves the burden of establishing that 
exception. . . .

Let the end be legitimate, let it be within the scope of the Constitution 
and all the means which are appropriate, which are plainly adapted to that 
end, which are not prohibited, but consist with the letter and spirit of the 
Constitution are constitutional. . . .

After the most deliberate consideration, it is the unanimous and decided 
opinion of this court that the Act to incorporate the Bank of the United 
States is a law made in pursuance of the Constitution and is a part of the 
supreme law of the land.

The story of the stormy career of our national banking 
system is too long to repeat on this occasion and I shall, 
therefore, mention but the high spots:

You bankers know that when the charter of the first bank 
expired, Congress refused to renew it and the first United 
States Bank, organized on the plan of Hamilton, went out 
of existence on March 3 1811. Then ensued financial chaos 
until 1816, when the charter of the second bank, closely re
sembling the first, became a law.

In his first message to Congress on Dec. 8 1829 President 
Jackson expressed doubt as to the constitutionality of the 
bank and the soundness of its notes. President Jackson’s 
hostility toward the bank was said to be based on the “wide
spread belief that the bank was unconstitutional, the hos
tility of the States, the opposition of the State banks, the 
rise of democracy and the envy and hatred which the poor 
always feel for the rich.” Thus the second bank failed to 
obtain an extension of its charter.

From 1S36 to 1863 many kinds of banking systems were 
attempted, but none proved satisfactory, due to the lack of 
uniformity in bank notes, the failure adequately to protect 
them and the absence of any effective Governmental con
trol. Thus, after much discussion, the Act creating a na
tional banking system became a law on Feb. 25 1863. Later 
it was completely revised and passed again on June 3 1S64.

This Act gave the country a system which promoted con
fidence and security, but it was weak in its ability to meet 
seasonal credit demands and in the immobility of reserves. 
The extent and seriousness of these weaknesses were real
ized in the panic of 1907. As far back as 1894 the American 
Bankers Association had proposed plans which would give 
to the country a more elastic currency and credit system, 
but it Was not until the panic of 1907 that Congress was 
awakened to the necessity of action which finally resulted 
in thp passage of the Federal Reserve Act. And now, due

largely to the intelligent and persistent efforts of this Asso
ciation, and especially to the indefatigable industry, tact 
and ability of your President, you have the greater freedom 
and power granted by the McFadden-Pepper Act.

This is a story with which all of you bankers are familiar. 
Every banking institution doing business in corporate form, 
whether under a national or a State charter, is necessarily 
a creature of the law. It has no power and can exercise no 
functions which the law does not prescribe.

I take it to be the purpose of the American Bankers Asso
ciation to develop and improve the banking systems of our 
country; to endeavor to bring about the adoption and en
forcement of wise and just laws respecting banks and bank
ing ; to educate bankers how to conduct their banks so as 
best to serve the interests of their stockholders and to fur
nish to the people necessary and dependable facilities for 
doing business.

I would not quote to bankers statistics which they already 
well know but, just in passing, I will mention a few facts 
concerning the growth and development of this country dur
ing the last fifty years.

In 1876 our population was 45,000,000; now it is more 
than 117,000,000. Then our national wealth was estimated 
to be $40,000,000,000; now it is more than $370,000,000,000. 
Then our bank deposits were $2,000,000,000, now upwards of 
$48,000,000,000. Then our savings deposits numbered about 
2.000,000; now7 about 45,000,000, with total savings of more 
than $23,000,000,000.

I cite these figures to indicate the tremendous task which 
is constantly before the bankers to provide the medium of 
exchange and the credit to enable our citizens to transact 
the business created by our tremendous growth at home and 
the extension of our activities in foreign fields.

I briefly call your attention to our territorial expansion 
in the last thirty years.

As the result of the Spanish War we found ourselves pos
sessed of Porto Rico, the Philippine Islands and Guam and 
in the same year the Hawaiian Islands became a territory 
of the United States by Act of Congress. We acquired 
Samoa by treaty with Great Britain and Germany in 1899; 
since 1903 we have exercised general supervision over 
Panama: in 1907 we assumed control of the finances of San 
Domingo, and in 1916 territorial administration of that 
country. In 1915 we began to supervise the affairs of 
Haiti. In 1913 we commenced to exercise a protectorate 
over Nicaragua. In 1916 we acquired from that country a 
grant of canal and naval bases. In 1917 we bought the 
Virgin Islands. The distance between the Philippines and 
the Virgin Islands is more than half w7ay around the earth. 
The total area in square miles of territory we have acquired 
in the last thirty years is more than 280,000, with a popu
lation of upwards of 18,000.000.

Our foreign trade for the year 1913 totaled about $4,280,-
000.000. while in 1926 it had risen to $9,240,000,000. I dis
regard the years 1919 and 1920 as abnormal. Our trade in 
those two years was for 1919 $11,825,000,000 and for 1920 
$13,506,000,000.

Considering, as I have said, the tremendous development 
in our own country, our acquisition of foreign territory and 
the extension of our foreign trade, and the fact that we have 
become the greatest creditor nation in the world, am I not 
right in saying that to-day no business requires greater- 
ability, more judgment, more world knowledge, more vigil
ance, more care, more patience and more character than 
banking?

The bankers range of activity is increasing constantly. 
Almost every day he opens some new department, so that 
now bankers not only have commercial and savings banks, 
but they execute trusts, administer estates, act as fiscal 
agents, deal in securities and real estate loans, form security 
companies, are interested in investment trusts and in many 
other activities incidental to their principal business. Not
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only must the hanker be familiar with the general prin
ciples appertaining to the business of his many clients, but 
he must also know something of every kind of business and 
industry and he must know the relation of different lines of 
business and industry to each other. He must be a business 
pathologist, able not only to diagnose the troubles of his 
clients or patrons, but also to apply a remedy, sometimes 
internal and sometimes external. He must be a business 
osteopath, with a touch soft enough to manipulate delicate 
situations, yet with a grasp of sufficient vigor to force a 
disjointed or dislocated vertebrae or limb back into place. 
Finally, he must be a business coroner, capable of directing 
an accurate verdict by a jury, sitting upon the corpse, and 
the best final disposition of the remains.

In doing all these things the banker always must keep 
within the law, for he is an ever-shining mark for attack, 
just or unjust, friendly or malicious.

In some minds a bank means a cache for predatory wealth 
and therefore is a legitimate subject for loot. They do not 
realize that a bank is but an instrumentality for handling 
and making liquid other people’s money. Too few of our 
citizens understand that every man and every woman, 
whether worker or shirker, rich or poor, is directly depend
ent upon capital. Capital is only another name for savings. 
We are all capitalists to a greater or less extent as we or 
our ancestors have accumulated savings.

I dare say thereare many in this audience who, out of 
their daily experience, could furnish the material for stories 
more thrilling than any conceived in the romances of our 
waiters of fiction. Those experiences are the unwritten and 
often unrepeated chapters of your life book.

I have thought it might be of interest and, perhaps to 
some a helpful warning, if I were to refer to a few of the 
cases involving banks which have come before the courts 
in the past few years:

Willett, et at. vs. Herrick, et at.
The case of Willett, et al vs. Herrick, et al., decided by 

the Supreme Judicial Court of Massachusetts on March 9 
last, is one which has attracted the attention of bankers 
throughout the country, not so much, perhaps, because of 
the legal questions, but because of the magnitude of the 
claim made.

The suit was brought to recover from a group of bankers 
damages alleged to have been sustained because the bank
ers, it was charged, had entered into a conspiracy to deprive 
the plaintiffs of their property by taking it over in the 
capacity of trustees as security for debts and thereafter 
converting it to their own use.

After a trial lasting over a period of 185 days, the jury 
found that a conspiracy existed and returned a verdict 
against the bankers for $10,535,000.

The Supreme Court of Massachusetts reversed the judg
ment of the trial court and held there could be no recovery 
because the plaintiffs had signed certain releases with full 
knowledge of their contents. A petition for a writ of cer
tiorari has been filed in the Supreme Court of the United 
States on the ground that the plaintiffs are deprived of 
their property without “due process of laŵ ” and the “equal 
protection of the laws” guaranteed by the Fourteenth 
Amendment to the Federal Constitution.

The petition concludes with a novel proposition which 
I quote:

National banks were created for supplying the public need of funds and 
banking facilities and for this purpose were endowed with privileges which 
include the quasi-sovereign power of issuing bills which, in fact, are cur
rent as money throughout the country. The spirit of this Act is grossly 
violated by the extortionate terms of the transaction of July 29 and the 
vicious use by the defendants of their power to get the plaintiff’s corpora
tions for very little of their value finds no justification in the exaction of 
interest at the rate of 27.6% a year for the perfectly safe loans made by 
the banks. There is nothing more odious than judicial favoritism and when, 
as in the present case, such discrimination has been exercised in favor of 
bankers, it is as offensive to the Fourteenth Amendment as would be legis
lative discrimination against them.

I cite this case to indicate the risk the banker may assume 
in liquidating a failing business.

An interesting case on how easy it is for a banker to be 
exposed to large liability simply by being agreeable by ac
commodating a friend in a transaction out of which there 
was no chance for the banker to make a cent, is that of

Golden vs. Cervcnka, 278 111. 409 (1917).
The officers and directors of a national bank determined 

to reorganize the bank as a State bank, with the avowed 
purpose of acquiring banking powers then denied to national 
banks. There were no statutory provisions enabling the 
reorganization of a national bank into a State bank. The 
plan adopted was the organization of a State bank having 
the same capital and surplus as the national bank, $1,250,- 
000; issuing stock to the same shareholders in the same 
proportion, and having the same directors, officers and or
ganization in every particular as the national bank.

Under Illinois law, it was necessary to have paid in, in 
cash, the entire capital and surplus, with which the bank 
proposed to commence business. To meet this requirement, 
the following program was carried out: All the stock of
the State bank was subscribed by twenty-one individuals. 
Ten persons, among whom were some of the subscribers, 
executed their several promissory notes, each for $125,000, 
payable to the national bank. These notes were not ex
pected to be paid. The amounts, however, were placed to 
the credit of the makers, each of whom then gave his check 
for the same amount to the bank, which placed the aggre
gate amount of these checks to the credit of the proposed 
new State bank. Then the president of the national bank 
called upon the president of another bank, which for the 
purpose of this narrative I shall call the “accommodating 
bank,” and told him he would want an amount of money 
equal to the capital and surplus of the new bank, to be 
counted by the State Auditor, in compliance with the re
quirement of the Illinois law, and that the new bank did not 
have that much money. He asked if the president of the 
accommodating bank would furnish the money on a cash
ier’s check of the liquidating national bank. The president 
of the disinterested accommodating bank agreed to do so. 
A check for $1,250,000 was drawn on the stock account of 
the new bank in favor of the old national bank, which was 
accepted by the national bank and a cashier’s check of the 
national bank was then issued in the same amount, pay
able to the accommodating bank. After the State Auditor 
had been furnished with affidavits of nine directors of the 
new State bank that the new bank had in its possession 
$1,250,000 in cash, the president of the old national bank, 
and who was to have the same position in the new State 
bank, went with the Auditor to the accommodating bank 
and there presented to the cashier the cashier’s check pay
able to the accommodating bank in the amount of $1,250,000. 
The cashier delivered $1,250,000 in cash, which was counted 
by the State Auditor in the office of the accommodating 
bank. The money having been counted, it was handed back 
to the cashier of the accommodating bank, who returned the 
cashier’s check issued to the accommodating bank.

This practice, I believe, had been followed quite generally 
in Illinois for several years up to the time of this transac
tion.

Thereafter, the assets of the national bank were trans
ferred to the State bank and stock in the State bank issued 
to the stockholders of the national bank.

Two years later the State bank being insolvent a receiver 
was appointed. The receiver sought to impose on the accom
modating bank liability for having temporarily furnished 
the capital to qualify the new bank to do business. As a 
protection to the public, the law required the capital and 
surplus to be paid in in cash before the bank commenced 
business.

The court held that the creditors could hold the accom
modating bank liable to the creditors, but not to the stock
holders of the insolvent bank, for participating in the mis
representation that the capital and surplus of the State bank 
had been paid for in cash, thus leading to the issuance of a 
certificate by the State Auditor permitting the State bank 
to commence business. The amount of the recovery being 
the difference between the capital stock of $1,250,000 and 
the actual value of the assets of the national bank at the 
time they were transferred to the new State bank.

The case is a warning that banks may not accommodate 
other banks, undergoing reorganization in the manner de
scribed. with safety, in reliance upon the book value of the 
assets of the bank undergoing reorganization.
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Director's Liability.
An important consideration, especially for those directors 

v. ho are not actively engaged in conducting a bank, is that 
of a director’s liability.

Bank directors, like the directors of other corporations, 
owe a duty to creditors and stockholders to exercise care 
and diligence in managing the affairs of the corporation, 
and. owing such a duty, may be liable for loss sustained by 
creditors and stockholders resulting from their neglect of 
that duty.

The degree of care required by a director of a corpora
tion depends upon all the circumstances of his office. The 
courts uniformly have held that each case is to be deter
mined in view of all the surrounding circumstances. Due 
to the requirements of the National Bank Act, the oath of 
office, etc., and in the case of State banks provisions of 
State statutes requiring quarterly examination by the direc
tors of the affairs of the bank, etc., and also to the fact that 
a bank is a depositary for funds of individuals who place 
trust in the bank, a bank director is put on notice that a 
higher degree of care is requ'red of him than of directors of 
other corporations. Certain decisions have commented on 
the fact that an especially high degree of care and diligence 
is demanded of directors of a savings bank.

Three leading cases on the subject are Briggs vs. Spauld
ing, 141 U. S. 132; Bowerman vs. Hamner, 250 U. S. 504; and

Wallach vs. Billings. 277 III. (218).
In that case certain stockholders of an insolvent national 

bank brought suit against a director alleging that funds and 
property had been lost by reason of the negligence of the 
director in failing to perform his duties as such. The bill 
charged that the director of the bank from 1892 until its 
failure in 1905, paid little attention to its business during 
the first nine years of that period and that after 1901 he 
neither attended any directors’ meeting nor made any in
quiry into the condition of the bank, and that in the year 
1901 he had entered into an agreement with the president 
of the bank which provided that so long as he was a direc
tor he would exercise no supervision over its business or 
affairs.

The court in affirming the judgment of the lower court 
sustaining the demurrer and dismissing the suit, regarded 
as important the fact that the accused director was a non
resident, but relied in its decision on the further fact that 
the allegations of the bill failed to show that the loss to the 
bank was the proximate result of the director’s neglect of 
his duty as a director, and also on the fact that the bill was 
a bill filed on behalf of stockholders (not creditors) who, 
over a period of years could have easily discovered for them
selves the condition of the bank. On that subject the court 
said:

The stockholders have something else to do besides drawing dividends. 
By the actions of Walsh, extending over a series of years, the complainants 
in this ease as stockholders of the bank were during that time rendered 
liable to the depositors and creditors of the bank. . . . They are com
plaining of the very things which they should have inquired about and had 
knowledge of and which they acquiesced in for a series of years. They are 
the ones who participated in the election of the board of directors dominated 
by Walsh, who, in turn, elected Walsh President and turned the manage
ment of the bank over to him.

Had the bill been brought by creditors and not by stock
holders, the negligent director might have been held liable.

Bowerman vs. Hamner. 250 U. S. 504 (19181.
In the.Bowerman case, suit was brought by a receiver 

against the former executive officers and directors of the 
bank, to obtain an accounting and decree for money lost by 
the alleged unlawful and negligent management of the 
affairs of the bank.

Bowerman was the largest stockholder in the bank save 
one. He was a director during the five years of the bank’s 
existence, but never attended a directors’ meeting. He 
sought to excuse this conduct on the ground that he lived 
200 miles from the bank and communication was difficult. 
The evidence showed that Bowerman, although a banker of 
ability who was influential and trusted in the community, 
paid no attention to the management of the bank during the 
time he was a director. The bill charged the negligence of 
the defendant, and this allegation was sustained by evi
dence introduced at the trial. The court said in its opinion :

Bowerman was a banker, and the letter, from which we have quoted, 
written to the president of the bank which failed, shows he so understood 
the business of banking and what was necessary for the safe conduct of it 
that even slight care on his part in the discharge of his duty as a director 
must have discovered and arrested what he himself characterized as a haz
ardous manner of conducting its affairs. He was a man of such importance 
and reputation that the use of his name must have contributed to securing 
the confidence of the community and of depositors for the bank, and it would 
be a reproach to the law to permit his residence at a distance from the 
location of the bank, a condition which existed from the time he first 
assumed the office of director, to serve as an excuse for his utter abdica
tion of his common-law responsibility for the conduct of its affairs and for 
the flagrant violation of his oath of office when it resulted in less to others.

Empire Trust Co. vs. Cahan.
A recent case on the banker's liability for deposits of a 

fiduciary is that of Empire Trust Co. vs. Cahan (United 
States Supreme Court, decided May 31 1927.)

The respondent having bank accounts with two banks in 
New York City gave to his son power of attorney to draw 
checks upon them, with no qualification as to the purposes 
for which the checks might be drawn. The son drew checks 
signed with his father’s name by himself as attorney, against 
the two accounts, payable to his own order, and dei>osited 
them to his private account with the Empire Trust Co. The 
checks were certified by the drawee banks. The son drew 
out the funds from his personal account and applied them 
to his own use.

The District Court of the United States held that the form 
of the checks gave sufficient notice to the Empire Trust Co. 
to hold it liable for the conversion of funds of the father 
deposited with it. The Circuit Court of Appeals sustained 
the District Court. The Supreme Court reversed the lower 
courts, holding that the rule applied by the court below was 
too strict a rule for an ordinary business transaction. Mr. 
Justice Holmes in the opinion points out the fact that the 
power of attorney was general; that the parties were father 
and son and that the father was careless in not discovering 
the misappropriation for almost three years.

From a practical standpoint cases of this sort raise a 
question of business policy, whether it is desirable on the 
basis of the facts known to the bank to investigate the con
duct of the depositor. The bank might make inquiry of the 
depositor, but such inquiry might naturally be regarded by 
a depositor as officious and insulting, and in most cases if 
the depositor were, in fact, acting wrongfully, his answers 
would be false and of no avail in preventing breach of trust. 
Therefore, it would seem to be almost impossible practically 
for banks to make any real investigation of the circum
stances before deposits are received.

Although in most States a bank is probably safe in accept
ing checks of a fiduciary and depositing them to the credit 
of his personal account, yet there may be circumstances 
other than that disclosed by the checks themselves which 
would make the banker liable to the principal.

For example, in a New York case it was held that where 
an executor drew checks on the account of the estate to his 
own order and deposited them in his personal account with 
the bank and thereafter paid off a part of his personal note 
to the bank with the funds from his personal account, the 
court held that although the bank could rely on the pre
sumption that the executor’s action in depositing trust funds 
in his personal account was proper, nevertheless it was 
charged with notice of the impropriety of all such deposits 
after the payment by the executor of his own debt to the 
bank out of trust funds.

The Uniform Fiduciary’s Act, adopted in several States, 
for which the American Bankers Association was largely 
responsible, solves the problem on the side of non-liability.

United States vs. national Exchange Bank of Baltimore.
A recent case of much interest on the proposition that if 

the drawer and drawee of a check are the same, the drawer 
cannot recover for an overpayment to an innocent payee, 
because he is bound to know his own checks, is that of the 
United States against the National Exchange Bank of Balti
more, decided by the Supreme Court of the United States on 
April 12 1920. That was a suit brought by the United States 
to recover the difference between the amount to which a 
check paid by it had been fraudulently raised and the 
amount for which the check was drawn.

A disbursing clerk drew a United States Veterans’ Bureau 
check upon the Treasury of the United States in favor *f
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one Beck for $47.50. After its issue, the check was changed 
so as to call for $4,750.00. Beck endorsed it to a bank in 
South Carolina and received the amount of the altered 
check. That bank endorsed it “Pay to the order of Any 
Bank, Banker, or Trust Company. All prior indorsements 
guaranteed, June 3 1922,” and negotiated the check to the 
National Exchange Bank of Baltimore. That bank endorsed 
the check “Received Payment through the Baltimore Clear
ing House, Indorsements Guaranteed, June 5 1922,” deliv
ered it and received the same amount from the Baltimore 
branch of the Federal Reserve Bank of Richmond which, 
of course, was the agent of the United States. This Federal 
Reserve branch forwarded the check to the Treasury of the 
United States and was given credit for $4,750. The Bal
timore branch had no notice of the fraudulent change.

The Government argued that acceptance or payment of a 
draft or check, although it vouches for the signature of the 
drawer, does not vouch for the body of the instrument, and 
further argued that the drawer and drawee of the check 
were not the same in such sense as to charge the drawee 
with knowledge of the amount of the check, and that, there
fore, the Government could recover for money paid under 
a mistake of fact. Mr. Justice Holmes, in the opinion, held 
that if a drawer and drawee of a check are the same, the 
drawer cannot recover for an overpayment to an innocent 
payee because he is bound to know his own checks.

The Government attempted to escape from that conclusion 
by asserting that the hand that drew and the hand that was 
to pay were not the same. The court denied this contention 
and held that great business houses are no less responsible 
than small ones; that the United States does business on 
business terms and that when the United States issues an 
order upon itself it has notice of the amount, and when it 
comes to pay to the innocent holder making a claim as of 
right, it is at arm’s length and takes the risk. The court 
concluded the opinion by the statement:

We are of opinion that the United States is not excepted from the general 
rule by the largeness of its dealings and its having to employ agents to do 
what if done by a principal in person would leave no room for doubt.

Negotiability of Interim Certificates.
In the case of Manhattan Co. vs. .T. P. Morgan, et al., 242 

N. Y. 38; J. P. Morgan & Co. issued temporary certificates 
whereby the bearer was to be entitled to bonds of the King
dom of Belgium if. as and when bonds in definitive form 
were delivered. The temporary certificate included the pro
vision : “Every taker and holder of this certificate and the

attached warrant hereby agrees that the undersigned may 
treat the bearer of this certificate and the attached war
rant as the absolute owner hereof and thereof, as the ease 
may be, for all purposes, that the undersigned shall not be 
affected by any notice to the contrary.”

Three temporary certificates were stolen from the owner 
and delivered to the plaintiff which took them for value and 
in good faith. The plaintiff tendered the certificates to the , 
defendants to be exchanged for definitive bonds. The de
fendants refused to make the exchange because of notice of 
the theft. The question raised was whether or not the tem
porary certificates were negotiable instruments.

In an opinion of the Court of Appeals of New York, de
livered by Justice Cardoza, the court sustained the trial 
court and the. Supreme Court in denying recovery, holding 
that the temporary certificates were not negotiable. Evi
dence was introduced as to business custom in treating such 
certificates as negot able. The court held that such evi
dence was immaterial, as by Section 2 of the Negotiable 
Instruments Law the several requirements for negotiability 
are set out including “an unconditional promise or order to 
pay a sum certain in money.” (The instrument) “must lie 
payable on demand or at a fixed or determinable future 
t me.” Also Section 23 provides “an instrument payable 
upon a contingency is not negotiable and the happening of 
the event does not cure the defect.” Section 24 declares 
non-negotiable any “ instrument which contains an order or 
promise to do anything in addition to the payment of 
money.”

The court held that under the express provisions of the 
Negotiable Instruments Law temporary certificates were 
non-negotiable and “The law merchant cannot prevail 
against prohibitions so specific. Holding otherwise we 
should do more than supplement the statute, we should dis
regard or contradict it.”

I shall not weary you by further references to cases. 
Those to which I have referred are doubtless familiar to 
many of you. They cover but a small part of the vast op
portunities for the banker to incur liability not for mal
feasance but for acts of inadvertent omission.

Considering the volume of business done, the daily temp
tations to which they are subjected and the many opportmr- 
ties to make mistakes, I submit that cases in which bankers 
have been held liable civilly or criminally are surprisingly 
few. Therefore, may we not conclude that the banker in the 
conduct of his business, as well as in his daily life, is gen
erally well within not only the civil but the moral law.

Early Banking and Big Business
By J a m e s  W e s t f a l l  T h o m p s o n . Professor of History, University of Chicago.

Present day business praciice owes a much larger debt to 
the Middle Ages than the average business man realizes. 
When he thinks of origins, if indeed he ever thinks of them, 
the word banking may suggest to him Alexander Hamilton 
or Andrew Jackson and their efforts for and against the 
First and Second Banks of the United States; or, if his 
knowledge extends beyond the borders of his own country 
he may turn to the Bank of England or the Bank of France. 
Commercial paper may to him begin with the warehouse 
receipts which passed for currency in colonial Virginia. 
And insurance is quite likely to call to his mind imposing 
reproductions of the Rock of Gibraltar. He might and 
probably would be surprised to learn that his predecessors 
of the late Middle Ages were familiar with these and other 
business devices which he uses every day.

The Italian Renaissance of the fourteenth and fifteenth 
centuries was just as truly an economic revolution as it 
was a new literary and artistic movement. Italian spirit, 
Italian initiative, found new expression in business and 
banking quite as originally as it found expression in the 
arts and in literature. The spirit and the practice of the new 
age were essentially capitalistic in nature. “Capitalism 
is much older than we have ordinarily thought. No doubt 
its operation in modern times has been much more engross
ing than in the Middle Ages or in the Renaissance. But

that is only a difference of quantity, not a difference *»f 
quality; a simple difference of intensity, not a difference 
of nature.”

Capitalism has developed through the centuries from 
medieval to modern times by a series of “ lifts.” Before 
the eleventh century, when the Crusades stimulated com
merce and trade, when the towns began to rise, the 
capitalist class in Europe was composed of the great landed 
feudal aristocracy, nobles and clergy; for the Church was 
the greatest landowner of all. It was an age of “Natural 
economy,” not a “money economy,” in which the proprietary 
class produced little beyond its own wants and consumed 
hardly anything not locally produced. As individual prop
erty increased, and along with it differences in the amount 
of private property owned by each developed, the rich tried 
to derive advantage from their riches, consisting mainly in 
lands, either by sustaining men of no means (serfs) upon 
their estates, or by allowing men of lesser substance to 
utalize part of their lands or share their prerogatives—as 
market rights, imposition of tolls, coinage— in a subordinate 
capacity in return for certain obligations in the form of 
dues and the performance of military service for them. In 
the latter case such landholders became liegemen (or 
vassals) of the overlord (suzerain). This was the ecnoinb- 
basis of the feudal system.

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



74 B A N K E R S’ CONVENTION.

This rich proprietary class also possessed another sort 
of wealth in addition to land in the form of family plate, 
church plate, bullion, hoarded coins, jewels, etc. The 
Church especially was rich in this kind of wealth. But it 
was idle wealth, immobile, not mobile, unproductive, not 
productive. “The revenues which the landowners collect 
from their serfs or from their tenants are directed to no 
economic purpose. They are scattered in alms, in the 
building of monuments, in the purchase of works of art or 
of precious objects which serve to increase the splendor 
of religious ceremonies. Wealth, capital . . . .  is fixed, 
motionless, in the hands of an aristocracy, priestly and 
military.” It was necessary for all this immobile and locked 
up capital to become fluid and to be invested so that wealth 
might produce wealth before real capitalism could emerge.

Various theories have been propounded to explain this 
transformation. Sombart’s theory is that the revolution 
was brought about by the monetization of ground rents for
merly payable in produce, followed by the conversion of 
much hoarded bullion and plate into currency. But this is 
only half an explanation. The root of the change lay in the 
new necessity and development of a money economy. This 
was forced forward by the revival of commerce in the 
eleventh and twelfth centuries which was partly inde
pendent of, and partly stimulated by, the Crusades. This 
change, in turn, stimulated the rise of the towns and the 
formation of the bourgeoisie. Towns, trade and capitalism, 
emerged together in Europe. Merchandizing, manufactur
ing, banking, business technique, credit, all are of urban 
origin. Then capital came to have a new sense; it was a 
value hatching a new value, or as Karl Marx put i t : 
“Mehrwert heckenden Wert.” Instead of being immobile, 
as formerly, wealth now became fluid, mobile. Production 
was considered in terms of value in money as a means of 
gaining greater values. Services were no longer required 
of vassals and serfs, but were converted into money pay
ments. Paid labor paid better than compulsory services. 
Free workmen were found more productive than servile 
workmen. Business contracts replaced the old feudal and 
manorial ties. The accumulation of previously rural ground 
rents, now monetized, was increased by new urban rents. 
The towns became commercial and industrial centers, the 
greatest of them having international commercial relations.

Italy was the earliest country in Europe in which a 
capitalistic regime and a capitalistic society appeared. 
The reason is twofold. In the first place owing to Italy’s 
geographical position and peninsular shape the cities of 
Italy were able to tap the rich Levantine trade, a commerce 
essentially in luxuries like silk, spices, rare dyes, precious 
stones from the Orient, which returned enormous profits 
upon little bulk. A Venetian galley plying between Venice 
and Alexandria commonly i>aid one thousand per cent divi
dends upon a round trip, taking out iron and timber to iron
less and timberless Egypt and returning laden with silk and 
spices.

In the second place, the papacy drew down into Italy 
the enormous ecclesiastical revenues of all western Christen
dom derived from Peter’s pence, the census tithes, indul
gences, fees for appellate causes, etc. The annats alone 
represented the entire income of a diocese during the first 
year of a new bishop and were exacted as a fee for in
vestiture. What these sums meant may be appreciated 
when it is said that the papal revenue out of England in 
1252 was three times the revenue of the crown. The income 
of the Lateran in the thirteenth century must have far 
exceeded the income of all the princes of Europe taken 
together. Rome was not only the ecclesiastical capital of 
Europe; it was also the financial capital of Europe. In the 
thirteenth century the financial power of the papacy was 
like that of the great international banking houses of today.

Banking seems to have begun among the Lombard Jews 
first as a pawnbroking business. Gradually these branched 
out into money-changing and loans at interest secured by 
real collateral, and later by commercial pi-oducts, manu
factured or imported articles of commerce. In time the 
notes and warehouse receipts of these transactions developed 
into commercial paper. Naturally it was not long before

the Italian merchants, having fared profitably, also began 
to invest their surplus wealth in these forms of investment 
and in the thirteenth century full-fledged private banking 
houses are found, the earliest of them appearing in Siena 
and Florence.

From the pontificate of Gregory IX  (1227-41) the im
portant banking firms of the Italian cities had agencies in 
Rome and abroad, in France, Flanders and England. Their 
chief function was to collect and to transmit the Peter’s 
Pence and other ecclesiastical revenues to Rome. These 
papal clients united papal authority with their own fiscal 
influence to promote and to protect their own business 
operations. If an Italian merchant from Florence or Milan 
was robbed in France or England, or outrageously imposed 
upon by some noble, or could not collect a foreign debt, 
the pope intervened in his behalf and usually papal pressure 
was successful.

“ International banking derived its strongest impulse 
from the Church, whose revenues in Peter’s Pence and the 
census were collected in distant countries, in a currency 
often depreciated and sometimes even in kind. The local 
branches of Italian banks, after satisfying the papal repre
sentative of the exact amount collected and the sum that 
would be payable in Rome, were able to remunerate them
selves by using the money in their hands in ordinary local 
business. They seem, however, to have charged the Church 
for their trouble and expenses, sums of whose amount we
know surprisingly little.................... Schneider found only
two instances in which these sums were stated, one being 
about 1214% and the other 25% of the amount paid over 
in Rome. It cannot be doubted that the loans granted to 
popes and the college of cardinals were, in spite of the 
Church’s thunders against usury, very profitable to the 
bankers.” The Roman curia always protected the bankers 
against losses and so debts due the papacy or papal obliga
tions were the safest form of banking activity to engage in.

The Italian banking houses not only invested their own 
profits in business and handled the collection of papal 
revenues. They acted also as agents of the Holy See to 
invest its enormous surpluses. No Italian city was so suc
cessful as Florence in its fiscal relations with the Holy 
See. It was in the thirteenth century that the foundations 
of the great banking houses of Florence were laid—the 
Albertini, Albizzi, Ardissioni, Bardi (the father of Boccaccio 
was a trusted agent of the Bardi), Bellicozzi. Ildobrandini, 
Borgo, Filippi, Gualfredi, Scala, Cerchi, Rimbertini, Fres- 
cobaldi, Acquerelli, Leoni, Monaldi, Rocci, Scotti, Marcoaldi, 
Tedaldi, Spigliati. The Florence banking houses stead
fastly supported the popes in their long political struggle 
with the emperor Frederick II and got their reward. 
Their loans to papal partisans in neighboring cities which 
were political and commercial rivals of Florence under
mined these places. This is conspicuously true of Siena 
where the bankruptcy of the Gran Tavola ruined the city.

For Siena made the blunder of backing the wrong politi
cal horse in supporting the emperor against the pope. 
Until she adopted this fatal policy Siena, and not Florence, 
had been the headquarters of papal banking. The chief 
Sienese banking house was that of the Buonsignori, called 
the Magna Tavola or Gran Tavola, the name being derived 
from the table of the money-changers. In 1289 its capital 
amounted to the then large amount of 35,000 florins. It 
loaned money to popes, emperors, feudal princes, cities. 
But when Siena espoused the imperial cause and forsook 
the papacy the popes removed their funds to Florence and 
left no stone unturned to discomfit Siena. In November 
1260 all the Sienese banking firms went to the wall in the 
crash of the Gran Tavola. The tourist may still see in 
Siena a medieval house built in 1234 by one of the earliest 
of Sienese capitalists, Angliere Solofica, on the front of 
which may be read the inscription: Campsor Domini papae 
Gregorii IX.

Between the years 1260 and 1347 Florence rode the crest 
of the wave of prosperity and there were eighty banking 
houses in the city, the greatest of which were the Bardi 
and the Peruzzi. The financial dealings of these two houses 
were especially intimate with the Angevin kings of southern
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Italy and with England. In 1268 they looked upon the 
exj>edition of Gharles of Anjou for the conquest of the king
dom of Naples and Sicily as a profitable speculation and 
liberally financed it, in return receiving the right to collect 
portoria and to manage the mines and salt pans as security. 
But in 1282 the success of Aragon in promoting the Sicilian 
Vespers, which ruined the French domination in Sicily, 
seriously crippled them, in particular the Bardi who were 
heavily involved. Fortunately for them it was to the in
terest of the popes to support the Angevin dynasty, and so 
the papacy rushed the Guelph bankers into Southern Italy 
to the rescue of its proteges. The Florentines were in the 
vanguard of the rescue corps and by the end of the thir
teenth century had done their work so well that Charles II 
was completely in their power. The Neapolitan king sur
rendered part of his revenue and granted monopolies to 
cover the advances made by the bankers.

Whether the kingdom was at peace or at war, the result 
was the same: if at peace the rulers needed money for 
internal improvements or for keeping up their magnificent 
court: if at war cash was needed to pay the troops. In 
either case the Florentines reaped the benefit. Such a good 
thing soon became widely known and numerous houses sent 
their agents to partake of the rich profits which were to be 
made directly or indirectly out of the royal patronage. Of 
these the Bardi were the most important from the stand
point of money advanced; they furnished 10,000 ounces of 
silver in 1291, for instance, for payment of the papal tithe. 
This gives an interesting illustration of the operations of 
the bankers. They were, as has been seen, agents of the 
papacy for the collection of the ecclesiastical taxes. They 
were at the same time the only ones possessing mobile 
wealth which was available for the making of loans. It 
thus often happened that they would loan needy individuals 
money with one hand and collect the same money with the 
other for transmission to the Curia. All alike became 
ardent Guelphs, “and their attachment to the Angevin 
family waxed with the profits which they derived from it.” 
Arnold Peruzzi became counsellor and chamberlain of 
Charles II, and in 1308 his company paid a dividend of 40%. 
As time went on the main reliance of the throne came to be 
placed in a sort of syndicate which included the Bardi, 
Peruzzi and Acciajuoli, to which was added the Bonac- 
corsi about 1330. This group got a strong grip on affairs 
— so strong that it virtually dictated to the kings, complain
ing to them of the conduct of their own officials, and forcing 
them to modify or ignore the laws of the land insofar as 
these conflicted with Florentine schemes of money-making.

The splendor of the court cost so much that the king was 
forced to give over more and more political and economic 
privileges to the bankers, and members of the firms came 
to occupy important royal offices. At the same time, how
ever, they conducted these offices in such a manner as to 
alienate the masses of the people and thus sowed the seeds 
of their own downfall. The beginning of the end is to be 
seen in the failure of the house of Scali in 1328.

Somewhat later (1341) Florence became involved in a 
war with Pisa. This city had freed the town of Lucca 
from Florentine control and the latter wished to bring it 
back under its domination. Not being strong enough to 
accomplish the affair alone, Florence sought outside aid. 
A political crisis ensued which involved an economic one as 
well, and several of the houses went under, including the 
Gonaccorsi, Coc-chi. Antellesi, Usani, Corsini, Castellani, 
Perondoli, and others. The larger houses survived the 
crisis, but were badly compromised when the king of Naples 
repudiated a debt of nearly 200.000 gold florins to the Bardi 
and Peruzzi.

But the greatest financial operations of the Bardi and 
Peruzzi were in England. Isolated instances of Italian 
loans to the English kings go as far back as the twelfth 
century. Richard the Lion-hearted seems to have borrowed 
from them; for his brother and successor King John 
promised to pay the merchants of Piacenza a sum of money 
which they had advanced on the order of Richard to two 
English envoys sent to Rome, and in 1219 a certain Pietro 
Guibertini of Bologna came to Henry III and demanded

payment of another loan which he alleged to have been 
made by himself and others to Richard.

But the real period of Italian finance in England began 
in the thirteenth century. Then Italian merchants flocked 
to England to purchase -wool or to negotiate loans secured 
upon wool. The first occasion on which they played a 
prominent part was in connection with the effort of Henry 
III to secure the German and imperial crown for his son 
Richard of Cornwall. Almost at the same time these Italian 
merchant-bankers made Henry III another loan of 135,000 
marks, which was expended in the vain endeavor to put his 
oldest son Edward, afterward Edward I, upon the throne of 
Sicily. Edward borrowed Italian money to conduct his 
Scottish wars and there is an intimate connection between 
the fall of William Wallace and the history of Florence. 
The king found loans more convenient than struggling with 
reluctant parliament for subsidies. During the first four 
years of the reign of Edward I, the Lucchese merchants 
were largely employed in the financial operations of the 
crown. From his coronation in 1272 until January 23 1276 
Lucas of Lucca advanced to Edward I, sums aggregating 
£17236 13s. 4d. The Mozzi of Florence became important 
during the period from 1277 to May 6 1309, during which 
they lent £79,941 6s 8d. During a shorter period (June 25 
1285-November 18 1293) the Riccardi of Lucca lent Edward I 
£56,240 18s. Id. Other firms o f lesser importance may be 
briefly noted: the Pulci, of Florence, with wdiom were as
sociated the Rimbertini of the same city, the Ammanati of 
Pistoia, the Ballardi of Lucca, the Cerchi Gianchi of Flor
ence and the Cerchi Neri. The Bardi and Peruzzi of 
Florence also appear in this period, laying the foundations 
of the royal favor which was later to be so disastrous to 
them.

The two firms which seem to have exercised most influ
ence during the reign of Edward I were the Riccardi and 
the Frescobaldi, with the latter gradually forging to the 
fore. They virtually controlled the finances of the realm 
during this reign. During the period between September 13 
1290 and May 30 1311 “ there was disbursed to them in re
payment of loans made by them to Edward I and his son, 
and as compensation for the losses which they had suffered 
by the delay in the repayment of Edward I’s loans, no less 
a sum than £110,207 6s 5}4d. Their loans probably 
amounted to at least £121,941 2s liy+d.” It was during this 
period that the king resorted to the device of turning over 
the revenues to the Italian merchants as security for their 
loans. In the year 1299 the whole of the revenue of Ireland 
was turned over to them in payment of a loan of £11,000. 
And from April 1 1304 to May 30 1311 “nearly the whole of 
the receipts from the customs were handed to them.”

A condition such as this at last grew intolerable, and in 
1311 Edward II (1307-1327) turned against them, and the 
Riccardi and Frescobaldi wrere driven from the realm 
after suffering severe persecution. They were never fully 
requited for the advances they had made to the crown, yet 
some effort seems to have been made to pay the debts, for 
down to 1303 four payments were made to Italian bankers 
to the amount of £7,333 6s. 8d. Edward’s motive seems to 
have been entirely selfish, however, as he was interested in 
keeping the firms solvent so that they might lend him fur
ther sums rather than pay his obligations in full.

The difficulties which have been indicated were sufficient 
to cause the withdrawal of most of the Italian bankers 
from the English field, or at least to restrict their activities 
to private operations apart from the court. Two houses, 
however, maintained their connections with the crown and 
were ruined in the end. There were the Florentine firms 
of the Bardi and Peruzzi. They had appeared in England 
in the time of Edward I and continued their operations 
through his reign and into that of his successor. The Bardi 
were the more important of the two houses, and after 1311 
succeeded to the position which had been vacated when the 
Frescobaldi and Riccardi were driven out of England. 
Between 1290 and 1326 they advanced to the kings sums 
aggregating at least £72,631, of which only £4,926 was lent 
before 1311. As time went on the advantages of combina
tion became apparent and they began to act in concert with
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the Peruzzi. This custom began about 1337 and was estab
lished by 1340. They stood well in the graces of Edward 
III (1327-77) during the early years of his reign and were 
accorded many privileges. The laws of the land were re
laxed in their favor on several occasions so that they might 
be safeguarded in the collection of their debts. An example 
of this took place in 1327 when “ the customers of Southamp
ton were ordered to send to the King at once any money 
in hand of the customs of wool, hides and wmol-fells, and of 
the new custom, and previous assignments notwithstanding,
‘except those to the merchants of the Society of the Bardi 
of Florence.’ ” This action of the king was taken in the 
face of statutes which limited the residence of foreign mer
chants in the realm and absolutely forbade the assignment 
of the customs to their credit.

The purposes to which the funds secured from the bankers 
were assigned were varied. In November, 1331, the Bardi 
agreed to find 1,000 marks a month for the support of the 
royal household, to cover which they were granted the re
ceipts of certain customs duties at London, Kingston-upon- 
Hull, Newcastle-upon-Tyne, Hartlepool and Southampton. 
Other members of the royal family were supplied by the 
bankers. The queen, the queen-mother and the Earl of 
Chester were recipients of advances for which the king 
acknowledged his indebtedness. The main demands upon 
them, however, were for carrying on the military operations 
of the government in France.

The Peruzzi seem to have taken little active interest in 
financing Edward III before 1336. They made advances 
in this year which were guaranteed by the income to be 
derived from certain parliamentary promises to the king. 
By the end of the first six months of the year it appears 
that the king was in their debt to the extent of £32,000. 
In 1337 their dealings took on added importance owing to 
the increased demand for money growing out of the impend
ing war with France. The only way in which the king could 
secure an adequate and extended supply of cash was through 
the manipulation of the wool trade, Avhich was an opera
tion possible only with the consent and cooperation of the 
Italian merchants who were deeply involved in that branch 
of business. In March 1338 the king agreed with the two 
firms that he would deliver to them all the wool granted 
to him in England, which they were to sell for his profit.

This situation marks the high-water mark of the fortunes 
of the Italian bankers in England. Even at this time forces 
were at work in Italy, in France and in England which 
conspired together to make their position increasingly un
tenable. The outbreak of the long war between France and 
England in 1337 placed the merchants in an embarrassing 
situation. They could not keep on good terms in both 
powers. The formal declaration of war saw the arrest of 
their representatives in France, a durance from which they 
escaped only by the payment of huge sums to Philip of 
Valois. At the same time Edward III began to be more 
than ever remiss in payment of his old debts, while at the 
same time incurring new ones. This double trouble was 
aggravated by the situation in the kingdom of Naples al
ready related. Florentine investments in Naples were en
dangered. The next development which has also been 
observed, was a war with Pisa, the financing of which put 
several of the smaller banking houses out of business (1341) 
though the more important ones, such as the Bardi and 
Peruzzi, managed to keep their heads above water.

It is evident in the years after 1343 that the situation of 
the Bardi and Peruzzi was becoming more precarious in 
equal ratio to the ever-mounting debts owed them by the 
English king. Edward I l l ’s wars with Scotland and France 
not only prevented him from making payment on the debts 
which he had already contracted, but placed him in the 
position of requiring more and more funds. To this was 
added a growing resentment on the part of the rising native 
merchant class at the favors which the foreigners were 
receiving from the crown. The actual circumstances are 
uncertain; there is a possibility that there was a merchant 
conspiracy in which the king was involved. At any rate 
the deluge overtook the Italians. They seem to have re
quested an audit of their accounts at some time between

1343 and 1345. The next development found all their agents 
in prison, without having any specific charges lodged against 
them except that they were indebted to the king for large 
amounts, which, however, Edward III acknowledged were 
much smaller than the sums he owed them. He demanded 
payment by a fixed date, but later pardoned them. He did 
not take any measures toward alleviating their distress. 
It is plainly evident that the imprisonment of the Italians 
was not based on any misdoings which could not have been 
condoned, but was rather the result of a wish on the part 
of London merchants and financiers to get rid of a group 
which had become obnoxious to them.

This episode practically ended the active connection of 
these two great Florentine firms with the crown, though 
they continued to trade in England in a private capacity 
for some time afterward. Some belated payments were 
made to both the Bardi and the Peruzzi after the crash, 
and they were enabled to make some recompense to the 
smaller companies which had been involved by their down
fall. The Bardi fared less well in this respect than the 
Peruzzi, as they appear to have received only £150 in return 
for an acknowledged debt of £50,493 5s. 2%d. In June of 
1346 the Peruzzi received £6,375 and in August of 1352 a 
further payment of £100. The repudiation of the English 
debt brought matters to a head and it was found necessary 
to liquidate the assets of the two firms. A panic resulted 
in Italy as the result of this famous bankruptcy and a meet
ing was held at Florence which resulted in an agreement 
of September 6 1347, whereby the Bardi paid about 309c 
on their obligations and the Peruzzi about 20%.

Thus we have seen how four great Italian banking houses 
were ruined by their dealings with the kings of England-— 
the Riccardi of Lucca under Edward I, the Frescobaldi of 
Florence under Edward II and the Bardi and Peruzzi under 
Edward III. Figures are available only for the failure of 
the Bardi and Peruzzi, showing that they advanced to the 
three Edwards during the years from 1290 to 1345 no less 
than £433.000. But one must multiply these figures by five 
in order to appreciate the actual nature of the collapse. 
Even these imperfect data suffice to indicate what must 
have been the large contributions of the Italian bankers to 
English economic and political life.

Tne effect of Edward I l l ’s repudiation of his Italian 
debts and the subsequent panic in Europe may be compared 
with the crash of the Barings in 1892 and our panic of 1803.

The panic in Florence extended far beyond Tuscany. For 
the ruined firms had branches almost everywhere. The 
Peruzzi alone—and they were not so large a house as the 
Bardi—had sixteen exchanges: London, Bruges, Paris,
Avignon, Majorca, Pisa, Genoa, Venice, Cagliari, Naples. 
Palermo. Clarentza in the Morea, Rhodes, Cyprus, Ceuta 
and Tunis. We have the record of two English students 
studying at the Universtiy of Bologna who got their remit
tances from home through the Bardi.

Only one important banking firm in Florence survived 
this famous “Black Friday.” This was the Medici. As the 
transactions of the Bardi and Peruzzi grew in magnitude, 
partly in order to help them swing the ventures, partly ’ *er- 
liaps in order to assure themselves against too great liabil
ity, the two major firms had drawn many other banking 
houses of Florence into their English deals, nearly all of 
which were involved in the final collapse except the Medici, 
who at the time were not prominent enough to be considered. 
The obscurity of the Medici saved them and upon the ruins 
of the other Florentine banking firms they rose to riches 
and to fame. Although the Medici became the princely 
dynasty of Renaissance Florence, gave two Popes to the 
Holy See and two queens to France, their memory is to-dav 
preserved principally in the three gold balls of the pawn
broker, for six gold balls were the banking and later the 
heraldic device of the Medici house.

Florence never developed a State bank, though her State 
debt was funded as early as 1345 and her bonds were current 
negotiable paper. Florentine laws were strict and the 
courts were vigilant in maintaining the integrity of com
mercial relations. Breach of contracts, fictitious sales, 
short weights and measures, price cutting, misrepresenta-
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tion of quality of goods, like using shoddy in cloth of first 
rate quality, were heavily penalized. In consequence of these 
strict regulations Florentine commercial honor was the high
est in Europe in the fourteenth and fifteenth centuries. The 
bill of exchange was widely used and stabilized by the Gov
ernment.

State banking as distinguished from private banking was 
peculiarly a Venetian contribution to fiscal history. Govern
ment, not private initiative, was the rule in Venice. The 
earliest incident in Venetian financial history which illus
trates this statement occurred after the First Crusade, when 
the Venetian fleet under command of the Doge Domenicho 
Michael was besieging Tyre. The siege was a long and ob
durate one; the summer passed and winter was approach
ing; the Doge’s supply of money was nearly exhausted and 
the sailors and marines were on the verge of mutiny. In this 
crisis, with that masterful spirit which so characterized 
him, Domenicho Michael stamped the seal of Venice upon 
bits of leather and pledged his word that the Senate would 
redeem every one of these leathern rags—which it did. So 
far as I know, this is the earliest instance of fiat money in 
history. The marvel is that the device was not seized upon 
by Italian princes everywhere to recoup their finances.

Thirty years later (1157), in time of financial stress, 
Venice raised money by a forced loan and established a bank 
to handle the certificates, which were guaranteed by the 
State and circulated as bonds. The original subscribers to 
to the loan were the first stockholders of the bank, the first 
State bank in history. But Venice’s commercial enterprise 
was so active, her wealth so great that many private bank
ing houses arose, like the Soranzo, Friuli, Pisani, Lippo- 
mani, Sanudo and Tiepolo families. The Bank of St. George 
in Genoa, a partly private and partly State institution, was 
not established until 1407.

From Italy capitalistic enterprise passed to Germany, 
where in the fifteenth century the Fuggers, the Welsers, 
the Hoehstetters became masters of finance and captains 
of industry. These houses, and especially the first, are of 
interest in many ways, but not the least important fact in 
their history is that they were closely identified with Ger
man mining, something unknown in Italy except on a minor 
scale in Calabria.

The Fugger family arose in the first decade of the fif
teenth century from simple linen weavers in Augsburg. 
Originally interested in cloth weaving, the Fuggex-s of the 
fifteenth century branched out into the spice and linen 
trade. They had connections with Venice, where Jacob Fug
ger. first real head of the family, learned his trade. The 
Fuggers became interested in the opening up of the German 
mines, and with the Welsers and Hoehstetters were one of 
the three or four great contributing factors in the progress 
of capitalism in Europe. The working of the silver mines 
in Tyrol began in 1487; copper mining in Hungary was 
begun in 1497; the money the Fuggers made in commerce 
was now available for the working of the mines. In 1494 
the Fugger company was incorporated under an imperial 
charter.

The Welsers were also interested in the silver mines of 
Tyrol and Saxony. They began the working of the mines 
at Schwartz in 1448; at Salzburg, in 1460; in Saxony, in 
1171: in Bohemia in 1492. In Bohemia the mines had been 
closed for eighty years because of the Hussite Wars. The 
Welsers also opei'ated iron forges in Thuringia. All this 
mining enterprise of the Welsers could not have been pos
sible wtihout the early experience of the family in trade. 
The money earned through previous commercial activity 
was now available for the working of Hie mines, the opera
tion of which, in turn, afforded new facilities for the for
mation of capital. The material resources of Germany were 
in the lands of these Augsburger capitalists. They were the 
Guggenheims of the fifteenth and sixteenth centuries. The 
resources of Tyrol, Steiermark, the Alpine lands. Saxony, 
the Harz Mountains, Bohemia, in gold, silver, iron, copper, 
tin, salt—in other words, “ die deutsche Erde” was privately 
owned by these men.

Modern monopolistic tendencies in business ax*e strikingly 
illustrated in the operations of these German capitalists.

Small mining competitors were bought out by the huge 
Fugger organization by the payment of the debts of the 
small operators. After the mines fell in their hands, they 
spread out into the metal trade. In 1498 we find the first 
attempt to build up a syndicate by agreement. The result 
was a copper combination. At the beginning of the six
teenth century the Fuggers controlled the mines and metal 
sources of Germany, Austria, Bohemia, Hungary and Spain 
—the California, Nevada, Colorado and Montana of Europe. 
They owned the quick-silver and silver mines of Alma den 
and Guadalcaucal in Spain.

The Fuggers also established commercial and banking con
nections with the Spanish Hapsburgs, and even branched 
out into the enormously profitable si>iee trade of Spain’s 
East Indian Empire, notably in the Molucca islands. But 
their vessels, for fear of the Portuguese and French, instead 
of reaching Europe around the Cape of Good Hope, crossed 
the Pacific to Chile, thence to Panama (where the cargoes 
had to be transported across the isthmus) and thence 
again by galleon to Spain. The highest point of prosperity 
and power of the Fuggers was attained ni the time of Anton 
Fugger (1525-60) who left a fortune of six million florins 
as the inventory of his will, published in 1562, shows.

Not all of the Fugger loans to kings and princes, however, 
were profitable. The balance sheet of the house in 1577 
shows 6,558,059 florins of sound investments against 1,224,- 
906 florins of bad debts, the chief insolvents being Philip II 
of Spain, and his great commercial city of Antwerp in the 
Spanish Netherlands.* Sixteenth century Governments were 
inclined to stretch their credit in time of war and to scale 
down or even repudiate their debts. International finance 
was a ticklish business in the period of the Reformation.

Philip II of Spain twice partially repudiated, and in 1607 
Spain went completely bankrupt, owing the Fuggers then
3.500.000 ducats. Besides these Spanish debts, the Haps
burgs during the years 1574-1617 borrowed to the extent of
615.000 florins. In all the Hapsburgs contracted debts which 
amounted to S,000,000 florins by the middle of the seven
teenth century. Thus, much of what the Fuggers earned 
during a period of 150 years (1409-1560), was lost because 
of their banking opei'ations with the faithless Governments 
of Europe. Let us hope that history may not repeat itself.

It might be added the discovery of America had some 
effect upon this condition. For the flood of silver and gold 
which poured into Europe in the sixteenth century from 
Spanish America demoralized the money market. Between 
1492 and 1544 $56,000,000 of gold and silver wras dumped on 
Eui’ope. In the single year 1545, when the famous mines of 
Potosi were opened, gold and silver to the enormous amount 
of $98,000,000 was brought to Europe. The purchasing 
power of money owing to this cheapening of money is esti
mated to have fallen 25% between 1520 and 1540, and to 
50% by 1600. The effect was not unsimilar to the effect 
upon the world of the opening of the Klondike and the Rand 
in the “nineties” of the last century. On the other hand, of 
course, prices rose. Between 1500 and 1600 the price of 
wheat advanced 400%, while workingmen’s wages in the 
same period increased only 30%. The sixteenth century 
was an age of “hard times,”  a condition which had great 
influence upon the Reformation which often was a vehicle 
for the expression of economic discontent under the cloak 
of religion.

The shrinkage of purchasing power of money across the 
centuries, at the same time that the volume of capital in 
Europe greatly increased, is an interesting phenomenon.

*The following table shows the financial situation in 1577 :
Debts—

S p a in __________________________
Antwerp ______________________
Emperor Maxilimian II ______
Count Ferdinand ______________
Count Albrecht ________________
Count Albrecht’s s o n __________
Augsburg debtors______________
Nuernberg _____________________
Vienna ________________________
Emperor Ferdinand, since 1547 
Miscellaneous _________________

Good.
florins: 5,026,000
----------  120,000
-----------  220,674
------------ 12,874
-----------  11,909
-----------  4,000
-----------  270,767
-----------  29,204
-----------  9,094

500,000

Bad.
785,000
232,470

40,239
2,222

18,444
60,000

120,000

Total florins 6,558,059 1,244,9(6

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



78 B A N K E R S’ CONVENTION.

For example, a fortune of 22,000 francs in 1200 was worth
16,000 francs in 1300 ; 7,500 francs in 1400; 6,500 in 1500. 
But in the sixteenth century, that is to say in the epoch 
when Europe was flooded with Spanish American silver 
that fortune of 6,500 francs shrunk to 2,500 francs! It is 
no wonder that the seventeenth century was characterized 
by emigration of Europe’s population to the New World. 
The settlement of New England, Virginia, indeed all our sea
board States, was largely due to the economic distress and 
social discontent in Europe.

Some conclusions may be reached as a result of the fore
going brief survey of early banking conditions in Europe. 
In the thirteenth and fourteenth centuries, as to-day, bank
ing was a factor of business development. Its growth in 
that day was stimulated by the Church, which then played 
a much larger part in everyday activities than is the case 
at present. The organization of the institutions and their

relation to the Governments of Europe varied within the 
period according to time and place and circumstance, even 
as present banking systems have been the product of vary
ing conditions. For one of the outstanding phenomena of 
the epoch is the close connection between the Government 
and the bankers. This political activity of bankers has been 
indicated in connection with the operations of the Bardi and 
Peruzzi in England and in southern Italy, and the Papal- 
Imperial struggle is at all points illustrative of this connec
tion. Then, as to-day, the unrestricted activity of banking 
houses proved disastrous and a system of regulation was 
resorted to with the double effect of curtailing action while 
rendering the residue more secure. A final characteristic 
which strikes home forcibly in this day of international 
financial activity is the wide scope of operation of the early 
banking houses. The international banker is not a product 
of the twentieth century, nor yet of the nineteenth.

C O M M IT T E E  A N D  O F F IC E R S ’ R E P O R T S -G E N E R A L  S E S S IO N
Annual Address of the President, Melvin A. Traylor, 

President First Trust & Savings Bank, Chicago, 111.
Just why retiring Presidents should not be permitted to slip away 

into that engulfing obscurity which seems to await an ever-growing army 
of Ex’s, without being obliged by custom to punctuate their departure 
with an outburst of alleged' wisdom, I do not know. In thi3 Associa
tion, the custom seems to be as inexorable as it is inflexible, hence, con
fessing to a lack of sufficient courage to abandon it, I come now along 
the path followed by that long line of my illustrious predecessors, to 
submit herein a brief account of the work of the administration during 
the year now closing, together with certain comments and observations, 
perhaps neither germane nor pertinent to the problems of the day.

The business of the Association since your last convention has gone 
forward in an even and somewhat uneventful manner, reflecting the har
mony and efficiency at headquarters, which is possible only in an organiza
tion where intelligence, experience, and loyalty prevail. The work of 
the President during the year has been greatly minimized and made vastly 
more effective because of such a staff in the executive offices in New 
York. My grateful acknowledgement to them.

The Divisions, Sections, and Committees, under the wise leadership 
of those in command, have in harmony and cooperation made real con
tributions to the solution of the everyday problems of our business. De
tailed reports of all these bodies have been printed and distributed. I 
commend their careful reading and consideration, because, after all, 
much of the worth-while work of the Association is done by these smaller 
units, which seldom, I fear, are given the credit they deserve. They are 
the real points of contact between the individual member and the larger 
organization. They are the diagnosticians of our business and discoverers 
of the remedies for our ills. May I urge you to attend the business ses
sions of all the Divisions, Sections, and Committees during this week.

The ever-increasing complexities of the banking business seem to me, 
more and more, to justify our existence as an organization. Yet, I some
times wonder if we fully appreciate the powers and corresponding respon
sibilities of our group. This thought was forcibly brought to my mind 
recently by an address delivered by that leader of American business, Mr. 
Owen D. Young, on the occasion of the dedication of a group of new 
buildings comprising the George F. Baker Foundation of the Graduate 
School o f Business Administration of Harvard University. I can pay no 
more fitting tibute to the Dean of American Banking, the sole surviv
ing member of the group of men who founded this Association, than to 
quote briely from the address of Mr. Young, who in calling attention to 
the fact that this is the day of organizations, associations, and group 
action, said:

“ Let me say, however, that so far as the public is concerned, organized 
business has been quick to take the advantages o f  group action, but has 
been slow to assume group responsibilities. T oo frequently business men 
have acquiesced, even if they did not participate, in objectionable practices 
until an outraged society compelled amateurs to interfere. The amateurs 
were frequently in the Legislature, and unwise laws were enacted. Legis
latures reached out for abuses they could readily observe, but the causes 
o f which they did not fully understand.”

As the problems of our business multiply, complicated often as we 
think by unwise legislation or regulations, we sometimes wonder if we 
haven’t too often approached these problems from a selfish viewpoint, 
without sufficient regard for public welfare— if, in fact, we have not been 
too ready to accept benefits without making a corresponding contribution 
in the interest of others.

There may have been a time when banking required little training and 
when any ordinary, intelligent business man could run a bank more or less 
successfully. Perhaps this was never entirely so, and it certainly isn’t 
true to-day. Banking is well on the road to becoming a profession, as 
distinguished from a trade. In other words, banking requires theoretical 
as well as practical knowledge. It is rapidly developing codes of proce
dure and ethics, such as are characteristic of law, medicine, and the other 
older professions. Consequently, there is an ever increasing danger in 
permitting amateurs, whether in or out of the profession, to settle our 
problems.

If we are to discharge intelligently and well the duties that rest upon 
us as the custodians of the world’s credit supply, we must have the best 
banking and financial machinery in the world, manned by the most com
petent and thoroughly trained executives, whose vision can comprehend 
national and international problems alike; men whose caution and con
servatism will not circumscribe that degree of courage and faith which 
leads to adventure upon uncharted courses, because it seems to me that 
much of the way we shall have to go, in the years that lie ahead, will be

without the markings of precedent, to which we habitually look for our 
guidance.

Have we such a banking system— the machinery necessary for the job ? 
It seems to me that we have. With the so-called McFadden Bill now a 
law, liberalizing and equalizing the rights and privileges of national banks, 
with constantly improved State legislation adding greater protection and 
security to the State chartered institutions, with the Federal Reserve 
System under indeterminate franchise, there is apparently little of major 
legislation necessary to perfect our banking equipment.

It is only natural that here and there experience will develop weak
nesses in these respective pieces of human creation, but nothing would be 
more unfortunate, I think, than that there should be either agitation for 
or actual further legislative action with respect to our banking system 
for some time to come, and most of all, that anything should be done to 
change the fundamental structure of the Federal Reserve Act. Let those 
who think otherwise give careful consideration to the cause of their com
plaint. After all, are not the criticisms leveled at the System largely 
those arising from matters of administration rather than from inherent 
defects in the law itse lf! If this assumption is correct, may we not ask 
those in authority to cooperate with us in an effort to strengthen the 
administrative organization without undermining the foundations of the 
structure ?

The future welfare of this country, and of other countries as well, is 
certain to be greatly influenced by the financial policy which this country 
pursues. Is it too much, therefore, to insist that this policy be made and 
carried out by those who have practical experience as well as theoretical 
training in matters of finance and banking? Intelligent self-interest ought 
to impel every citizen of the country, whatever his occupation or employ
ment, to demand that the banking system of the country be supervised 
only by those familiar, by practice and experience, with the problems of 
banking, not only in this country, but in the other countries of the world.

Since I have mentioned the necessity of those directing our financial 
affairs having a knowledge of international financial questions, may I 
enlarge upon that subject for a moment? In spite of the fact that inter
national finance, as we know it to-day, goes back in its beginning to the 
middle ages, economists and bankers are far from agreement on many of 
the questions which this subject presents. In part, this is due to the 
magnitude of the operations which have resulted from the war and from 
the treaties of peace.

The Information Service of the Foreign Policy Association published in 
June a series of tables and figures illustrating above all the changes which 
have resulted in our economic situation in this respect. Most of you are 
familiar with these figures and without quoting details of the changes 
which have followed 1914, the net result has been— according to Dr. Max 
Winkler, who wrote the pamplet— that we have not only ceased to be a 
debtor nation but at the close of 1926 we held foreign investments in 
excess of 12% billion dollars, not including the debts owed to our gov
ernment. We know that this figure has been materially increased during 
the current year.

I am very well aware that many bankers dismiss this subject with the 
thought that they neither originate nor participate in foreign loans and 
that, therefore, the problem of foreign investments is one for Wall Street 
and the big private banking houses and security companies of that dis
trict. Let me remind you, however, that the problem isn’t one for these 
particular gentlemen alone— it is daily brought to the doorstep of every 
banker and every investor in the country.

The great underwriting houses do not buy foreign investments exclu
sively for their own account. They are merchants in securities and whether 
you buy directly or indirectly, the salesmen for these houses are con
stantly offering these securities to your customers, who are paying for 
them with the deposits from your bank. Whether you will or not, you 
are becoming interested in every venture, of whatever character and wher
ever in the world located, the securities of which are finding lodgment 
in your community and with your people.

I hope it may be as interesting to you as it has been to me briefly to 
take stock of what America has done with her money in the matter of 
foreign investments in the past three years. In that time, we have loaned 
to Germany alone considerably more than $1,000,000,000. These loans 
have been made to cities, States, banks, churches, tramways, automobile 
companies, housing corporations, steel mills, electric companies, dye 
works, cigarette companies, harvester companies, water power companies, 
film companies; in fact, almost everything.

There is hardly a country in the League of Nations which hasn’t bor
rowed money in America in this period, among them: Argentina, Aus
tria, Belgium, Brazil, Bulgaria, Chile, Colombia, Costa Rica, Ozecho-
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Slovakia, Denmark, the Dominican Republic, Ecuador, Finland, Germany, 
Greece, Honduras, Hungary, Italy, Japan, Jugoslavia, Liberia, Mexico, 
Norway, Panama, Peru, Poland, and Salvador. These and others, directly 
or through their States and municipalities, all got money from the United 
States in 1926, and these are only the governments themselves which 
borrowed.

In the same period, American investments abroad include stocks in oil 
corporations in Cuba, Mexico, Canada, Venezuela, Peru, British Guiana, 
Persia, and Trinidad; Norwegian aluminum, Russian gold mines, French 
perfume and silk, Finnish cooperatives, automobile factories in a dozen 
countries and railways everywhere, Italian shipping, Belgian and Spanish 
telepones, Brazilian coffee and African rubber plantations, Caribbean 
sugar fields, Central American fruit, Caucasian manganese, Ural platinum ; 
in fact, a little of everything everywhere and a great deal in many cases.

I wonder if these figures conjure up in your mind, as they do in mine, 
any answer to that master political phrase “ America First,”  or any 
interpretation of that political fetish of “ American isolation.”  It is 
perfectly true that the total sum represented by all these loans and invest
ments is a mere bagatelle compared with the aggregate of American wealth, 
but unless human nature has changed, or effects a rapid transformation, 
I have an idea that there are hundreds of thousands of American citizens 
whose instincts of self-preservation, and whose sense of property rights, 
may somewhat incline them to take heed of what is happening in the rest 
of the world.

Not often in the past have the property rights of our private citizens 
been put in jeopardy by the action of foreign government, but if we may 
judge by the reaction that has followed the attempt of our neighbor to 
the south in matters of this kind, we may well imagine that the day may 
come when no mere small fraction of Our people will be not only inter- 
terested in what is happening in other lands but insistent upon our govern
ment likewise taking cognizance of such facts.

Let no one think I am condemning the making of foreign investments. 
Such a thought is farthest from my mind. I believe, in fact I know, that 
if we are in truth and reality the world’s banker, and it seems indisputable 
that we are the custodians of the world’s available credit to-day, we must 
make foreign loans and investments both for the preservation of our own 
economic position and in justice and fairness to the rest of the world.

Such has been the experience of those countries which, for hundreds of 
years, have been the world’s bankers, and I am sure we can not escape 
the economic laws, which impelled them, and which necessarily impel 
our citizens, to seek investments for their surplus funds in those markets 
of the world where returns are most remunerative. The economic effect 
of this policy has scarcely been considered, and certainly few, if any, have 
fully appraised it.

When the Dawes Plan was adopted, most economists and bankers ex
pected the Plan to fail at an early date— some because they questioned 
whether Germany could raise the large sums demanded—-others because 
they regarded the transfer to other countries of the sums involved an 
impossibility, and yet, as a matter of fact, Germany has borrowed more 
from us since the adoption of the Plan than she has been compelled to pay 
to her debtors, and consequently, she has had no difficulty in raising the 
money or in making the necessary transfers.

To be sure, the day may come when the interest payments required to 
be made by Germany on her foreign loans, together with the payments 
required under the Dawes Plan, will bring about a crisis in her financial 
affairs. If and when that time comes, the Plan itself provides a method 
of procedure and it is reasonable to believe that the healing influence of 
peace and tranquillity, which in the meantime will ensue, will make pos
sible, in an atmosphere of justice and equity, an easy adjustment upon a 
basis fair to all.

Until that time arrives, mere speculation as to what should be done is 
more than futile and quite as likely to hinder as to further the interests 
of comity and good will, which in recent years have made so much prog
ress in the former enemy countries.

America is interested in German fiscal policy because, after all, to no 
small degree, it is the determining factor in the whole problem of the 
large intergovernmental debts. As long as Germany can pay the Allies, 
the Allies ought to have no great difficulty in meeting their international 
obligations. So long as this is true, discussion of our attitude toward the 
debts due us by the Allies appears quite academic. When and if, how
ever, there is at some time a further consideration and adjustment of 
Germany’s reparation payments, then conscience and good faith will un
doubtedly dictate a further review of the subject o f the international debt 
from our standpoint.

Turning from the field of foreign affairs to matters of more intimate, 
if not more immediate, concern, there is much to attract and hold our 
attention, though perhaps little to give us cause for alarm. It has always 
seemed to me that one of the richest blessings of a democracy is the 
latitude of its individual citizens to criticize “ things as they are,”  their 
freedom to demand change— a prerogative, the exercise of which, con
tributes largely to the charm of living, and incidentally does little harm. 
These outbursts of fervor for some particular cause usually find birth in 
the otherwise unoccupied intellect of seme one individual. Not infre
quently, however, converts are rapidly attracted to the alleged cause, 
thus forming our various sects and groups, which are most industriously 
working for the accomplishment of their cherished ambitions.

It is perfectly true that many of the so-called reforms are worse, in 
realization, than the disease they attempt to cure. Thus there is laid 
the foundation for another assault upon “ things as they are.”  These 
merry-go-rounds of group reformers are, so to speak, the leaven in the 
loaf, the salt that saves our body politic from deterioration. The history 
of our government is one long story of these forays of mere freeborn 
average men, and recently women as well, to get what they want. Some
times these experiments are brilliant, sometimes merely stupid, many 
times just ludicrous. Nearly always they reflect so large a measure of 
selfishness as to rob them of any appeal to the unprejudiced mind.

Given, always, to voicing our protests and demands after this fashion, 
it is doubtful if we have ever been more thoroughly organized than now, 
and it is interesting to observe in what diametrically opposite directions 
the varying groups seem to work. On the one hand, there is no small 
group which is demanding more and more from those in political control. 
We want more public schools, more paved streets, more highways, more 
free bathing beaches, public parks, anything and everything that will add 
to the joy of living but which require large expenditures for development. 
This group is offset by another group, perhaps not so numerous, but no 
less vociferous, which demands economy in government and ruthless reduc

tion in taxation. They assert, with mounting stacks of figures, that taxes 
are crushing the life out of business and sooner or later, sooner perhaps, 
unless controlled, will destroy our very prosperity.

Between these two warring factions, what is a poor public official, or 
even one who votes for bond issues, and pays the taxes, to do? Perhaps 
a middle course would be wise. Some public improvements might be de
ferred and tax burdens made somewhat lighter, but will this happen? 
Many people doubt that it will. After all, most of us want all the com
forts that money or credit will buy, and this in spite of the fact that we 
know that ultimately we will have to pay.

Some one has said that there is nothing the matter with taxes except 
that we have to pay them, and since the pain of paying is felt on the 
average about once a year; whereas, the joy of the comforts for which we 
pay is with us the year round, I am not optimist enough to hope for any 
marked change in the present trend of such affairs in the immediate fu
ture. Nor am I greatly alarmed about the matter since our largest tax
payers are likewise our largest bond buyers.

And thus it goes, all through our social and political existence. If 
things as they are do not suit us, we organize our own pet party and 
start out on a war of reform. As soon as one group finds a serious defect, 
imagined or real, in any part of our machinery, another group as promptly 
proposes a remedy, or rushes to the defense of the status quo.

It may be cigarettes or the length of hair and dresses. It may be Wall 
Street or Main Street. It may be agriculture or alcohol, and in passing 
may we observe that in recent years the former of th ese  two has had 
rather a rough deal, while the latter has not gotten half it justly deserves.

It may be our banking system, or it may be our business practices. 
No matter what or where, you are certain to find one group that says 
everything is all wrong and another group which insists that if  people 
will only do it th e ir  way, everything will be all right.

The most astounding fact is that the smallest group of all is the group 
that voices a faith in “ things as they are”  and a confidence that the nation 
will endure without radical changes being m ade; and yet, we seem to be 
doing fairly well in spite of all the critics of “ things as they are,”  and 
it seems to me we may reasonably expect a continuance of these condi
tions for some time to come. We will continue to be governed just 
about as we have been governed in the past. Honesty and integrity will 
continue to dominate most human reactions, which means that capital and 
labor, now happily enjoying the most sane and satisfactory relations in 
their history, will continue their joint contribution toward a still higher 
and better standard of living for all our people.

The directing influence of honesty and justice also means that the best 
intelligence of public official and layman must continue to focus upon the 
problems of those who produce the nation’s food supply until an equitable 
and effective solution is found which will restore this fundamental industry 
to its rightful place in our economic life. In just what direction the rem
edy lies, does not yet appear, but that it revolves around two cardinal facts 
seems to me perfectly clear. Justice demands more for those who produce 
without increased burdens for those who consume. Our next peace-time 
national hero may well come from the ranks of those who are now de
voting their time to a study of our complex and rapidly changing systems 
of transportation and distribution, especially as applied to our food supply.

This brief digression has taken me away somewhat from my text, 
“ things as they are,”  on which, however, I have undoubtedly said enough 
to convince you that I believe— barring unthinkable stupidity on the part 
of all of us— our political and economic future is reasonably secure.

There is another group— in fact, several of them— which is not satisfied 
with “ things as they are,”  or as they portend for the future moral and 
spiritual welfare of our civilization. They fear that the God of the mate
rial is displacing the God of the soul. I do not subscribe to their theory, 
though I do believe that as our wealth and leisure increase, so does our 
duty of devotion to the finer things of life. Paradoxical as it may seem, 
it is undoubtedly true that the problems of wealth for the nation, as for 
the individual, are often as difficult as are the privations o f adversity. 
Humbleness of character and faith in the destiny of man— the sustaining 
factors of high ideals— do not seem to thrive as they should in the land 
that flows with milk and honey. And yet, in spite of what our dissenting 
groups may say, I do not despair. I am not even discouraged, because I 
do not believe that this is the first era in human history when apparently 
men everywhere were chiefly concerned with accumulating wealth and 
material comforts. The cottage, the vine, and the fig  tree of another age 
were no more than the mansion, the motor, and the money of to-day. 
They are all only symbols of man’s ambition to provide for those whom 
he loves. No sadder day could come for art, science, religion, or civiliza
tion itself than that wherein the incentive of man to work, to achieve 
and to accumulate should fail.

Those who cry out that we are surmdering the things o f the spirit to 
the things of the material, overlook the fact that at no time in the history 
of the world have men of wealth given as liberally as now to churches, 
universities, libraries, museums, and all those institutions wherein high 
ideals are instilled, sterling character is built, and the hope of civiliza
tion preserved.

Critics are a splendid influence in the world. Their pointed shafts 
serve to keep us to the paths of rectitude while they prod us on to the 
accomplishment of greater good, but we must never allow them to shake 
our faith in ourselves, our fellowmen, or our national destiny. Perhaps 
what we need most to-day, individually and as a people, is a genuine 
revival of tolerance, a fresh baptism of faith— tolerance for the views and 
acts of others— a belief in something beyond ourselves, and faith in the 
destiny of life. If we can have these, it will not matter what our lives 
are, for we can live them finely.

This then is my hope for our future— that we may be rich without for
getting to be righteous; that we may have leisure without license • that 
we may be powerful without being offensively proud; that we may be" 
nationally minded without being narrow minded; and finally, that we 
may live in a world of fact without surrendering our faith. ’

Report ofJEconomic Policy Commission, by the Chair
man, Evans Woollen, President of the Fletcher 
Savings & Trust Co., Indianapolis, Ind.— Bank 
Failures and Limiting Number of Charters— Pro
posals for Improving Examination System.

M r. Woollen: This is a ten-minute summary o f a sixty-minute report 
“ In the supremely important matter o f  safety the recent record o f the 

American system o f independent unit banking has been conspicuously

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



80 BA X K E K S’ CONVENTION.

unsatisfactory. During the last six years more than 3,800 banks, somewhat 
more than one-eighth o f the total number o f banks in the country, have been 
obliged to suspend operations, and although a considerable number after 
a variety o f adjustments and sacrifices have been reopened, the aggregate 
o f definite failures has been in excess o f 3,000.

“ Aside from  scattered failures due to dishonesty or gross mismanagement 
the banking troubles of the last six years have been concentrated in localities 
which have experienced a prolonged period o f adverse conditions or the 
sudden collapse o f a high speculative local situation.

“ While the experience o f the last six years furnished ample evidence o f 
serious defects in our present system o f unit banking as it is now organized 
and operated, and compels recognition o f the urgent need for its modifica
tion and improvement, your Commission is hopeful that no revolutionary 
change, such for example as the general diffusion of branch banking will be 
required to provide adequate protection for the depositor, and is also hopeful 
that this result can be attained with no sacrifice but rather with a positive 
enhancement o f the characteristic advantages o f unit banking. The causes 
o f numerous failures are not obscure and difficult to discover, and the Com
mission believes that the number o f failures In the future can be substan
tially reduced through the adoption o f arrangements definitely designed 
to meet obvious defects that experience has disclosed in our system o f in
dependent local unit banks.

“ In the judgment o f the Commission, however, this objective cannot 
possibly be reached through the imposition o f further legislative restrictions 
covering the details o f banking operations. Safety in banking will never 
be secured if reliance continues to be placed primarily and almost exclusively 
upon restrictions, which even when carried to an extreme point can do no 
more than somewhat narrow the field within which an incompetent ‘ manage
ment will manifest its incompetence. A  more immediate enforcement of 
existing legislation would do much, but remedies for bank failures to  be 
adequately effective must be designed to reduce the number o f financially 
weak banks, secure more competent officers supported by  responsible and 
active directors, and above all ensure that unsound policies shall be checked 
long before solvency is endangered.

“ A  system o f unit banks is peculiarly subject to the grave danger that a 
much larger number o f banks will be established than is compatible with the 
requirements, essential for safety, o f financial strength and good manage
ment .

“ A  long and essential first step toward the attainment o f safety in banking 
will have been taken when the number o f banks chartered is limited to the 
needs o f the community, based upon clear recognition that development o f 
every community is best served by  strong banks that employ conservative 
standards in the extension o f credit.

“ An increase in minimum capital requirements would do much to hold 
the number o f banks within safe limits. When account is taken o f improved 
means o f transportation and the general advance in prices o f the last decade, 
a minimum capital o f $25,000 surely, and presumably o f  $50,000, would 
not deprive any community o f adequate banking facilities. But capital 
requirements alone are too mechanical and rigid to  be made the sole factor 
in the determination o f the desirable number o f banking institutions in a 
locality. Needed elasticity in the granting o f charters requires that ap
proval shall be made contingent upon evidence o f a community need for 
additional banking facilities.

“ The organization o f unnecessary banks, would be a far less easy matter, 
and the management o f banks would be subjected to more steady and 
effective supervision, if the responsibilities involved in the acceptance o f the 
position o f director were more generally realized. As an effective means o f 
enabling all directors to become more fully conversant with the condition 
o f their re- spective banks, your Commission strongly recommends that the 
American Bankers Association undertake to work out model forms for the 
presentation o f business at meetings o f the boards o f  directors o f the banks.

"Restraint in granting charters together with somewhat higher minimum 
capital requirements, and more regular and careful supervision by directors 
will do much to strengthen our unit banking system, but by no means all 
that is needed to afford adequate protection for the depositor.

• It should be evident that in any event legislation ran never include within 
its scope all o f  the operations that may prove disastrous to a bank. It 
can only deal with large classes o f  loans that are usually undesirable. It 
cannot take account o f difference in time or place, or go very far in pre
scribing well-balanced proportion between various classes and investment. 
Loans that may be unwise at one time m ay be entirely satisfactory at an
other. Cr for one bank and not for another M uch must be left to the 
discretion o f management, and the unwise use o f tins discretion cannot be 
adequately checked by government supervision which is mainly concerned 
with the enforcement o f statutory requirements.

• ‘ Recognizing the limitations o f government examinations and supervision, 
the banks o f 33 cities, already organized in clearing houses, have set up 
their own system o f examination, and in general with highly satisfactory 
results. In the case o f  country banks, the initial difficulty is encountered, 
and the burden o f additional expense presents an evident further difficulty. 
It is also important to note that the clearing house system of supervision 
does not include within its scope all o f  the banks o f the cities in which it 
has been established. Some banks are unwilling to submit themselves to 
examination, and the admission o f others is withheld on account o f their un
satisfactory condition. The clearing house examination system is not only 
initially selective; it also includes the power o f expulsion from  the group 
if criticisms o f the examiner are persistently unheeded. B y the assumption 
o f these powers o f selection and exclusion, the banks accepting the arrange
ment practically place themselves in the position o f guarantors against loss 
to the depositors in any bank that is a member o f the group. I f  insolvency 
is allowed to involve loss to depositors, public confidence in the system is 
weakened, and its permanence is seriously threatened.

•'With all its unquestioned merits, then, the clearing house system o f 
examination has limitations which interfere with its adoption by  all o f the 
banks o f the country. There are cities in which it might now be established 
with every promise o f decided advantage to the com m unity, and the system 
may well be considered a goal ultimately to  be reached everywhere.

“ In view of these obstacles to the general adoption of an additional system 
o f examination o f the clearing house pattern, your committee has examined 
alternative suggestions and finds large promise in a less ambitious plan, 
which would subject the banks to no appreciable expense, is flexible, and 
involves no implication o f a guaranty against loss to depositors. The 
basic feature o f this proposal is the organization o f all banks, both state 
and national, in regional groups o f from  50 to 100 banks for the purpose o f 
improving and making more effective use o f the present system of state and 
national examinations.

“ T o improve and make more effective use o f the examinations, it is 
essential that examiners should be assigned for a period of at least two or

three years, to  the banks o f a definite area by  the banking departments of 
the states, and that reports o f  examinations should be considered with the 
directors o f the banks before they are forwarded to the office o f  the bank 
commissioner. These are two essential features o f  the clearing house ex
amination system and to them much o f its benefit may properly be at
tributed. A  permanent examiner o f the state banks working with the 
co-operation o f the national examiners, with intimate knowledge o f local 
conditions and personalities would be in position to exert a potent influence 
corrective o f unsound banking policies.

“ Under this territorial organization o f government examinations, much 
might be accomplished even without a corresponding regional organization 
o f the banks. But the benefit is small in comparison with that which may 
be anticipated if  the examiner is supported by  the banks organized for this 
definite purpose. The moral support thus afforded would be a factor o f 
large significance, and perhaps initially to  attempt more would be inad
visable. The Commission believes, however, again following clearing house 
experience, that a carefully chosen committee o f  the regional organization 
should be authorized to receive representations from  the examiner regarding 
unsatisfactory conditions in a bank that have not been corrected at his 
suggestion by its officers and directors.

“ The difficulties that may be anticipated in securing general assent among 
the bankers o f a locality to  enter a regional organization are by  no means 
inconsiderable, and the Commission is, therefore, gratified to be able to 
report that in one instance these difficulties have already been surmounted. 
During the last few months the banks o f Eastern Nebraska have worked 
out the details and completed the organization o f the Fremont District Credit 
Clearing HouseAssociation and it is significant to note that with a single 
exception, all o f the seventy state banks o f the area have become members, 
membership o f National Banks being temporarily deferred. An examiner 
has been assigned to the territory, who with the hearty approval o f the State 
Bank Commissioner is to co-operate with the Association to reduce losses 
and in general to improve banking standards and practice. The operation 
o f this pioneer organization will be well watched with keen interest since 
[t m ay prove to be the beginning o f an improvement o f  vast consequence 
in the conduct o f banking throughout the country.”

The conclusions o f  the Commission were summarized as follows:
1. A  few banks fail on account o f  dishonesty or gross mismanagement.
2. Adverse conditions precipita te numerous failures o f  banks that are 

finan-cially weak and unskillfully managed.
3. An excessive number o f  banks is the most potent single cause o f  

numerous failures. This situation can be corrected in part b y  increased 
capital requirements, and more com pletely by  the limitation o f  new charters 
to the needs o f the community for additional banks.

4. In view o f  the heavy responsibilities, both legal and moral, o f  bank 
directors, closer supervision by  them is desirable in their own interest and 
would serve to correct much that leads to insolvency. It is recommended 
that the Association prepare standard forms for the presentation o f business 
for directors’ meetings.

5. While additional restrictive legislation covering loans and investments 
is not favored, the more immediate enforcement o f  existing statutes is 
approved.

6. The clearing house examination system has been in general highly 
advantageous, and its further growth is to be anticipated.

7. As a plan, more feasible for immediate and general adoption, the 
organization o f local regional associations o f  banks for the purpose o f  
supporting and securing the more effective use o f  the existing system o f  
Government examinations is strongly recommended.

Appointment by President Traylor of Committee to 
Consider Revision of Organization of A.B.A.

President Traylor: Under the head of new business and as my last
official act, I desire to carry out the purpose of a resolution adopted, 
by the Executive Council at their meeting Monday night as the same was 
reported to you by the Executive Manager in his brief report Tuesday 
morning.

In doing this I want to express the hope lhat it is the first step in an 
extremely constructive program for the American Bankers' Association. 
The resolution was that the President appoint a committee to consider 
the possibility of a revision of the organization of the American Bankers 
Association along functional lines. May I just say that that means this 
Association may be organized in the same modern fashion as are organized 
the best and in fact practically all of the modern banks in this era, that 
is, that we shall have a Commercial Department in which any member of 
the American^ Bankers Association may voice his sentiments with respect 
to any problem of commercial banking whether he be State banker, na
tional banker, trust banker or savings banker, because most, if not all, of 
those engaged in either of these respective lines of banking are also com
mercial bankers, and likewise we will have a Trust Department in which 
national bankers, State bankers, or anyone eKe may likewise appear and 
act as a member. The same will be true of the State Bank Department, 
the Savings Bank Department and the same with respect to the Investment 
Banking Department. That is a basis , as I conceive it, of modernization 
of organization toward which we should work, because to my mind it is 
perfectly obvious that any banker who is practicing in his business each of 
these functions should be assigned to one or another of the divisions 
of the Association and be enabled to participate as an active member in 
the other divisions though equally interested in them.

To carry out the purpose of the resolution, therefore, I name as Chair
man of such a committee

M r. W alter S. McLucas, Cnairman o f the Board o f the Commercial 
Trust Company o f Kansas C ity, Missouri, and President o f  the Trust 
Company Division; M r. McLucas will act as Chairman o f the committee,

M r. M ike H . M alott, President o f  the Citizens Bank, Abilene, Kansas; 
and President o f the State Bank Division o f the Association

M r. E. A . Onthank, President o f  the Safety Fund National Bank, 
Fitchburg, Massachusetts, and President o f the National Bank Division.

M r. George L. Woodward, Treasurer o f the South Norwalk Savings Bank, 
South Norwalk, Connecticut, and president o f the Savings Bank Division,

M r. O. Howard W olfe, Cashier o f the Philadelphia-Girard National Bank 
o f Philadelphia, and President o f the Clearing-house Section.

Gentlemer of that committee, into your hands and to your judgment I 
believe this Association to-day commits the most important duty that has 
devolved upon a committee of this Association during the time it has been 
my pleasure to be a member thereof.

I trust you will approach your work with a singleness of purpose as I 
know you will, which is the welfare of American banking as expressed by 
this Associativa.
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Report of Committee on State Legislation, by Chairman 
W. S. Irish, President First National Bank of 
Brooklyn, N. Y.

Your Committee has been engaged during the current year in urging 
through State Organizations of Bankers the enactment of the various 
subjects of legislation recommended by the American Bankers’ Associa
tion. At the Spring Meeting a somewhat detailed report was made, based 
partly on the official session laws, but more largely on private reports 
from members of the Committee and .Secretaries and other officials of 
State Bankers’ Organizations. This report showed the subjects of recom
mended measures newly enacted or amended this year ; also a wide variety 
of banking legislation enacted in the 42 States which held legislative 
sessions.

We are pleased to report the passage this year of the following meas
ures recommended by the American Bankers’ Association and also certain 
legislation amendatory of such measures:

1. U n ifo rm  F id u cia r ies  A c t .  This act has been passed this year in the 
States of Indiana and New Jersey. It is designed to remove an imprac
ticable duty of inquiry placed upon the banks by the courts in the han
dling and payment of checks and other instruments drawn or endorsed 
by officers of corporations or other fiduciaries. Legislation has also been 
passed on this subject in New York and in the State of Washington. The 
New York legislation amends Section 95 of the Negotiable Instruments 
Act (Section 56, Uniform Draft) as to what constitutes notice of defect 
and covers fiduciary paper drawn by officers of corporations. The Wash
ington legislation relieves the depositary or drawee bank or any other 
person which takes a check or other instrument drawn in the name of or 
for a principal by an agent or fiduciary to his personal order, from ail 
duty of inquiry as to the authority of the agent. This is an amplification 
and improvement of an Act passed in 1925 which had the same purpose 
in view. While the Washington Act does not cover everything there is 
in the Uniform Fiduciaries Act, it does afford a considerable degree of 
protection to the banks and is much broader than the New York Act.

2. U n iform  S to ck  T ra n sfer  A c t .  This Act lias been passed this year in 
Colorado, Idaho and Utah.

3. U niform  B ills  o f  L a d in g  A c t .  This Act has been passed this year in 
Delaware.

4. U n iform  W a reh ou se  R e c e ip ts  A c t .  Our recommended amendments tc 
this Act enlarging the negotiability of warehouse receipts have been 
passed this year in Nevada.

5. S ta te  A rb itra tio n  A c t .  This Act recommended by the American 
Bankers’ Association has been passed this year in California and in Penn
sylvania. It is drafted along the same lines as the Federal Arbitration 
Act and makes valid, enforceable and irrevocable an arbitration clause 
in a contract. Another form of Arbitration Act has been advocated by 
the Commissioners on Uniform State Laws and has been passed this year 
in the States of Utah, North Carolina and' Wyoming. This Act is not as 
broad as the Act recommended by our Association, for it is limited to 
existing disputes and does not provide for agreements in advance for 
the arbitration of future disputes. The Supreme Court of the State cf 
Washington has also recently rendered a decision (State ex rel. Fancher 
v. Everett, 258 Pac. 486, Aug. 1927) upholding the validity, enforce
ability and irrevocability of agreements to arbitrate future disputes; so 
that the present situation is satisfactory in that State.

6. S a turda y A fte rn o o n  H a lf-H o lid a y  A c t . This Act has been passed this 
year in the States of Connecticut and Montana.

7. T im e L im it  on  S to p  P a y m en ts . This Act fixing a limitation of time 
when a stop payment order will be effective unless renewed, has been 
passed this year in Missouri, there being two acts, one applicable to banks 
and one to trust companies. In Montana the law has been amended reduc
ing from one year to six months the period a stop payment order will be 
effective, unless renewed.

8. P a y m en t  o f  S ta le C h eck . Our recommended Act fixing a definite 
period of time after which a bank may at its option refuse to pay a check 
because of its age, has been passed this year in the State of Missouri. 
The State of Montana has amended' the law, shortening the time from one 
year to six months.

9. A d v erse  c la im  to  bank d ep o s it. Our proposed Act relative to notice 
of adverse claim to a bank deposit and procedure necessary to make such 
claim effective to cause recognition of the adverse claimant, has been 
passed this year in Missouri and in South Dakota.

10. B u rg la ry  w ith  E xp lo s iv es . This bill, imposing a severe penalty for 
this offense, has been passed in Indiana.

11. S land er and L ib e l o f  Bank. Our bank slander bill has been amended 
in Oklahoma by expressly extending its provisions to national banks.

12. C h eck s  W ith o u t Funds. This law recommended by the American 
Bankers’ Association has, heretofore, been enacted in nearly every State 
either in the form recommended or with some modifications or changes. 
This year Indiana revised its bad check law which now punishes the ob
taining of money upon bad checks with intent to defraud and also the 
giving of bad checks in payment of any obligation, but does not cover a 
bad check otherwise issued. North Carolina has also passed' an entirely 
new “ check without funds”  act. Intent to defraud is not an element of 
tile offense. Knowledge of insufficiency of funds is required, but the 
statute provides for no prima facie case. The provision that no offense 
is committded if payment shall be made within 10 days after written or 
verbal notice of non-payment is omitted. The provision seems to be lim
ited to the drawer of a check or other person issuing and delivering it. 
It does not seem to include a subsequent transferee. The former law ex
pressly provided that it should not apply to a post-dated cheek or draft 
payable at a fixed or determinable period of time after delivery. The 
new law has no corresponding provision. The offense constitutes a mis
demeanor punishable under Section 4173 of the consolidated statutes as 
amended by Ch. 1 of the laws of 1927. This law provides that misde
meanors where specific punishment is not prescribed shall be punished as 
misdemeanors at common law, but if the offense be committed with deceit 
and intent to defraud punishment shall be by imprisonment for not less 
than four months nor more than 10 years or by fine. The former law 
provided that the offense was a misdemeanor punishable by a fine or im 
prisonment in the discretion of the court. The law of 1925, which was 
repealed by the 1927 enactment, provided that a prosecution thereunder 
should not bar a prosecution under Section 4283 of the consolidated stat
utes. The inference is that such section was not repealed by the 1925 
law. It would seem that the same thing would be true of the 1927 stat

ute. According to Section 4283 “ every person who with intent to cheat 
and defraud another, shall obtain money, credit, goods, wares or any other 
thing of value by means of a check, draft or order of any kind upon any 
bank, person, firm or corporation, not indebted to the drawer, or where 
he has not provided for the payment or acceptance of the same, and the 
same be not paid upon presentation, shall be guilty of a misdemeanor, and 
upon conviction shall be fined or imprisoned, or both, at the discretion 
of the court. The giving of the aforesaid worthless check, draft, or order 
shall be prima facie evidence of an intent to cheat and defraud.”  Under 
this section but not under the 1927 law, money or property of value must 
be obtained in order to constitute an offense. Note also that Section 4283 
provides for prima facie evidence of intent to cheat and defraud. In 
Nevada, also, the law has been amended. The former punishment for the 
offense of issuing a check without funds was a fine of not more than $1,000, 
imprisonment for not less than one nor more than five years, or both such 
fine and imprisonment. For smaller checks the punishment is fine of not 
more than $500, or imnrisonment for not more thon six months, or both 
such fine or imprisonment. The new law decreases the amount to $25, 
where one check is involved and the accused has not been convicted of a prior 
felony.

13. In Iowa, the bad check law has been repealed and a new act sub
stituted omitting the provision that payment upon demand by the drawer 
or drawee within three days bars prosecution. This is an improvement.

In South Dakota the bad check law has also been amended by adding a 
rule of evidence that the giving of a check against insufficient funds shall 
be prima facie evidence of guilty knowledge on the part of the maker.

In New York, this year, teeth have been put into the bad check law by 
the enactment of an amendment which makes the law substantially the 
same as the draft recommended by our Association.

14. F o rg ed  and  R a ised  C h eck s . In Montana the statute has been 
amended so that a bank is not liable to a depositor for the payment of a 
forged or raised check unless within 30 days after the receipt by the 
depositor of the forged check he shall give notice to the bank. The 
former law provided for notice within one year after the return of the 
voucher.

15. N on p a ym en t o f  C h eck  th rou gh  E rro r . The new Montana banking 
law omits the recommended draft or act relating to nonpayment of check 
through error, providing that no bank shall be liable to depositor because 
of the nonpayment through mistake or error and without malice of check 
which should have been paid unless the depositor shall allege and prove 
actual damage by reason of such nonpayment, and in such event the lia
bilities shall not pYoeori the amount of the rlamaa-e so nrovprl The former 
act on this subject has been expressly repealed.

16. D ep o sits  in  tw o  nam es. Kansas has amended this act so as to include 
expressly deposits of more than two.

17. D ep o s its  in  tru st. In Connecticut, the former provision that the 
receipt of a minor who has made a savings bank deposit shall be a suffi
cient release is supplemented by the provision that the receipt of the 
guardiian of a minor is sufficient where the parent making the deposit in 
trust for such minor in a savings bank, trust company or national bank 
shall have become insane or abandoned him.

18. C o m p e ten cy  o f  B ank o r  C orp ora tion  N ota ries . Our recommended 
Act has been passed this year in Utah. In Maine, the Act has been ex
tended to justices of the peace who take acknowledgments.

19. F il in g  o f  F ed era l T a x  L ien  A c t . This Act has been passed, this 
year, in Delaware, Montana, New Mexico, Utah and West Virginia. The 
form of the statute has been changed in Nevada. The Supreme Court of 
the United States (Rhea v. Smith, 47 Sup. Ct. 698, May 1927) has held 
that the Missouri statute which provides for thfe registration, recording, 
docketing and indexing of judgments of the United States district courts 
for the purpose of making them liens upon lands in that State, does not 
conform to the provisions of the State law upon the same subject in refer
ence to liens of judgments of the courts of record of the State and is 
therefore invalid; therefore under the rule prevailing before the enactment 
of such statute, Federal court judgments are liens upon land throughout 
territorial jurisdiction of such courts, without filing of the required 
transcript.

20. F a lse  S ta tem en ts  f o r  C red it. Our recommended Act to punish the 
making or use of false statements for obtaining property or credit has been 
amended tins'- year in Wisconsin. Heretofore, in that State it has been 
limited to ii Ise statements made to procure credit from banks, savings 
banks, bankij ig institutions and trust companies. The amendment this 
year extends ts scope to cover false statements made to building and loan 
associations s id investment companies.

In Montan t a provision has been inserted in the new banking code 
specifically covering a false statement to obtain a loan, made to a bank. 
Presumably - ur recommended False Statements Act, which covers mer
cantile as w ill as bank credits, is not thereby repealed.

21. B ank  j !o b h e r y . This year our Committee has advocated a new pro
posed law i laking robbery with firearms or other dangerous weapons 
whereby the life of a person is endangered, a felony carrying the severe 
penalty of a  t less than 30 nor more than 50 years’ imprisonment. Fol
lowing the i opular demand for increased penalties for bank robbery and 
holdup, Indi- na this year passed a law defining the crime of bank rob
bery and mi king the penalty imprisonment for life or any determinate 
term of yea's not less than 10.

22. B ank C ollection . Our Committee has urged for a number of years 
an act auth rizing the i»rwarding of negotiable paper for collection di
rectly to th i payor and this law in its original or modified form has 
already been passed in some 20 States. This year it has been passed in 
South Carolina with added provisions authorizing the collecting bank to 
accept the c' rawee’s check in payment and exempting it from liability in 
case the pa; or bank fails. A further provision declares all items sent 
to a South ( arolina bank for collection to be a trust fund and a prior lien 
on any unas igned assets of such collecting bank.

Montana ! ias this year amended this law by adding provisions to the 
effect that ‘ he collecting bank may accept a bank draft in payment and 
shall not be liable for any loss because of such acceptance in lieu of cash 
or for the failure of the drawee bank to remit for such item nor for 
the nonpayn ent of any bank draft accepted in payment or as a remittance 
from the d awee bank. Further, it is provided the obligation of the 
maker of tl e check or other instrument so handled for collection shall 
not be disci arged by charging such item to him on the books or the sur
render of an j such item to him by the drawee bank or unless or until such 
remittance ( raft is paid. There is a further provision that when a check
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or other instrument is deposited ina bank for credit or collection, it shall 
he considered due diligence to forward the same not later than the follow
ing banking business day.

Montana has also passed a law which provides that subject to the prior 
classes of the expenses of liquidation, funds held in trust and funds of 
another insolvent bank deposited by the superintendent of banks, the fol
lowing are preferred claims: “ Debts due depositors, holders of cashier’s
checks, certified checks, drafts on correspondent banks, including protest 
fees, paid by them on valid checks or drafts presented after closing of 
the bank, pro rata. All deposit balances of other banks or trust com
panies and all deposits of public funds of every kind and character (ex
cept those actually placed on special deposit under the statutes providing 
therefor), including those of the United States, the State "of Montana, and 
every county, district, municipality, political subdivision or public cor
poration of this State, whether secured or unsecured or whether deposited 
in violation of law or otherwise, are included within the terms of this 
subdivision and take the same priority as debts due any other depositor. 
All contractual liabilities pro rata.”

North Carolina has also passed a law which provides:
“ The following shall be the order and preference in the distribution of 

the assets o f  any bank liquidated hereunder: (1) Taxes and fees due the
Corporation Commission for examination or other services; (2) wages and 
salaries due fficers and employees o f the bank, for a period o f not more than 
four months; (3) expenses o f  liquidation; (4) certified checks and cashier’s 
checks in the hands o f a third party as a holder for value and amounts due 
on collections made and unremitted for or for which final actual payment 
has not been made by  the bank; (5) amounts due creditors other than stock
holders. The word ‘asset’ used herein shall not be deemed to include bail
ments or other property to which such bank has no title. Provided, that 
when any bank, or any officer, clerk, or agent thereof, receives by mail, 
express or otherwise, a check, bill o f  exchange, order to remit, note, or 
draft for collection, with request that remittance be made therefor, the 
charging o f such item to the account o f the drawer, acceptor, indorser, or 
maker thereof, or collecting any such item from any bank or other party, 
and failing to remit therefor, or the non-payment of a check sent in payment 
therefor, shall create a lien in favor o f  the owner of such item on the assets 
o f such bank making the collection, and shall attach from  the date of the 
charge, entry or collection o f any such funds.”

The State of North Dakota has also passed an important bank collection 
law, H. R. 249. The law relieves a collecting bank from liability for 
defaults of correspondents, provided due care is used in their selection. 
The law also authorizes the collecting bank to take in payment the 
exchange of either the drawee or any intermediate bank from liabil
ity for any lose if the exchange proves valueless. Furthermore, the cus
tomer remains liable to the bank until actual collection has been made.

The State of Utah has also passed a law giving preference to all claims 
based on checks, drafts and other instruments issued by any bank or trust 
company in settlement of items for collection in the event of the in
solvency of any bank or trust company.

In Minnesota this year a law has been passed which enacts into law the 
standard form of collection agreement which was drafted in the office 
of our General Counsel in 1925 as a protective stipulation to be printed 
by banks on their deposit slips and other printed matter. Under the form 
and under the Minnesota law a bank in receiving items for deposit or 
collection, in the absence of written agreement to the contrary, acts only 
as the depositor’s collecting agent and its responsibility is limited to 
due care. All items are credited subject to final payment in cash or 
solvent credits. The bank is not liable for default or negligence of duly 
selected correspondents or for losses in transit and each correspondent is 
not liable except for its own negligence. The bank or correspondent
may send items directly or indirectly to any bank including the payor and 
accept its draft, check or credit as conditional payment in lieu of cash. 
It may charge back any item at any time before final payment whether 
returned or not.

G u a ra n tee  o f  B a n k  D ep o sits . Texas, this year, has repealed the State 
Guaranty law and South Dakota has made a vital change so that the 
guaranty is a matter which affects each individual bank, rather than the 
creation of a general fund from all banks to pay the depositors of any 
particular insolvent bank. The compulsory guarantee of bank deposits is 
gradually being abandoned as a matter of State legislative policy, experi
ence having demonstrated its unsoundness. No new States have been
added, this year, to the list of bank guaranty States. Only three States 
now remain which have compulsory bank guaranty systems, Mississippi, 
Nebraska and North Dakota. There are two other States, Kansas and 
Washington, where a voluntary system of bank guaranty is provided by 
statute; but in Washington this is a dead letter as all the banks, we 
understand, have withdrawn, while the same is true to a considerable 
extent in Kansas.

The detailed report at the Spring Meeting was based on reports from
unofficial sources and was made at a time when many legislatures were
still in session and when the legislature of one state had not yet con
vened. It was, therefore, necessarily not final or complete. There is 
in preparation in the office of the General Counsel a complete sum
mary of State bank legislation enacted this year, which is being com
piled from the official session laws as fast as they are published and 
received. Down to the present time such laws have been received 
from all but nine of the States. When completed this summary or review 
of State bank legislation will be made an appendix to this report and 
will also be published for general information. We are advised by the 
General Counsel that many of the laws passed this year are of unusual 
interest and a characteristic of State banking legislation this year is a 
general strengthening of the banking system.

WM. S. IRISH, Chairm an.

Report of Official Acts and Proceedings of Executive 
Council, by Executive Manager F. N. Shepherd.

Mr. President, I might say that this is the merest brief of the official 
acts of the Council which under the Constitution must be presented to this 
body.

“ Since the adjournment of the convention at Los Angeles, Cal., the 
Executive Council has held meetings Oct. 7 1927 at Los Angeles, May 3 
and 4 1927 at Hot Springs, Ark., and Oct. 24 1927 at Houston, Texas.

“ The Council elected Nathan D. Prince, Treasurer, re-elected the Gen
eral Counsel and Executive Manager, and in accordance with the nomina
tions of the Nominating Committee elected members of the Council at 
large, members of various committees, commissions, and vice-presidents 
of foreign countries.

“ It approved the appropriations recommended by the Finance Com
mittee ; contributed ten thousand dollars to the American Red Cross for 
the flood suffers in the Mississippi Valley (applause) ; and endorsed the 
plan to extend clearing house examinations in group, county and country 
districts as recommended by the Clearing House Section.

“ The following amendments to the by-laws were adopted:
“ Amended By-law VII by striking out the first sentence under the sub

heading ‘ Committee on State Taxation’ and inserting in place thereof the 
follow ing:

“  ‘The Committee on State Taxation shall consist o f  forty-nine members 
one from  each state and the District o f Columbia who are (1) not members 
o f  any other permanent Council committee, except (2) where the entire 
elective membership from  any state is on other permanent Council com 
mittees, the member o f the State Legislative Council from  such state shall 
also be a member o f the Committee on State Taxation and m ay also be a 
member o f not more than one other permanent Council com m ittee.’

“ Changed the number of existing By-law IX to X and advanced by one 
the number of each succeeding by-law and inserted new By-law IX as 
follows:

“  ‘The American Bankers Association having, in commemoration o f its 
Fiftieth Anniversary, created an Educational Foundation to  establish 
scholarships in economics and promote economic research for the purpose 
o f  developing a sound public understanding o f the business questions which 
underlie and vitally affect our national welfare and prosperity, there is 
hereby created a permanent Board o f Trustees to consist o f  eleven members, 
as follows:

“  ‘Five members ex-officio, namely the President, First and Second Vice- 
Presidents and Executive Manager o f  the American Bankers Association 
and the Educational Director o f  the American Institute o f  Banking, and 
six members to be appointed by  the President o f the American Bankers 
Association, one each for tw o,three, four, five, six and seven Association 
years respectively; thereafter, at the beginning o f the Association year, 
the President shall appoint one member each year for a period o f six years. 
Retiring members shall be eligible for reappointment. Vacancies shall be 
filled for unexpired terms by  appointment o f  the President. The Board 
o f Trustees shall elect its own chairman annually from  the appointed 
members.

“  ‘Such Board o f Trustees shall have the custody o f such fund and may 
entrust the custody to corporate fiduciaries, and shall have full power of 
investment and administration o f such fund and the income thereof.’

“ The Chair reappointed the Board of Trustees of the Educational Foun
dation as named by Past President Wells, and their terms of office to date 
from original appointments, as follows:

John H . Puelicher, seven years.
Lewis E . Pierson, six years.
Evans W oollen, five years.
Francis H . Sisson, four years.
Leonard P. Ayres, three years.
George E . Roberts, two years.
Ex-Officio members, President, First and Second Vice-Presidents. 

Executive Manager o f  the American Bankers Association and Educational 
Director o f  the American Institute o f Banking.

“ Amend the by-laws by changing the number of By-law X to XI and 
advancing by one the number of each succeeding by-law, and by inserting 
this new by-law which comes under the caption of Proposed Legislation.

“ All recommendations or resolutions made or adopted by any division, 
section, commission or committee of the Association other than the Ad
ministrative Committee pertaining to the enactment, amendment or repeal 
of Federal or State legislation upon any subject shall be referred to the 
Administrative Committee for endorsement or approval or disapproval 
before being reported by such division, section, commission or committee 
to the Executive Council or to the General Convention for decision.

“ The Council recommended to the General Convention the following 
constitutional amendments making the Treasurer a member of the Execu
tive Council and the Administrative Committee.”

These have been carefully prepared by our General Counsel, gone over 
first by the Administrative Committee and approved by the Executive 
Council, and at the suggestion of your President, and with your approval 
I suppose you can pass them without reading.

A m en d m en ts
“ Amend Section 2, Article VII of the Constitution by striking out the 

word ‘and’ and inserting a .comma after the word ‘President’ in the second 
line thereof and by inserting the words ‘and Treasurer’ after the words 
‘First and Second Vice-Presidents’ in the third line thereof, so that said 
section, as amended, will read as follows:

“  ‘Section 2. The Executive Council shall be com posed o f members 
elected by the states, and the District o f  Columbia and o f the President, 
First and Second Vice-Presidents and Treasurer o f  the Association, ex- 
Presidents o f  the Association for a period o f tBree years immediately after 
the expiration o f their terms as President and five members at large to be 
appointed by the President with the approval o f the Administrative Com
mittee at the beginning o f his term. The Presidents and First Vice-Presi
dents o f  the Divisions and Sections shall be ex-officio members o f the 
Executive Council. The Chairman o f any Commissions which shall be 
created under the By-laws shall also be members o f  the Executive Council.’

“ Amend the second paragraph of Article VIII by inserting after the 
words ‘ last living ex-President of the Association,’ the words ‘the Treas
urer of the Association,’ so that said paragraph, as amended, shall read 
as follows:

“  ‘The Administrative Committee shall consist o f  four elective members 
o f  the Executive Council whose terms o f office shall continue not more 
than two years during their terms o f membership in the Council, and who 
at the time o f their election shaU reside in one o f the Federal Reserve 
Districts not already represented on the Administrative Committee; o f  
the President, First and Second Vice-Presidents and last living ex-President 
o f  the Association; the Treasurer o f  the Association; and o f the Presidents 
o f  the National Bank Division, State Bank Division, Savings Bank Division, 
Trust Company Division and o f the American Institute o f  Banking Section, 
Clearing House Section and State Secretaries Section. In the absence o f 
the President o f any division or section from  any meeting o f the Adminis
trative Committee the First Vice-President o f  that division or section m ay 
act in his place. At the first meeting o f the Executive Council after the 
adoption o f this Constitution, the Council shall elect from  its elective 
membership one member o f the Administrative Committee to serve for a 
term o f one year, and two members to  serve for a term o f two years, and 
annually thereafter at the organization meeting provided in Section 7 o f 
Article V II shall elect two such members to serve for two years; provided 
that any elective member o f the Administrative Committee who is so 
elected prior to the adoption o f this Constitution and whose term in the 
Council has not expired shall continue as a member until the expiration o f 
his term o f membership in the Council.’ ”

President Traylor: I want to explain a bit further that previously, for
a number of years, the Treasurer of the Association has not been a mem
ber of the official family in any way, and it is proposed, rightly I think, 
he now be made by this constitutional amendment a member of the Ad
ministrative Committee and of the Executive Council. An amendment to 
the Constitution to that effect has to pass with the approval of the
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Administrative Committee and the Executive Council. It is now before 
you for consideration. What is your pleasure ?

[A motion for its adoption was seconded and carried.]
Executive Manager Shepherd: “ The Council approved the clause in the

standard form of trade acceptance suggested by the General Counsel and 
approved by the Federal Reserve Board which reads, ‘the transaction which 
gives rise to this instrument is the purchase of goods by the acceptor 
from the drawor.’

“ Approved’ an appropriate amendment to Section 9 of the McFadden Act 
approved February 25 1927 in order to correct an obvious omission and 
permit State bank members to establish new branches in foreign countries 
equally as national banks are now permitted to do.

R ev is io n  o f  O rga n iza tion  o f  A . B . A .
“ A motion was made, seconded, put to a vote and carried that the 

President should appoint a committee consisting of the incoming presi
dents of the respective divisions and sections to consider the possibility 
of a revision of the organization of the American Bankers’ Association 
along functional lines.

1928 C o n v en tio n  in P h ilad elph ia
“ Voted that the 1928 convention shall be held' in Philadelphia.”
[The report was received and filed.]
At the meeting of the Executive Council of the American Bankers’ Asso

ciation on Oct. 21 the invitation of Philadelphia to have the next conven
tion of the Association held in that city was accepted.

Thomas B. Paton on Necessity of Uniform Bank 
Collections Code— Taxation of National Bank
Shares.

Speaking before the Executive Council of the American Bankers Asso
ciation on Oct. 24, Thomas B. Paton, General Counsel of the Associa
tion, called attention to the need of a uniform code of bank collections 
throughout the nation.

“ The necessity for a uniform law upon this subject has recently been 
emphasized,”  he said, “ by recent decisions of the Federal Supreme Court 
and of the higher courts of some of the States which undermine the 
validity of established and necessary banking customs.

“ Bank check currency, as compared with money currency, performs 
95%  of the work of making payments and effecting settlement, of com
mercial and business transactions, and while the rules regulating actual 
currency are simple and definite, the rules governing the collection and 
redemption of the bank check have their source in 48 States with uncer
tain and conflicting application,”  Mr. Paton said.

“ The burden and risk of converting the bank check currency into cash 
is, in a large measure, borne by the banks of the country. If it is pos
sible to formulate a uniform code of rules, based upon sound and equitable 
principles, by which the functions of check collections can be carried on 
smoothly and without undue risk and to have this code uniformly enacted 
in all the States, it will be a great boon to the banking and commercial 
world.”

The speaker stated that he had prepared a draft of the proposed code 
and if approved by the proper authorities of the American Bankers Asso
ciation, it would be urged as a piece of legislation before all State legis
latures. It contains provisions covering:

(1) Making the initial bank o f deposit, agent instead o f owner o f  a col
lection item.

(2) N ot responsible for correspondents’ defaults.
(3) Regulating checks deposited on the same bank.
(4) the legal effect o f  indorsements.
(5) permitting the forwarding direct to drawee.
(6) Allowing the taking o f bank drafts instead o f cash in payment.
(7) Defining due diligence in forwarding and in cases o f  dishonor, items 

lost in the mails and the collection o f paper taken in paym ent.
(8) Continuing the liability o f  the drawer o f checks remitted for by an 

insolvent drawee.
(9) Regulating preferences o f  claims on failed banks.
(10) Defining certain duties o f  receivers o f  failed collecting banks.
(11) Regulating liens as between collecting banks.
(12) Providing general definitions.
Reviewing the recent decisions of the United States Supreme Court 

affecting the taxation of national banks by the States and the consequent 
agitation in many States for an amendment of ‘the Federal statute govern
ing the subject, Mr. Paton suggested as a possible solution the abandon
ing by the States of the tax on bank shares and the substitution of a tax 
on the income of national banks not greater than is imposed on other 
business corporations. He stated that such a method of taxation is now 
permitted by Federal law and its adoption would’ avoid all vexatious 
questions which arise out of alleged discrimination in the taxation of 
bank shares as compared with other competing capital. The States of 
New York and Massachusetts, he declared, have already adopted with suc
cessful results, the taxation of bank income as a substitute for a prop
erty tax on the shares, and a law has just been passed in Wisconsin along 
the same lines.

Report of Membership Committee, by Clark G. Mitchell, 
Vice-President Denver National Bank, Denver, Colo.

On August 31, 1926, there were 31,145 banks in the United' States. 
On August 31, 1927, this number had decreased 802 banks to 30,343. 
However, even in the face of this mortality of banking institutions your 
Association has lost in membership only 335 members as compared with 
a net loss for the previous year of 464 members. We have thus registered 
a gain in membership of .7 of 1%  of the eligible banks of the country 
bringing us up to a total membership of almost 69%  of all the banks.

During the period between August 3-, 1926, and the present time we 
have lost for various reasons 2,451 members. During this time, however, 
your membership committee has obtained a total of 860 new members 
which is an increase of 34 over the previous fiscal year. During this 
same period the committee regained 1,256 delinquent members or added 
a total of 2,116 banks to our list of members in good' standing, as com
pared with a total of 1.961 added the previous year.

There were 768 delinquent members for the fiscal year ending August 
31, 1926, or 3 ]/2 %  of the total membership of August 31, 1925. Last 
year there were 532 delinquent members or only 2 y2 %  of the total mem
bership of August 31, 1926. This decreased the delinquent list for our 
last fiscal year 236 or 1% .

There were erased from our rolls during our fiscal year ending August 
31, 1926, due to failure, liquidation and merger 522 members, which was 
186 less than the number of banks lost during the previous fiscal year. 
For the fiscal year just ended we lost for the same reason 665 banks or 
119 more than the previous fiscal year. Undoubtedly this increase is 
the result of the large number of bank mergers that have taken place 
during the year just passed.

During the past year we have added two more States to the 100% 
membership column, namely, Utah and Rhode Island. Therefore, at the 
present time the District of Columbia, Nevada, New Mexico, Rhode Island 
and Utah have all of their banks as members of the Association. It has 
been suggested by one member of the Council from a Western State that 
100% states should be granted an additional member on the Council. 
It would appear that some such arrangement would stimulate the mem
bership work in the Association, and would possibly allow the West
ern States, with their vast territory, a more equitable representation in 
our organization.

New York State again leads all the States in membership with 1,439 ; 
Pennsylvania is a close second with 1,396 ; Illinois third with 1,199 ; Cali
fornia fourth with 1,123 ; and Texas fifth with 1,041. Out of 48 States 
44 have 50%  or more in membership.

To this report is appended a compilation of the increase and decrease 
in membership in the various States. This list indicates that 13 States 
have shown substantial increase in membership, and that 33 States have 
lost in the number of members, while 3 States have remained exactly 
stationary.

This year the committee has been fortunate in being materially assisted 
by many members of the official family, and I wish to extend our hearty 
thanks for this assistance. Too much cannot be said for the efficient and 
capable work of our New York office. Regardless of the efficiency of 
the committee such results as those shown above would not be possible 
without the great assistance and valuable suggestions of Secretary Fitz- 
wilson and his very effective staff.

CLARK G. MITCHELL,
C h airm an  o f  M em b ersh ip  C o m m itte e .

$500,000 Educational Fund of A.B.A. Practically 
Subscribed— Report of Foundation Trustees.

More than $445,000 of the half-miilion-dollar goal for the Educational 
Foundation Fund of the American Bankers Association to be used in 
establishing scholarships in institutions of higher learning in the various 
States, have been paid or definitely pledged, according to the report of 
the Foundation Trustees made Oct. 26 during the convention. Only 
$60,542.75 is lacking to complete necessary funds to found these scholar
ships and two months still remain to secure this amount.

At the fiftieth anniversary meeting of the American Bankers Associa
tion held in Atlantic City two years ago, the fiftieth anniversary eommmit- 
tee announced plans for forming this Educational Foundation. In order 
to secure the $500,000, personal pledges were secured" for about half of 
that amount and the balance was allocated to the various States to be 
apportioned among their respective banks. The plans provided for the 
fund to be completed by Jan. 1 1928.

An analysis of the report shows that of the combined quotas of the 
States, $252,375 has been secured— $173,500 from individuals, $50,000 
from the American Bankers Association, $26,844.50 from the American 
Institute of Banking, this being $1,844,50 more than their quota. Six
teen States have already overpaid their quotas, they being. Alabama, Ar
kansas, Connecticut, District of Columbia, Florida, Illinois, Maryland, 
Michigan, Mississippi, Nevada, New Jersey, New Mexico, North Carolina, 
Virginia, Washington, and Hawaiian Islands.

The following nine States have paid their quotas in fu ll: Arizona,
Delaware, Idaho, Kansas, Minnesota, Louisiana, Oregon, Rhode Island and 
Utah. The eight States of Montana, South Dakota, Tennessee, California, 
Vermont, West Virginia, Wisconsin, and Pennsylvania have pledged their 
quotas in full. Seventeen States remain to complete their quotas. They 
are: New York, Texas, Ohio, Maine, New Hampshire, Indiana, Georgia,
Oklahoma, Wyoming, Massachusetts, North Dakota, Colorado, Kentucky, 
Iowa, South Carolina, Missouri and Nebraska.

One hundred and seventy-four thousand dollars have been contributed 
by individual subscriptions. Thirty of these subscriptions were for $5,000, 
one for $3,000, two for $2,500, and sixteen were for $1,000.

With more than two months yet to go, the trustees expressed confi
dence that all States would go over the top by that time and the com
plete fund of $500,000 would be ready for preliminary work in establish
ing the scholarships.

The present trustees of the Foundation are: Chairman, J. H. Puelicher,
President Marshall & Ilsley Bank, Milwaukee, W is.; Leonard P. Ayers, 
Vice-President Cleveland Trust Co., Cleveland, O. ; Lewis E. Pierson, 
Chairman of Board, American Exchange Irving Trust Co., New York; 
Stephen I. Miller, Educational director, American Institute of Banking 
section, New York C ity; George E. Roberts, Vice-President National City 
Bank, New York C ity ; Francis H. Sisson, Vice-President Guaranty Trust 
Co., New York; Evans Woolen, President Fletcher Savings & Trust Co., 
Indianapolis, Ind., and W. Espey Albig, Deputy Manager, American 
Bankers’ Association, New York, secretary. The President, First and 
Second Vice-Presidents and executive manager of the Association are 
also trustees of the Foundation.

Report of Protective Committee— Condonement of 
Crime Under Cover of Insurance Protested.

The practice of crime insurance companies to compromise with crimi
nals whenever expedient in return for restitution of stolen property 
instead of pressing relentlessly for their punishment was deprecated in 
the report of the protective Committee of the American Bankers As
sociation to the Executive Council. The report, presented by James 
E. Baum, Manager of the Protective Department said in part:

“ During the year ended August 31, 1927, member banks kept close 
to their remarkable record of 1926 in stopping daylight robbery, although 
renewed activity by night burglars in the Mississippi Valley and South
western states has spoiled an otherwise favorable report. Against the 
112 daylight robberies and 29 burglaries committed last year, there were 
114 holdups and 62 burglaries reported by member banks this year.
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This sudden return of the bank burglar did not materialize until the late 
Spring and Summer, when 46 of the 62 night attacks occurred.

“ In contrast to this sharp increase in the number of burglaries is the 
fact that the loot taken in the 29 attacks of 1926, namely $122,353, drop
ped to $113,042 in the 62 burglaries committed this year. Also in 
the current year non-members, which comprises only half the number 
of member banks, suffered 113 holdups notwithstanding the fact that 
the association membership embraces as many banks equally isolated 
and unprotected as are the non-members.

The re-awakening, of the bank burglar sounds a warning against the 
continued use of old-fashioned ‘soft’ safes and vaults which are made 
obselete by the torches, drills and explosives employed by the burglar 
of today. It is an open record, more so to the burglar than anybody, 
that these types yield readily to the yeggmens’ tools. Our investigations 
also prove that nearly all the burglaries committed this year succeeded 
only against weak safes and vaults that had long since become obsolete 
for banking. Only modern equipment will baffle the bank burglar, as 
evidenced by the increased number of burglaries which were frustrated 
during recent years.

“ With a continued reduction in forgeries, swindles and other paper 
frauds, the Protective Committee is pleased to note a reduction in the 
total number of crimes reported for investigation during the past year. 
Our detective agents caused the arrest of 278 of the 420 bank criminals 
apprehended during the year, 135 of these being convicted and imprisoned. 
In addition there were 130 convictions of prisoners who were arrested in 
tbe previous year.

“ Gratifying as the results of the Association’s system of conducting 
nation-wide and relentless investigations have been in the pursuit of 
bank miminals, the committee regrets to find a growing tendency on 
are part of the banks with insured losses to compromise or relent in the 
prosecution of confessed criminals. If equally intensive measures toward 
prosecution were followed by the casualty and surety companies which 
underwrite the losses suffered from criminal attacks, there would be 
fewer bank criminals at large and less inducement for the insured banks 
to settle by restitution or otherwise condone the misdeeds of criminals.

“ The spread of crime in this country warrants no compromise in the 
prosecution of criminals, and the committee deprecates the fact that 
the possibilities of salvage on an insured loss too often seems to determine 
the underwriters’ action in prosecuting those responsible for losses which 
are insured. Unless the prospects for salvage are promising it is not 
uncommon for the insurance companies to do little more than spread 
the loss among their co-insurers.

“ It is generally recognized that adequate insurance coverage gives the 
safest form of protection against the hazards which are peculiar to 
banking but over-indulgence or excessive reliance upon insurance for 
indemnity for loss breeds negligence and crooks thrive on the oppor
tunities which negligence creates. Although this attitude of leading 
upon insurance contracts as a cure-all for crime is as old as insurance 
itself, it not only continues to invite crime but also violates the prin
ciples of sound underwriting. Bankers have been no exception in adopt
ing this form of subsidizing crime as a business risk and your committee 
believes that the underwriters have the power of applying the best 
remedy, namely more intensive effort toward apprehending professional 
criminals and stronger insistence upon their prosecution in strict accord
ance with the law. Believing that insurance protection should not be 
pitted against the prevention and punishment of crime, the Protective 
Committee welcomes suitable action by the casualty and surety compan
ies toward eliminating this evil, which seems to grow in proportion to 
the increased volume of insurance carried'.”

Resolutions Adopted at the Second General Session 
October 26.

Mr. Thomas B. McAdams: Mr. President and Gentlemen: The follow
ing is the report of your Resolutions Committee

The American Bankers’ Association is glad to note that the country has 
been prosperous and practically all sections of the country have continued 
to flourish. It is true all lines have not enjoyed' the same high level of 
prosperity in 1927 so characteristic of 1926. At the same time there is 
nothing in recent developments to indicate that we are likely to have 
anything in the nature of a depression. There has been a marked absence 
of speculative tendencies in commerce and industry. Both labor and capi
tal have been happily and profitably employed. Money has remained easy 
and the country has been able to continue lending large sums to other 
countries, notably to Europe, and this has been of the greatest assistance 
in aiding the economic rehabilitation of the world as a whole.

A g ricu ltu re
Agricultural conditions are improving, though there is still much room 

for betterment. The indices of price levels of faun products are approach
ing the level of other commodities, partly as a result of good crops and 
partly as a result of higher prices, the farmers of the country are likely 
to have much less cause for complaint than they have had for some time 
past. The community of interest between bankers and farmers cannot be 
too strongly emphasized. Many members of this Association are them
selves farmers by long experience and the prosperity of practically all 
bankers is dependent upon that of our farming communities. They are 
deeply interested in the development of sound economic policies for the 
stabilization of this basic industry.

T a xation
This Association desires to reiterate the opinion expressed at the con

vention last year, tlmt the ever-growing burden of State and local taxation 
is becoming a detriment to the development of trade, industry, transporta
tion and finance in this country. There continues to be a tendency to havi 
overlapping and competitive taxes, especially as regards taxes on inherit
ances and transfer of estates.

This Association recommends that in the event of a revision of out 
income tax law, special consideration be given to the tax now levied on 
corporations with a view to reducing it greatly. This would be effective 
in maintaining proper competitive conditions in this country by aiding 
the development of small corporations.

This Association believes that time has proved that the limitation con
tained in Section 5219, United States Revised Statutes, is a wise one and 
has protected State banks as well as national banks. It is therefore urged

that Section 5219 be retained without any modification. The States of 
New York, Massachusetts and Wisconsin have substituted a system of taxa
tion of banks on their incomes in lieu of the ad valorem tax on shares 
with successful results. It is believed a system of income taxation of 
banks can be successfully adopted in many other States and thereby escape 
the vexatious questions of discrimination which grow out of taxation of 
credit investments and intangibles at a lower rate than bank shares.

F lo o d  C o n tro l
The general convention of the Association heartily endorses the action 

of its Executive Council in aiding the sufferers of the floods which occurred 
in the Mississippi Valley earlier in the year. It believes that every 
effort should be made to avoid the recurrence of this national calamity 
and urges the Congress of the United States to take prompt action to pro
vide for the construction and maintenance of the necessary works to prevent 
floods of this nature in the future. The Federal Government should assume 
the sole responsibility for financing, placing, building and operating 
the necessary works needed to bring about permanent relief. The serious
ness of the situation is such that it demands immediate and comprehensive 
legislation dealing solely with this problem. It is also urged that, because 
of the seriousness of this flood problem, it be divorced from all other na
tional issues and dealt with in legislation and administration upon its 
merits apart from all other undertakings.

F o r e ig n  R ela tio n s
Occasion is taken to express gratification at the remarkable progress 

that has been so clearly evident in most of the countries of Europe during 
the past two years and to extend to their peoples our sincere congratula
tions on the improved conditions that now prevail.

Since the World War the countries of the world have become increas
ingly interdependent and ill-advised expressions from the platform and 
in legislative halls, which are often wrongfully construed by the peoples 
of foreign countries as reflecting the sentiment of our people, are to be 
deplored.

B a n k  F a ilu res
In accordance with the report to this convention by the Economic Policy 

Commission, it is believed that one of the most potent causes of bank 
failures is the excessive number of banks; that this situation can be cor
rected in part by increased capital requirements and more completely by 
the limitation of new charters to the needs of each community; that, to 
the end that directors better discharge their obligations, this Association 
should prepare standard forms for the presentation of business to directors’ 
meetings ; that additional restrictive legislation covering loans and invest
ments is not desirable, but rather the better enforcement of existing stat
utes ; that the clearing house examination system having been in general 
highly advantageous, its further development is strong recommended, and 
that the appropriate agency of this Association should promote the organ
ization of local regional associations of banks for the purpose of support
ing and securing a most effective use of the existing system of Government 
examinations.

P res id en t T ra y lo r
Thanks are due to President Traylor for the time and energy he has 

devoted to the business of the Association. Especially should bankers of 
this country be grateful to him for his activity in carrying out the instruc
tions of the Los Angeles Convention in reference to the McFadden Act. 
This law definitely strengthens our national banking system and insures 
the continuance of the Federal Reserve System.

H o sts  and  S p ea kers
This Association extends its sincerest thanks to the bankers, hotels, press, 

ladies, and general public of the city of Houston and the State of Texas 
for the manifold kindnesses and gracious hospitality extended to all of the 
delegates and their families. Likewise, the Association is indebted to the 
speakers at the various sessions of the Convention, Divisions and Sections 
who by their carefully prepared addresses have helped to make the Fifty- 
third Annual Convention of this Association one of profit and enjoyment 
to all those who were privileged to be present. '

N ec r o lo g y
This Association notes with regret the passing away since the last Gen

eral Convention of three of its distinguished ex-Presidents, Mr. Lyman J. 
Gage, formerly Secretary of the Treasury, Mr. John L. Hamilton and Mr. 
William E. Knox.

R eso lu tio n s  C o m m itte e
THOMAS B. McADAMS, Chairman
WALTER LICHTENSTEIN, Secretary
M. E. HOLDERNESS
FRED I. KENT
W. S. McLUCAS
M. H. MALOTT
E. A. ONTHANK
W. A. PHILPOTT, JR.
J. H. PUELICHER 
BURTON M. SMITH 
FRANK M. TOTTON 
O. HOWARD WOLFE 
GEORGE L. WOODWARD 
EVANS WOOLLEN

[A motion to adopt the resolutions was seconded and carried.]
Mr. McAdams: Mr. President, on behalf of the Committee, I should

like to present one other resolution of the Committee and ask that the 
Association rise in respect to the memory of our former associate, 
Charles W. Carey.

R eso lu tio n  on  D ea th  o f  C . IP. C a rey , P res id en t n a t io n a l  B ank D iv is io n  
“ The American Bankers’ Association records its sorrow and sense of 

irreparable loss in the death of CHARLES W. CAREY, President of the 
National Bank Division. Beloved for his modesty and gentleness of spirit, 
he was admired for his ability as an executive and the dominating force 
of his personality. Faithful to every trust imposed upon him by the divi
sion of which he was a member, his clarity of judgment and his fidelity to 
duty made for him a respected place in the councils of this Association 
and the hearts of its members. It is peculiarly unfortunate that his illness 
and untimely death prevented his being the recipient of even greater 
honors. The sympathy of this body is conveyed to the members of his 
family and his associates in the business and banking life of Wichita and 
Kansas.”
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Report of Nominating Committee— Election of Officers.
William G. Edens, of Chicago, Chairman: In accordance with the rules

of the Association, the members of the Nominating Committee, represent
ing nearly all the States, as well as the District of Columbia, met yester
day afternoon at the Rice Hotel and by unanimous action requested me 
to report the following recommendations for officers of the Association: 
President: Thomas R . Preston, President Hamilton National Bank; Chatta
nooga, Tenn.

First Vice-President: Craig B. Hazlewood, Vice-President Union Trust 
Company; Chicago, 111.

Second Vice-President: John G. Lonsdale, President National Bank of 
Commerce; St. Louis.

President Traylor: Gentlemen, ymu have heard the recommendations of
the Nominating Committee. Are there any other nominations ? If not, a 
motion would be in order, and I accept Mr. Edens’ motion to that effect, 
that the nominations close, that the Secretary be instructed to cast the 
unanimous vote of those present for the officers nominated and recom
mended by the Nominating Committee for the ensuing year.

[The motion was regularly seconded and unanimously carried.]
A p p o in tm en ts  to  E x e c u t iv e  C o u n cil

At a meeting of the Executive Council for the organization of the new 
Council for the coming Association year, T. R. Preston, President of the 
Hamilton National Bank, Chattanooga, Tenn., newly elected President of 
the Association, announced the appointment of the following members of 
the Executive Council at large:

A . P. Gianinni, Chairman o f the Advisory Committee, Bank o f Italy, 
San Francisco. \

Thornton Cooke; President Columbia National Bank, Kansas C ity , M o.
F . M . Law, Vice-President First National Bank; Houston; Tex.
Harry J. Haas; Vice-President First National Bank; Philadelphia.
J. Elwood Cox, President Commercial National Bank. High Point,

Harold J. Stonier Appointed Educational Director of 
American Institute of Banking.

Announcement was made Oct. 31 by Thomas R. Preston, President of 
the American Bankers’ Association, of the appointment of Harold J.

Stonier, Vice-President of the University of Southern California, Los 
Angeles, to the position of educational director of the American Institute 
of Banking section of the Association. Mr. Stonier will succeed Stephen 
I. Miller, who assumes the executive managership of the National Asso
ciation of Credit Men.

As the new educational director, Mr. Stonier becomes the active head 
of the largest adult educational group in America. The American Insti
tute of Banking, as the educational section of the American Bankers’ 
Association, is a nation-wide organization devoted exclusively to the edu
cation of bank employees. It gives an opportunity for evening instruc
tion in banking practice and technique, following which graduate courses 
in law, economics and kindred fields are offered. Of the nearly 60,000 
members, 35,000 are now enrolled in these classes, which are presided 
over exclusively’ by members of college faculties. Classes are con
ducted by 192 different chapters located in all but two States of the 
Union. Correspondence courses are offered for those in isolated sections 
of the country. Some of the most prominent bankers in America are 
graduates of the Institute.

Mr. Stonier organized the College of Commerce and the Extension 
Division of the University of South California eight years ago, leaving 
the field of investment banking to do this work. He is President of the 
Pacific Coast Advertising Clubs Association and Vice-President of the 
International Advertising Clubs Association. Last year he was President 
of the Los Angeles Advertising Club.

A. B. A. Executive Staff.
As the closing chapter to the fifty-third annual convention the Associa

tion’s Executive Council on Oct. 27 elected its executive staff officers, 
F. N. Shepherd was again chosen Executive Manager and Thomas B. 
Paton was re-elected General Counsel. Under its constitutional power to 
elect the Association’s Treasurer, the Executive Council also named W. D. 
Longyear, Vice-President of the Security Trust & Savings Bank, to the 
office. By action of the convention the Association’s constitution has been 
amended this year making the Treasurer a member of the Administrative 
Committee and the Executive Council.
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Bank Investments
B y H. C. N ic h o l s o n , Vice-President Packers’ National Bank, Omaha, Neb.

In discussing Bank Investments, no attempt will be made 
to do more than roughly outline some of the fundamental 
principles, and even these can only be treated in a general 
way.

Formerly cash and strictly commercial loans were rec
ognized as the only good bank assets. Today, there is found 
in the portofolio of nearly every banker a round amount of 
purchased investments. By this name, we shall know Call 
Money, Acceptances, Commercial Paper and Bonds. And 
to them, this discussion will be limited. The aim is to 
establish them as prudent and profitable channels for in
vestment; notwithstanding they deviate somewhat from 
former banking practice.

In recent times, the position of a commercial bank lias 
undergone some change. Ten years ago 93% of the deposits 
were payable on demand. To-day more than one-quarter are 
on time. Today there is at our command the rediscount 
privilege of the Federal Reserve System. The necessity 
for quick assets in such a large ratio has passed. National 
legislation has recognized the changed conditions, and has 
materially reduced legal reserve requirements. Idle funds 
must go to work. Such funds may be loaned to our worthy 
borrowing customers, or they may purchase investment 
securities. The customer’s loan needs little comment, as it 
constitutes the primary function of banking. The pros
perity of the bank depends upon the good Avill of its cus
tomers, and they must be served. However, the experience 
of the past few years has taught that there is safety and 
stability in the diversification of the class of our loans and 
investments. We build up our defenses as weak places ap
pear in our financial structure. Thus has developed the 
so-called Secondary Reserve. It is the investment of sur
plus funds in high grade, quickly marketable bonds, and in 
sort time, self-liquidating paper that is eligible for redis
count. Such investments occupy a midway position—both 
in interest return and liquid character. Conceding some
thing of one virtue for benefit in the other. And the 
safety of the investment and its stabilizing influence is 
entirely compensating. The exact amount of this secondary 
reserve, and its proper ratio to local loans, varies with geo
graphical location and seasonable conditions. The answer 
can only be obtained by a careful analysis of the individual 
bank. It has been suggested it should at all times at least 
equal the legal reserve requirement.

Call Loans, Accepances and Commercial Paper have some 
advantages over Bonds, namely; comparative nonchalance 
in making the individual selection, and relative freedom 
from attention during the life of the investment. They suf
fer no loss from depreciation. In Call Loans and Accept
ances, the loss occasioned by default has been negligible. 
The average annual loss in commercial paper is less than

one fifieth of one per cent. These three classes of invest
ments will be treated briefly.

Funds put out on the call money market are well pro
tected by highly negotiable collateral, and by their very 
nature are extremely liquid. At a 4% interest rate they 
net 3.80 return.

Trade and Bankers Acceptances enjoy a wide market, 
have sound security, are admitted to discount by Federal 
Reserve Banks within ninety days of their maturity, and 
at present yield about 3%% discount. They are twTo-name 
paper, and are exempt from the limitations of the Act 
prohibiting national banks from loaning in excess of ten 
per cent to any one person or firm. They are an excellent 
medium of investment, though their merits are not uni
versally appreciated.

The purchase of Commercial Paper has become sound 
banking practice, because it fulfills several fundamental 
requirements.

The purchase of Commercial Paper has become sound 
banking practice, because it fulfills several fundamental re
quirements.

It is a safe, self-liquidating form of short-term investment. The re
turn is fixed! and definite and is in the form of discount. It is re- 
discountable in the Federal Reserve Bank. Its face value does not fluctuate.

Records show if all Commercial Paper names were pur
chased indiscriminately without credit investigation, buying 
banks would have lost only 20c on each $1,000.00 purchased. 
The Commercial Paper market has had a great development 
in the past twenty years. The panic of 1907 established 
such paper as a desirable investment.

So much for the short-term paper. Each class qualifies 
without reservation as an excellent medium for the em
ployment of surplus funds and in the maintenance of a 
secondary reserve.

The ideal investment is recognized by certain character
istics : Security of principal; equitable income return;
and wide, active marketability. It should be acceptable for 
rediscount and collateral purposes; be exempt from direct 
taxation and have a good chance for appreciation. Bonds 
possess these qualities in varying degrees. Obviously they 
cannot exist to a high degree in the same investment. A 
Bond that is thoroughly safe will not return a high rate of 
interest, and at the same time have a broad market. Con
sequently, such investments should be arranged so that these 
qualities are combined in proper proportion. The bond 
which fulfills more of these requirements than any other 
investment security, naturally stands in a class by itself. 
It is the obligation of the United States Government. It 
typifies the utmost in safety. It commands a broad market. 
It is the only bond acceptable for collateral purposes in 
the Federal Reserve Banks. It enjoys certain tax exemp
tions. It has shown some remarkable price appreciation in
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the past, and it is an easy assumption that the remote ma
turities will show compensating appreciation in the future. 
The interest return on such an outstanding type of invest
ment is, inevitably the lowest of any bond. The ideal foun
dation for any investment fund is the Liberty Bond and the 
Treasury Certificate.

Municipal Bonds differ as do the magnitude of the stars. 
For which reason, a discussion of them will necessarily be 
very brief. They are generally tax exempt, which is their 
outstanding characteristic. Their income return will vary 
inversely with their security and their marketability.

Foreign dollar Bonds enjoy some popularity on account of 
the differential in yield between them and Domestic Bonds 
of comparable security. Foreign Government Bonds are 
alike in one respect; the bondholder enjoys no real security, 
except the good faith of the borrowing nation. The per
formance of a domestic corporation may be enforced by 
legal procedure, but against a foreign government, such 
remedy is not available. Two factors then determine the 
credit rating of a nation; its will to pay and its ability to 
pay. It should have a stable form of government and be 
likely to so continue. It should be free from internal and 
external conflict. It should balance its budget. It should 
have a currency based on a metal, preferably gold. Its debt 
record should be good. Our own economic conditions since 
the World War have led us into foreign investing on a large 
scale. We have changed from the world’s greatest debtor 
to its leading creditor. This new policy requires careful 
study to judge accurately the individual foreign credit po
sition. The obligations of those countries with a good credit 
record, and a prospect for peaceful prosperity, constitute 
a bank investment that is safe and otherwise desirable.

Corporation Bonds may be divided into three classes: 
Railroads, Public Futilities and Industrials.

Thanks to efficient management, Railroad Bonds have 
returned to public favor. Twenty years ago the bulk of 
publicly owned securities were Rails. Financial pyramiding, 
incompetent management and other abuses did not en
tirely destroy faith in t lie essential value of these se
curities. Transportation is a prime necessity. Railroads 
are permanent. They operate on a cash basis. They 
show relatively good earnings. So, despite the event of 
many defaults and receiverships, Railroad Bonds are a 
favorite medium for conservative investment. This is in
dicated by the fact they are included with Governments 
and Municipals as rhe permitted investment for Trust 
Funds in those states whose laws are restrictive. An analy
sis to determine the investment position of Rails would take 
into consideration the capital structure; valuations; phy
sical conditions; location and earnings. Through govern
mental requirements, there is sufficient available data sup
plemented with frequent published reports, to make such 
analysis possible; and through recent Federal legislation, 
investors in railroad securities are afforded an added pro
tection. The principle of the Transportation Act of 1920 
practically assures a fair return upon capital investment.

Telephone and telegraph; gas; water; electric light; 
power and traction are the Public Utilities. They possess 
characteristics which make the industry a desirable field 
for investment. They provide a service indispensable to 
modern living. They are usually non-competitive. They 
are on a cash basis. They are little effected by commercial 
fluctuations. They enjoy a remarkable stability of busi
ness and the trend of their earnings is constantly upward.

There are certain tests which might be applied to Public 
Utility Bonds to determine their soundness as a desirable 
medium for investing. The utility should operate without 
competition and should satisfactorily serve its community. 
It should have a suitable franchise, which should exceed 
the life of the bond by at least five years. The bonded debt 
should not exceed one and one-half times the capital stock 
nor two-thirds the property value. The interest require
ment should be earned at least twice for the past five- 
year period. The bonds should be secured by senior mort
gages. The issue should be of sufficient size to insure

something of an active market. Utility Bonds which pos
sess these underlying elements have found much favor with 
discriminating investors.

Industrial Bonds involve a greater element of risk than 
Governments, Municipals, Rails or Utilities. There is a 
hazard in business and there is an absence of governmental 
regulations and protection. The prudent investor will, 
therefore, select those companies which are engaged in in
dustries, whose earning power is inherently stable. He 
will prefer a corporation with a large fixed capital invest
ment compared to its funded debt. He will choose securities 
based on essentials rather than non-essentials. He will do 
well to study production and commerce for usually prices 
move upward as trade becomes prosperous and conversely. 
Few industrial corporations can demonstrate the stability 
of earning power that a good railroad or public utility en- 
jojTs. For which reason, the investor should include fewer 
industrials in liis holdings than the other types of bonds, 
and they should compensate with a higher interest re
turn.

There are two distinct types of bond investors; the one 
is chiefly concerned with investing for security, the other 
with investing for profit. The investor for safety will choose 
only such bonds as have the highest security behind them 
and consequently he will take a low yield. He will diversify 
his investments both as to industries and according to their 
geographical locations. He will insist on a ready and a 
broad market for his securities, so if need be he can dispose 
of his holdings without delay. He will buy only when he is 
in funds, regardless of business cycles or trade barometers. 
He is satisfied with his coupon so long as the quality of his 
bond does not decline. The investor for profit, while giving 
full consideration to the question What to Buy, is also in
fluenced by When to Buy. He knows the theory of the 
Business Cycle, which has been developed by learned econ
omists. He knows it consists of four main periods. First, 
steady expansion of business; second, prosperity; third, li
quidation: fourth, depression. Broadly speaking securities 
begin their advance in time of depression and continue until 
the latter part of the period of prosperity, wTben the down
ward movement commences and lasts nearly through the 
period of liquidation. The investor who recognizes those 
cycles may profit from year to year by changing from long 
term bonds to short maturities and back again, and at the 
same time enjoy a high measure of safety.

The present market condition shows that bonds are higher 
today than any time since 1913. Before the war, we an
nually absorbed only 21/2 billion of the new securities and 
now we take 8 billions. There is a shortage of new issues 
and it is likely to continue. There is so much capital for 
investment that good bond issues are quickly over-sub
scribed. The money market today has all the earmarks of 
distinct ease and gives clear promise of remaining in that 
condition for some time to come. Cheap money means high 
priced bonds. Each day brings forth a new crop of investors 
with ever increasing purchasing powers. We have acquired 
as a basis of our credit a stock of gold equal to half the 
world’s visible supply. Each and every existing condition 
promises a continued upward trend of bond prices, subject 
only to minor reactions. ,

In the formulation of an investment program, the in
vestor might well keep in mind certain general fundamental 
principles. The higher the rate, the lower the security, 
is applicable to bonds as to other types of investment. If 
large interest returns are required, you must forego some
thing of safety or something of marketability, et cetera. 
Tour investments might prudently be a compromise between 
the desire for income and the necessity for other funda
mental qualities.

Don’t keep your eggs in one basket. While diversification 
affords no substitute for the use of intelligence in selecting 
securities, it does, in a measure, protect against the con
sequence of unforseen misfortune in business. Distribute 
your commitments as to the type of bond, the geographical 
location, and the maturities.
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A  bond may be known by the company it keeps. Reputable 
high grade investment houses carry their responsibilities to 
their customers very seriously. Their advice and recom
mendations are entitled to considerable weight. You must 
have confidence in the opinions of some financial experts. 
Choose them with care.

Don’t guess when investing. Analyze the relative merits 
of a bond. Scratch the surface and see just what is behind 
it. Scrutinize the company’s past record; investigate its 
present management; try to visualize its future welfare.

Don't try to guess the exacts month to buy nor the exact 
month to sell. Business; trends and price swings are not 
confined to single months, nor to single seasons. Don't 
try to Speculate. It is entirely outside the province of bank
ing.

Without further recapitulation, the statement might be 
made that because there is available today such an abun
dance of vital information concerning investments, the in
vestor can, with reasonable certainty, keep his funds profit
ably and prudently employed.

Taxation— National Safeguards
By T h o r n t o n  C o o k e , President Columbia National Bank, Kansas City, M o.

“The power to tax is the power to destroy.” To make 
sure that no local jealousies or misapplied theories of State 
rights should tear down the national banking system, Con
gress provided, when the system was only one year old, that 
the States must not tax the shares of national banks more 
than other moneyed capital. For sixty-three years that 
provision, now contained in Section 5219, Revised Statutes 
of the United States, has been a national safeguard against 
excessive taxation not only of national but of State banks; 
for, of course, if the States could not tax national bank 
shares more than bonds or mortgages or other moneyed 
capital, they would not tax State bank shares appreciably 
more.

This winter, Tax Commissioners of a number of States 
will probably attack this safeguard in Congress. It is 
practically all the safeguard there is against destructive 
bank taxation, and I want to explain this afternoon why 
any amendment that would make the safeguard ineffective 
would be against the public interest and dangerous to the 
banks. If you believe I am right, I shall then urge you to 
be active in your opposition.

What the Tax Commissioners want is to have Congress 
amend Section 5219 so that the States may tax na
tional bank shares as highly as they please if they tax 
State bank shares to the same extent. Other competing 
moneyed capital would no longer be the criterion. They 
asked for such a change once before and were unsuccess
ful. Why is it that they plan to ask again? To tell why, 
it is necessary to go imo some details of tax legislation; 
but you will not find the facts tedious or dry, for taxation 
is one of the most important elements of our bank expense 
budgets, and controllable only if we understand tax legisla
tion well enough to argue our own cause.

To details, then. The limitation upon the taxation of 
national banks was not criticised for many years. But 
economic progress created wealth in many forms, and there 
came to be men of large means who owned relatively little 
tangible property. The flour mill, for instance, was no 
longer a small water-power affair owned by the miller him
self, but a structure costing a million to build and equip, 
much of the million furnished by hundreds of people who 
had bought its bonds. Bonds are easy to hide, will be 
hidden if we try to tax them like real estate. Many of the 
States, therefore, began to tax bonds and other forms of 
credit rates much lower than those imposed upon tangible 
property. Now, bank shares are classed economically, along 
with money, notes, and the like, as intangible; but as sub
jects of taxation they are very tangible indeed. The 
assessor has only to refer to our own published reports to 
find out the amount of our capital, surplus and undivided 
profits. It was only natural, therefore, that most states 
continued to tax banks in the old way, on the sum of their 
capial assets, even when taxing so-called intangibles only 
one-fourth or one-half of one per cent of their value. But, 
as to national banks, this discrimination was unlawful, 
and the Supreme Court of the United States so held six years 
ago in the famous Richmond case.

The Tax Commissioners of those states where low rate 
taxation of intangibles was in vogue then sought to have 
Section 5219 amended so as to permit the States to tax 
national bank shares as highly as they pleased, no matter

how low the rates were for intangible property, so long as 
State bank shares were taxed as highly as national. The 
American Bankers Association opposed such amendment; 
and, by way of compromise, the law was changed in 1923 to 
permit the States to tax national bank shareholders on 
their dividends, or the banks on their incomes, or to con
tinue to tax the shares as theretofore. No state could use 
more than one of these three methods of taxation. Now, 
in the State of New York all corporations but banks were 
already taxed in proportion to their income, and the banks 
desired to be taxed likewise. But the legislature would not 
agree to that, because it could not, as Section 5219, R. S. 
U. S. stood after the amendment of 1923, make the taxation 
of banks and other corporations exactly equivalent. These 
other corporations were paying to the State excise or fran
chise taxes equivalent to taxes upon income that, under 
Federal statutes, would have been exempt from taxation 
directly as income. The distinction between taxation upon 
income and taxation according to income or measured by it 
is technical, and it is not necessary to go into it here. 
There is such a distinction, and I refer to it merely in re
calling to you how this Section 5219, in which is the chief 
national safeguard against discriminatory taxation of banks, 
assumed its present form, and what it is worth to the 
banks and the country.

There was a further reason why New York State would 
not establish income taxation of banks until this famous 
Section as again emended. Not only were other corpora
tions subject to income taxation, but their shareholders 
were also taxed on their dividends, a duplication then 
expressly prohibited in the case of national banks. With 
the assent of Committees of the American Bankers Associa
tion and of the National Tax Association, Section 5219 was 
last year again amended so that, as stated by the Hon. 
Thomas B. Paton, our General Counsel, in the American 
Bankers Association Journal for April, 1926, it now “pro
vides four alternative exclusive methods for taxing national 
banks, v iz :

(1 ) Taxation of the shares as heretofore.
(2 ) Taxation of the dividends as personal income as heretofore.
(3 ) Taxation of the bank on net income as heretofore, and
(4 ) Taxation of the bank, according to or measured by net income.
“The adoption of any one of the above methods excludes 

the other three with an exception. That exception is to 
accommodate states which tax personal income and also 
impose corporation franchise or excise taxes. The bill is 
designed to permit the taxation of national banks and 
dividends to their shareholders in such states to the same 
extent as States tax corporations and their stockholders 
upon their dividends as personal income.”

So much for the history of one taxation safeguard. 
There is another, of course, in the fourteenth amendment. 
It is important, and the Supreme Court of my State. 
Missouri, has just held that to assess bank shares at full 
value and other property at 75 per cent is to deny that equal 
protection of the laws which the fourteenth amendment 
guarantees. This safeguard, however, will rarely affect 
bank taxation problems so fundamentally as Section 5219. 
To amend the latter as some State officials want would take 
the lid off.

A concrete instance will show7 w7hy there is likely to be 
such a movement to amend. The United States Supreme
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Court in February of this year held that the Minnesota 
three-mill tax on money and credits, and the even lower 
tax on mortgages, amounted to discrimination, and in
validated the taxation of national bank shares. The coui’t 
found that large amounts of capital invested in bonds and 
mortgages, not only by corporations but by individuals, were 
competing with national banks. This decision makes it 
necessary for Minnesota, and other states that have pre
ferential tax rates for money and credits, to advance those 
i*ates, or tax banks on their incomes, as I shall explain 
later. Wisconsin, whose provisions for taxing national 
bank shares were held invalid at the same time the Minne
sota case was decided and for practically the same reason, 
has already enacted an income tax for all banks. On the 
other hand, the officials of some states would like to keep 
their tax systems intact by inducing Congress to amend 
what I have called our chief national safeguard against 
excessive bank taxation so that bank taxes should not be 
limited by the taxes levied upon moneyed capital in the 
hands of corporations other than banks or of individuals. 
Then, it seems to me, there would be no effective safeguard 
left.

Or would there? This limitation would remain, that 
national banks could not be taxed higher than State banks. 
Is not that enough? Well, what do you think such a limita
tion would amount to in your own States? I am thinking 
particularly of those States, and they are the great ma
jority. where the banks are still under the general prop
erty tax.

Where have your State and local taxing authorities been 
wont to look when they wanted more money to spend? 
Haven’t they looked your way? Haven’t they advanced 
your assessments just as far as they legally could? Of 
course they have. I don't mean by this statement to blame 
them; they have mistakenly felt. I suppose, that bank stock 
owners were rich and could afford to pay on very large 
assessments. I want to consider, however, what would 
happen if Section 5210 of the Revised Statutes were 
amended as proposed.

Does it not seem clear that in most states, if the taxes 
imposed upon State banks and trust companies were the 
only limit upon the taxation of national banks, the authori
ties would simply put all the banks into a class by them
selves for the purposes of taxation and levy upon the 
banks a very large part of the taxes required to meet the 
constantly increasing needs of State and local governments? 
Tf in some States it would be necessary first to amend the 
constitutions, that would certainly be done.

What would be the effect of such increase of bank taxa
tion? All banks would have greater incentive than ever 
before to keep their capital and surplus small, and de
positors would have less protection than is their right. 
You all know that this tendency has been at work1 already 
and that excessive bank taxation has had something to do 
with bank failures. And. even if it doesn’t fail outright, 
no bank or other business is likely to be strong and useful 
if it doesn’t make reasonable profits.

But what business is it of the Federal government to 
limit State and local taxation? Well, as to national banks, 
certainly the Government has an interest. National banks 
are still agencies of the Government, and make up by far 
the largest proportion of the membership of the Federal 
Reserve System. Congress should not allow their profits 
to be minimized and their capital curtailed as they surely 
would be in many states if it became possible for the 
legislatures to tax banks by themselves. The argument of 
local convenience must give way to the argument of 
national welfare: we must not weaken our national 
banks.

Yet we cannot simply obstruct. While some money can be 
saved by efficiency in public administration and economy 
in public expenditure, taxes, in the aggregate, are not likely 
to come down. Why did they go up? We are undertaking 
in a public way to do things that Ave did not attempt to 
do governmentally or as communities a few years back, 
and we have since expanded beyond anticipation such enter
prises as were already functions of State and local govern
ment. Education, largely teachers' wages, is the largest

single item in farm taxes. A Kansas cattleman complained 
to the writer one day that the taxes on his ranch had been 
raised in order to send out a bus each morning to bring the 
children of the township to school. And on the same day 
a rich city resident dropped in to complain because money 
was being spent in the new high school for a swimming- 
pool and a gymnasium. But are we likely to take swimming 
and athletics out of our educational programs? Or cooking? 
Or sewing? Or carpentry? The teaching of these subjects 
costs money—money that we did not have to spend a few 
years ago.

The cost of State and local government is not likely to 
fall. Taxpayers do not really want it to fall. Agricultural 
experiment stations? How, without them, should we learn 
how to conquer the corn borer, the cotton weevil, and the 
other insects that contend with the human race for the 
products of the earth? Inspection of milk and other foods? 
Water supplies and sanitation? Hospitals? The decline in 
the rate of deaths from typhoid and tuberculosis—the 
lengthening of the span of life—all are worth the taxes 
they cost. Roads, bridges, street paving? We want more 
of them. Lighting? How could we face the crime wave if 
lights were curtailed? No. more money must be raised 
instead of less, and. while it would be against the public 
welfare to load more taxes upon banks and so weaken the 
custodians of the nation’s liquid capital, we cannot content 
ourselves with saying: We can’t pay more. We should 
point out how the additional public revenue that will un
doubtedly be needed can best be ra’sed. If we don’t point 
out the way, and convince our respective legislatures that 
it is the right way. we must, not be surprised if they stick 
to the theory some of them so evidently hold that the 
capital of the banks is the easiest source of revenue.

Generally speaking, the farmer should not be asked to 
pay more taxes for some years to come. Proportionately, 
the farmer's assessment has grown most during the period 
of rising State and local expenditures that has followed 
the war. Bank assessments were already so high that 
relatively they could not be raised so much as farm levies. 
Farm taxes per acre increased 126 per cent from 1913 and 
1914 to 1921 and 1922. In Kansas, from 1913 to 1923, the 
price of land per acre went up 28 per cent, while taxes 
increased 132 per cent. Land prices are decidedly lower 
now than four years ago, but taxes have come down only 
a little.

A witty French financier, Colbert, said more than two hun
dred years ago that the art of taxation consisted in pluck
ing the goose with the least squawk. If that is so, we must 
change our system. Wo are getting too much squawk from 
two important classess, the farmer and the banker.

Where can our states and cities get the additional revenue 
modern administration demands? That is a tremendous 
question that must be left to each state itself. Some states 
have supplemented their general taxes with specific taxes 
on ore mined, oil taken from the wells, or timber cut. Others 
tax the sales of gasoline and tobacco. All tax motor 
vehicles at the annual registration. One taxes theatre ad
missions.

For a solution of the problem in a large way, can we 
find anything better than the State income tax? For the 
banks, that would be the ideal way out of conflict between 
State and federal laws. Massachusetts put all banks upon 
the income basis of taxation under the amendment of 1923 
to Section 5219. New York followed after the amendment 
of 1926. Wisconsin followed this summer, and more states 
ought to welcome the opportunity to establish this just plan 
of bank taxation and so avoid the litigation that banks in 
so many states will otherise be compelled to undertake to 
overcome the injustice of unequal assessments under the 
general property tax. Especially should states that desire 
to tax intangibles at low rates consider income taxation for 
banks. So long as they impose substantially equal income 
taxes upon all corporations, including banks, there is nothing 
in Section 5219 to prevent their fixing as low rates as they 
please upon moneyed capital in the hands of individuals.

The State income tax seems to work well in most of the 
states that have adopted it. In a few states business men 
are reluctant to consider its establishment, for fear that
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industries would tlien locate elsewhere. No state wants to 
handicap itself in business competition. But if the ad
vantages evident in the income tax from many points of 
view should lead many states to adopt it, there would be 
no question betw-een them of advantage or disadvantage by 
I'eason of their tax systems.

The chief argument for the income tax is, of course, its 
equality. Another is its flexibility. More readily than 
any other tax, it can be adjusted to the varying require
ments of the public service. Even the United States could 
never have fought the war if its sudden financial require
ments had fallen upon one class alone. And it was the 
use of the principle of raising revenue from and according 
to income that filled the gap in the nation’s revenues.

It is perfectly evident that the problem of bank taxation 
will not be solved except by the solution of taxation in 
general. All of us are learning that the old general prop
erty tax system has been too long an incitement to evasion, 
a penalty for success and a brake on progress. Bankers are 
better informed upon the subject than many other citizens, 
but all of us need far more information than we have. We 
cannot know what is going to happen to us in the matter of 
taxation unless we study out general trends and shape them 
into what we conceive to be for the best interests of our 
business and the common good. Our State and local govern
ments are going to spend more and more money. That

money can be raised in a way to hamper industry and 
destroy prosperity, or it can be raised with justice and with 
hardships that will be inconsiderable in proportion to the 
benefits of public administration. Bankers can largely de
termine which, and it is partly because our study of taxa
tion must from now on take in a far wider field than bank
ing alone that I have stopped to consider what the states 
can do if they find bank taxation more closely limited than 
they had supposed it was.

But we must not be led now into a general discussion of 
taxation. National banks do liot desire advantage over 
State banks or trust companies, and of course any limitation 
of the taxation of national banks will, as a practical matter, 
inure to the benefit of State institutions as well. We agree, 
do we not, that in the interest of all classes of banks, 
the national safeguards against over-taxation should be main
tained as they are, and that the shares of national banks must 
not be taxed more highly than competing moneyed capital, 
no matter who owns it. We agree that States that find their 
revenue likely to be impaired when this safeguard is in
voked have a considerable choice of substitutes they can 
tax. I am sure, too, that we all agree upon the grave im
portance of the issue, and that if it comes to controversy 
we shall every one of us take part, and show how necessary 
to the highest integrity of our banking system are the 
existing national safeguards against excessive taxation.

The Financial Statement—Its Purpose and Character
By M. H. C a h i l l , President Utica National Bank & Trust Company, Utica, N. Y.

I have been requested to take as my topic for discussion 
before this distinguished gathering, “The Financial State
ment—Its Purpose and Character.”

I am sure that you will concede that this is rather a 
sizable assignment, as it places upon me the responsibility 
of discussing before a group of specialists their particular 
specialty, which is certainly a difficult and unenviable 
task.

The purpose of the financial statement is, of course, to 
furnish an accurate and comrdete picture of a particular 
business, from a financial viewpoint, which can be used as 
the basis for the procurement of desired credit. It is sup
posed to be, and should be, a logical, accurate, detailed and 
honest analysis of assets and liabilities which will clearly 
show on its face the soundness or unsoundness of the credit 
applicant.

Before we can successfully and intelligently analyze and 
use a financial statement, however, it is necessary that we 
have a clear and definite understanding of the fundamentals 
of credit.

The definition of credit, as we understand the term, is 
that it is the name given to that business operation by which 
delivery of money, merchandise or other consideration is 
made on the promise of future payment.

Credit is the greatest asset from an economic standpoint 
in the world, because it is the basic foundation upon which 
all commercial, industrial and financial activity is carried 
on. However, it is a very delicate proposition which can be 
more easily destroyed than created.

Someone has compared injured credit to a broken piece 
of beautiful porcelain. You may glue it together again and 
it may seem as good as of old, but the cracks are there and 
you cannot forget that it was broken.

Credit is based upon confidence. Confidence in man’s 
resources and ability to pay; in his character, capacity and 
integrity. Confidence in the stability of the locality in 
which he conducts his business.

Credit making is an opinion of future commercial condi
tions and of the ability of business men to carry out their 
business contracts. The man who buys on credit is basing 
his success upon the anticipation of future profits. There
fore, the banker who sells credit must have the ability and 
vision to foresee and analyze carefully and correctly the 
future business conditions which are to produce these 
profits.

The problem of the credit officer, therefore, is three-fold:
1. He must satisfy himself by investigation that the applicant for credit 

has sufficient substantial liquid assets to insure the payment of the loan 
when due.

2. He must have before him facts that will warrant his belief that future 
conditions will be such as to enable the applicant to carry out his business 
transactions successfully.

3. He must be convinced that the applicant is a man of integrity and 
capacity to the extent that he is not only able to but will carry out his 
obligations.

How is he to uncover facts which will justify sound con
clusions in relation to these three points?

The scientific method to pursue in the investigation of any 
subject is to reduce it to its simplest elements, examine how 
and why they came to be in existing relations, and in this 
way disclose the laws or rules which define and govern 
those relations.

Every activity of life, organic, social and economic, is gov
erned by a set law, natural or otherwise.

Natural law has been defined as a generalization deduced 
from a multitude of facts which point unmistakably to one 
conclusion.

Science, it has been said, consists not in the accumulation 
of heterogeneous facts, any more than the random piling up 
of stones is architecture, but rather in the detection of prin
ciples which co-relate facts and of the order which binds the 
parts together.

What a potent description this is of the method that 
should be pursued by the credit investigator. It shows how 
necessary it is not only to secure, but also to organize and 
classify facts, in order to provide a sound and intelligent 
basis for a proper conclusion.

The financial statement, when properly constructed, 
should furnish the credit officer with sufficient facts to 
form his first conclusion, that relative to the true condition 
of the applicant from a financial standpoint.

It should consist of two parts. First, the balance sheet, 
which should set forth in detail its current and capital as
sets and its current and capital liabilities; and, second, the 
operating statement, which should set forth in detail income 
and expense, profit and loss.

It is not possible for me in the limited time at my com
mand to discuss the balance sheet in detail. However, I do 
wish to point out in a general way the'items on the balance 
sheet that require the most careful scrutiny and analysis, 
and therefore relate to its character. Naturally, every item 
is important, as each is a fundamental part of the whole.
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However, there are certain items which must be analyzed 
with greater care than others, and those are the items I wish 
to refer to briefly.

To me, the three most important items on a balance sheet 
are the surplus, bills receivable and inventory.

It should be clearly determined that surplus has as spe
cific a meaning as any item on the statement. It should be 
actual and should represent a balance of net profits after 
all reserves have been provided for, for only in this way can 
it be a true index of the condition of the company.

The item bills receivable is to my mind one of the most 
dangerous items with which the credit man has to contend. 
It frequently serves as a morgue where putrid assets are 
carefully concealed. Therefore, it should be scrutinized 
with great care in order to ascertain what portion is repre
sented by current bills for merchandise sold customers, not 
yet due. and what portion is represented by renewals, past 
due and disputed claims, and overdrawn accounts of officers.

Inventory is another item which should receive careful 
and thorough analysis. It should be so detailed as to show 
clearly the following facts: How book value is arrived at— 
whether cost or market, and if cost, whether this includes 
selling and administrative costs or merely manufacturing 
costs. It should be further examined to determine charac
ter of goods—whether goods are made up of new or carried- 
over stcok. In other words, an accurate estimate of actual 
or approximate liquidation value should be arrived at, in a 
scientific and intelligent manner.

If the analysis of these items has been thorough and com
plete, and the credit officer has satisfied his own mind 
regarding the value of the other items on the balance sheet, 
including the earnings of the business and the ratio of cur
rent assets to current liabilities, he should have a suffi
ciently complete picture to warrant a definite and accurate 
conclusion relative to the real condition of the company.

His work, however, is not completed. There remain still 
two important problems to be solved, before he can intelli
gently extend or refuse the requested credit.

He must marshal facts which will warrant the conclusion 
that it is reasonable to assume that the credit applicant can 
and will carry out successfully the transaction which he is 
endeavoring to finance.

To determine the ability of the applicant to carry out the 
transaction successfully, two factors must be investigated. 
First, the future conditions that may affect the transaction 
from an economic standpoint, and. second, the capacity of 
the individual or individuals involved.

There is, of course, but one way to accurately estimate 
future conditions, and that is by studying the past. That 
is the only gauge at his disposal. The pendulum swings 
both ways. A careful study of the record and earnings of 
the business over a given period of time, combined with a 
real knowledge of economic conditions generally, should 
furnish facts which will give the credit officer a pretty 
clear indication of what to expect from the future and 
should also give a fair picture of the capacity of the indi
viduals.

Rut where do we stand now? Supposing the balance sheet 
has furnished sufficient facts to warrant the conclusion that 
the business is sound from a financial standpoint, and sup
posing there are sufficient facts to justify the conclusion

that the personnel of the applicant has capacity, and that 
economic conditions are such as to make it reasonable to 
assume that the particular transaction in question can be 
successfully carried out; can the credit officer rest at this 
point and render his decision?

My answer to that question is “No.”  He has failed as yet 
to investigate the most important factor of the entire trans
action, namely, the character of the personnel of the appli
cant.

The derivation of the word credit implies credulity, 
worthiness, confidence, honesty and integrity. How can 
these intangible elements be analyzed and assessed at their 
true value? It is a task that requires genius of the type 
that can read the mind of man. Our conclusions on this 
point are at the best based upon a weak foundation.

It has been my experience, and that of every banker, that 
the majority of men are honest outwardly because there 
has never been an occasion when their honesty was put to 
an acid test.

The man who is fundamentally honest is the man who. 
when faced with business disaster, accepts his misfortune as 
a cross, but does not permit it to crush his fine moral fibre. 
How few men there are of this type amongst the millions 
every banker knows.

Desperation causes many so-called honest men to become 
dishonest over night. Their false vanity and foolish pride 
destroy their sense of fair play, and as a result they are 
ultimately found listed in the category where they belonged 
from the start: that of the dishonest debtor.

How this problem can be successfully solved is a question. 
The facts available upon which to base a conclusion are 
never conclusive in character. An investigation of the past 
history and conduct of the individuals involved are the only 
means apparent. We should, however, investigate these 
facts with the utmost care.

The world at large heralds Socrates, Aristotle, Plato and 
other philosophers as great because of their illuminating 
metaphysical essays on the human mind. I contend, how
ever, that the greatest philosopher is yet to appear, and 
when he does he will be a banker who has the ability to put 
in print the workings of the human mind as they have been 
disclosed to him in his daily contact with men.

Such a philosophy would be a revelation to the Spinozas. 
the Bacons, and to our present-day philosophers, as it would 
show beyond question of a doubt resultant reasonings which 
these great men never even dreamed of.

It has been said that the most successful banker is the 
man with the ability to select and foster honest and success
ful business men whose credits are bhsed upon capacity and 
integrity rather than upon assets. There is food for thought 
in that statement.

To sum up, I would say that the financial statement fur
nishes a scientific and substantial means for determining 
the real condition of the credit seeker. When it is honestly 
prepared it accomplishes this result and fulfills its real pur
pose. However, we should appreciate the fact that it is not 
conclusive in itself and that we must look beyond it for 
evidence of that intangible keystone of all credits—charac
ter. Without character and integrity in the individual, 
financial statements are of minor importance, regardless 
of the ratio between assets and liabilities.

Committee ^  Officers- R eports—National Bank Division
Death of President of Division, C. W. Carey, President 

First National Bank, Wichita, Kan.— Address Read 
by E. A. Onthank, Vice-President.
E. A. Onthank, Vice-President of the Division: D eleg a te s  and G u ests

o f  th e N a tion a l B a n k  D iv is io n :  As Vice-President of our Division it be
comes my sad duty to announce the death [on Oct. 22] of our esteemed 
President, Charles W. Carey of Wichita, Kansas. Mr. Carey was taken 
ill in the early part of this summer and left on an extended trip in the 
hope that through the change and rest he would meet with a recovery.

Many of us knew that his condition was such that he would be unable 
to attend this convention, but it was a great shock to us on our arrival 
in this city at the opening of our convention to realize that he had gone.

Your Executive Committee has done everything possible to express the 
sympathy of our Division to Mr. Carey’s family and I now ask you all 
to rise and stand for one minute in silent meditation for Mr. Carey.

[The Division stood in silent tribute for one minute.]
Vice-President Onthank: The program for this meeting was arranged

by Mr. Carey with the co-operation of our efficient Deputy Manager, Mr. 
Mountjoy.

Many of us who knew Mr. Carey and have worked with him and feel 
his loss, believe it would be his wish to have this meeting carried on 
in accordance with the original arrangement. Mr. Carey was to have 
opened the meeting with his annual address as President of the Divis
ion. In his absence I will read his message for him.

“ The year 1927— now drawing to a close— marks an epoch in the his
tory of the National Banking System. Without disturbing the tried 
and sound fundamental principles laid down io r  its guidance more than 
sixty years ago, new life was injected into it by the enactment of the 
McFadden-Pepper Bank Law. This achievement, after several years of 
effort, is a source of great satisfaction. Thus made more effective, and 
with its field of activity measurably broadened, the National Banking
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System supported by the Federal Reserve System is acknowledged today 
by leading financiers of the world as the peer of all financial systems.

M cF a d d en  A c t
“ It is proper that acknowledgement be made to those who assisted 

in the work incident to the modernization of this law. First must come 
Honorable L. T. McFadden to -whose untiring zeal the major credit must 
be given for what has been accomplished. A just tribute and a highly 
proper one at this time is to acknowledge the obligation of this Division 
to him. Grateful acknowledgement must be made also for the assist
ance rendered by the Treasury7 Department of the United States, and par
ticularly the Comptroller of the Currency, Mr. McIntosh. Likewise, the 
Federal Legislative Committee of the American Bankers Association was 
very helpful and thanks are due also to many individual bankers who 
contributed so generously of their time and their ability to secure 
enactment of this law.

“ So much has been written in explanation of the McFadden-Pepper 
bank act that it is not necessary at this time for your president to 
point out or specify the numerous advantages it carries. However, most 
gratifying and worthy of special mention is the change in the atttitude 
of the banks themselves toward the Federal Reserve Act and the pre
servation of our National Banking System. For years national bankers 
viewed with disquieting thoughts the spectacle of prerogatives being 
swept away one by one and their ability to serve their clients fully 
being gradually lessened. They7 looked with alarm upon the growing 
disparity between the powers of State banks and those of national banks 
and the consequent narrowing sphere within which the latter were com
pelled to operate.

“ Happily, however, this situation has changed and the future of our 
National Banking System is now more completely assured. Already the 
denationalizing of national banks has ceased and some of the largest 
and most powerful State banks, not theretofore members, have entered the 
Federal Reserve System, and an increasing number of State banks have con
verted into Nationals. Therefore, we have a great deal to congratulate 
ourselves upon today and we may well feel that a distinct advance in 
national banking has taken place during the current year.

“ In the field of the fiduciary, too, considerable progress is noted. 
More than one-fourth of all national banks now hold permits to exercise 
trust powers and to maintain trust departments. Latest reports show 
that out of approximately 7,800 national banks 2,300 have been author
ized and that more than one-half of that number are engaged in the 
performance of actual trust work. This is a very creditable showing and 
indicates satisfactory7 progress.

“ The advisability of entering the fiduciary field becomes more ap
parent each year. It offers an unusual opportunity7 to the national 
bank which w7ill properly equip itself to handle the work in a successful 
way. Likewise it makes available to the public a service the value of 
which is more generally recognized today7 and which by its very nature 
is destined to be availed of by an infinitely greater proportion of our 
people. Trust departments of national banks functioning under laws 
enacted by the National Congress, and under regulations laid down by 
the Treasury Department of the United States subject to rigid Federal 
and State examinations, and guided by the experience and business judg
ment which has characterized other phases of national banking, should 
continue to attract a large percentage of the ever-growing trust-creating 
public.

“ In addition to the acknowledged greater efficiency of corporate ad
ministrations, the costs of such make a strong appeal. They are shown 
to be considerably lower than the average incurred by individuals. The 
availability also of the national bank in a trust capacity attracts favor. 
There are numerous towns and cities and rural districts in which there 
ire national banks, but no other corporations with fiduciary powers, 
where people wish to create trusts and appoint executors, trustees and 
guardians. It is obvious, therefore, that national banks are in a posi
tion to not only carry fiduciary services into every nook and corner of the 
United States, but that the advantages of so doing will accrue alike to 
the public and to the banks.

“ Aside from the McFadden-Pepper Bill no measures directly affect
ing national banks were given serious consideration by Congress in its 
last session. A number of measures were introduced, but not acted 
upon. Guaranty7 of bank deposits, a topic which furnishes a great deal 
of political provender, was the subject of a number of bills introduced, 
but at no time threatened serious trouble. It goes without saying that 
the guaranty of bank deposits will always be a fruitful subject for am
bitious politicians. Notwithstanding the fact that it has proved an entire 
failure in every State in which it has been tried, still it possesses that 
attractive feature, which appeals to all mankind, of getting something 
for nothing at the expense of somebody else.

P r o p o se  to  P ro v id e  F u n d  to  S ave W e a l  B anks
“ In this connection might well be mentioned a proposal which, though 

in no sense a guaranty scheme, is thought of as possibly affording greater 
protection to depositors in national banks. It emanated from Wash
ington and was outlined in one of the well known financial publica
tions several months ago. It was given wide publicity and was sug
gested as a possible additional safeguard for depositors. It would pro
vide a fund of fifty millions of dollars, which would not be reduced at any
time, to save weak banking institutions and to prevent failures.

“ Briefly7 summarized, but not worked out in detail, the idea advanced 
is that when the capital of a bank becomes impaired and the loss is not 
immediately made good, the Comptroller’s office would close the bank, ap
praise the assets and dispose of such of them as are salable at par, bor
row from the fifty million dollars funds a reasonable amount, on
the remaining assets and with the funds thus gathered pay off as large 
a percentage of the deposits as possible. The bank would then be liquidated 
in due course, the amount borrowed plus 6 %  would be returned to the 
revolving fund, and out o f the remainder of the assets the last of the 
creditors would be paid and the balance turned over to the shareholders. 
The theory is that were the Comptroller permitted to step in at the first 
sign of impairment of a national bank and before actual insolvency, the 
loss to creditors would be practically nothing.

“ The plan is not a guaranty, for conceivably7 there might be instances 
in which the assets, even though taken immediately upon discovery of the 
impairment of the capital, would not be sufficient to pay all creditors. 
Apparently it is felt, though, that in practically every instance the assets, 
together with the additional liability of shareholders, would make pos
sible full payment of all obligations.

“ The question of securing the fifty million dollars has not been given 
much consideration, although it has been suggested that it might be ob
tained either from direct appropriation or through amendment to the Federal 
Reserve Act making it possible for that amount to be taken from the sur
plus fund of the Federal Reserve System. It is not in any way proposed 
that the strong national banks should be made to pay for the protection 
of the wreaker members of the system. It is understood that the Comp
troller of the Currency has not passed upon or given his approval to any' 
plan of this character.

“ This proposition has been disci ssed by the Executive Committee of 
the National Bank "Division and there is considerable variance of opinion 
on the advisability and feasibility of the plan. I may say, however, that 
this Committee, including y7our President, recognizes the fact that any ad
ditional protection or safeguards which can be given to depositors in banks 
should be provided. Bank failures have been so prevalent and have resulted 
in such heavy losses during the past few years that bankers who are alive 
to the deenands of the time all recognize that everything possible must 
be done to make deposits secure. A great advance has been made by 
the Comptroller’s Department in recent years in the examination of na
tional banks, and the conscientious bankers of the country are devoting 
their efforts in every way possible to correct fallacious banking methods, 
but there is still room for improvement.

R ed u ctio n  in S ize o f  P a p er  C u rren cy  O p p osition  T h ere to

“ Another problem to which your Executive Committee has been de
voting some time and consideration is the proposition of the Treasury7 
Department to reduce the size of paper currency. This plan provides 
for the reduction in size of all classes of currency except national bank 
notes which are to be left in their present dimensions. The Executive 
Committee has taken the position that this would produce a very cumber
some currency. It would be extremely inconvenient and tedious to 
handle, and would operate against the popularity of national bank cur
rency on account of the disparity in size. A most earnest protest has 
been filed with the Treasury7 Department against any change in the size 
of currency unless national bank notes are included.

“ The opinion has been advanced from some sources that the known 
attitude of the Treasury Department in opposition to national bank 
note circulation is one of the reasons why two sizes of currency are 
planned. National bank notes being larger would undoubtedly become 
unpopular as a circulating medium and automatically be forced out of 
circulation. I t . must be recognized by national bankers that it is a mat
ter of only a few years until all United States bonds available as se
curity for national bank circulation may be retired. The three classes 
of bonds which may be employed' for that purpose are about six hundred 
million dollars of U. S. Consols callable in 1930 ; fifty million of 
U. S. Panamas due in 1936 and twenty-six million of U. S. Panamas due 
in 1938. All of the Panama bonds are callable at any interest payment 
date and may be retired at any time. It would seem to be not an un
reasonable request on the part of the national banks that during the com
paratively few years they are yet sure to have natienal bank circula
tion it be not unfairly discriminated against.

D eclin in g  B a nk E a rn ings— G o v ern m en t as C o m p e t i to r

“ For a number of years banks have been confronted with gradually 
declining earnings. One of our problems, therefore, is the rehabilitation 
of our institutions to such an exteiit as to insure their continued existence. 
This reduction in earnings is brought about largely by a supply of credit 
funds greater than the demand, and this, in turn, is due in a great measure 
to the gradual encroachment of our Government upon the business of lend 
ing money. If Our Government presumed to become a competitor in other 
lines of business to the same extent that it is now in actual competition 
with banking there would be such a wave of protest as would cause our 
legislator politicians to take notice and put an end to the constantly 
increasing practice of passing laws to the advantage of certain classes 
of business and to the detriment of other classes. It is not the function 
of Government to give special advantages to any groups. Rather it is 
the function of Government to regulate the activities and practices of 
individuals so as to give equal opportunity to all. The economic balance 
of our nation rests upon the success of individual effort, and each viola
tion of that underlying principle makes the balance proportionately more 
difficult to maintain. The common good is aided most by observance of 
the principles for which Government was created, and I rest securely 
in the belief that with their guidance we cannot fail.

“ Now, as I approach the time for passing over to other hands the 
responsibilities of the presidency of the National Bank Division of the 
American Bankers Association, I experience a feeling of relief, and I 
confess also a feeling af regret. The presidency of this Division en
tails much work and sacrifice, but it is not without compensations. It 
has made me very happy, indeed, to have the opportunity to work with 
the whole-hearted and always reliable gentlemen who have assisted me, 
and to meet more frequently and become better acquainted with the 
staunch and generous members at large. Their interest in the work of 
the Division, and their contributions to the successes achieved call forth 
instinctively my highest praise and my warmest personal thanks. I wish 
for my successor nothing better or more comforting than their continued 
good will and support.”

Tribute to Late President C. W. Carey.
Mr. Onthank, National Bank Division: I would like to present W. LI.

Harrison, President of the Union National Bank of Wichita, a brother 
banker from our esteemed President’ s home town. He has a message 
to us from his associates. It gives me pleasure and a great privilege to pre
sent Mr. Harrison of IVichita.

Mr. W. H. Harrison: M r. P r e s id en t, L a d ies  and  G en tle m en : Just a
few words, if you please, about Mr. Carey and his home town. Mr. 
Carey entered the banking business in Wichita thirty-five years ago 
with a capital of $25,000 and three employees in the bank. When he 
left us he had the largest bank in the State with a capital of $1,000,000 
and a surplus of $1,000,000. I think that of itself is a notable achieve
ment in banking history.

In the City of Washington at this time is an old colored man who
is president of a large negro life insurance company. He was the first
janitor of Mr. Carey’s bank. I mention this because in all the years
succeeding, Mr. Carey kept in close touch with him and frequently gave
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him business advice and helped him rise to the position which he 
has attained.

There was one distinctive feature about Mr. Carey as a banker to 
which I owe a lesson, and I think that many of us here can learn a 
lesson from it. Never at any time did he become confused between the 
relation of deposits and of loans. Never at any time did he grant 
a loan because a .man had a good account with him. I personally know 
of one case where a bank not far from Wichita had for years carried a 
ballanee averaging $200,000 in that bank, and the president of that 
bank applied for a personal loan of $10,000 with collateral that would 
ordinarily pass scrutiny, but it was tight times in the banking business 
at that particular period, and Mr. Carey turned down that $10,000 loan 
with the simple statement that the collateral was not sufficient.

He thought that he performed his duty to his depositors by always 
having their money ready for them if they wanted it, and he had no
other obligation to them than good service. When it came to making
loans, they were made on the merit of the loan and not on what busi
ness the customer did with the bank. As a result of that policy and his
keen understanding of the banking business, Mr. Carey built up a bank 
that was second, perhaps, to none in the United States, at least few would 
claim to exceed it, in the character of its assets and the liquid nature 
of its business.

We of Kansas and Wichita, his home town, were all proud of him as 
a very able, conscientious, capable banker. In addition to that those 
of us who knew him loved him as a man. We knew that he was the 
soul of honor, that he had the highest sense of integrity and while he 
might sometimes have seemed cold in his business relations because
people did not understand the principles that actuated him, in his pri
vate life and social relations no one could have been more pleasant or 
agreeable, and no man could have created more friends, as those of
you who knew him are well aware.

So in Wichita and Kansas, we feel that we have lost not only a
leader and a shining light and an example in the banking business, but 
that we have also lost a close personal and highly esteemed friend.

Vice-President Onthank: Mr. Harrison, we thank you for your as
sistance in helping us pay the tribute we all wish to pay to Mr. Carey.

One of the many problems of bankers today is the proper employ
ment of surplus funds. With the steadily increasing volume of idle
money, more and more banks are seeking outside investment market. 
We are fortunate in having with us one who has made a study of bank 
investments, and it gives me great pleasure to present Mr. H. C. Nichol
son, National Bank Examiner, now President of the Packers’ National 
Bank of Omaha.

Report of Committee on Resolutions.
Mr. W. C. Wilkinson (Charlotte, N. C.) : We have only three resolu

tions. May I ask, on behalf of this Committee that you call for a sep
arate and rising vote on the first resolution, which will refer to our be
loved departed President.

T r ib u te  to  L a te  P r e s id en t  C . IV. C a rey
‘ ‘It is with unspeakable sorrow that the National Bank Division o f the 

American Bankers Association, in annual convention assembled, learns o f 
the death o f its President, Charles W . Carey. His long service in the 
American Bankers Association, and in the National Bank Division thereof, 
made him a familiar and a popular figure at bankers’ meetings. His years 
o f  labor developed for him a wide circle o f staunch friends and acquaint
ances, who knew him at work and at play; to whom he became endeared 
for his cordial and considerate manner, but whose esteem he held chiefly 
because o f the earnestness o f his efforts wherever directed, and because of 
the strength o f his convictions.

“ The pages o f  American Bankers Association and National Bank Division 
history hold many evidences o f  the high character o f  M r. Carey’s work and 
the accomplishments o f those organizations bear the multiple impress o f  the 
splendid service he gave. His contributions aided materially in attaining 
the goal set, and his genial manner warmed the atmosphere o f  the entire

“ The officers and the entire members o f the National Bank Division 
mourn the passing o f  that noble soul, thankful, however, that his example 
and the memory o f his unselfish devotion to duty and his friends and to his 
ideals will strengthen our purposes and stimulate our loyalty to our trusts.

“ R E S O L V E D , That these resolutions be made a part o f  the minutes o f  the 
National Bank Division and that a copy o f them be suitably engrossed and 
sent to the members o f  his fam ily.”

[The resolution was accepted by a rising vote.]
Mr. Wilkinson: The second resolution which we desire to present can 

be voted on with the other one which we will bring before you.

O p p o s itio n  to  R ed u ce  in  S ize  o f  P a p e r  C u rren cy
“ The announcement made by  the Treasury Department, sometime ago. 

that currency is to be reduced in size to  about four-fifths o f  its present 
dimensions, gave rise to much comment and speculation. There is a large 
group o f people outspoken in their declaration that the inconvenience and 
expense o f handling two sizes o f  notes for overshadow all tne advantages 
which could possibly arise.

“ A  disturbing feature o f  the plan is that while all other notes are to be 
made smaller national bank currency will remain unchanged. This must 
unecessarily mean two sizes o f currency in circulation continuously or the 
elimination o f national bank notes in 1930 when the United States two 
per cent Consols bearing the circulation privilege m ay be retired. One of 
these contingencies would oe sure to arise with the adoption o f the Treasury 
Department plan, and both o f them are looked upon with a great deal o f 
disfavor.

“ The reasons for opposition to the use o f  two sizes o f  currency are so 
obvious as to require no elaboration. Also, the elimination o f national 
bank notes is not called for by  any sound economic or financial policy. On 
the contrary, there are numerous reasons why national bank currency 
should be retained.

“ The National Bank Division o f the American Bankers Association, in 
annual convention assembled here to-day respectfully, but with a strong 
conviction o f the correctness o f its position, expresses its opposition to this 
plan and to any other plan which seeks to change the size o f  less than all of 
our currency, or which contemplates the retirement o f  national bank notes.

“ It is directed that a copy o f this declaration be sent to the Secretary o f the 
Treasury, to the Governor o f  the Federal Reserve Board, to the Comptroller 
o f  the Currency, and to the Chairmen o f the Banking and Currency Com
mittees in both houses o f  the United States Congress.”

The third resolution is as follows:
“ The National Bank Division feels deeply indebted to the several speakers 

who addressed the convention in such masterly style. Their presentations 
were timely and highly informing and their value to members o f the Division 
is inestimable.

“ T o the banks and bankers o f Houston, also, the National Bank Division 
acknowledges its lasting obligation. Their extensive preparations and their 
untiring efforts joined to make this occasion epochal in the history o f  the 
Division. Their cordial welcome and their generous hospitality stamp upon 
the minds o f the members o f the National Bank Division an indelible and 
happy recollection o f the Houston Convention.

W. C. WILKINSON, C h airm an ,
H. J. HASS,
R. E. HARDING.

[A motion to adopt the balance of the report was seconded and carried.]

Report of Nominating Committee— Newly Elected 
Officers.

Mr. C. J. Lord, Olympia, Wash.: M r. C hairm an and G en tlem en  o f  the  
D iv is io n :  Your Committee on Nominations beg leave to report and to
place in nomination for the consideration of the Division:

President, E . A . Onthank, President, Safety Fund National Bank, 
Fitchburg, Mass.

Vice-President, E . H . Sensenich, President, W est Coast National Bank. 
Portland, Oregon.

Members National Bank Division— Executive Committee for three years:
First Federal Reserve District, E . S. W olfe, President, First National 

Bank, Bridgeport, Conn.
Fifth Federal Reserve District, Alan T . Bowler, Vice-President, American 

Exchange National Bank, Greensboro, N . C.
Seventh Federal Reserve District, Gwynn F. Patterson,Vice-President, 

Indiana National Bank, Indianapolis.
Twelfth Federal Reserve District, Arch W . Anderson, Vice-President and 

Cashier, Los Angeles-First National Trust & Savings Bank, Los Angeles.
For term ending 1928:
Sixth Federal Reserve District, Robert Strickland, Jr., Vice-President, 

Fourth National Bank, Atlanta, Ga.
For term ending 1929:
Eighth Federal Reserve District, A . O. Wilson, Vice-President, State 

National Bank, St. Louis, M o.
[The report was unanimously adopted.]
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Adjusting Banking to Changing Conditions
By D an V. Stephens, President of the Fremont State Bank, Fremont, Neb.

Conditions.
Whenever a financial disturbance occurs the attention of 

the people is directed to any weakness that may exist in our 
banking system.

For a half century or more students of banking have un
derstood the necessity for the mobilization of reserves for 
use in times of depression or financial disturbances in order 
that business may continue as usual. The panic of 1907 was 
directly the cause of the creation of the Federal Reserve 
System. The deflation resulting from the World War has 
demonstrated another weakness in our banking system. 
This weakness has been apparent to students of banking 
everywhere for many years.  ̂ Evidence on every hand proves 
beyond a question of doubt, that our financial ills are due 
to the ineffective banking departments of the States and 
nation. The banks of the country are creatures of the State 
and nation and they exist and function through charters 
issued by banking departments and these departments have 
power of life and death over them.

Throughout the United States since deflation began seven 
years ago there have been more than four thousand bank 
failures, which have tied up a total of over one billion dol
lars in deposits, 50% to 75% of which will be a total loss to 
the depositors. In addition to this staggering loss, other 
billions have gone into hiding through the withdrawal of 
deposits by timid people who lost confidence in our banking 
institutions.

The authority for creating banks is vested by legislative 
bodies in the State and nation. The bankers have nothing 
whatever to do with the issuance of bank charters. They 
are not responsible for the failures of the last seven years.

The business of the country is now being conducted by 
approximately four thousand less banks than existed seven 
years ago. The business no doubt could be conducted in a 
perfectly satisfactory manner if we lost four thousand more 
banks, if these losses could be taken without dealing to the 
remaining banks and the country a staggering blow.

In other words, the first and primary cause of bank fail
ures is the excessive number of banks created by the various 
State banking departments and the Comptroller of the Cur
rency.

The second cause is attributable to the inefficiency of 
bank supervision by the banking departments. This is not 
a criticism of the officials now conducting the various bank
ing departments of the country, nor of the Comptrollei of 
the Currency, but it is a criticism of the system which they 
employ and which has been employed for many years in the 
conduct of their business.

So we have in these two causes an explanation of the wide
spread disaster that has come to various communities of this 
country during the last seven years of deflation through 
bank failures. Remove these two causes: first, by limiting

the number of the banks to the needs of the country, and, 
second, by adequately supervising those that are created, and 
bank failures will disappear. There can be no other causes 
for this condition excepting those enumerated. Deflation, 
untoward circumstances that have arisen, local conditions 
that may exist, all, of course, contribute to an aggravation 
of the situation that was originally produced by one of the 
two above causes, viz. too many banks or too poor super
vision.

Therefore, the next step in the consideration of this sub
ject should be directed toward a remedy. What is the rem
edy? How can we secure it? Where shall we commence? 
These are pertinent questions and will constitute the basis 
of my further remarks on this subject.

The Rem edy.

The remedy lies first in the mere voluntary act of the 
various banking departments in restricting charters to ac
tual needs, and the fact that banking departments have 
never been able to do this thing, regardless of the power they 
possess, is proof of the need of legislation that wTill take the 
granting of charters out of the control of political appoin
tees.

It is impossible for a continuous business-like administra
tion of the banking department so long as that department is; 
in the control of a political appointee of the Governor or the 
President. Additional machinery is necessary. The crea
tion of an entirely separate banking board with a continu
ous existence independent of the Governor or President, with 
power to grant charters for banks, would cure to a very 
large extent this situation from which we now suffer. An 
independent banking board for each State, made up in the 
manner the Federal Reserve Board is constituted, wmuld 
guarantee to the banking business of the country an intelli
gent consideration of the subject of granting charters.

In my own State of Nebraska we have at the present mo
ment something like 800 State banks. We should have pos
sibly not to exceed 400. We have lost approximately 200 in 
the last seven years, which made our grand total just a little
less than 1,000 banks when deflation began its deadly work. 
This excessive number of banks—one to every 1,250 inhabit- 
a tits—has been the main factor in producing failures.

One little town of Dix. Neb., with 200 population, at one 
time had four banks. It now has none and probably does; 
not require any. The stupidity of a banking department in 
granting charters in such reckless fashion is apparent and 
it is also proof conclusive that a political banking depart
ment cannot be entrusted with this power. There are hun
dreds of towns throughout the Middle West with less than 
a hundred population that have banks, and these banks are 
ao small that, if they render any service practically at all 
excepting to furnish change for the people, their very exist-
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t iice is in danger, and certainly such banks cannot stand 
through a period of depression, and thousands of them did 
fail.

The national system of granting charters and supervising 
banks is no doubt on a much firmer and stronger footing 
than are the various States, but even the nation system is 
subject to very grave criticism not only in regard to grant
ing of charters but in regard to their method of supervision.

The majority of failures, however, that have come to the 
country are confined largely to the Middle West and the 
South. This territory covers a vast area of the United 
States and the losses that have arisen out of these failures 
ha\ e bever been totaled and never will be, but it is safe to 
say that the losses have been staggering, and paralyzing in 
their effect, and, in passing on to a further consideration of 
the remedy, I wish to say that, in my judgment, these losses 
have been wholly and entirely unnecessary and could have 
easily been remedied.

Supervision of Banks.
The supervision of banks as they exist to-day is ineffec

tive as shown by the results obtained. W hy is it ineffectiveV
Now, contrast the position of the examiner under a Clear

ing House association with that of an examiner from the 
Comptroller’s office or the office of the State banking de
partment. Such official examiners are capable (just as 
capable, no doubt, as the Clearing House examiners), but 
they are not permanently assigned to a location and charged 
with responsibility of maintaining or improving the status 
quo of the banks of that locality. They are not made re
sponsible to a local organization that is deeply interested in 
the welfare of every bank within the organization. They 
report to their respective superiors the result of their exam
inations and move on to other places. Their superiors at 
their respective banking departments attempt to enforce the 
findings of these itinerant examiners at long range and with 
varying results.

The examiners’ reports are usually made up after they 
leave the banks they examine and the bankers generally do 
not know the sort of report the examiner is going to make 
until he receives a copy of it later on from the banking de
partment. The result of this practice has encouraged the 
examiner to avoid a controversy with the executive of the 
bank and Ills board of directors by keeping from them, until 
he has gone, the result of his findings.

When a copy of the report is finally received by the bank, 
if it is exacting and not in harmony with the views of the 
bank officials, they immediately appeal to the banking de
partment over the examiner's head and, as a rule, they either 
modify the findings of the examiner or succeed in going 
ahead in their usual way.

W e are informed that the Comptroller of the Currency 
has now reversed his former position on this subject and is 
exacting from the examiners the practice of laying before 
the boards of directors and the managers of the banks their 
reports before they are mailed to the Comptroller. This 
gives the boards of directors and the examiners a chance to 
fight out the controversy face to face and agree upon some 
plan and avoids the haphazard method to some extent of 
attempting to regulate banks through the findings of an 
examiner by a total stranger to the locality, hundreds of 
miles away.

But, taking it all in all, the entire system of both Federal 
and State examinations has been exceedingly ineffective. 
Failure and corresponding losses have resulted on a vast 
scale throughout the entire country, but principally in the 
Middle West, where small State banks have been chartered 
at most every crossroad, until competition has become de
structive.

The Remedy.
The remedy is clear and it is within reach without the 

necessity of additional legislation and without the consent 
of anyone. All we have to do is to readjust our viewpoint; 
change the method of approach by adapting the banking 
departments of the various States and the Comptroller of 
the Currency, to the Credit Clearing House Examiner idea. 
But this idea cannot be brought about through voluntary 
associations, but the banking departments of State and

nation can bring it about by the simple act of permanently 
locating examiners in banking districts around commercial 
centres and making them responsible for the banks within 
such districts.

The permanency of the examiner's position and his as
sumption of responsibility for his acts are the two vital fac
tors in the success of this plan. This, of course, does not 
in any way release the banking department of responsibility, 
but it does make the examiners accountable for their acts 
to the department, and the moral force of the Clearing 
House is ever present.

Every district surrounding a commercial centre should 
organize a Clearing House association, not for the purpose 
of clearing checks, but for the clearing of educational ideas 
on better banking practices and for the purpose of furnish
ing organized bodies for advisory purposes. It will enable 
the official examiner to have an executive committee, cre
ated by the Clearing House association, to w’hich he can 
appeal for support in solving some difficult problem of local 
interest. This committee would afford an excellent buffer 
for the banking department when local controversies arise 
that can best be solved through the joint action of the mem
bers of such a committee.

The results of such a plan of procedure will be about as 
follows:

The viewpoint of the exam iner under such a system w ill be entirely 
changed. Responsibility and th e  perm anent character of his employment a t  
a better salary w ill cause him to  act w ith greater care and greater effi
ciency. There w ill be no opportunity to hide behind his superiors. He 
will be compelled to defend his actions a t every tu rn  of the road and watch 
the results of the enforcement of his recommendations. He w ill now be as 
keen to  make the bank a safe institution  as the m anager of the bank. He 
will attem p t to  enforce sound banking practices and w ill aid in securing 
the paper and m aintaining the bank in a solvent condition so th a t  i t  w ill be 
able to  w eather any kind of a storm . He does th is  because he can’t  run 
away from his responsibility. He can’t  perm it a bank to get in a bad 
condition w ithout ruining his own reputation as an examiner. He can no 
longer say: “ I told th e  D epartm ent th a t Blank’s bank was in a bad way
and they paid no attention  to me. If th e  D epartm ent had followed my 
advice i t  would not have happened, etc.”  He can’t  say th a t under the new 
order of things because he is on the job and he is in full control and re 
sponsible to the Banking Departm ent, as well as to  the Clearing House 
Association. He can’t  “ pass the buck” to  anyone. He can’t  afford to do 
anything b u t his level best for the reason the Clearing House is always back 
of him and ready to add to  his salary and make his position w orthw hile if 
he is able to keep the slate clean. He has every incentive to  become a 
great exam iner and to  m ake his d istrict a great banking centre of solvency 
and public confidence.

Instead of being m erely an irresponsible critic  m aking reports to his 
departm ent and moving on, like the old tim e “ boarding around” school 
teacher, w ithout a w orry about the bank he examines, under the new plan 
he becomes a co-partner in effect w ith the bankers of his d istrict and w ith 
lull power to act. The fact th a t  he is perm anently located in the d istrict 
with the possibility of being adequately paid gives him the am bition to 
become fully and thoroughly acquainted w ith the borrowers of the distric t 
and w ith th eir signatures. In other words, he becomes a thorough credit 
man for the banks of the district.

Lastly, bu t not of the least im portance, is the ease w ith  which a credit 
bureau is established autom atically and legally by this official exam iner.
1 or many years the greatest effort possible has been made in various lo
calities to  establish credit bureaus. They are invariably voluntary associa
tions and are only beneficial to those who join them , and th e ir efficiency 
Is often reduced b\ th e  fact th a t there are always some banks who w ill not 
join them . This is all done away w ith under the  new plan because the 
examiner becomes autom atically his own credit bureau. He can card-index 
the borrowers of the d istrict and furnish inform ation to  the banks th a t are 
entitled to have it of all duplicate borrowers through a perfectly ordered 
credit bureau.

He is required by law to preserve inviolate th e  privacy of the  reports he 
makes. These he can guard and protect, b u t there is a latitude for his 
operation in  this respect th a t w ill enable him  to  furnish facts about dupli
cate borrowers th a t will conserve the interest of banks and w ithout in the 
least violating the sp irit or le tter of the  law. He can do this  w ithout any
one’s consent and such a credit bureau includes every bank w ithin his 
distric t which he is lawfully called upon to examine.

There are other steps, of course, that the examiner should 
take, but these are outside of the province of the Clearing 
House association, as the examiner is a legally constituted 
official, and his acts are wholly subject to the direction of 
the banking department, but with a thorough understand
ing with the banking department that it is co-operating with 
the association in carrying out this idea of Clearing House 
examinations, there need be no difficulty experienced bv 
virtue of what might appear to be two sources of authority. 
There can be no conflict, as the Clearing House association 
is without legal status, but the moral force of the associa
tion can be effective and constructive in character. Even a 
conflict of opinion over some mooted question has its advan
tages because, out of the debate, a solution of the problem 
in question may be obtained.
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New Objective of Examiner.
The examiner, of course, will no doubt be influenced by 

the program tiiat the association conceives to be effective 
and practical and which, no doubt, would harmonize with 
the best ideas of procedure on this subject.

Under this system the examiner should forget his old 
practice of merely grinding out so many examinations a day, 
at so much per, in the manner of a space writer in a news
paper. There are higher objectives to be obtained than 
merely examining banks. It is very much more important 
to keep them solvent. The mere examination of a bank 
does not improve conditions in the least. It is the construc
tive work on the note case, coupled with sound banking 
practices, that will be worth while. The examiner can keep 
banks solvent if he is capable and efficient.

Therefore, we conceive it to be the duty of the examiner 
under entering on this program to forget his old methods of 
procedure and take the reports that have already been made 
upon the banks included in his district and classify the 
banks. By the process of elimination he will find that cer
tain banks do not require immediate attention. This does 
not mean that he should not drop in on his rounds of visit
ing, touching lightly here and there as the circumstances re
quire, but it does mean that he should strike at the weak 
points first. The reports will show him the banks that are 
struggling along and needing help. It should be his aim and 
his solemn purpose to relieve the distress in such banks 
immediately by using every known practical method of im
proving the bank’s note case and after this has been done, 
turn his attention next to the second step, viz. increasing 
its earnings.

The average bank has sources of income now which are 
untouched. A  clever bank examiner will point the way to 
these sources and utilize them through service charges and 
otherwise. He can influence competing banks to take these 
steps of salvation.

He will find in small towns two and three banks, all oper
ating at a loss. By careful application of sound business 
teaching he will soon be able to consolidate some of these 
banks into stronger institutions, thus rendering a very great 
service to the bankers themselves, as well as to the people 
of these various communities.

As a result of the method of doing the necessary w|prk 
first, he can give a great deal of time to this rejuvenation 
work, instead of extravagantly using his time striking bal
ances in banks, which primarily is not profitable work. 
This does not mean that balances should not be taken and 
reports should not be made, but it does mean that the impor
tant and necessary things should be done first. Our troubles 
do not arise from poor bookkeeping, but rather from poor 
note cases and lack of revenues.

What is the object of the State in examining banks, any
way? W as it not originally designed that banks should be 
examined for the purpose of seeing that they were perform
ing their functions? Notwithstanding this great purpose, 
the various banking departments of the country seem to 
have completely lost sight of the main objective and have re
duced our activities merely to that of auditing departments 
with formal reports to the commissioners of banking, who 
perfunctorily attempt to administer the findings of the re
ports by mail.

Their objective should be that which was contemplated bv 
the Legislatures, which created these banking departments, 
viz. the supervision of banks writh a view of guaranteeing 
the people that they perform their functions.

To do this an examiner must be an executive officer in 
effect. He must sit with the banker in an effort to see 
that these sound banking practices are observed. If not it is 
his plain duty to see that they are observed. If note cases 
are not sound, he should find the cause for these unsound 
conditions and remedy them at the very earliest possible 
moment, even if he finds it necessary to bring the borrowers 
into the bank, one by one. and go to the very root of the 
difficulty. The cause should be removed, whatever it may 
be. and. as a rule, the cause will be found in the unsound 
ideas that the banker possesses in regard to the conduct of a 
bank, and his duty then would be flic replacement of these

ideas of unsound banking with those tiiat will produce le t
ter results.

The examiner, living at home with his family, is eon 
tented. He can drive each day to the remotest bank in liis 
d strict; make such casual examinations and such specific 
recommendations as he may see fit and call on probably a 
half dozen banks on the trip, going and coming, completing 
ohter minor details of supervision by keeping in close touch 
with his banks.

Instead of giving up his entire time to this more or less 
useless work of auditing, he gives more of his time to super
vision and administration where it is vitally needed. There 
isn’t one bank in a thousand, which fails, whose failure can 
be attributed to bad bookkeeping. The failure is attributable 
directly to mismanagement and competition. The examiner 
can influence tremendously these factors. He can influence 
the management. He can influence the competition. He 
can raise the qualifications of the banker by carrying on an 
educational program on his numerous visits.

Without doubt the aims and purposes of an examiner, as 
covered in this outline, is in harmony Avith the objectiAes 
that the various Legislatures had in mind when they cre
ated banks and set such restrictions about them as they 
thought would safeguard the people. The trouble has been 
that everybody becomes muddled about these very simple 
matters and the objectives are so hidden and obscure that 
the purposes of the States have been lost.

Experimental District.
In order to demonstrate the feasibility of this plan an 

experimental district has been set up at Fremont, Neb., 
known as the “First Nebraska Bankers’ Credit Clearing 
House Association,” and is now commencing operations. It 
is the first attempt in the United States to utilize the ad
vantages of the city Clearing House Avith examiner through 
the legally established Banking Department.

The State examiner assigned to this territory lives in 
Fremont. He has been provided an office and a secretary 
by the bankers of the district, who are united into an asso
ciation with the above title for credit Clearing House 
purposes.

This association is Avholly v o lu n tary , co-operating Avith 
th e  ex am iner an d  fo r th e  purpose of aiding him  in an a d 

visory Avay w henever called upon to  do so in d iffic u lt cases 
th a t come u n d e r h is  supervision.

The district includes all State banks, of course, because 
the bankers of the district are as much concerned about the 
weak banks as they are about the strong ones, and the ex
aminer. of course, examines them all because he is a State 
examiner assigned to this district.

It is hoped that within a few months from the date of the 
organization of this district the system will be effectively 
working Avith a complete credit bureau in operation and 
possibly with an assistant, furnished by the association, ac
companying the examiner merely for the purpose of aiding 
banks here and there to carry out the findings of the exam
iner. whatever they may be.

The credit bureau will be established at the same time 
under the supervision of this assistant. The information 
gathered from bankers and from the examiner will suffice 
to spot every duplicate borrower and classify him. This 
information Avill be given only where it is needed and to 
those who are interested. It goes without saying that in 
the course of a year these five counties will save tens of 
thousands of dollars that they have heretofore lost.

Banking Departments Can Do It.
What we are attempting to do in this district, with great 

promise of results, can be done by banking departments 
throughout the United States without practically any addi- 
ional legislation at all. It is now within the power of bank
ing commissioners everywhere, practically speaking, to 
apply this policy. They can create districts and establish an 
examiner in each of these districts with responsibility for 
his work and give aid and encouragement to the bankers of 
the district to organize Clearing House associations with 
credit bureaus and assistants, that will make the system 
perfect.
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No Clearing House Association with Examiner now in ex
istence seems to possess any advantages whatever over the 
system we have now established in this district at Fremont. 
The results that have been obtained by these Clearing House 
Associations with Examiner have proven to be highly satis
factory, but there are only 35 of them in the United States 
and they do not affect the great mass of bankers and bank

ing communities, but through this simple method that is 
being demonstrated at Fremont, it would appear to be 
within the range of possibility for the great bulk of the 
States of the Union to have the full benefit of a Clearing 
House Association with Examiner and credit bureau com
bined. The only thing necessary to change is the viewpoint 
of the commissioners themselves.

Archaic Court Decisions A ffectin g  Check Collections
By O. H o w a b d  W o l f e , Cashier Philadelphia-Girard National Bank, Philadelphia, Pa.

A delegate from one of the Southern States to the Demo
cratic Convention held in New York City in 1924, issued 
checks on his own bank in payment of his hotel bill in the 
total amount of about $500. These checks were accepted 
by the hotel, presumably on the theory that the convention 
would make good its guarantee of all such checks issued by 
the delegates, who, owing to the unforeseen time of their 
stay in New York, were compelled to use checks after their 
cash had run out. In any event, the hotel accepted the 
items, which were deposited in a bank in New York City. 
In the regular course of business, the checks were sent to 
a correspondent bank in Philadelphia, and by the Philadel
phia institution sent indirectly to the drawee bank in the 
Southern State under the usual disclaimer. Remittances 
were never received, nor was any satisfactory reply made 
to repeated demands that the checks be covered. The dele
gate, who incidentally was an officer of the bank upon which 
the checks were drawn, returned to his home town, and it 
is presumed tore the checks up. Shortly thereafter, the bank 
failed. The Philadelphia bank, acting upon its disclaimer, 
charged back the items to the New York bank, which in turn 
charged the account of the hotel. Having the right under 
present court law to choose which bank it would endeavor 
to unload a bad debt upon, the hotel on legal advice sued 
the Philadelphia bank, since under Pennsylvania Court de
cisions it is still ruled to be negligent to send checks direct 
to the bank upon which drawn, even of the drawee bank is 
the only bank in its town. The case was won by the hotel 
and, the amount involved being too small to appeal to a 
superior court, the net result is that the Philadelphia bank 
enjoys the distinction and honor of having paid the entire 
hotel and other debts of a delegate in attendance at the 
New York Convention.

The facts are that the hotel accepted checks from a guest 
who, if there is any logic in court rulings, should have paid 
cash. In the regular course of business the checks were 
sent by the Philadelphia bank to the bank on which they 
were drawn, partly to save delay, but chiefly because there 
was no other practical thing to do. In what better position 
would the hotel have been if the checks had been returned 
through banking channels with this perfectly honest state
ment :

“ We cannot collect unless we send the items direct to the bank on 
which drawn, nor can we in any event guarantee the drawee bank will 
assent to  our request th a t they rem it cash.”

No doubt this is what the Philadelphia bank might have 
done, but that is beside the real question, which i s : should 
the bank be legally penalized for taking the only possible 
course to collect, if collection were possible, a debt proven 
to have been bad even at the time the hotel permitted its 
customer to incur it? Unjust and inequitable as such a de
cision seems to be, it is typical of hundreds, if not thou
sands, of other similar cases with which every bank han
dling out-of-town items for its depositors and correspond
ents is familiar.

In discussing the need for adequate legislation to protect 
banks in the collection of out-of-town items, it must be re
membered that we are dealing only with such questions as 
arise from bank failure. In other words, unless a failure is 
involved, all such discussion as to negligence, responsibili
ties. and obligations are purely academic. This must be 
borne in mind as we consider hypothetical or specific cases

which may be referred to in what follows. Lacking definite 
laws on the subject, the courts have always decided these 
questions on common law, and the law governing the rela
tionship between principal and agent producing a situation 
analogous to decisions based on the law merchant before the 
adoption of the Uniform Negotiable Instruments Act. 
There are two methods which suggest themselves as to the 
proper treatment of the problem. Should the remedy be 
along the lines of specific legislation adopted by the vari
ous States, as was the case with the Uniform Negotiable In
struments Act, or should an effort be made to prove that 
banking custom is such that the present common law is in
adequate, inequitable, and archaic? This latter solution 
would be possible, however, only through a test case, upon 
which the Supreme Court of the United States would ulti
mately decide, and since a failed bank must always be in
volved in such test case, it is impractical, if not impossible, 
to bring into the situation by prearrangement all of the 
elements which might insure a clear-cut decision entirely 
applicable to all cases.

Although, as has been stated, there are hundreds of cases 
to which reference might be made, they are all summed up 
in the now famous Malloy Case, decided by the Supreme 
Court on Feb. 18 1924. For our purpose it will be sufficient 
to use this case as a sort of text upon which to base argu
ment and draw conclusions. This famous decision was the 
result of a question which arose between the Federal Re
serve Bank of Richmond and Malloy Brothers, Plaintiffs, 
who sued the Federal Reserve Bank of Richmond to recover 
$9,000. the amount of a check drawn to their order on a state 
bank in North Carolina. The check took the usual course, 
and was remitted for by the drawee bank with a draft 
on another North Carolina institution. Before this draft 
could be collected, however, the drawee bank failed. The 
Supreme Court, although admitting the right to send the 
item directly to the drawee bank, held that the Federal 
Reserve Bank of Richmond should have accepted nothing 
but cash in payment, and its failure to accept anything but 
cash made it liable to the plaintiff, who recovered in full. 
There is nothing in the conditions surrounding this trans
action differing essentially from other cases which have been 
similarly decided. In the opinion handed down, however, 
the Supreme Court has made certain statements which ap
parently have been accepted by bankers and Courts without 
question, although these statements can be easily shown to 
be not in accordance with banking practice.

It is significant to note that the Court frankly admits 
a confusion in State decisions with respect to similar 
cases. For example, quoting the opinion of the Court in 
the Malloy Case:

“ The State decisions in  respect of the liab ility  of a correspondent bank 
to the owner of a check forwarded for collection by the in itial bank of 
deposit are in conflict beyond the possibility of reconciliation.”

Again,
“ The special situation w ith which we are dealing is controlled by a 

definite rule of law, which it  is sought to  upset by a custom to  the con
tra ry  effect. It is not now necessary to  consider the  effect of a custom 
which contravenes a settled rule of law or the lim its w ithin which such a 
custom can be upheld. Decisions upon th at question are in great confu
sion.”

The language immediately following the foregoing brings 
us point-blank to the doubt previously expressed as to the 
facts upon which the Supreme Court based its decision. To 
the quoted language immediately preceding the Court adds:
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“ But whatever may be the doctrine in other respects, certainly a custom 
relied upon to take place of a  settled! principle of law, and therefore to  
have th e  force of law, ought to  be as definite and specific in negativing 
the principle as the law Which i t  assumes to supplant is in affirm ing i t .”

One vtfould gather from this language that the Supreme 
Court not only reverses itself with respect to the clarity 
of the law as expressed in State decisions,# but also seems 
to be of the opinion that there is no definite well-established 
custom covering the collection of out-of-town checks. If  
we examine the opinion in our effort to understand in what 
respects the Supreme Court seems to doubt the existence of 
a clearly established custom, we find the following quo
tation from the testimony:

“When checks are sent w itih  the expectation th a t  the bank receiving 
them  w ill rem it a t  once, we call i t  sending for collection and return. 
When this is done, the bank upon which the checks are drawn is expected 
to cancel the checks and charge them  to the accounts of the  drawers and 
to rem it by m eans of its exchange d raft or by a shipm ent of currency.”

The Court, however, falls into what we perhaps should 
consider a very natural error when they conclude:

“ I t  thus appears th a t the  custom, if otherwise established, ' does not 
fix a  defniite and uniform  method of rem ittance.”

What the Federal Reserve Reserve Bank was referring 
to in their statement was, of course, the custom generally 
adopted by Federal Reserve Banks (and by them alone) 
to accept cash in remittance of checks sent to country cor
respondents, such cash to be sent to the Federal Reserve 
Bank at its expense, as a concession to member banks which 
protested they could not create sufficient exchange to pay 
by draft without exacting an exchange charge. In this prac
tice of accepting cash (admittedly not by preference) the 
Federal Reserve Banks had no thought of avoiding risks, 
but rather to assume the cost of remittance which otherwise 
would have fallen upon the country banks.

The simple facts are that no bank, within the knowledge 
of the speaker, ever sends out by mail a check for collection 
with the request that it be remitted for in cash, nor does 
any country bank, with the exception noted, so remit. 
Since the Malloy Case, we have been curious to find whether 
any banker, city or country, knows of any such request 
that has been made and acted upon. W e have never learned 
of a single case, and it is therefore safe to assume that the 
Supreme Court is without any evidence whatever that such 
is the custom among banks.

A glaring error, however, in the Supreme Court decision 
lies in that it ignores the fact that there is no possible 
legal way to compel a country bank to remit cash (or any
thing else for that matter) even when requested to do so. 
All large city banks are familiar with the so-called “black 
list.” Upon this list are the names of several score of banks 
which refuse to remit at all, by cash or otherwise, and if 
there is any way they can be legally compelled to do so, I 
am not aware of it. Among such banks the custom is, upon 
receipt of a check drawn upon them from a city bank ask
ing for remittance,/ simply to credit the amount to the city 
bank and to remit at their good pleasure. W e have known 
of many cases in which the citj* bank was compelled to send 
a representative to a distant point and demand payment of 
an amount owing for checks. We know- of one such repre
sentative who was given a great pile of unwrapped silver, 
which put him to considerable trouble to get it back to his 
bank. When we consider that we are speaking only of 
banks that fail or are about to fail, the proposition of ex
pecting them to remit cash on demand becomes absurd.

The Supreme Court also states (and here we will not 
go to the length of quoting the exact language) that the 
plaintiffs in the case under consideration had no knowledge 
of banking custom in such matters, presumably entertain
ing the naive belief that banks usually insisted upon cash 
payment. While this may be a perfectly safe and sound 
legal presumption, and was undoubtedly the proper posi
tion for the plaintiffs attorneys to take, it is very difficult 
to believe that any bank depositor entertains any such 
belief. If a business man is so ignorant of business or bank
ing customs as to think that all checks which he draws on 
his bank are paid for in cash, should he not suffer the 
penalty of his ignorance of business custom as he would 
should he violate statute law through ignorance?
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Neither the Supreme Court of the United States nor any 
other Superior Court has ever apparently given considera
tion to the fact that the payee of a check has himself and 
without any question, taken the first step in assuming the 
risk when he accepts from his debtor a check instead of 
cash. It is common law that a check is only a conditional 
payment. When the creditor accepts a check, he has taken 
a conditional payment. Rarely if ever does he insist upon 
actual cash from an out-of-town debtor. Having accepted 
a check, he can either attempt to collect it himself, or give 
it to his bank to collect for him. In making such collection 
the bank enjoys no privileges or rights at law which he, the 
payee, does not enjoy. It does not seem logical, therefore, 
that he should seek to hold the bank for doing not only what 
he has already done in principle, but what he would also 
do if he himself should undertake to make collection by 
sending the check through the mails to the bank on which 
it is drawm, asking them in turn to remit to him in payment.

When referring to the payee of a check we are reminded 
of the fact that he is only one of four parties interested in 
remedial legislation. These four are the maker of a check, 
the drawee bank, the payee, and the bank or banks which en
deavor to make collection for account of the payee. The pres
ent court-enacted common law protects only ene of these four 
parties, namely, the drawer of the check. I f  his bank should 
fail before the checks he has drawn upon it are fully remitted 
for, he is protected to the extent that he has succeeded in 
recovering from his bank one hundred cents on the dollar 
of that part of his deposit represented by the checks he 
has used in paying his out-of-town debts. The payee is 
then in the position of taking his place with other creditors 
of the failed institution, and he must accept whatever divi
dends the receiver is ultimately able to disburse; that is, 
always providing the lawyer of the payee is unable to find 
a loophole in a bank disclaimer, or to convince the Court, 
as it seems sometimes easy to do, that the payee’s bank 
has been guilty of apparent negligence somewrhere along 
the line.

Even the drawee bank is not protected under the present 
law. To illustrate this, we may quote the language of the 
Supreme Court in another case, decided a year previous to 
the Malloy case. This decision was rendered when a test 
was being made of the constitutionality of the North Caro
lina law which permits banks to remit in exchange rather 
than in cash. Said the Supreme Court in that case:

“ The practice (of presenting checks a t  the counters of drawee banks 
for paym ent in cash) would, if pursued, necessarily subject country banks
to serious loss of income.................I t  would reduce th e ir income producing
assets by compelling them  to keep in  th e ir vaults in  cash a much larger 
p art of th e ir resources than theretofore. T hat such loss m ust result was 
adm itted. T hat i t  m ight render th e  banks insolvent was clear.”

Further, in the same opinion :
“ The only purpose of the  statu te  was to relieve S tate  banks from the 

pressure w hich, by reason of the  common-law requirem ent, Federal Re
serve Banks were in  position to  ex ert.”

Note the use of the word “pressure.” Does it not seem 
odd, if not illogical, that the same tribunal of justice would 
in this language in one case make it appear that they are 
of the opinion that the Court-imposed common law works 
a hardship upon banks, and a year later in another opinion 
apparently ignore the fact which sound banking practice 
and economic law readily recognize?

A  layman unlearned in the ponderous and slow-moving 
processes by which the legal body finally is persuaded to 
accept practical business and economic facts might ask 
what further evidence is needed other than has been pre
sented in hundreds of cases in the past twenty-five year* 
or more to prove that custom, practice, equity, justice, and 
economic necessity demand a change of attitude upon the 
part of our superior courts. Happily we are not without 
evidence that this change is taking place. For instance, 
we may refer to an opinion rendered by Justice Stone 
of the Supreme Court of Minnesota, who in a recent case 
had this to say of the Malloy decision:

I concur in the result, but only in deference to the opin
ion of the Supreme Court of the United States as expressed 
in the Malloy case. The major premise of that opinion.
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that a check, draft, or note is payable only in money, is 
true technically but untrue practically. It is true only 
to the extent that the holder may demand money if he 
chooses and is entitled to it if he demands it. Under modern 
banking practice, it seems to me that the proposition has 
become untrue in every case where the instrument is de
posited for the credit of the holder with a bank other than 
the one upon which the instrument is drawn or where it 
is made payable. In such cases the holders not only do not 
demand but normally do not expect or even want payment 
in money. What they do want and expect in every such 
case (unless the contrary appears by some special circum
stance) is not payment in money, but a transfer to the 
account of the depositor, through banking channels, of an 
amount of credit equivalent to the money called for by the 
check, draft, or note. The number of transactions where 
that is not the case is less than negligible.

So it seems to me that we are submitting this case to 
decision upon an archaic rule, one utterly out of harmony 
with modern banking practice. If banks everywhere should 
put in practice the premise that only currency or coin 
should be taken in payment of individual checks and drafts, 
the fiscal system of the country would break down at once 
under the excessive demand for money. Not only does the 
premise of the right to payment in money, unqualified by 
banking practice and commercial custom, seem obsolete, 
but it also seems out of harmony with our statute. But 
as the similar rule of the Federal Reserve Banks was before 
the Supreme Court in the Malloy case, our error, if any, 
in following that case is on the side of the conservatism, 
and one that can easily be corrected by the Legislature 
if it desires that the law should be otherwise than we are 
now finding it to be.

Justice Stone has expressed the fallacy of the Malloy 
decision in such clear and concise language that it seems 
to us a copy of it ought to be put in the hands of every 
Superior Court in the United States. To me it is interest
ing as the first expression we have seen of the opinion of 
a member of a court clearly admitting that banking prac
tice today is entirely different from what it might have 
been some seventy-five years ago. In this connection, we 
also ought to refer to an opinion expressed by Mr. George 
Bryan, Counsel of the Virginia Bankers Association, Rich
mond. It is Mr. Bryan’s opinion that the Malloy decision 
is both harsh and impractical.

As bankers, however, we should not sit supinely by and 
await spontaneous action by state legislatures or expect 
courts to take the initiative. Thus far little if anything 
has been done except following the Malloy decision, there 
was a frantic revision of disclaimers all over the country 
as banks sought to protect themselves in accepting out- 
of-town checks. As one exponent of good banking aptly put 
it, banks have put themselves in the position of putting 
ambulances at the foot of the cliff to take care of the crip
pled, instead of putting a stout fence at the top to keep 
people from falling over. In the judgment of Mr. Bryan, 
one of the effects of the Malloy decision, if taken literally, 
is to compel every bank to be an insurer of the solvency of 
the banks upon which they accept checks for collection.

The provisions which remedial legislation should include 
admit of considerable discussion. The language of the Su
preme Court in the Malloy case itself hints at one possi
bility. For example, it is stated therein:

“ There is nothing to prevent the  sending back from requiring the 
drawee to  rem it currency as a condition upon which the checks may be 
satisfied and charged to  the account of the draw er.”

What assurance have we that the drawee bank in finan
cial difficulties would act favorably upon the request does 
not appear. I do not know whether Judge Paton in pre
paring the form of disclaimer which he recommended to 
members of the American Bankers Association took this 
hint into consideration or not, but in any event it would 
appear to be an entirely impractical suggestion, and in 
view of the fact that there is no legislation which com
pels a bank to remit at all. it might also tend to create

a situation more to be avoided than the present risk. For 
example, suppose a country bank should receive a check 
with such instructions from a city bank, namely, that 
unless it would remit actual cash the check should be re
turned. It would be an interesting legal puzzle should 
the bank charge such a check to the account of the drawer 
and fail before the currency could be gotten together and 
dispatched. A court having to decide upon such a question 
would find itself in the predicament of the chameleon on a 
piece of Scotch plaid.

Another thought which we find in the opinion of the Su
preme Court in the North Carolina case is found in the 
suggestion “that there is nothing to prohibit a depositor 
from consenting when he draws a check that payment may 
be made by draft.” In other words, should we give con
sideration to a provision that all checks should bear upon the 
face a statement to the effect that the drawee bank might 
at its discretion remit a draft rather than cash in pay
ment, thus putting the payee upon notice upon what terms 
he is accepting the check in payment of the debt. This is 
such a radical departure from present banking practice 
and custom as to preclude the possibility of its general 
adoption. We may at this point consider what has already 
been done in four States— Minnesota, California, Montana 
and Utah. Minnesota and California have simply legalized 
the ordinary disclaimer such as is used by most banks since 
the Malloy decision, and contains no new thought. Montana 
takes the same position with respect to the provisions cov
ering the responsibility of the bank in acting as agent for 
the collection of a check, but adds an additional provision:

“ The obligation of the m aker upon any such check, note, d raft, or nego
tiable instrum ent so handled for collection shall not be discharged by the 
charging of such item  to him  on the books of the drawee bank or by the 
surrender of any such item  to him  by the drawee bank unless or until 
Buch rem ittance draft be paid .”

Utah has taken an entirely different position, and gives 
preference to “claims based on checks, drafts, authoriza
tions to correspondents to charge account, or other instru
ments issued by any bank or trust company in exchange 
for or in settlement of any bills, notes, checks, etc., received 
for remittance and not for deposit.”

Each of these three methods can be commended, but none 
of them fully solve the difficulty, and they lack the very 
desirable quality of uniformity.

Assuming that bankers, business men, and courts and 
state legislatures would all agree that the use of checks in 
payment of debts is not in any way to be hampered, but 
rather encouraged in every possible way; admitting the 
economic value of this highly developed instrument of 
American banking, then it would seem that any legisla
tion to be equitable to all parties concerned, and sound both 
from an economic as well as from an accounting* standpoint, 
ought to contain these definite provisions.

F irst, th a t  th e  bank of deposit has th e  rig h t eith er to  send an out-of- 
town check directly to  the bank upon w hich i t  is drawn, or to use one or 
more interm ediate agents for th a t  purpose.

Second, th a t in the  case of local checks, a bank shall be perm itted to 
present such check for paym ent through the Clearing House, and shall not 
be held negligent if i t  fails to  make presentation across the counter of 
the drawee bank.

Third, th a t i t  shall be permitted] to  accept in  paym ent th e  d raft of 
the drawee bank or a solvent credit. I t  would be necessary to  define a 
solvent credit, which m ight be done by including a provision th a t the 
drawee bank m ust be open for business for a specified tim e following 
the paym ent of the item .

F ourth, th a t in th e  event of the failure of a  bank before its  exchange 
d raft sent in  rem ittance of checks should be paid, th a t  such draft should 
be returned to  the drawee bank, which should recredit to  its  depositor’s 
account such checks as were covered by the d ra ft in  question, these checks 
to be returned to  the bank from which received, and by such bank re 
turned to  the original depositor. This provision would p u t the burden 
upon the drawer of the check to look to  the receiver of the failed in sti
tution instead of placing th a t burden as i t  now is upon the payee.

F ifth , the  same principle should be applied to checks presented through 
the Clearing House and charged to  depositors’ accounts, if the drawee bank 
fails before settlem ent is made w ith other members of the Clearing House.

Sixth, th a t checks on non-Clearing House members may be presented a t 
the counters of the drawee banks, and the banks m aking presentation of 
such checks shall be authorized to  accept a draft in lieu of cash, and 
subject to  the same considerations m entioned in the foregoing provisions. 
Although i t  is no t s tric tly  a p a rt of the  subject under discussion, i t  would 
not be amiss to  include in  new legislation a provision th a t a  bank receiv
ing on deposit a check drawn upon itself would have the privilege of re 
turning such check to its  depositor the following m orning if, a t  th e  close 
of business day of deposit, the check is found to be not good.
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But whatever may be the form or intent of legislation 
ultimately enacted, it should be drawn with very careful 
consideration of the following facts, which may be sub
mitted as a sort of summary:

All commercial banks receive on deposit checks drawn 
on both local and out-of-town banks. Relatively only a 
small amount of currency and coin is deposited. Credits 
to depositors’ accounts consist mostly of checks or of pro
ceeds of loans and discounts. Banks in reserve cities and 
all large banks everywhere handle daily checks payable 
on thousands of banks throughout the United States. A 
large part of these items are payable in what are known 
as “one bank towns,” hence checks by the hundreds of thou
sands must be and are sent daily for collection and remit
tance to banks on which the checks are drawn. Other 
thousands are presented for payment through Clearing 
House Association.

It is impossible for banks to secure reliable credit in
formation at short notice concerning all of the banks upon 
which they must accept these checks for collection. It is 
impractical to send out checks with the request for cash 
remittance to such banks concerning which the sending 
bank may be in reasonable doubt. Even assuming that this 
could be done, and compliance with such requests legally 
enforced, demands for cash payment could very readily 
cause damage and underserved injury to sound banks. It 
would be difficult for such banks to escape the effects 
which these requests would have upon their credit stand
ing. I f  persisted in, it would cause serious loss to the 
drawee bank due to the necessity of keeping an unwar
ranted amount of cash on hand, this loss in addition to the 
actual cost and expense of continually shipping in cash. 
The question of loss and responsibility therefor, only arises 
when a bank fails. Since there is no legal obligation upon 
any bank to remit in cash or otherwise, it is only natural 
that a weak bank, compelled to use every means at hand 
to conserve its cash position, should disregard such request, 
and it is obviously unfair to penalize the sending bank for 
failing to do what actually it is impossible to do, namely, 
demand and secure cash at will. Under the Malloy decis

ion, banks of deposit have but two alternatives from which 
to choose: Either to assume the risk of insuring the 
solvency of every bank upon which they accept checks for 
collection, or to refuse all checks offered them on deposit;
i. e., go out of business as a bank of deposit.

The disclaimer method of avoiding risks is inadequate 
because it offers no protection to the payee or depositor, 
and merely “passes the buck” without getting at the root 
of the trouble.

Banking practice is sufficiently well established to war
rant the enactment of uniform legislation by the various 
states. Such legislation should be comprehensive and in
clusive, and it should be devised with due respect to the 
rights of all parties concerned in check collection. It must 
do no violence to established economic and business prac
tice. Primarily, it should be the purpose of such legislation 
to correct the inequities and limitations of common law 
based on court decision, which are clearly archaic and out 
of harmony with modern business and banking require
ments.

Clearly it is the duty of the American Bankers Associa
tion, through its various legislative committees and sections, 
and with the aid of state associations, to prepare and pre
sent the necessary legislation as soon as possible. W e can 
think of no opposition which would be encountered from 
any interest involved, nor is the character of the needed 
legislation subject to much difference of opinion. Quoting 
again the words of Justice Stone, the situation is “one 
that can easily be corrected by the Legislature of it desires 
that the law should be otherwise than we are noww find
ing it to be.”

Footnote: A very desirable “ by-product”  of such legislation as we have
suggested would be a provision defining th e  tru e in ten t and effect of a 
bank endorsement stam p used on checks accepted for credit and col
lection. There i3 much confusion a t the  present tim e due to th e  fact 
th a t although the m atter of endorsements is covered in  the Negotiable 
Instrum ents A ct, th a t  Act does not cover in any way, except by in d i
rection, the problems discussed in th is  paper, the  solution of which 
m ight affect endorsements. In providing for a new form of endorse
ment, i t  would also be possible to designate a  form of endorsement very 
much shorter, and hence more economical, than the present, “ P ay any 
bank, banker, or tru s t company— all p rio r endorsements guaranteed.”

The Comm ercial Banker s Responsibility For H is Investment Account
By H ugh H. Saxon, Vice-President Continental & Commercial Trust & Savings Bank, Chicago.

The commercial banker's first responsibility is not to 
make profits. It’s to safeguard his depositors.

When commercial banking was strictly commercial bank
ing, that is, when loans were all short time loans, 60 to 90 
days or less; it was comparatively easy to safeguard deposit
ors, if one had the necessary credit experience to determine 
the quality of the commercial credit risk. Of course there 
were plenty of men in the banking business who did not 
have such training and experience, and this fact in part 
explains why there were so many bank failures. There were 
other reasons, but this was part of the story.

But to-day commercial banking is not merely commercial 
banking. Commercial bankers to an increasing degree 
have bought long-time investment securities for the invest
ment of their funds. Thus, on June 30 1922, 18,232 State 
commercial banks held investment securities amounting to 
$2 ,289,487,000, including Governments, while four years 
later, June 30 1926, 16.493 State commercial banks held in
vestment totaling $3,192,850,000, including Governments. 
So, under these changed conditions, we have commercial 
banking with a dash of investment banking.

A number of people have recently been alarmed over the 
increase in collateral loans and investment holdings by 
commercial banks. I do not share the feeling of alarm that 
has been expressed. But I do feel that those of us who are 
commercial bankers must put ourselves in a position to ap
praise investment securities as part of our earning assets 
and as part of our secondary reserve.

It is not my intention to try to talk to you in the jargon 
of the investment banker or bond salesman. I couldn’t if I

wanted to. But I ’ve found myself in a position where I have 
had to learn more about investment securities than was the 
case some years ago, and a lot of my friends have told me 
that they are finding themselves in much the same position.

The old order of commercial banking has changed, at least 
for a time. The new order means new problems to study, 
but the old responsibility continues— the responsibility of 
safeguarding our depositors. W e simply have to face this 
age-old responsibility with the application of new invest
ment princples.

Roughly speaking, investment securities go up in price 
when money rates go down, and vice versa. This has always 
been and is likely to be throughout the rest of our lifetime. 
When money is easy and security prices are rising, there is 
always the temptation to speculate with bank funds— that 
is. buy investment securities with an idea of making a profit. 
The only trouble with such procedure is that most of us are 
not able to foretell exactly what is going to happen to the 
money market, and none of us has the right to speculate 
with depositors’ money if we are going to adhere to the car
dinal principle of commercial banking— safety first for de
positors.

So far as I know, there is no mechanical forecaster that 
will tell us when to buy investment securities and when not 
to buy them, or when to sell them. One of my economist 
friends tells me that there never has been a decline in the 
securities market when prime commercial paper rates have 
not stood above 4y2% for more than a seasonal period. But 
as for blast furnace tests or any one of the thousand and one 
mechanical forecasters, I take no stock in them and main
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tain the old, conservative position that when a banker is 
buying investment securities he should buy them as invest
ments and not for a quick profit.

While it is true that investment security prices move 
inversely with money rates, and that when investment se
curities are rising all investment securities tend to follow 
the procession, still it is also true that some investment 
securities move more rapidly than others and they do not 
all move at the same time. Some even break loose and run 
in the opposite direction from the course of the big paiade. 
So, as a commercial banker looking into the matter of in
vestment securities, I find it necessary to ask and get an
swers to certain questions just as if I were the ordinary bond 
buyer: What is the capital structure of the borrower?
What is the earning record of the company over a period of 
years? What is the quality of the management of the con
cern? What are the conditions in the particular line of busi
ness, if the security is an industrial one? What have been 
the conditions in the past and what are the future prospects 
of the industry? These questions, at least, must be answered 
to my satisfactory before I feel that I can invest some of 
our depositors’ money in the particular security.

Frankly, I do not believe that most commercial bankers 
are equipped to answrer these questions on their own. I 
know I am not. And I feel sure that the best way is the 
normal way, namely, to establish investment banking rela
tions with a high grade, or several high grade, security 
houses which can provide us with detailed analyses. Then 
we must use our own judgment. Few men have the 
power to judge 100% accurately all of the time, and I know 
of no cut-and-dried rule to follow. It is no professional 
secret that every banker at some time in his career has re
jected loans that later turned out to be perfectly good and, 
conversely, has made loans which he felt at the time of 
making were sound, but which later turned out to be sour. 
But the prize comes to him who makes few losses, and we 
cannot yield to the lure of high interest rates without facing 
a hazard. The temptation for profits is great, but we must 
remember— safety first for depositors.

If the investment bankers from whom you buy your secu
rities have a connection with commercial banks and under
stand the problems of a commercial banker, so much the 
better. All of which is not an advertisement for some of the 
.New York banks, because the bank with which I am con
nected has a securities division itself. I find that I am 
much better informed if I consult this company and use the 
facilities it has.

Of course, the nub of the whole matter of safeguarding 
depositors is the age-old question of liquidity. It is our first 
job as commercial bankers to keep our assets sufficiently 
liquid. The question of marketability also enters Here, but 
the bond that is marketable to-day may not be marketable 
six months from now.

W e know about our primary reserves and the regular re
quirements regarding these, but when it comes to secondary 
reserves, we have the nice problem of not only getting the 
right kind of securities but also getting them with the Tight 
maturity dates.

W e know that we are going to have seasonal requirements, 
and we therefore buy short-time bonds or commercial paper 
to meet these requirements. But even in the case of our 
long-time security holdings it is desirable for us to mave 
maturities arranged so that year in and year out the secu
rities that we buy in the expectation of holding to maturity 
will give us an inflow of funds regularly and at desirable 
intervals.

In other words, it would not do to load up with everything 
maturing in, say, 1940 or 1945, because we cannot foresee 
what conditions will be in that particular year. W e should 
have our maturities spreading over a period of years. Yet 
you would be surprised to know how many commercial 
bankers overlook this fundamental point of considering 
maturity dates when buying securities.

A proper investment account for commercial banks can
not any more be built up in a year than can an acorn grow 
into an oak in that period. I would not attempt to lay down 
a formula or strict rule or even to suggest how much of 
certain classes of securities should be held in your portfolio.

but I have found that some very able bankers in starting 
to build up an investment account have restricted themselves 
to bonds of approximately five-year maturity for 20%  of 
what they might expect their investment account ultimately 
to be. The other 80%  is put into municipals and corpora
tion bonds of a shorter maturity or those that have been 
called.

The second year about 20%  is put into approximately five- 
year maturities and G0% in short-term obligations, ond so 
on into the third and fourth years.

At the end of that time they have 20%  of these bonds 
maturing each year, and have an automatic, revolving in
vestment account.

This plan, of course, may be extended to longer maturities 
with the same general principle in mind.

Banks will always find a commercial market for its one, 
two and three-year maturities, because they rightly fall into 
the class of prime short-time paper. And with its maturi
ties current, it should be able to cash in on short notice, if 
necessary, 80%  of its investment account, if, indeed, not 
100%.

Liquidity, of course, ties in writh the matter of market
ability. Even though maturity dates are well planned, 
something unforeseen may happen that will cause us to 
need funds. I f  we do not have commercial paper maturing 
at that time, we have to dispose of some of our security 
holdings. Sometimes we even have to dispose of them with
out making a profit, but the point is that when we have to 
sell w’e should be able to sell. Frequently, listed securities 
are the most marketable investment securities. On the 
larger exchanges, such as New York and Chicago, there are 
usually buyers for the securities offered. Listing on such 
exchanges is then an indication of marketability, but is not 
an infallible indication. Sometimes listed securities move 
very slowly.- Sometimes trade in unlisted securities is very 
active. In other words, there is no ready-made formula to 
guide us in our testing of a security for marketability, and 
herein lies another of our problems in discharging our obli
gation to safeguard depositors.

Frankly, I have come to feel that the inclusion of some 
commercial paper in our secondary reserve program is ordi
narily very desirable. Just how big a proportion of com
mercial paper, I cannot say. That is a matter for individual 
judgment.

In the fall of 1924, when money rates were unseasonally 
easy, due in part to the open market purchases of Govern
ments and bankers’ acceptances by the Reserve banks, many 
banks throughout the country found it difficult to do much 
more than cover expenses. They were particularly inter
ested in yield and disinclined to give proper consideration 
to liquidity.

The feeling was perfectly natural and was one that bond 
salesmen could have used to considerable advantage, but 
many of the bankers I know felt that it would be unwise, 
even under such conditions, to give over the standard of 
liquidity.

And so, under changed conditions of commercial banking 
that have been due in part to the Federal Reserve System, 
that have been due in part to the tremendous inflow of gold 
from abroad, that have been due to the building up of enor- 
mouse corporate surpluses, that have been due to a hundred 
and one other causes— many of us who were jogging along 
comfortably, making short-time commercial loans, find that 
we have new problems thrown at us for the employment of 
our funds, whether we will or no.

The old obligation continues; that is, to safeguard de
positors. But under changed conditions we have become 
security buyers. W e are investing part of our bank funds 
in securities as a secondary reserve. W e are asked to buy 
securities for customers and give them investment counsel. 
And whether we like it or not, in the discharge of these obli
gations, we must know about securities.

In the investment of our banking funds, we must consider 
marketability, liquidating maturity dates, as well as price 
and yield. It is not enough to know what security markets 
are doing generally; we must know the facts as to each 
security that we consider. And frankly, gentlemen, there 
is no ready-made rule that we can follow. W e must have
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connections such that we can get at the facts behind securi
ties, and we must learn how to exercise that same quality of 
ciedit judgment that we have long been accustomed to exer
cise in the case of commercial loans. Admittedly, the job of 
forecasting what is going to happen five or ten years from 
now is more hazardous than is the task of forecasting what 
is likely to happen within a period of 30 to 90 days, just as 
it is more difficult to forecast the weather for 1929 than it

is to say what the weather will be to-morrow. However, 
the very difficulty of this task of exercising credit judg
ment with respect to long-time investments is merely 
a challenge to our sources of information and to our in
telligence.

I do not know the answer to the problem I have raised, but 
I do know that the members of this organization will meet 
the challenge.

Relation o f  Government to Business
By W alter F. George,

Mr. Chairman, Members of the State Banking Division, 
Guests: Perhaps I should have talked to you about some
phase of legislation applicable especially to your line of 
business, but I chose rather to talk more in generalities.

Nevertheless you are, as bankers, interested in good gov
ernment because good business depends on good government 
and good government depends first upon adherence and 
fidelity to some fixed principles. In other words, good 
government must be stable in the first instance.

Perhaps I should not have come to talk to bankers at all 
on second thought because my previous conversation with 
the banking fraternity is not exactly of a character to 
encourage me to believe that I can make much impression 
upon them. Yet I am going to talk to you briefly about the 
relation generally of government to business, including, of 
course, your own business.

As I said just now, stability in government is the first 
essential and stability of course depends upon some fixed 
piinciple. It was said by a philosopher many centuries ago 
that the principle upon which the State is founded is noth
ing less than the soul of the State, and so it is, and States 
may lose their souls just as individuals and they may lose 
their souls and yet continue to prosper during a period and 
even to prosper largely, but ultimately they will discover 
that they have sustained the loss of their chief asset.

A socialistic State recognizes the necessity for capital 
reserves, but the socialistic State seeks to vest in the State 
property all accumulations of wealth and necessarily would 
direct and often misdirect all of the business of the State. 
The socialistic theory is not so much a denial of the right 
of the individual in matters of thought and personal conduct 
but it proceeds upon the theory that the ordinary human 
being hasn’t either the intelligence or the industry to make 
a living for himself and therefore the State must do it.

A monarchy limited or absolute is based upon the theory 
that common men are incapable of self government and 
must therefore be regulated in their conduct and business 
by those in authority. The theory demands a concentra
tion of power in one man or a group of men, and every 
attempt to concentrate power unduly is a step in the direc
tion of monarchy. The multiplication of governmental 
boards and bureaus separates the individual from his gov
ernment and limits the power of the individual to obtain 
redress. Monarchy it paternalism.

Democracy is the antithesis of monarchy. It asserts the 
right and capacity of common men to govern themselves. 
Liberty is inherent in the individual. It is the indefeasable 
right of the individual as a responsible moral being. Our 
constitution is an abvious effort not to create but to safe 
guard the liberty of the individual. On its restrictive side 
its main purpose is to preserve those immemorial rights 
of free men held sacred as against all government, local 
as well as general. The right of the majority is of course 
recognized, but the doctrine that a majority may in all 
circumstances work its w ill; that whatever the majority at 
the moment wills to do is necessarily wise and right, has 
no place in our system of government.

During the World W ar government entered into the clos
est co-operation with business and of necessity regulated 
and controlled trade and commerce to an extent never 
theretofore attempted. During the emergency the abnormal 
demand for goods and the fact that basic raw materials 
were limited and unevenly distributed among the nations

U. S. Senator, Georgia.

necessarily pressed government into new lines of activity. 
One result has been the growing disposition to set up trade 
barriers and to assert the power to regulate, suppress or 
prohibit commerce. The belief has also grown that self 
government was well enough for early Americans, but it 
will not do today. In lieu of adjusting conditions to our 
theory we are resorting to the stupid policy of changing our 
theory of government as conditions change. Good business 
depends upon good government. Stability in government 
is the first condition of good business. Laws framed to 
meet the exigiences of every changing condition lead in
evitably to political chaos.

In the creation of statutory boards and bureaus the main 
purpose undoubtedly has been not to hinder trade but to 
facilitate commerce and promote industry. The natural 
disposition to grasp power and to extend authority has lead 
to mischievous and harmful interference in the manage
ment of private business. Legislation of this day should 
be turned back towards the Constitution and the Bill of 
Rights. Self government means the freedom of the in
dividual to direct his life in his own way, with the least 
possible interference from any source, general or local. It 
means the maximum of liberty and the minimum of restraint.

Government in America is not reduced to the status of 
the policeman on his beat. W e have not set up the night- 
watchman theory of government. There must be laws and 
law making. But there must also be a limitation upon 
law making. The limitation upon government is that it may 
not control the individual in his business or conduct except 
in the interest of the general welfare. The individual may 
carry on his business and conduct his affairs without let 
or hindrance and free from the tyranny o fpetty officialdom, 
so long as he does not em •>ach upon the right of his neigh
bor and does not jeopard:^ the interest of society. Those 
who make those who administer laws need to be constantly 
reminded that the best governed people are the least gov
erned people.

Government is free to prohibit corrupt b u s i n e s s  practices 
and to prevent agreements in restraint of trade. The basic 
principle of self government places upon government the im
perative duty to stay corruption and oppression in business 
and to break down every restraint in the interest of special 
classes, to the end that the paths of opportunity may be 
kept open. Authority exists to regulate and control every 
business affected with a public interest. But every grant 
of power and every rightful reservation of power is modi
fied by the implied inhibition against the unnecessary and 
therefore oppressive use of power.

Limitations of time compel me to specify in one particu
lar only. I wish to make some suggestions in regard to 
taxation and its resultant effect upon our future business 
prosperity, particularly since the powwer to tax, as to 
the amount of the tax, is perhaps the nearest approach to 
absolute political power under our constitution. Taxes and 
government have been almost synonymous terms from the 
beginning. W e have no record of government where tribute 
was not exacted from the governed. Every wise ruler has 
known that the power to tax involved the power to destroy 
the productive capacity of his people. While the Govern
ment is not limited as to the amount of the tax, the Gov
ernment is limited in its purposes, and it may exercise
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only these general powers expressly granted to it or neces
sarily implied from the powers thus granted. It must be 
a sound doctrine that government may impose taxes for 
a public purpose only, as distinguished from a private pur
pose, ' and the amount of the tax which the Government 
may levy and collect is limited by the necessities of govern
ment economically administered, confined to its proper 
channels. To employ the power to tax for any other pur
pose is a perversion of government and a denial of the basic 
principle upon which our system is founded.

Taxes are paid from the accumulated wealth of the peo
ple. Wealth cannot be made out of nothing. It must be 
created by labor. Wealth is the conserved labor of yester
day. So that in the end extraordinary taxes must be paid 
by the men and women who toil or there must be a diminu
tion of the accumulated wealth and a slowing down of the 
business of the country.

W e must consider our present Federal tax levy is within 
the principles I have suggested. It is certain that we have 
a surplus in the Federal Treasury. An occasional surplus 
may not be avoided but the tax levy has resulted in the 
accumulation of a surplus in more than one year. While 
government should live within its income and should seek 
to avoid a deficit or debt, the Government does not stand 
in this regard upon the same footing with the individual. 
The potential asset of the Government is the entire wealth 
of the people of the country to take that wealth through 
taxation.

The reduction of the National debt of course accords with 
common sense and sound ability. As a result of the war 
the Government expended the enormous total of some forty 
billion dollars. Approximately twenty-two billions of this 
total have been paid. Much of it was paid in direct taxes. 
Our bonded indebtedness has also been reduced since the 
war. Aside from every other consideration the entire bur
den of the war should not be thrown upon the present gen
eration. Obviously it is not immediately necessary and 
manifestly it is not just to do so. Suitable provision has 
been made for the retiring of our bonded indebtedness. 
The law is being complied with. Debts due us by the allies 
with one or two exceptions have been funded. The surplus 
should be used in part at least as the basis of a new revenue 
act.

The new revenue act should be simplified so that its pro
visions may be readily understood by the average tax payer.

The intent of the Congress should be clearly expressed in 
order that rules and regulations may be avoided.

The tax rate on net profits of corporations should be re
duced to 10%. The specific deductable should be allowed 
all corporations having a net taxable income. Accumula
tion of a capital reserve is necessary in order to secure the 
expansion of business and the development of our natural 
resources. The corporation is of course indespensable in 
our modern life. The competition from abroad may be ex
pected to grow stronger and stronger. A reduction in this 
tax will enable American business to maintain American 
standards of life, to pay American wages, and to meet the 
increasing competition beyond our borders.

The new act should give proper relief to tax payers whose 
incomes range from ten to seventy thousand dollars. An 
equitable reduction and adjustment of our tax rates eepe- 
cially in these breackets should be made.

W ar time excise taxes should be wiped out. If the Con
gress is to continue the 80% provision, Federal Estate Taxes 
should be repealed outright. The 80%  provision is obviously 
a coercive force amid at the States. It has no place in a 
revenue act and indeed ithas no justification under the 
Constitution. Lovers of constitutional government do not 
seek to destroy it by indirection.

Democracy offers large opportunity for self-imposed 
obligations. Unfair practices, agreements in restraint of 
trade, ruthless destruction of honest competition tend always 
to incite retaliatory measures, and invite hampering re- 
structions. The friends of good government among Ameri
can business men will wisely avoid practices offensive to 
public opinion. The man who rightly wishes his business 
to remain free from the tyranny of undue political regula
tion and desires his Government to attend strictly to the 
affairs of State may well consider the obligations placed 
upon business by our free institutions.

When in the interest of the common welfare it becomes 
necessary to regulate and to control business, the measure 
of regulation should be reduced to the minimus. laws 
should be so simple and direct as to foreclose departmental 
rules and regulations, to the end that the citizen may live 
and his business may thrive under a government of laws 
and not of men. History and our own experience admonish 
us that we cannot usurp power upon the old plea of neces
sity and public benefit but that we must remain within 
the clear limitations imposed by the Constitution.

Committee and Officers’ Reports—State Bank Division
Address of President G. E. Bowerman, President 

Fremont County Bank, Sugar City, Idaho.
A well established p reced en t, and in som e respects an  ancient cu sto m , r e 

qu ires th e  P resid en t of his D ivision to  m ak e an  an n u al re p o rt w hich is in 
th e  n a tu re  o f a n  accounting  of his stew ardship durin g  his te n u re  of office, 
outlining  b riefly  th e  w ork of th e  D ivision during  th e  p a st y e ar, a n d , so 
far as I  am  aw are, h e  is privileged, w ithout violating  th e  ethics in  such 
m a tte rs , to  p re v e n t a n d  com m ent upo n  a n y  su b ject w hich in  his opinion 
m ay p ro v e  to  be of in terest to  his audience.

T h e re  will be no e ru d ite  to uch to  m y re m a rk s , nor will I  offer a bew ildering 
com plexity of facts  an d  figures, and b u t one tra c e  of sen tim en t if y o u  so 
wish to  characterize  m y  b rief tr ib u te  to  th e  C o u n try  B an k e r, from  w hich I 
ask to  be absolved from  all personal reference.

I  w an t to  ta lk  to  y o u , n o t a lto g eth er as th e  P resid en t of th is  D ivision 
m aking a form al a n n u al re p o rt to  its m em b ers, b u t as one son of to il to  
a n o th e r, as one sm all co u n try  b an k er to  oth ers in th e  sam e c ateg o ry , be
cause m y b anking life has been s p e n t, and m y b anking experience gained in 
th e  struggle (and i t  is a  struggle) of c o u n try  ban k in g , an d  b y  fa r th e  g re a te r 
p a rt  of th e  tim e u p o n  th e  fro n tie r, or in pioneer com m unities w here m oney 
was scarce, values u n settled  and th e  co u n try  in  a m ore or less hectic  s ta te  
e f  developm ent. A nd so I  claim  full m em bership in th e  g reat fra te rn ity  of 
sm all to w n  financiers.

I  d o u b t v ery  m u ch  if anyone w ith o u t practical experience in  th a t  p a rtic u la r 
field u n d erstan d s or a p p reciates fully  th e  problem s and vicissitudes of th e  
real C o u n try  B an k e r. T h e  responsibilities of leadership  w hich are  e ith er 
v o lu n tarily  a ssu m ed , o r m ore o ften  th r u s t  u p o n  him  b y  his fellow citizens 
who seem  to  hold  him  personally accountable for all local progress an d  de
v elo p m en t, to  encourage and su p p o rt w hich, h e  is expected to  m ak e all 
necessary financial ad v an ce  in som e form  or o th e r. T h en  w hen he does, 
w h at u sually  h a p p en s. W hen th e  C o u n ty  F a ir or th e  local h o spital blows 
up leaving n o th in g  tan g ib le  b u t d e b ts , i t  w ould su rp rise  th e  u n in itia te d  
to  know  ju s t how  few , if  a n y , of his contem poraries ta k e  th e  slig h test in te re st 
in  th e  aforesaid tan g ib les. Y et h e  carries on, laboring  unceasingly for 
th e  welfare of his c o m m u n ity , a n d , m an y  tim es, financially  speaking w ith 
o u t p rid e  of an cesto ry  or hope of p o sterity .

A fte r, b u t closely following, th e  C o u n try  D octor an d  th e  C o u n try  M inis 
te r , it is m y belief th a t  th e  m a jo rity  of C o u n try  B an k ers h av e  o p p o rtu n ity  
to  ren d er a g reater service to  th e ir  com m unities th a n  th e  rep resen tativ e  
of an y  o th er h u m an  en d eav o r, because th e re  is som ething m ore to  banking 
th a n  being a  m ere m oney changer in  sp ite  of an y  belief, real or assum ed, to  
th e  c o n tra ry . Y ou a re , if  you a re  perform ing y o u r fu ll d u ty , actin g  as 
guide, philosopher an d  frien d  to  all o f th o se  you com e in co n ta ct w ith , 
especially those w ho seek yo u r advice. Y ou m ay  n o t g et y o u r rew ard  h ere , 
b u t if  you h av e k e p t safe th e  fu n d s en tru s te d  to  y o u r keep in g , you w ill, I  
h o p e, get i t  O ver T h ere .

I  ta k e  i t  for g ran ted  t h a t  you all u n d e rs tan d  th e  general p lan  o f organiza
tio n  of th e  A m erican B an k ers A ssociation, th e  classification of its  m em bers 
in groups or divisions rep re sen ta tiv e  of th e  different ty p e s  o f banking. 
T h e  A m erican B ankers A ssociation has m ore th a n  2 1 ,0 0 0  m em bers of which 
th is  D ivision c o n stitu tes  m ore th a n  h alf, having in  all 1 1 ,1 0 8  m em bers 
of w hich 1 ,4 8 3  are  associate m em bers b u t e n title d  to  o u r service. W e ta k e  
g reat p rid e  in  th e  fact th a t  we a re  num erically  b y  far th e  larg est D ivision 
of th e  A ssociation, b u t con d u ct o u r affairs w ith th e  sm allest an n u al ap p ro 
p ria tio n  m ade for an y  D ivision. O ur a p p ro p ria tio n  for th is  y ear was $ 1 7 ,-  
5 0 0 ,  or $ 1 .5 7  p e r m em b er. T h e  activ e  w ork of th e  D ivision is carried  on by 
com m ittees. T h e  ch airm an  of each com m ittee  will re p o rt to  you la ter 
in  th e  session, giving a  resum e of th e  y e a r’s w ork.

T h e problem s of th is  D ivision are  those of th e  g reat a g ricu ltu ral in terests  
o f th e  c o u n try , for th e  reaso n  th a t  a large m a jo rity  of ou r m em bership con
sists of c o u n try  b a n k s , sm all banks located  in  th e  various farm ing d is tric ts , 
an d  i t  is th is  ty p e  an d  c h arac te r of b a n k  we are  striv in g  h ard est to  serve.

C overing th e  period  from  192 1  to  1 9 2 6  inclusive, th e re  w ere 3 ,1 2 4  bank 
failures in th e  U nited  S ta te s . M o re th a n  a  b a n k  failure a d ay  for every  d ay 
of th e  e n tire  tim e , an d  each one bringing to  its  p a rtic u la r com m unity h a rd 
ship an d  distress. T h ree  th o u san d  one h u n d red  and tw en ty -fo u r h ead 
stones strew n along th e  p a th w ay  of b anking th ese last six years m arking 
th e  graves of once presu m ab ly  prosperous institu tio n s a n d , w h at I  th in k  
is of equal or g re a te r im p o rtan ce , is th a t  each failure lessens in a large degree 
th e  public confidence in  banking generally.

D uring th is  sam e p erio d , plus th e  first six m onths of 1 9 2 7 , th e re  w ere 
5 ,7 8 4  b an k  ch arters  g ra n te d . Some of th ese rep resen t ch arters  issued to
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b an k s w hich reorganized a fte r  hav in g  closed, b u t in  th e  m ain  rep resen t new 
ban k in g  in stitu tio n s. I t  w ould be in terestin g  to  know  if all of th e m  served 
a pub lic  need and w ere u n d er experienced and capable m a n ag em en t. D id 
you ev er consider th is . All professions req u ire  an  exam ination  as to  fitness 
before perm ission is g ran ted  to  p ractice. W hy not som ething of th is  charac
te r  for those w ho aspire to  engage in  b an k in g . T he suggestion is w o rth y  of 
serious consideration.

I t  is m y  opinion th a t ,  u n d e r p resen t m eth o d s, th e  co u n try  is , or is rap id ly  
becom ing, o v erb an k ed . W e h a v e, or soon will h a v e, to o  m an y  b an k s, 
too  few of w hich are  p ro fitab le . I  th in k  I  can b est illu stra te  th e  po in t 
I  am  try in g  to  m ake b y  saying th a t  a su rv ey  m ade b y  one s ta te , w ith 8 4 5  
b anks rep o rtin g  for th e  y ear ending Ju n e  3 0  1 9 2 6 , shows a n  average n e t 
p ro fit p e r b a n k  of $ 1 ,9 7 0 .  B u t fo rtu n ately  th ese conditions are  being 
corrected.

W e m ay  n o t be w illing, a t  th is  tim e , to  believe or acknow ledge th a t  we 
a re  approaching a new ord er of th in g s, or th a t  th e re  is th e  daw ning of a  
new  d a y  in banking w hich contem plates an d  m akes necessary few er, stronger 
and m ore pro fitab le  b an k s. T his will n o t affect banks a lread y  in existence 
w here th e y  are  properly  m anaged and are  ad eq u ately  serving th e  public' 
b u t it does in  m y opinion ind icate  th a t  fewer ban k  ch arters  should be g ran ted  
unnecessary com petition  d iscouraged, th e  elim ination of th e  w eaker in sti
tu tio n s , a n d  consolidation of th e  s tro n g er ones.

W h at w ith  th e  a irp lan e , autom obile , ra d io , telephone, ru ta l m ail an d  good 
ro ad s, a change in  custom s, h ab its  an d  m ethods is tak in g  place, of w hich we 
are as y e t  h a rd ly  conscious, b u t th e  changing condition of business life 
especially is to  m e v ery  d efin ite  and v ery  real in th e  constancy of its  a p 
p ro ach . As applied to  th e  business o f th e  sm aller to w n s, I believe th e  change 
will be rev o lu tio n ary . T h e  ten d en cy  of th e  tim es is to w ard  centralized  
control an d  d istrib u tio n . T his is evidenced in nearly  every line of com
m ercial u n d ertak in g . C hain  stores of every  description do t th e  landscape 
an d  w ith  th e ir enorm ous buying pow er are rap id ly  p u ttin g  th e  sm all m er
ch an t o u t of business or m aking i t  increasingly m ore difficult for him  to  
co n tin u e . T h e  autom obile h as reduced th e  d a y ’s jo urney of y esterd ay  to  
one of a n  h o u r to -d a y . I t  is a singular characteristic  or a ttr ib u te  of h u m an  
n a tu re  to  enjoy tran sactin g  business in  th e  larger cen ters. I t ’s a holiday 
fo r th e w o m e n , an  ad v en tu re  for th e  ch ild ren , and a n  im aginary  necessity 
for th e  s tern er sex. W hy should ru ra l banking be exem pt from  th is  new 
an d  c o n sta n tly  growing influence.

One learn s, or a t  least should learn , m an y  things in  th e  g reat school of 
p ractical experience th a t  are not found in te x t books, or acquired by listening 
to  technical and th eo retical discussions u p o n  any given su b jec t. B anking 
is no exception to  th e  ru le . I  do n o t p reten d  to  an y  gift of p ro p h esy , or 
th a t  I  h av e  f.reater pow er to  p e n e tra te  th e  fu tu re  and forecast com ing events 
th a n  anyone of you h e re . W h at I  h av e  said , an d  w hat I  m ay  say  is b u t th e  
resu lt of m y  observations and convictions, especially in recen t y ears, and m y 
only desire in p resenting  th em  to  you a t  th is  tim e is th a t  I m ay possibly 
be of som e service to  th is  p a rt  of th a t  g reat body of m en an d  institu tio n s 
who h av e h a d  som e p a rt  in  directing  th e  financial affairs of th is  c o u n try , so 
th a t  it has prospered  as no o th e r co u n try  ever did . I t ’s also possible, if 
no t p ro b ab le , th a t  I  h a v e, or m a y , call to  y o u r a tte n tio n  som e m a tte rs  of 
personal in te re st to  w hich you h av e given no p articu lar th o u g h t, or w hich 
m ay  n o t h av e  fallen w ithin  th e  ran g e of y o u r vision. I  w an t to  say  to  you 
w ith o u t prejudice of an y  c h arac te r som ething th a t  you m ay  n o t care to  
h e ar, som ething th a t  you m ay  no t believe w hen you do h ear i t ,  o r, hearing 
and believing, will be able to  convince yourself th a t  y o u , perso n ally , or 
yo u r successors will never be affected. I t  is this:

B ran ch  banking an d  chain banking as im p o rta n t, if no t a t  th is  tim e dom 
in atin g  facto rs , h av e  ta k e n  th e ir p lace in  th e  schem e of thin g s financial 
in  th is  c o u n try , an d  are  here  to  s ta y . J u s t how far reaching th e  m ovem ent 
m ay  be only th e  fu tu re  will rev eal. I t  seem s to  m e, considering th e  presen t 
m ovem ent to w ard  centralized co ntrol, an d  speaking of th e  fu tu re  ra th e r  
th a n  th e  p re se n t, th a t  if U nit B anks are  continued indefinitely and individual 
banking is to  be p e rp e tu a ted  in th is  c o u n try , th e re  m u st be som e change in 
p resen t m eth o d s. B anking a fte r  all is a n  individual m a tte r  an d  ou r d estin y , 
as I  see i t ,  is largely  w ithin  ou r own keeping. Legislation m ay a t  tim es be 
h elp fu l, b u t above an d  beyond all is th e  ch aracter of th e  m an a t  th e  helm . 
W h at is needed is th a t  th e  governing an d  directing  genius of th e  organization 
be a  m an  for w hom  no legislation is n eeded, or supervision necessary. A 
m a n  w ho is a  b a n k er in  all th a t  it signifies, well balanced, carefu l, w ith  th e  
courage to  say  n o , an d  th e  fu ll realizatio n  of th e  responsibilities of th e  tru s t  
w hich h e  ad m in isters. B anking, in  its  fin al analysis, is n o thing m ore or 
less th a n  a  tru ste e sh ip . A nd so I  say  again th a t  unless we a re  to  finally 
d rift to w ard  th e  E u ropean system  of b anking w hich has a lread y  gained 
su ch  a foothold in  th is  co u n try , i t  behooves everyone in terested  to  recognize 
th e  new conditions w hich exist, to  u n d e rstan d  and ap p reciate  th a t  th e re  
should be m ore bankers in  th e  banking business, th a t  th e re  should be fewer 
and stro n g er b a n k s, th a t  th e  general a d o p tio n  of b e tte r  banking m ethods 
is im p erativ e , th a t  g re a te r care should be exercised in  in vestigating  th e  
qualification and fitness of those apply in g  for bank c h arte rs, th a t  th e re  
should be th e  establishm ent of non-political banking boards in every  s ta te , 
an d  sufficient com pensation, and longer term s in office, for ban k  su p erin 
te n d e n ts , in  o rd er th a t  m en of th e  highest in teg rity  an d  a b ility , m en w ith 
experience an d  u n d erstan d in g  m ay  be secured for, or m ain ta in ed  in , such 
positions.

Successful b a n k in g , in  all its  d ifferen t phases is p red icated  u p o n , an d  th e  
re su lt of, public confidence. In  view  of th e  com paratively  recen t banking 
debacle th e re  is p rim arily  b u t one problem  to  solve, an d  t h a t ’s how  to  m ak e 
banking safe for all concerned.

Several years ago th e  S ta te  B an k  D ivision outlined a d efinite  policy as 
to  its  activ ities  in  o rd er th a t  th e re  m ig h t be a co-ordinated an d  successive 
line of endeavor w hich should be carried  on  u n til tangible  resu lts  w ere 
o b tain ed . Some of th e  direct banking problem s requiring  legislative actio n , 
to  w hich m uch tim e an d  effort h av e been given by th e  D ivision, are:

In creasin g  th e  m inim um  cap ital req u irem en ts of banks to  $ 2 5 ,0 0 0  (of 
th e  2 ,2 3 5  b a n k s w hich h av e  closed du rin g  th e  1 9 2 0 -1 9 2 6  period, 1 .4 8 6  w ere 
in  tow ns of 1 ,0 0 0  p o p u latio n  or less, p resu m ab ly  w ith  sm all c ap ital equip
m en t) ;

G ran tin g  B an k  C om m issioners or B anking B oards sole pow er to  c h a rte r 
new banks;

C reatin g  ban k in g  b o ard s to  a c t in  an  ad visory  cap acity  w ith  th e  B an k  
C om m issioner:

Increasing th e  com pensation of B an k  C om m issioners, lengthening th e ir 
term s of office to  six years w ith  pow er to  ap p o in t necessary dep u ties and 
exam iners, and m aking th e  office non-political;

E m pow ering B an k  C om m issioners to  ta k e  com plete charge of, an d  liqui
d a te  in solvent b an k s as distinguished from  liq u id atio n  th ro u g h  th e  courts;

P ro h ib itin g , or lim iting  an  officer or d irecto r of a b an k  from  borrow ing 
from  his b a n k  unless his co lla teral is f irs t ap p ro v ed  b y  a  m a jo rity  of th e  
B oards of D irectors;

M ak in g  th e  issuance of w orthless chocks a m isdem eanor w ith  specific 
penalties;

U rging u niform  s ta te  b a n k  legislation an d  g re a te r efficiency in  s ta te  b a n k  
supervision.

A ll, or nearly  all of th ese subjects h av e been p resen ted  to  you in  p am p h let 
form  fu rin g  th e  p a st y ear an d  h av e n e t w ith  appreciative response fro m  all 
sections of th e  c o u n try . I n  carrying on th e  w ork we have h a d  th e  co-oper
a tio n  an d  active su p p o rt of m an y  of th e  b an k  com m issioners for w hich we 
are  deeply g ratefu l. I n  one instance th e  b a n k  commissioners of tw en ty - 
seven sta tes  ordered q u a n tity  lots  of a  p am p h let for d istrib u tio n  to  th e  
various S ta te  legislative com m ittees.

T h e curing of w h at I  th in k  m ay  be term ed  legislative ills, is u su ally  a 
slow process, an d  requires patien ce , courage, conviction as to  th e  justice  
of your cause, a n d  w h at is of g reater im p o rtan ce, keeping everlastingly  a t  
i t .  These qualifications are  possessed b y  th e  S ta te  B an k  D ivision. W e 
are  confident th a t  mu’ efforts have been beneficial an d  far reaching in  th e ir 
effects. W hile m uch has been accom plished, m uch m ore rem ains to  be 
done. I t  will be far easier, an d  th e  objective m ore quickly a tta in e d , if 
each one of you will give th e  b est th e re  is in  you to  h asten  th e  d ay  when 
b an k  failures are  a  th in g  of th e  p a st, or a t  least becom e exceptional, and 
every b a n k , large an d  sm all, shall com m and an d  enjoy th e  fullest m easure 
of public confidence.

One im p o rtan t factor of safety  has been neglected b y  m a n y  ban k s in th e  
p a st an d  I  presum e th a t  in  m any instances th e  neglect continues, a n d  t h a t ’s 
th e  diversification of loans. I t ’s a  violation  of one of th e  fu n d am en tal 
principles of safe b anking if th e  loans are  n o t diversified. I t ’s self-evident 
th a t  if a  b an k  lends all of its  fu n d s to  one line of in d u stry  th a t  i t  m u st suffer 
all th e  flu ctu atio n s a tten d in g  u pon th a t  p a rtic u la r line of business. If 
conditions becom e bad in th a t  line, th e  b an k  loans reflect i t .  T o lend all 
of th eir funds upon th e  resources of th e ir im m ediate  vicinity seems com pul
sory upon m any sm all banks in  th e  ru ral d istric ts , b u t no one can  m ain tain  
in  view of our recent experience, th a t  th e  practice  is so u n d , an d  sound 
banking practice  is one of th e  things m ost u rg en tly  needed.

T here is one underlying, fu n d am en tal reason w hy m any b anks fail, and 
t h a t ’s th e it in ab ility  to  liq u id ate  th e  loans previously m ade. T h a t is a 
brom ide you will say , and it is acknow ledged as being su ch , b u t none can 
deny th e  tr u th  of i t .  T h e tro u b le  in  som e com m unities is th a t  m any of 
th e  loans are  n o t loans a t  all in  th e  s tric t in terp reta tio n  of th e  te rm , b u t 
ra th e r  adv en tu ro u s advances u pon th e  crops of th e  c o u n try  trib u ta ry  
to  th e  b anking location, w hich are  rep aid  if, as an d  when th e  com m odities 
are  safely h a rv e ste d , an d  p ro fitab ly  m ark eted . O therw ise th e  b a n k  ex
tends th e  n ote  an d  p ray s for b e tte r conditions th e  following y ear. I t  is 
usually  n o t a  difficult m a tte r  to  w eather one y ear of crop failure, of low 
prices, b u t a  succession of th e m , such as we h av e h ad  recen tly , is largely  
responsible for th e  high ra te  of ban k  m o rta lity  since 1 9 2 0 . I t  w ould lif t a 
trem endous lo ad , in  tim es of stress, if all banks w ould c a rry  so m eth in g  
in  th e  w ay of a  secondary reserve.

I  believe one difficulty , one co n trib u tin g  fa c to r, to  less cautious m eth o d s 
in  th e  sm all com m unities, is th e  strife  for business, an d  th e  b ittern ess, and 
th e  jealousies w hich it engenders. I  am  fam iliar w ith  m ore th a n  one s itu a 
tio n  w here th e  local bankers have n o t spoken to  each o th er for y ears, and 
w here, as a  m a tte r  of so-called principle an d  established cu sto m  one b an k  
is against everything th e  o th er b a n k  is fo r. I  am  willing to  acknow ledge 
th a t  i t  is th e  o th er fellow’s fa u lt, an d  p ro b ab ly  no such condition  exists in 
an y  of th e  com m unities w hich you here re p re sen t, b u t if perchance th ey  
should, ta k e  m y advice, get to g eth er a n d  forget i t ,  an d  for th is  reason: 
Of all tra d e s , callings or professions betw een th e  m em bers o f w hich th e re  
should be m u tu al confidence a n d  respect a n d  a willingness to  assist th ro u g h  
a n  exchange of inform ation, th e re  are  none in  w hich these th in g s are  of 
g reater consequence th a n  in  th e  ban k in g  business. W ere th is  d o n e, in 
m an y  instances duplication  or borrow ing, a n d  consequent losses w ould be 
avoided. I  am  em phatically  for th e  organization  an d  m aintenance of 
c o u n ty  or regional clearing houses an d  I  hope each one of you will encourage 
th e  m ovem ent w herever a n d  w henever possible. I t  m ay  surprise  som e of 
you to  know  how  m an y  of y o u r cu stom ersare  borrow ing fro m  ot h er b a n k s . 
I  th in k  th e  record  is held b y  one b a n k  c u stom er who borrow ed fro m  seven 
different banks w ithout his activities being disclosed u n til a  c o u n ty  clearing 
house was established. T hen th e  in terested  banks got to g eth er, bestow ed 
th e  cham pionship b elt u pon th e  indiv id u al' to o k  th eir losses, a n d  were 
unanim ous for a n  interchange of in fo rm atio n  th e re a fte r.

T h ere  is a n o th er th in g  w hich I  w ould like to  p resen t or suggest for yo u r 
consideration, a n d  I  do this  u pon m y  own personal responsibility  w ith  no 
reference to  th e  S ta te  B an k  D ivision, an d  th a t  is th e  segregation o f savings 
deposits. I  th in k  we will all u n h esitatin g ly  acknow ledge th a t  each and 
every depositor is en titled  to ,  an d  should en jo y  th e  sam e p ro tectio n . Is 
th e re  a n y  difference in  th e  object an d  p urpose of a  savings a cco u n t, no 
m a tte r  w here deposited . T h e  m u tu a l savings b a n k  carries on its  business 
u n d er th e  m ost rigid restrictions as to  th e  c h arac te r of its  loans an d  in v est
m en ts . These restrictions w ere devised for th e  p ro tectio n  of th e  depositor 
who was visualized as a person of sm all m ean s, accum ulating  b y  d in t of 
sacrifice a  reserve for protectio n  ag ain st old age or disaster. Few , if any 
restrictions are  to  be found in th e  v a st m a jo rity  of banks w hich to -d ay  are  
accepting savings deposits. T h e sole restric tio n  rem aining in  m an y  cases, 
th a t  of notice of w ithdraw al, is for th e  p ro tectio n  of th e  b a n k , a n d  n o t th e  
depositor. P ersonally, I  do no t believe we should be p erm itted  to  mingle 
savings deposits w ith dem and deposits, an d  lend th em  for com m ercial 
purposes. I  believe in  segregating savings deposits from  all o th er deposits, 
describing th e  loans an d  in vestm ents for such fu n d s, and th e  giving of a 
first lien to  th e  depositor u pon these segregated assests. I t  has happened 
in th e  case of a num ber of failed b a n k s, th a t  com m ercial depositors, being 
in closer to u ch  w ith  conditions, h av e largely w ithdraw n th e ir deposits, 
leaving th e  savings depositors to  b ear th e  greater portion  of th e  loss. M ore
over, a b an k  in  difficulties an d  striving to  keep going, could, a n d  usually  
does, dem and notice of th e  savings depositor while it  uses its  b est a n d  m ost 
available assets to  m eet th e  w ithdraw al of d em and depositors. T h e  people 
are  beginning to  u n d erstan d  th is , a n d  I  th in k  th e  responsibility  to  set th e ir 
m inds a t  rest is w ith  u s.

J u s t tw o things m ore, v ery  briefly, a n d  th e n  I  am  th ro u g h , an d  th e  first 
is to  express m y appreciation  an d  g ra titu d e  for th e  privilege I  h av e  enjoyed 
th e  p a st five years of associating w ith  th e  m en w ho have been m o st active 
in  th is  g reat division. T h e officers, p a s t an d  p re sen t, th e  m em bers of th e  
E xecutive C om m ittee, an d  th e  m em bers of th e  various other com m ittees. 
N o group of m en h av e m ore unselfishly d evoted  th e ir best efforts to  th e  
upbuilding of th e  profession to  w hich th e y  belong. N o b e tte r citizens, no 
m ore interesting  com panions or loyal friends h av e I  ever been p e rm itte d  to  
know , an d  I  w an t to  th u s  publicly acknow ledge th eir m any courtesies and 
kindnesses to  m e, an d  th a n k  th e m  for th em .

A nd th is , m y la st , h as no th in g  w hatever to  do w ith  banks or b anking 
except in  so far as it  m ay  be our d u ty  to  be helpful to  others as we trav el 
th ro u g h  this  Yale of T ears. T h e appeal is la te  because I  h av e never h ad
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such an  o p p o rtu n ity  as th is  of m aking it  to  you before, b u t th o u g h  th e  
appeal is la te , th e  necessity has no t altogether passed. I t  seems very 
long ago, so rap id ly  does tim e p ass, b u t you null all rem em ber w ith  w h at 
vociferous acclaim  we accom panied th e  boys to  th e  ra ilro ad  s tatio n  on th e ir 
w ay to  F ran ce . H ow  we w aved th e  flag  an d  shouted  ou r farew ells. T h ey  
o ften  left carrying w ith  th e m  prom ise th a t  th eir jobs an d  positions w ould 
be re a d y  for th em  on th e ir re tu rn . M a n y  such prom ises were forgotten  
when th e  boys cam e b ack , and so th is  is w hat I  w an t to  ask of you. I f  
th e re  is a w o rth y  a n d  deserving ex-service m an in your v ic inity  w ho is n o t 
doing so well, will you n o t m ake a conscientious effort to  place his feet upon 
th e  p a th w ay  w hich m ay lead to  b e tte r th in g s, rem em bering alw ays th a t  it 
was his willingness to  sacrifice, an d  th e  sacrifice m ade b y  those w ho did 
n o t re tu rn , th a t  gave to  us of th is  generation a new  in te rp reta tio n  an d  a.new  
u n derstanding to  th e  w ords of th e  im m ortal Lincoln: " T h a t  governm ent of 
th e  people, b y  th e  people, for th e  people shall n o t perish from  th e  e a r th .”

Report of Federal Legislative Committee, Hugh H. 
Saxon, Chairman— McFadden Bill and Branch
Banking.

M r. H ugh H . Saxon (Chicago H I.): M r. C h airm an  a n d  G entlem en: 
T h e  Federal Legislative C om m ittee of th e  S ta te  B an k  D ivision has co
o p erated  actively w ith  th e  Federal Legislative C om m ittee  of th e  A m erican 
B ankers A ssociation. O ur activities were confined largely to  giving a id  in 
securing th e  enactm ent of th e  M cF adden-P epper bill in accordance w ith  
th e  resolutions ad opted  b y  th e  A m erican B ankers A ssociation a t  th e  Los 
Angeles A nnual C onvention. A t th a t  convention, th ere  was a  difference 
of opinion expressed b y  th e  m em bership of th e  S ta te  B an k  D ivision regard
ing th e  branch b an k  feature  of th e  bill know n as th e  H u ll am en d m en t, b u t 
Ju d g e P a to n , G eneral Counsel of th e  A m erican B ankers Association, ruled 
th a t  th e  m a n d a te  ad o p ted  b y  th e  general convention tak es precedent over 
a n d  determ ines th e  policy of all divisions and sections in  determ ining legis
la tive policies. H ence your com m ittee has actively  cooperated w ith  th e  
F ederal Legislative C om m ittee of th e  A m erican B ankers A ssociation, and 
tak es w h at we feel is justifiable pride in  th e  fa c t th a t  we played a  v ita l 
p a rt in  securing th e  en actm en t of th e  M cF adden-P epper bill.

A t th e  D ecem ber m eeting of th e  E xecutive C om m ittee of th e  S ta te  B an k  
D ivision, i t  was ap p aren t th a t  m uch m isinform ation existed am ong our 
m em bership on w h at w ould be th e  effect of th e  M cF ad d en  bill, approved 
a t  th e  Los Angeles C onvention, regarding b ran ch  ban k in g . A fte r dis
cussing th e  m a tte r , we were convinced th a t  th e  action  ta k e n  b y  th e  G eneral 
C onvention of th e  A m erican B ankers Association is n o t only in conform ity 
w ith th e  declared principles of th e  S ta te  B an k  D ivision of b ran ch  ban k in g , 
b u t does, in  fa c t, cu rb  b ran ch  banking.

M oreover, th e  M cF ad d en  bill, w ith o u t th e  H ull am en d m en t, seeks p ri
m arily  to  equalize th e  ch arter rights an d  opportunities of s ta te  and national 
ban k  m em bers o f th e  Federal R eserve S ystem . T his is necessary to  th e  
continuance of th e  n ational banking system  w hich, because of its  com pul
sory m em bership, is th e  bulw ark  of th e  F ederal R eserve System .

As to  b ran ch  b anking, th e  M cF ad d en  bill w ith o u t th e  H u ll am endm ents 
prohibits th e  establishm ent of a n y  state-w ide branches of s ta te  m em ber 
banks of th e  F ederal R eserve S ystem . I t  prohibits b o th  n atio n al an d  s ta te  
m em ber banks from  establishing branches in  te rrito ry  contiguous to  th e  
hom e cities in  w hich th e y  are  located. I t  prohibits a  n ational b an k  from  
establishing branches anyw here in a n y  s ta te  w hich does n o t now  perm it 
branch banking. I t  forbids a natio n al ban k  to  establish an y  branches in 
a n y  c ity  or tow n under 2 5 ,0 0 0  pop u latio n , even in  s tates  w hich now p erm it 
branch banking. I t  forbids th e  en tran ce to  th e  Federal Reserve System  
of a n y  non-m em ber s ta te  b an k  w ith  state-w ide branches or branches in 
contiguous te rrito ry  established a fte r th e  d a te  of th is  a c t. I t  forbids a 
s ta te  b a n k , w hether a m em ber of th e  F ederal R eserve System  or a  non- 
m em ber, to  convert in to  a national b a n k  an d  re ta in  branches beyond 
th e  c ity  lim its if such branches were established a fte r  th e  passage of th is  
a c t . I t  forbids a  s ta te  b a n k , w hether m em ber or non-m em ber, to  consoli
d a te  w ith  a national ban k  and re ta in  in  th e  consolidation an y  branches 
outside th e  hom e city  of such ban k  if th e  branches were established a fte r th e  
approval of th e  a ct.

In  b rief, it denies nation-w ide b ran ch  banking, state-w ide b ran ch  b a n k 
ing, country-w ide b ran ch  b anking, and branch banking anyw here in  th e  
U nited  S tates b y  Federal a u th o rity  except in a  few large cities w here s ta te  
banks are  already engaged in  bran ch  banking u n d er s ta te  law .

As a m a tte r of general inform ation  to  ou r m em bership, i t  was decided to  
prepare  a special le tte r to  be sen t to  ou r m em bership in  each s ta te  showing 
in  d etail ju st how  th e  M cF ad d en  B ill w ould o p erate  w ith  reference to  
branch banking in  th a t  s ta te . As a m a tte r of reco rd , we are  inserting  in  
th is  rep o rt a typ ical le tte r, th e  le tte r sen t to  th e  K ansas m em bership which 
reads as follows:

Kansas Members o f the State Bank Division:
M u ch  m isinform ation still appears to  exist am ong ou r m em bers concerning 

ou r a ttitu d e  on branch banking an d  th e  probable effect of th e  passage of th e  
M cF adden Bill in  th e  form  in w hich it  passed th e  H ouse of R epresentatives 
b u t w ith  th e  H u ll am endm ents elim inated.

T h e S tate  B an k  D ivision has rep eated ly  gone on record  against branch 
banking, an d  on th a t  su b ject ou r m em bers seem  fairly  u n anim ous. On 
th e  other h a n d , th e  discussions a t  th e  Los Angeles C onvention  showed a 
su b stan tia l difference of opinion as to  how th e  passage of th e  M cF ad d en  
B ill, w ith  or w ith o u t th e  H ull am endm ents, w ould affect b ran ch  b anking.

A fter thorough discussion, in  w hich all divisions p a rtic ip a te d , th e  A m eri
can  B ankers A ssociation, in  general convention, vo ted  to  su p p o rt th e  M c
F adden Bill w ith o u t th e 'H u ll am endm ents. T h u s , th e  policy of all divisions 
was established.

H aving listened to  all th e  argum ents a t  th e  d eb ate  an d  having m ade a 
careful s tu d y  as to  how th e  M cF ad d en  Bill w ith o u t th e  H ull am endm ents 
w ould affect b ran ch  banking in  each s ta te , we are convinced th a t  th e  
action tak en  b y  th e  convention in Los Angeles is in  conform ity w ith  th e  
declared principles of our D ivision on B ranch B anking.

T h e M cF ad d en  B ill seeks p rim arily  to  equalize th e  rig h ts  and opp o rtu n i
ties of s ta te  an d  n atio n al b a n k  m em bers of th e  Federal R eserve S ystem . 
T his is necessary to  continuance of th e  N atio n al B anking System  w hich, 
because of its  com pulsory m em bership, is th e  bulw ark  of th e  F ed eral R e
serve System .

N ow , as to  b ran ch  banking: T h e  M cF ad d en  Bill w ith o u t th e  H ull
am endm ents t  .rever p rohibits th e  creation  of branches outside th e  lim its of
th e  hom e c ity  of all m em ber banks of th e  F ederal R eserve S ystem , w hether 
or not branches are  p erm itted  b y  s ta te  law . In  yo u r s ta te , K ansas, w here 
branch ban k in g  is n o t sanctioned b y  law , th e  M cF ad d en  Bill w ith o u t th e  
H ull am endm ents leaves conditions u n d istu rb ed , as th e y  are  now Should,

how ever, yo u r s ta te  legislature change your law s an d  m ake b ran ch  banking 
legal for yo u r s ta te  b a n k s, th e  m em ber b anks of th e  Federal R eserve Sys
te m , w hether s ta te  or n atio n al, w ould, in  th e  m a tte r  of branches, be abso
lu te ly  restric ted  to  th e  th re e  cities, w hich, according to  th e  last decennial 
census, has a p o pulation  of 2 5 ,0 0 0  or more: th a t  is to  say:

1. T here are  no cities in  K ansas of 2 5 ,0 0 0  to  5 0 ,0 0 0  pop u latio n .
2 . O nly tw o branches each in  th e  tw o cities (T o p ek a an d  W ichita) of 

5 0 ,0 0 0  to  1 0 0 ,0 0 0 .
3 .  In  K ansas C ity , th e  one c ity  w ith  over 1 0 0 ,0 0 0  p o p u latio n , th e  num ber 

of branches would be lim ited  to  such branches as o b tained th e  ap p ro v al of 
th e  C om ptroller of th e  C urrency: an d

4 . In  th e  rem aining 5 2 4  in corporated  cities, tow ns, a n d  villages, w ith 
p o pulation  u n d er 2 5 ,0 0 0 ,  th e re  could be no branches of banks in  th e  F ederal 
R eserve System .

In  o th er w ords, th e  M cF ad d en  B ill w ith o u t th e  H ull am endm ents lim its 
th e  n um ber of branches in  K ansas to  tw o cities outside of K ansas C ity , 
an d  in K ansas C ity  th e  n um ber is su b ject to  th e  ap p ro v al of th e  C om ptroller. 
I t  is unlikely , therefore, th a t  enough influence could be exerted b y  th e  ban k 
ers in  these th ree  cities to  change th e  p resen t law  in  th e  s ta te  in  regard  to  
branch banking.

T his D ivision will continue to  defend v ig ilantly  th e  interests of th e  
independent b an k er a n d  w ill, as in th e  p a s t, oppose every  effort to  extend 
branch banking in  yo u r s ta te  or in  a n y  o th er section of th e  co u n try .

S ta te  b an k ers, no less th a n  n atio n al b an k ers, recognize th e  necessity of 
preserving th e  F ederal R eserve System . S ta te  bankers n either need nor 
expect legislation of special a d v an tag e  to  th e m  over th e ir n ational bank 
neighbors.

In asm u ch  as th e  M cF ad d en  B ill w ith o u t th e  H u ll am endm ents w ould help 
preserve th e  in te g rity  of th e  Federal R eserve System  b y  equalizing th e  
o p p o rtu n ity  betw een th e  n atio n al a n d  s ta te  b anks an d  a t  th e  sam e tim e 
b y  p u ttin g  definite lim itatio n  to  th e  expansion of b ran ch  b anking would 
in no wise conflict w ith  ou r oft-expressed opposition to  b ran ch  ban k in g , I  
feel we should all su p p o rt th e  action  of th e  A m erican B ankers A ssociation 
a t  th e  Los Angeles C onvention.

I  a m , therefore, in conform ity w ith  a’resolution unanim ously  ad o p ted  by 
th e  E xecutive C om m ittee  of our D ivision a t  its  Chicago m eeting Decem ber 
1 6 -1 7 , a t  w hich every  m em ber was p re sen t, w riting  you as a  m em ber of our 
D ivision to  get in  to u ch  im m ediately  w ith  yo u r C ongressm an, explain to  
him  th e  s itu atio n  in  y o u r s ta te  an d  ask  him  to  su p p o rt th e  M cF ad d en  Bill 
w ithout th e  H ull A m endm ents.

Sincerely yours,
G . E .  B ow erm an.

(A nd signed b y  each m em ber of th e  
E xecutive C om m ittee of th e  S tate  

B an k  Division)

W e are  h a p p y  to  re p o rt th a t  th is  le tte r  m e t w ith  th e  general approval 
o f o u r m em bership a n d  ju d ging fro m  th e  re s u lta n t volum inous correspond
en ce, did  m uch to  clarify  th e  s itu a tio n . Following th is , several m em bers of 
y o u r c o m m ittee , including Vice P resid en t M a lo tt an d  Secretary Sim m onds, 
perso n ally  visited  th e  C apitol a n d  called on m em bers of th e  Senate and 
H ouse an d  w ere h elp fu l in  securing th e  en actm en t of th e  M cF ad d en  Bill.

T h e  M cF ad d en  Bill is u n d o u b ted ly  th e  m o st im p o rtan t piece of F ederal 
B anking L egislation since th e  passage of th e  F ed eral R eserve A ct of 1 9 1 2 .

T h e p erp e tu a tio n  of th e  c h arte rs  of th e  F ed eral R eserve B anks is in 
itse lf m om entous in its  im p o rtan ce, for th e  F ed eral R eserve B an k s’ System  
has been given A m erican business an d  b anking th e  assurance th a t  legitim ate 
cred it needs can  be m e t a t  all tim es. I t  has bro u g h t a n  end to  m oney 
p anics. I t  has in tro d u ced  a  system  of elastic cu rren cy . I t  has provided 
m obility  of reserv es. I t  has expedited b a n k  clearances th ro u g h  telegraphic 
tra n sfe r of funds th ro u g h o u t th e  c o u n try . I t  has reduced th e  tim e neces
sary  for th e  collection of checks. I t  has m ad e possible th e  establishm ent 
of a  b ro ad  discount m a rk e t an d  has given A m erican business th e  b an k ers’ 
a cceptance—a seasoned in stru m en t of credit th a t  financed last y ear m ore 
th a n  a th ird  of o u r to ta l  foreign tra d e . I t  h as pro v id ed  th e  m eans for 
handling  huge financial operations of th e  governm ent w ith o u t disturbing 
business. I t  has aided in  th e  re-estab lish m en t o f th e  gold s tan d a rd  in  for
eign countries. I t  has provided th e  m eans for speeding u p  business w hen 
it  is slow or checking speculation w hen it  th re a te n s  o u r natio n al w elfare. 
In  sh o rt, it  has pro v id ed  a sy stem  of b a n k ers’ banks t h a t ,  for th e  first tim e, 
are  in  a  position to  ad eq u a te ly  p rovide th e  reserve accom m odations th a t  
th e  banks req u ire .

Y our C om m ittee is glad to  re p o rt th a t  we w ere help fu l in  cooperation w ith 
o th ers in  securing th e  am en d m en t to  th e  first p a ra g ra p h  of Section 9 of th e  
Federal R eserve A ct in in serting  th e  w ords “ P u rsu a n t th e re to ” in  th e  last 
sentence, so th a t  it  now  reads:

T h e Federal R eserve B o ard , subject to  th e  provisions of th is  A ct an d  to  
such conditions as it  m ay  prescribe p u rsu a n t th ereto  m ay  p erm it th e  ap
plying b an k  to  becom e a stockholder of such Federal R eserve B an k .

Y our C om m ittee also urged Congressional actio n  giving s ta te  ban k  m em 
bers of th e  F ed eral R eserve System  th e  sam e rig h ts  to  act as governm ent 
depositories as are  enjoyed b y  th e  n atio n al b an k s. Owing chiefly to  th e  
crow ded calendar in  th e  sh o rt session of C ongress, we w ere u n ab le  to  secure 
th is  recognition. W e p la n  to  urge th e  recognition of th is  rig h t a t  th e  next 
session of C ongress.

T h e y ear h as been one of in te re s t an d  a ctiv ity  for your C om m ittee 
an d  we feel th a t  m uch has been accom plished. W e are  ap p reciativ e of th e  
splendid su p p o rt an d  cooperation given us b y  th e  officers of o u r D ivision and 
th e  A m erican B ankers A ssociation.

Report of Chairman of State Legislative Committee.
M r. L . A. A ndrew  (C itizens Savings B an k , O ttu m w a, Iow a): Y our

S ta te  Legislative C om m ittee  has been w orking w ith  th e  C om m ittee of th e  
A . B . A . an d  during  th e  p a st y ear we h av e h a d  m eetings w ith  forty-one 
s ta te  legislature com m ittees. W e h av e  ta k e n  th e  o p p o rtu n ity  to  present 
to  every one of these legislatures th ro u g h  th e  com m ittee’s th e  findings of th e  
D ivision over a  period of research durin g  th e  la st four years, w hich you 
will rem em ber has been along th e  line of b e tte r banking an d  for stronger 
and b e tte r b an k s. T hese researches h av e been p u t in p am phlet, form  by 
ou r D ep u ty  M an ag er an d  were in  g reat dem and in every one of these S ta te  
legislatures. T h e y  were presen ted  to  th e  S ta te  com m ittees a n d  used w ith 
g reat success in  g ettin g  th ro u g h  proper legislation. T h ere  is still a  g reat 
field for th is  w ork. I  w an t to  say  th a t  I  p red ict th a t  th e  speech you heard  
to -d ay  from  M r . Stephens in  reg ard  to  supervision th ro u g h  regional clearing 
houses will h av e a  g reat resu lt th ro u g h o u t th e  c o u n try . I  believe as a 
S ta te  b a n k  com m issioner th a t  th is  is th e  real solution of proper supervision 
an d  I  wish th a t  every  m an  here w ould give it p a rtic u la r s tu d y .
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Report of Public Service Committee.
,  M r. M . P lin  B eebe (B an k  of Ipsw ich, Ipsw ich, S. D a k .):  M r. P resid en t 
an d  G entlem en: T his will be re a l b rie f. I  will n o t re a d  m y  re p o rt to
you v erb ally .

O ur com m ittee  has th is  y ear p ublished th re e  different p am p h lets  or little  
serm o n ettes g o tten  o u t b y  our friends H azelw ood, Stephens and M a lo tt. 
T h e  covered “ B e tte r  B an k in g ,” “ Service C h arg es,” an d  “ C red it Files for 
C o u n try  B an k s .”  T hese pam p h lets  h av e been very  read ily  received by  all 
th e  b an k s of th e  co u n try  and we h av e h ad  a  g reat m an y  o rders for th em  
so fa r a n d  som e banks h av e even w an ted  th e m  to  send to  all th e ir  custom ers.

W e h av e  also p u t on a  d riv e for each b an k  to  h av e a c red it file on  every  
borrow er w ith  unsecured loans o f $ 5 0 0  or m ore. W e have h ad th e  un an im 
ous co-operation o f every  b an k  su p erin ten d en t in  th e  U n ited  S ta tes  in  th is  
m a tte r  a n d  th e y  h a v e , I  believe, passed th e  good w ord along to  all th e ir 
b an k s.

W e h av e  also m ad e a s tu d y  o f th e  failures in  th e  natio n al an d  s ta te  banks 
of ou r c o u n try  an d  th a t  has also been p u t in th e  form  of a  p a p e r.

L ast of all we ju s t m ake th ese recom m endations:
I t  is th e  opinion of y o u r C om m ittee  th a t  i t  w ould be w orthw hile for us 

to  co ntinue th e  cam paign for less free  service on th e  p a rt of banks on th e  
th e o ry  th a t  th e  w orkm an is w o rth y  o f his hire; also, to  m ake a  s tu d y  of 
th e  ad v an tag es of d iv ersity  o f in v e stm en ts , an d  to  conduct an  educational 
cam paign along th e  line th a t  i t  is to  th e  ban k ers in terest to  sell bonds and 
o th e r securities direct to  th e ir  custom ers in  preference to  allow ing bond 
houses to  do so. R espectfully s u b m itte d .

Report of Committee on Resolutions— Installation of 
Country District Clearing House Associations En
dorsed.

M r. G ra n t M c P h e rrin  (C en tra l S ta te  B an k , Des M oines, Iow a): M r ’ 
C h airm an  an d  G entlem en o f th e  S ta te  B an k  Division: Y our C om m ittee
on R esolutions desires to  com m end th e  splendid cam paign th a t  has been so 
successfully carried on d u rin g  th e  p a st few years by  th e  S ta te  B an k  D ivision

looking to w ard s th e  seem ing of g re a te r unifo rm ity  of equ itab le  b anking 
legislation in th e  several s ta te s , an d  m ore uniform ly efficient S ta te  ban k  
su pervision, an d  m aking th e  office of b an k  com m issioner as free  fro m  en
tan g lin g  p a rtis a n  politics as th e  ju d iciary  itself.

Also, in  th e  in te re st of b e tte r  ban k in g , y o u r C om m ittee  desires to  h eartily  
com m end th e  cam paign th a t  is being carried  on b y  th e  C learing H ouse Sec
tio n  of th e  A m erican B ankers A ssociation for th e  in stallatio n  of co u n try  
d is tric t clearing house associations, having for th e ir  p urpose closer local 
co-operation o f ban k ers a n d  th u s  brin g  a b o u t b e tte r , safer a n d  sou n d er 
b an k in g .

W e pledge th e  officers of th e  C learing H ouse Section o u r h e artie st su p p o rt 
in carrying forw ard th is  com m endable p ro g ram .

Y our C om m ittee  also w ishes to  h e artily  com m end th e  w ork o f th e  officers 
of th e  S ta te  B an k  D ivision for th e  splendid services w hich th e y  h av e  re n 
d ered  ou r e n tire  ban k  m em bership du rin g  th e  p a s t  y e ar.

R espectfully  su b m itte d  an d  signed
G R A N T  M c P H E R R IN , 
W . P . O ’N E A L ,
P . B . T IM P S O N .

[The m otion for adoption  of th e  resolutions was seconded an d  carried  .1

Report of Committee on Nominations.
M r. D an  V . Stephens (F rem o n t S ta te  B a n k , F re m o n t, N e b .):  M r. 

C h airm an , yo u r C om m ittee on  N om inations beg leave to  re p o rt as follows:
W e recom m end for th e  office of P resid e n t, M r. M . H . M a lo tt. P resid en t, 

Citizens S ta te  B an k , A bilene, K ansas.
F o r V ice-President, M r. S. J .  H igh, Peoples B ank and T r u st C o ., T u p e lo . 

M ississippi.
F or th e  th re e  y ear te rm  of th e  E x ecutive C o m m ittee  m em bers we nom 

in ate  Felix M . M cW h irter, P resident of th e  Peoples S ta te  B an k , In d ian a
polis, In d ian a  an d  M r. W . A . H u n t, P resid en t of th e  C itizens B ank & 
T ru st C o ., H enderson, N o rth  C arolina. F o r th e  one y ear te rm  M r. T . O. 
H am m ond, V ice-President of th e  M o n tan a  T ru st &  Savings B an k , H elena. 
M o n ta n a .

tT he m otion to  a d o p t th e  re p o rt was seconded and carried.!
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The Clearing H ouse: The Preserver o f  Am erican Independent Banks.
By C . A . C h a pm a n , President First National Bank, Rochester, Minn.

A former president of the Clearing-house Section of the 
American Bankers Association once declared that “ The 
Section is rapidly becoming what it should be— the banking 
laboratory of the fundamental principles and practices of 
the membership of the American Bankers Association.”

He had in mind the use of the Clearing-house Section as a 
laboratory for investigation and experimentation compara
ble to similar organizations to be found in the various 
divisions of industry and commerce.

He belived that the Section should be the academy of 
practical banking. If that be the function of the Clearing
house Section, and all seem to concur that it is, we have a 
right here to make inquiry along the lines of the present 
subject.

The independent banking system of the United States 
should and does engage the satisfied and approving atten
tion of the business world. It is composed of individual 
institutions having corporated structures provided for 
specific purposes and functions, the authority for which 
is derived either from the state or national governments. 
These individual institutions are organized in response to 
local needs for special service and the capital for each is 
advanced in the main by the officers, directors, and patrons 
of the respective institutions in the immediate locality.

The service provided includes segregated and depart
mental savings, commercial banking, all forms of credit and 
exchange, together with every imaginable form of fiduciary 
service. The capital and surplus of these institutions 
is in excellent ratio to the deposit liabilities and assumed 
obligations of the individual institutions.

The service is everywhere in the hands of carefully-selected 
highly-trained, and broadly-experienced men who regard 
banking as a profession, who keep their own affairs and per
sonal ventures distinct and separate from those of the insti
tutions of which they have charge. They yield constant 
and implicit obedience to boards of directors who in their 
turn give their institutions unremitting, detailed direction 
and supervision.

The officers and directors everywhere cooperate actively 
and voluntarily with the national and state departments 
having the supervision of banks. This supervision is carried 
out through large staffs of highly-skilled and experienced 
examiners whose professional knowledge of banking and 
the values and conditions in the districts which they serve 
eminently fit them for their onerous duties.

All these independent banks are members of the Federal 
Reserve System acknowledged throughout the world to be 
the best banker’s reserve and rediscount cooperative which 
has ever been contrived.

In addition to governmental supervision and membership 
in the Federal Reserve System, all of these independent 
banks are also members of their respective city or district

clearing-house associations. Here is undoubtedly the 
supreme accomplishment of all times in the financial field, 
unless branch banking combines better attributes as some 
claim.

These clearing houses are voluntary associations built 
upon the broad foundation of professional solidarity, ethics, 
and common group interest. They are either formed out 
of institutions located in specific cities or out of groups of 
banks serving one or more counties, so that every bank in 
the United States is voluntarily a member of a clearing
house association.

Those associations voluntarily undertake a number of 
indispensable functions which may be enumerated.

F irst— E ach  association h as a credit b u reau  w herein is centralized  a l 
detailed credit info rm atio n  covering th e  en tire  field of th e  association. 
T h is elim inates th e  form er p ractice of d u p licate  borrow ing an d  shopping 
b y  borrowers from  b a n k  to  b a n k . I t  also centralizes inform ation  as to  
undesirable a n d  unp ro fitab le  accounts.

Second.— E ach association realizes th a t  a  safe an d  so und b a n k  is one 
w hich is m aking liberal p ro fits , otherw ise it  can n o t su sta in  unavoidable  
losses. E ach  association, therefore, conducts a  continuous analysis of 
p ro fits, com pensation, an d  expense in  order to  elim inate in o rd in ate  costs  
an d  discover deficiencies in  rem u n eratio n  for service.

T hird .— E ach association exam ines in to  an d  restrain s d estru ctiv e, out- 
th ro a t an d  p re d a to ry  com petition  am ong its m em bers. I t  discourages pro
m otional banking an d  such practices as breed insecurity  an d  h a za rd .

Fourth .— E ach  clearing house exam ines in to  ta x a tio n , fixes th e  hours  
for doing business, a n d  in term ed iates am ong th e  m em bers w henever 
found necessary.

F ifth .— I t  provides a  system  of exam ination carried o u t b y  th e  aid of an  
ad eq u ate  s ta ff of hig h ly -train ed  an d  broadly-experienced ban k ers devoting  
th eir lives to  th e  specialty  of b an k  exam ination. F o r th e  use of these  
clearing house exam iners an d  executive com m ittee  th e re  are  w eekly s ta te 
m ents of resources an d  liabilities an d  operations in d etail furnished by  
each m em ber b a n k  to g eth er w ith  copies of th e  rep o rts  of exam inations of 
s ta te  and natio n al b an k  exam iners furnished w ith  th e  consent of th e  ex
am ined banks and th e  supervising d ep artm e n ts. In  ad d itio n  th ere  is th e  
cen tral credit file and th e  cen tral liab ility  ledger consolidating all th e  lines 
of all th e  borrowers operating  w ithin  th e  te rrito ry  served b y  th e  m em ber 
banks within the clearing house.

Sixth.— D irecting th e  w ork of th e  clearing house exam iners an d  d eter
m ining policies an d  rem edial m easures th ere  is th e  executive com m ittee of 
each clearing house association com posed of five or m ore com m itteem en  
elected b y  th e  m em bers of th e  association for term s of years. I t  s th e  
fu nction  of th e  executive com m ittee to  learn  of abuses on th e  p a rt of m em 
bers. of disregard for th e  ten ets  of banking ethics and infractions of th e  
ru les of good b anking practice  or th e  em ploym ent of unsafe m ethods and  
to  m ake recom m endations or a p p ly  rem edies. T o all of th is  th e  m em bers  
v o lu n tarily  a ssen t. T his executive com m ittee  has th e  w holehearted su p 
p o rt an d  cooperation of all th e  m em bers of th e  clearing house association  
who aid an d  assist th e  exam iners in  every w ay for th e  com m on good.

Seventh.— E a c h  association com bats th e  organization of prom otional 
banks or th e  creation  of in s titu tio n s  for w hich th e re  is no public necessity  
and  continually  brings its influence an d  prestige to  bear on banks which  
do n o t com ply w ith  th e  best practice  an d  ethics. T h e clearing house  
supp o rts  its  m em bers in a d v ersity  so long as th e y  are  able to  m arshall good 
assets an d  display th e  foundations for cre d it. I t  acts  to  stabilize an d  sup
p o rt th e  m em ber in stitu tio n  u n til it is again able to  s ta n d  in  its own stre n g th .

Eig th .— E ach  association presents to  th e  public a  so lidarity  in  th e  banking  
group w hich invites a n d  su p p o rts  th e  public confidence. I t  is able to  
speak collectively a n d  a u th o rita tiv e ly  to  th e  public for its m em bers and  
th e  profession as a w hole an d  to  a c t in s ta n tly  in  em ergency tor th e  public  
benefit.

N in th .— I t  m ain tain s th e  necessary system s of pro tectio n  an d  w here 
necessary installs intercom m unicating  b u rg lary -alarm  sy stem s, policing, 
tra n sp o rta tio n  of m oney an d  securities, a n d , in  general, presents a  solid
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fro n t to  th e  crim inal w orld w ith  w hich i t  m akes no term s a n d  w ith  w hich 
it  will neith er settle  no r com prom ise even on re s titu tio n .

Tenth .— I t  conducts continuous s tu d y  th ro u g h  a p p ro p ria te  com m ittees 
of all local conditions in  w hich it  p artic ip a te s, investigates new  m ethods and 
new practices, an d  keeps itself ab reast of th e  b est b anking know ledge 
applicable to  th e  local needs.

Concluding the functions and accomplishments of this 
superlative system let it be said that no depositor has ever 
lost a dollar through failure or insolvency of a member.

You are naturally surprised to thus hear that the mil
lennium has come in banking and that ideal conditions are 
universal. They are not, it is true. I have painted with 
the brightest pigments gathered here and there over the 
entire country. I have painted a horizon composed of the 
high peaks of the whole range of achievement. I have 
assembled as one composite whole, the disconnected and 
widely-separated accomplishments throughout American 
Independent banking. Unfortunately there is as yet no 
coherence or integration. Still we ought to have them. 
W e could possess both the mechanism and the spirit to use 
the mechanism if we really wanted them.

As a matter of fact, and on the contrary, we have been for 
six years past and now are in a trying and critical situation. 
In many states we have been frankly told by the legislators, 
and in the nation as a whole it has been flatly declared by 
congressmen that unless the bankers clean house and put 
themselves in order we shall no longer be allowed to run 
our own business unrestrained. Legislators declare that 
unless we organize and stabilize they, themselves, will take a 
hand in the field of invention and experimentation in finance. 
They have already acted upon these threats in some quarters 
and we have had to flounder in the immoral morass of bank 
guarantee with all of its false pretentions and its final 
complete failure wherever tried.

There has been something distinctly wrong with us in 
both spirit and material. In the seven years including 1920 
and 1926 three thousand one hundred twenty-four banks 
failed out of a total of thirty thousand eighty-six. Investi
gations have been under way under both public and private 
direction to learn the causes for this catastrophe..

The American Bankers Association has itself undertaken 
an investigation under the direction of O. M . W . Sprague, 
professor of banking, Harvard School of Business, and his 
report will soon be forthcoming.

With the subject of general economic conditions surround
ing and underlying this period of failures we shall for the 
moment do nothing but address ourselves to the faults which 
are self-contained within our own professional group.

Unfortunately my first picture covered only a little por
tion of the situation for there are less than 400 clearing 
houses in the United States and only a fraction of these em
ploy examiners. Outside these Examiner Clearing House 
Associations there has been a holocaust of destruction. 
The total loss is believed by some authorities to exceed the 
total capital of the American banks as of 1919. What 
underlying causes exist for which we, ourselves, as bankers, 
are responsible? That is our chief inquiry here.

In the first place, we promoted too many banks especially in 
the agricultural districts. There were no clearing houses 
to oppose this promotional expansion. Bank equip mem t 
concerns looking for sales, promoters seeking funds to ex
ploit, men hunting bank jobs, politicians cultivating voters, 
the public wanting more banks in which to duplicate, all 
combined to do their deadly work in the inordinate multipli
cation of banks.

The competitive situation thus created resulted in two 
great fears which in different degrees possessed all bankers. 
They began to fear their own customers whose business they 
desperately needed to make their profit and loss accounts 
balance. They feared greatly their competitors lest they 
take this business away by bidding more for it in interest 
rates or free service. For fear these competitors would des
perately beat them to the goal they, themselves, did the dan
gerous thing first and loaned too much money on too little 
collateral.

The “ great freeze”  followed. There were too few clearing 
houses to furnish the prevention necessary to restrain this 
frightful situation, to eliminate the bad practices, and to 
discourage excessive, ill-advised loans, and unrestrained 
competition.

The absence of clearing house facilities resulted in rates of 
interest on time money running in some districts as high as 
eight per cent, as well as uncovered loans on second mort
gages, loans on contracts for deed, on option contracts, and on 
almost any sort of documents or interest or value however 
fugitive.

When these loans began to turn “ sour”  the banks fol
lowed them up hopefully and redeemed from foreclosures of 
prior mortgages and senior judgment clai'os. W e soon 
beheld the spectacle of the entire capital and surplus and in 
hundreds of instances a considerable part of the depositors’ 
money represented outright by “ other real estate,”  in 
bank statements.

Banking supervision got along the best it could using com
pulsion where law infraction existed and in addition what
ever suasion it could muster, to sceure replacement through 
voluntary assessments of the destroyed capital and to 
eliminate the frozen assets. Supervision worked against the 
meddling of political intervention constantly sought by the 
banks which were under pressure and it was remarkable 
that any measure of public confidence was retained at all. 
Public confidence seemed to be the most stable and secure 
factor in the entire situation. Very much credit is due the 
public for its faith and its restraint in the face of the situa
tion, through six gruelling years.

Fortification against repetition of the experience is to be 
sought in a tremendous enlargement of cooperation among 
the bankers themselves. Scattered throughout our great 
professional group over the whole nation there is a positive 
opulence of experience, of special knowledge, of expert 
training, and of good advice. This wealth of learned 
counsel only awaits the setting up of a common treasury 
in which it shall be available to all. Such a treasury is the 
clearing house with the examiner adjunct. Shall we use it?

So convinced is the Clearing House Section of the un
doubted value of the cooperative remedy that it has in recent 
years addressed itself primarily and chiefly to two great 
endeavors. Its leaders have been convinced that these 
alone can save the independent banking system of the 
United States. The first of these projects is the formation 
of new clearing house associations in every town having two 
or more banks and the formation of district clearing house 
associations so that every bank in the United States shall be 
a member of a clearing house. The second project is the 
institution of clearing house examination including cen
tralized credit files and borrowers’ liability records.

W e are being crowded into close quarters for the immediate 
election of one of two alternatives. W e must choose either 
independent banking cooperatively followed and functioning 
through some system of examiner clearing houses or else 
accept some system of branch banking or government-man
aged and directed banks.

In the face of this critical situation there are still some 
members of the banking group here and there who are so 
purblind, so self-willed, so suspicious of their fellow men or 
so outworn and obsolete as to ignore or actually oppose the 
inevitable evolution of American banking. It is not enough 
to say, “ W e don’t need a clearing house here. There are 
only two banks and we agree fine,” , or, “ Yes, we probably 
need a clearing house association but we had a meeting and 
out of the twelve, one seemed opposed.”  There are even 
some who insist that they can “ go it alone.”

None of these will be allowed to further play dog in the 
manger. Irresistible social forces are at work. The time has 
come, and it is now here, when we must either cooperate 
with each other in the day’s work or be eliminated. Public 
opinion demands it. Legislation is even now being framed 
to compel it.

There is a type of individuals constitutionally unable to 
cooperate with its fellows. There are those engaged in 
banking who persist in regarding those who share the same 
field of endeavor with them as enemies and who regard 
their own institutions as fortifications from which to issue 
armed to the teeth for the fray and their profit accounts 
as merely war chests for combat. These men will have to be 
left out of the account. Their self-elimination is inevitable. 
They have destroyed themselves by hundreds and the 
survivors are doomed by the forces of progress. They 
cannot continue as intense individualists segregated from

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



CLEARIN G  HOUSE SECTION. 109

their fellows, dependent upon their own invention and 
schemes and rarely conferring or studying to acquire the 
new methods, compelled by fast-changing conditions. In 
the cities conditions have compelled cooperation. Dense 
populations in close contact have made clearing houses 
absolutely indispensable. They are soon to be indispensable 
everywhere.

How shall we go about it to protect and retain America’s 
independent system of banking, and to that end set up the 
necessary city, town, and district clearing house associations 
to supply existing deficiencies and give back to the American 
system its deserved supremacy?

To accomplish this worthy task the entire American 
banking fraternity will have to support the Clearing House 
Section in a systematic campaign of field-work in which the 
state representatives of the Section shall take the direction 
and with well-selected and thoroughly sold committeemen 
induce the necessary organizations of new clearing houses in 
towns and districts as rapidly as possible. In this work the 
State associations can render invaluable aid.

W hat form shall they take? Dan Stephens and his asso
ciates of the Fremont, Nebraska, District, are leading the 
van in the organization of a district clearing house association 
covering a group of counties. It will employ examiners in 
cooperation with the Nebraska State Banking Department. 
This association will be voluntary but it is the hope of its 
membership that ultimately it may be able to compel mem
bership and discipline throughout its entire area. Its 
pioneering efforts as a district examiner clearing house will 
be watched with keen interest throughout the United States 
and it should not be allowed to remain alone for long in 
its endeavors.

It will not be difficult to secure the cooperation of the 
governmental agencies wherever required. The consent of 
member banks in the clearing house associations should be 
secured to the furnishing of duplicate examiner’s reports 
from the state and national authorities and these will be 
useful to the clearing house executive committees.

The executive committees will find it necessary to set up 
definite standards as to the ratios of capital to deposits, to 
determine the amount of fixed assets permissible to the 
members including banking house furnitures and fixtures, 
and other real estate to limit concentration of loans and to 
standardize in other directions which the membership shall 
determine from time to time.

The plan can be initiated by associating together the neces
sary number of banks to afford a total of resources sufficient 
to support the necessary expense. This may include two or 
three cities or one or more counties. At the outset it may 
be found advisable to rely wholly upon weekly reports 
provided by the member banks together with copies of re
ports of the examinations of member banks by state and 
national department.

Later the examining service may be extended by employing 
clearing house examiners. It is believed that the simplest 
organization expense when spread over a sufficient number

of banks need not be annually more than 20c per thousand 
of resources. The complete system with the necessary 
examiners, office and office help may possibly call for as 
high as 40c. per annum per thousand of resources. W hat
ever the cost it will prove a genuine productive invest
ment.

It is the plan of the Clearing House Section to formulate 
and recommend a model constitution and by-laws and to 
induce uniformity as far as possible throughout the United 
States. One of the important reasons for this uniformity 
is that it will obtain for clearing house practice recognition 
as “ law merchant”  by the courts.

It will not be found possible to secure 100%  membership 
from all the banks in a given district. Banks which will 
not cooperate may at the beginning be omitted until public 
opinion compels them to yield. Banks which cannot keep 
reasonable and safe standards should not be admitted because 
of the assurance which the association extends on behalf of 
its membership to the public. County and city credit 
bureaus as now constituted are invaluable. They are, 
however, but the door-step to the clearing house and should 
be incorporated within it as soon as possible.

It would appear objectionable to legally incorporate 
such clearing houses or in any way deprive them of 
their voluntary character. W hat we need to-day is a 
spirit of whole-hearted and eager acquiescence. State and 
national supervision and its compulsions have been carried 
to the extreme limit of their value. If the clearing house 
becomes in any way an adjunct to public bank supervision, 
formulism and pragmatism will take possession and the true 
cooperative spirit of the clearing house will take flight. Pub
lic supervision can at best make only relative examinations 
applied to individual and separate banks.

What we need now is a comparative examination in which 
the conditions and details of all the banks within a given 
territory shall be assembled, digested, and made the basis of 
acceptable standards, recognized practices, and indicated 
correctives. The best of each will then be made available 
for all. The strength a id  support of all will be made avail
able to each one so long as it rerpains deserving through 
good discipline, good practices, and recognized ethics.

Then antagonisms will be eliminated, friendly interven
tion provided, the great god, Fear, thrown down from his 
pedestal, the public confidence earned and deserved, the 
communities’ credit and financial power truly mobilized, 
bank guarantee and other legislative nostrums relegated to 
the museum.

Then the foundation will be laid for a new era in which 
banking shall come to recognition as a learned and ethical 
profession. It will make its mistakes but will know how 
skilfully to correct them. It will have its times of stress but 
will be fortified against them, and with diversification and 
diffusion of risk, the possession of common counsel and 
recognized aims of skilled service adequately compensated 
we shall again come to be proud of our day’s work, and the 
depleted prestige of banking will be restored.

H ow  Co-operative Bank Advertising Cuts Cost and Builds Business
By F red W . E llsworth , Vice-President Hibernia Bank & Trust Company, New Orleans.

Modern banks, by constantly adding to and improving their 
functions, and by the inexorable urge of competition, are 
gradually but inevitably standardizing their service, so 
that the average customer can now be sure of adequate 
and competent attention regardless of the bank that he 
chooses.

As concrete evidence of this standardization, we find that 
the details of their major facilities have become common to 
practically all up-to-date banks. Each has its commercial 
department for the convenience of local and regional trade, 
its foreign department for international transactions, its 
savings department for the thrifty, its bond department for 
the investors, its vault department for the safe keeping of 
valuables, and its trust department for handling the fidu
ciary needs of its customers.

Now we as bankers are familiar with these trite facts, 
but the general public is not. Yes, although millions use the 
banks, those same millions are largely unaware of the wide 
variety of invaluable services that are theirs for the asking. 
The savings depositor, as a rule, knows nothing about the 
checking account and its constant convenience; the commer
cial depositor, as a rule, does not know that “for less than 
two cents a day he can have his valuable papers safeguarded 
in a fire and burglar proof vault” ; the patron of the foreign 
department, as a rule, has not the faintest idea that the 
trust department can save him time and money and worry 
to-day, and assure his loved ones a dependable competence 
to-morrow.

And all this is our fault. We bankers have been so diffi
dent about preaching the “gospel” of sound banking service
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that while there are millions who do use our facilities, there 
are also other millions who do not, but should— and not 
merely for the purpose of satisfying our selfish desire for 
more business, but because by such contact they are contrib
uting to their own comfort and happiness.

True, in the last decade or two, we have enlarged and im
proved the broadcasting of our message. Thanks to the con
structive educational enterprise of the American Bankers 
Association, the Financial Advertisers Association, and sev
eral high-class agencies that have specialized in financial ad
vertising, our banks now are publicly telling their story far 
more consistently and persistently and effectively than ever 
before. And their recent remarkable growth, in part at 
least, can be credited to this intelligent publicity.

However, despite the present maximum effort to “sell” 
banking service, we know that our people are not as thrifty 
as they should and could be; they use the bureau drawer 
and the pantry shelf far more than they do the safe deposit 
vault, and more than 99%  of the people know little or noth
ing about the trust department.

What’s the matter?
The World War, with its tremendous example of co

operative effort, taught our people how to save as they never 
had saved before.

Money in the savings banks prior to the war was approxi
mately $4,500,000,000; to-day the total is $9,500,000,000. 
This means of course that the education in thrift by means 
of constant advertising produced greater results in a few 
years than were produced in all the century or more pre
viously. During 1918-19 our people saved by means of Thrift 
Stamps and W ar Savings Stamps considerably more than 
$1,000,000,000, and this of course was made possible by con
centrated and comprehensive advertising. But even with 
all this development, our people have on deposit in the sav
ings banks barely $90.00 per person.

Banking institutions have accomplished and are accom
plishing a great deal by way of educating our people along 
sound economic, financial, and fiduciary lines, but most of 
this advertising is essentially individual, and obviously for 
the plain purpose of building the business of the individual 
bank.

In various cities numerous efforts have been made by 
forward-looking bankers to get together on some form of ad
vertising plan whereby the banks and trust companies, act
ing as a unit, could spread the gospel of intelligent, construc
tive thrift, and of beneficial fiduciary service.

A few of these efforts have been successful, but none of 
them has been continued permanently. Unfortunately in 
some instances there has been failure principally because of 
local jealousies, or of improperly drawn basic plans.

In New Orleans, however, there exists a conspicuous ex
ample of what banks can do by actually getting together 
and co-ordinating in a big, broad way on a definite, continu
ous program. This New Orleans plans is achieving the five
fold purpose o f :

(a )  Building m utual good w ill among the banks.
(b )  Spreading in the community the gospel of sound th rift and in te lli

gent fiduciary banking.
(c )  E lim inating programs and practically  all other undesirable “ com

plim entary” advertising.
(d )  Saving advertising expense.
(e )  Producing substantial new business for the participating institutions.

Here is the way the plan operates:
Each participating bank is represented by one of its offi

cers on a committee known as the Associated Banks’ Adver
tising Committee. This committee meets at lunch every 
Tuesday and swaps experiences had during the week with 
industrious advertising salesmen, discusses general policy, 
new plans, advertising copy, applications for so-called “com
plimentary” or “graft” advertising, and other essential details.

One of the members of the committee acts as chairman 
and another secretary, each of whom serves during “good 
behavior.” The secretary makes a complete record of each 
meeting and sends to each member a copy, which ultimately 
is lodged with the Advertising Department of each of the 
respective banks.

The arrangement between the banks is quite informal and 
can be discontinued at any time, except insofar as the sev
eral banks are jointly obligated on contracts. And nothing 
in the arrangement interferes with or in any way affects 
the advertising policies of the respective participating insti
tutions, or the individuality of their advertising. Nor does 
the arrangement prevent any of the banks from conducting 
whatever independent advertising it may desire to carry, 
whether it be on behalf of its Savings Department, its Trust 
Department, or any other department or feature of its 
service.

The joint advertising in the New Orleans dailies appears 
according to a defnite schedule, and one advertisement is 
published every business day in the year. Each advertise
ment occupies space of approximately 450 lines, or three 
columns in width by about ten inches in depth.

The arrangements for the preparation of copy are very 
simple; the Advertising Department of each bank in turn 
takes charge of the preparation of the copy for two months 
at a time.

The qualifications of the various trade, religious, frater
nal, and other periodicals published in the New Orleans 
territory are very carefully investigated by the committee, 
and when by unanimous action it is decided to use any one 
of these papers, a joint contract is made similar to that 
which obtains with regard to the newspapers. Whenever, 
after a thorough analysis, it is determined that any par
ticular paper does not offer sufficient advertising value, the 
banks agree not to advertise in it.

It is a well-known fact among all buyers of advertising 
that the woods are full of “fake” and “graft” advertising 
propositions of all kinds.

It is equally well knowwn that many well-meaning people 
interested in entirely worthy enterprises of a public or semi
public or charitable nature, are so short-sighted as to offer 
space in programs, year books, church bulletins, school and 
club papers, fraternal publications, catalogs, etc., ad in
finitum, ad nauseum, endeavoring thereby to shoulder off 
the cost of such publications on to easy, good-natured, but 
unbusinesslike advertisers.

One of the functions of the New Orleans Associated 
Banks’ Advertising Committee is to eliminate this undesir
able practice, and those who realize how firmly embedded 
these gentle forms of “graft” have become in the business 
world, can understand that it has been no easy job. Every 
application for this form of “advertising” is required to be 
made in writing, and submitted to some member of the com
mittee, who, in turn, presents it for consideration at the next 
meeting, where in due course it usually is swiftly but pain
lessly decapitated. And it can be added that the number of 
these applications has materially decreased since the com
mittee began to function.

The actual cost of the joint advertising campaign in the 
New Orleans newspapers approximates $1,000 per month, 
or $12,000 per year. Each bank pays a proportion of this 
total based approximately on the proportion that its deposits 
bear to the total deposits of all the banks. Bills are ren
dered by the several newspapers in total, and one of the 
banks acts as a clearing house, makes the necessary analyses 
and then submits the bills to the several banks.

By this means, the New Orleans banks are telling to the 
New Orleans public the story of continuous, intelligent thrift, 
and the story of competent and confidential fiduciary serv
ice in a big, broadminded way, contiinuously, logically and 
effectively. Moreover, the banks are thus getting larger 
space in the newspapers at a considerable saving in indi
vidual cost.

Obviously, because the advertisements are not keyed, and 
are all necessarily general in their nature, It is im
possible to trace specific results from this advertising, but 
the New Orleans banks are well satisfied with apparent 
results.

The fiduciary business of a trust company naturally is 
hard to measure, but it is interesting to note that since the
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New Orleans banks began their joint advertising campaign 
back in 1919 the amount of fiduciary business handled by 
the New Orleans banks has more than trebled.

By the same token, during the same period, the savings 
deposits in the New Orleans banks have more than doubled.

Of course it is idle to assume that all of this increase in 
business has been due to the cooperative advertising carried 
on by the local banks, but it cannot be denied that during 
the time that this cooperative effort has been in force New 
Orleans banks have enjoyed a far greater growth than ever 
before in the history of the city— and New Orleans is more 
than 200 years old.

Most of this increase can be credited to the growth of the 
city and its environs, and to the development of its port 
activities, but New Orleans banks are so well satisfied with 
this community endeavor that they propose to continue it 
indefinitely.

Furthermore, in advertising to the people of their city and 
State in the cooperative method described, the New Orleans 
banks believe that, while serving themselves, they are also 
performing a worth-while public service in a larger, broader 
and more altruistic sense— a service that will produce future 
dividends in a prosperous, substantial and intelligent citi
zenship.

Declining Income and Rising Banking Costs
By J ohn  S. Love, Superintendent of Banks, Jackson, Miss.

Declining income and rising banking cost are causing the 
thinking banker considerable concern.

These are the incorrigible twins, which have the country 
banker in particular wondering how he will be able to pro
vide funds for the next annual dividend to be paid share
holders.

The diminishing income is serious enough without the 
accompanying specter of rising cost of operation. The un
holy combination brings us face to face with a situation 
which is serious in the extreme.

Upon the satisfactory solution of the problem largely de
pends the future of many of our banking institutions, par
ticularly this Country banks.

Let us examine the question in the light of actual facts 
and figures:

Statistics on bank earnings published by the Federal Re
serve Board and Bank Commissioners of several States run 
counter to the somewhat popular notion of large net earn
ings in times of prosperity.

The figures of the Federal Reserve Board indicate that 
while the gross earnings of banks in the System increased 
during the'last half of 1926, the net earnings diminished.

During the first half of 1926, the net profits of the mem
ber banks of the System averaged 9.34%, but in the last half 
of the year their net profits, notwithstanding the larger 
gross earnings, decreased to the rate of 6.52%.

In my own State of Mississippi, during the last five years, 
there was an increase of 20.2% in the gross earnings of the 
312 State banks, but during the same period the net earn
ings of these same banks increased only 21.6%. In other 
words, though the volume of business materially increased, 
net earnings did not rise in the same proportion.

The cause is not hard to find; it is the old story of many 
leaks, each in itself of relatively small consequence, but of 
alarming proportion when viewed in the aggregate. It 
would appear that the decline in net earnings of members 
of the Federal Reserve System is due to the increase in in
terest paid to depositors, as well as increase in salaries and 
other operating expenses.

The decline in net earnings in the State banks operating 
in Mississippi is due largely to the same cause, together with 
the added increase in taxes paid by these banks.

During the five-year period mentioned there was an In
crease of 10.5% in taxes paid; an increase of 26% in salaries 
and other expenses; an increase of 80%  in interest paid on 
deposits; all of which materially affected net earnings, not
withstanding there was a 66 2 /3 %  decrease in interest paid 
on Bills Payable.

While those figures are significant, and fix some measure 
of responsibility for decline in net earnings of banks, still 
we must look elsewhere for the principal cause. To my mind 
the increased cost of operation, or the increased cost of do
ing business, if you please, is primarily responsible for the 
decrease in banks’ net earnings.

The reason for the increased cost of doing business is due 
largely to unprofitable accounts carried by the banks; more 
especially does this apply to the smaller, or country, banks.

Recently an analysis of the individual depositors' accounts 
has been made of many of the Mississippi banks, and in 
every instance this analysis revealed the astonishing fact 
that 70% of all accounts carried on individual ledger ere 
unprofitable. In other words 70 depositors out of every 100 
do not maintain a sufficient balance to offset the expense 
of handling their accounts.

Recent analysis of the individual accounts of one of the 
best banks in Mississippi revealed these very interesting 
facts:

The number of accounts carried on the individual ledger 
was 6,228; with total deposits of $4,277,212.78.

Of these accounts, 5,421 carried an aggregate balance of 
$150,998.96.

While 807 accounts carried deposits totaling $4,126,213.80.
In other words, only 807 of these 6.228 accounts carried 

on the individual ledger of that bank were profitable. Cer
tainly, this is a most serious problem for this bank to solve!

No doubt a similar analysis of accounts carried in indi
vidual ledgers of probably 75% of our banks in this country 
would show similar facts. Therefore, all banks should be 
vitally interested in finding a satisfactory remedy for the 
perplexing situation.

It is clear that a bank must either educate its depositors 
to the point of whether they will maintain better balances, 
so that the bank can serve them without loss, or else it must 
be put on a service charge applicable to all accounts carry
ing an inadequate balance, and use this fee to offset the 
expense incurred by the bank in handling these unprofitable 
accounts.

Is this practical? Can this be done without injury or 
harm to the bank? Can the public be made to understand 
and appreciate the banks’ position? And to cooperate with 
the officers of the Bank in solving this problem?

To all these questions, my unequivocal answer is “Yes.” 
The plan of charging a small amount against the unprofit
able accounts for banking services rendered the depositor 
is certainly practical. Other businesses engaged in public 
service adopted this expedient long ago. If you find it con
venient to move your office telephone from one corner to the 
other, the Telephone Company will add a service charge to 
your bill without further ceremony, yet the Bank is expected 
to do all your book-keeping, and render other services with
out receiving enough return on the deposit to cover book
keeping cost.

The public has no more right to expect his grocer to sell 
him goods at less than cost than he has to expect the banker 
to carry his accounts at a loss to the bank.

Those banks in Mississippi that have adopted the plan of 
service charge are satisfied with the results; no material 
loss in deposits; to the contrary, the depositor is glad when 
he understands the proposition to pay a small charge in 
order that the bank may be willing to continue the service.

The greatest difficulty, of course, lies in getting the gen
eral public to understand and appreciate the banks’ position. 
Since banks to-day are regarded with less suspicion than at 
any time in the Nation’s history, it would appear that the
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time lias come for the banker to take the public fully into 
his confidence, and through judicious dissemination of ac
tual facts, convince the man on the street of the equity of 
his position.

Three elements have combined to cause a marked reduc
tion in net earnings of banks:

F irst:  Reduced income.
Second: Increased expenses.
T h ird : Losses.

For a discussion of the problem of reduced income, it 
would be difficult to find a more succinct and careful analy
sis than that set out in a recent editorial in the “ Southern 
Banker.” I quote from the editorial, as follows:

“ The trend of interest is downward. Exchange has almost wholly been 
abolished. The only source of revenue th a t remains to country banks is 
their in terest and discount. Competition for good loans is thereby en
hanced. Good roads and automobiles extend this com petition. Borrow
ers w ith prim e security are paying- lower rates for th e ir money in this  
country than ever before.

“ Earnings for the mass of the country banks dwindle under this process. 
If the rates on loans are reduced to meet com petition, earnings suffer. 
If com petition captures the cream of local business, the home bank is 
forced to take second and third  class loans, or leave its funds unemployed. 
If doubtful security is accepted for the sake of higher rates, losses are 
inevitable. Banks that regulate their interest rates by the grade of 
security offered from the borrower, which is proper, have found th a t their 
losses are from loans bearing high rates.

“ If too much attention is paid to high rates under the urge of im 
poverished earnings, the losses are more serious than from the deficit 
resulting from the sm all but usual income from prim e loans.”

Thus we see that the former sources of revenue have been 
cut off. At the same time, the cost of doing business has 
been on the rise. All of us are vitally conscious of the fact 
that taxes never grow less. I f  one taxing authority inau
gurates an era of economy, another starts a spasm of spend
ing. Despite the perennial political prophecy of lower taxes, 
the total amounts paid to various collecting agencies have 
steadily increased.

Clerical help is underpaid, especially when salaries of 
office workers are compared with the average wage received 
by those engaged in skilled trades, where the apprenticeship 
is shorter and the requirements of good character and pleas
ing personality are not nearly so severe as in the banking 
business.

Again, reserve requirements are stricter for all banks. 
Members of the Federal Reserve System receive no interest 
on their balances; exchange charges have been practically 
eliminated. So it is that every change made seems to pound 
down bank earnings a little further.

Certainly it is not good for the banks for the present 
trend to continue. 1 go further and declare it is not good 
for the public either. As the editor of the “ Southern 
Banker” so aptly states in the editorial previously re
ferred to :

“ The public wants good banks, and the public is w illing to pay the 
price for w hat it  wants. The banks themselves can give the public greater 
safety and good service by grasping sure and certain remedies th a t are 
ready a t hand.”

I have already indicated that in my judgment the remedy 
lies in adding a reasonable service charge for handling un
profitable accounts, and transacting miscellaneous business 
of a non-lucrative nature.

Thus far we have viewed the problem from two angles, 
namely, increased interest paid to depositors, and increased 
expenditures incident to operation.

We now come to consider the final element in the prob
lem : that is. losses— a subject close to the heart of every

Bank Commissioner. When the general public thinks of 
bank losses, official defalcations and dishonesty naturally 
come to mind.

True enough, this is one cause of loss, but only in isolated 
cases. Closeand careful supervision will reduce this evil 
to a minimum.

Another; mismanagement, which is too frequently re
vealed to leave us much self-satisfaction. Here again, how
ever, the way out lies through education and a weeding out 
of the inefficient and those temperamentally unfit for bank
ing business.

Many losses are attributable, primarily, to :

Commercial banks furnishing capital to custom ers instead of credit. No 
loan secured by stocks should be acceptable to, or passed by, any bank, 
unless the sto ck -o f the Company has a commercial value, or unless the 
Company has been in operation long enough to  prove its  standing.

Another source of constant difficulty comes from th e  fact th a t  too many 
banks are furnishing credit to special lines in excess amounts. These 
lines, unfortunately, are often found among the bank’s own directors. No 
Director can competently serve on the B ank’s "board where th a t  bank is 
carrying for him a large line not fully secured, or self-liquidating.

F inally, i t  is my deliberate opinion th a t many losses may be traced to 
th a t atmosphere of

Easy C redit. This is bad training for the  public m ind. All too fre-' 
quently the facilities of a bank, and' the friendshihp of a  banker are both 
abused.

Tbe officers of a bank are often responsible for the false 
notion of easy credit. No wise banker will allow himself to 
be placed in such an awkward position. Yet, in the country 
bank, the active officer must be a versatile man, and the 
problem of attracting business and at the same time passing 
judiciously and wisely on credits is most difficult.

No bank which serves gratuitously as book-keeper and 
public accountant for the community can expect to secure 
any return on the vast majority of its accounts. Such serv
ices prohibit him giving the bank the required attention. Is 
it fair that a bank should allow its own strength and vitality 
to be sapped in such a fashion?

It is most laudable that a strong, virile, red-blooded man 
should go to the Charity Hospital and open his veins and 
give some of his blood in order to save a stricken human be
ing, but no doctor worthy of the name would drain away 
so much of this life-giving fluid as to seriously and perma- 
nantly injure the giver.

By the same token, no sensible depositor, no reasonable 
man, can expect a banking institution to spend its energies 
and drain away its strength in such fashion as to destroy 
its ability to come to the aid of worthwhile business enter
prises, and prevent it from serving as a financial bulwark 
in periods of stress and strain— the very purpose for which 
it is organized.

It is a truism to say that banks exist to render service. 
This idea has been so emphasized by bankers themselves in 
a thoroughly laudable effort to win the good will, and the 
confidence of the public; so much so that the bank’s obliga
tion to its stockholders has been lost sight of, and its solemn 
responsibility to represent, both by precept and example, 
the soundest principles of good business has been over
worked.

A bank should be so operated as to furnish a practical 
illustration of the finest and best of modern methods and 
Twentieth Century efficiency. As the structure which 
houses it generally symbolizes strength, stability, and per
manence, in the eyes of the public, so the practices of the 
institution itself should furnish a criterion by which all 
other business enterprises in the community may be judged.

Creation o f  Kansas State Banking Board
Remarks of Gov. B. S. P aulen

Mr. President, Ladies and Gentlemen: I am not going to 
talk to you more than five minutes. The hour is getting 
very late. I appreciate that magnificent introduction,.Mr. 
President, although I am sure we all know it was very 
extravagant language, even for a Kentuckian.

Several of my friends asked me how it happened that I 
was elected governor of the State of Kansas while I was 
actively engaged in the banking business. I think perhaps 
the main reason the people of my State honored me by that 
office was because my predecessor made a football of the
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banking department. It was full of politics. 1 do not want to 
confess anything to you in this Democratic State of Texas 
that I would not say in Kansas; I am free to admit to you 
that I am a Republican, perhaps a partisan Republican, but 
I have never believed that politics should enter into the 
Banking Department of Kansas or any other State, and I 
made a promise to the people of my State that if I was 
elected their Governor, I would divorce the Banking De
partment from politics. I have endeavored to do that. We 
secured the passage of a law which provided for a banking 
board. The legislature of Kansas is, as you know, strongly 
Republican. Several of the partisan Republicans insisted 
that there should be a partisan board. I told them that I 
did not want them to say it should be a partisan board or 
a non-partisan board, but simply create a board of a certain 
number of members and I would appoint a Banking Board 
to work in conjunction with the Bank Commissioner of 
Kansas, and I would guarantee to them that within one 
year after that bill became a law, the people of the State, 
regardless of politics, would be free to admit that the 
Banking Department of Kansas was not a political 
machine.

The bill was passed. It was my pleasure to appoint on 
that board four members. I appointed two men who were 
supposed to be Democrats and two men whom I knew to be 
Republicans. The Banking Board was organized, with the 
Bank Commissioner as the fifth member, and they have 
functioned well.

During my campaign for a second term, I am positive that 
the result of that one action had more to do with my ma
jority than any other one thing. Naturally, I am more in
terested in banking than any other profession on occupa
tion. I have been engaged in the banking business in my 
State for a number of years, and I was actively a country 
hanker when I was nominated for Governor of Kansas. 
Having served as President of the Kansas Bankers’ Asso
ciation, I was dubbed by my opponent as a plutocrat who 
did not understand the needs of an agricultural State like 
Kansas. Yet I had lived in that State for fifty-odd years, 
and I knew something about the wants and the needs of the 
people of that State.

I believe, men and women, that the bankers not only of 
Kansas, but all over this nation of ours, do not pay enough 
attention, not alone to politics in their own localities but 
to the different things that come up in their communities. 
We are too afraid that if we take a stand on one side or the 
other we might lose an account here and there. I believe 
that is the wrong attitude to take. The bankers in any com
munity can mold the opinion of that community easier, 
quicker, and more surely than any other profession in that 
community, and, men and women, I think it is your duty 
as bankers to take a positive stand for everything that will 
be for the betterment of your community.

I do not have any sympathy with the man or the woman 
who is not willing to give his time and his talents and his 
money, if necessary, to make the place he calls home the 
best place in the world. It is your duty as an individual, as 
a citizen, as a broker, to be on the right side of every civic 
movement in your community. I do not believe you will 
lose customers by taking a positive stand.

The bank with which I am connected has long enjoyed 
the confidence of the people of the community, for they know 
that regardless of any project mentioned in Wilson County, 
the very first question asked is, “What position will the 
Wilson County Bank take?” I believe that as bankers we 
should get our institutions in that kind of position. I do 
not mean political— not always, but I do mean that the 
bank with which you are connected should be a positive 
force in the community in which you operate, and if you 
cannot mold the influence of your community or help to do 
it, then I do not believe you are operating the kind of bank 
you are capable of operating.

W e are proud of the fact that we are bankers, and I was 
glad to go over my State and tell the people of my State 
that I was a country banker.

I sometimes wonder if those of us who are engaged in 
that profession are proud of the fact that we are in the 
banking business. If you are not, men and women, my ad
vice would be to you to sell out your bank and get in some 
business you like, because I know you cannot make a suc
cess of any business unless you are thoroughly in love with 
the business in which you are engaged.

Personally, I think the banking profession is the greatest 
profession in the world, and I am proud of the fact that I 
am in that profession. As long as I am a banker I want 
to do everything I possibly can to encourage the bankers of 
nty State and of the nation to be more efficient, to wield 
more influence in their communities, to stand for the things 
,vou know you should stand for, and it is not a hard ques- 
II on for any of us to decide, it is a very easy matter to 
know whether we are on the right side or the wrong side 
or' things. If you will endeavor to do that, I am sure that 
Ine bank with which you are connected will be an institu
tion worthy of the name.

I regret that I did not have a prepared speech for this 
occasion, but I did not know I was going to be called upon 
to talk until late this afternoon. Personally I do not be
lieve in talking about something you do not know very 
much about, so I am not going to talk to you on any par
ticular subject except banking in general.

Men and wdmen, I hope when you go back to your respec- 
tive homes after this wonderful meeting in this delightful 
city of Houston, you will go home with the idea that your 
institution is going to be the dominant factor in determining 
whether or not the place you call home shall be bigger and 
better than it ever was before.

Committee / O fficers’ Reports-C learing House Section
Address of John R. Downing President Clearing-House

Section, Vice-President Citizens Union National
Bank, Louisville, Kentucky.

A t a risk  of having it said of us th a t  we are  tak in g  ourselves too  seriously, 
we of th e  C learing H ouse Section, charged w ith th e  d u ty  of carrying on 
this  y ear, h av e pro b ab ly  barely  escaped th a t  opprobrium  b y  tak in g  in 
earnest th e  duties devolved on us.
W e h av e toiled assiduously a t  ou r ta sk  a n d  are delighted to  rep o rt a t  th is  
tim e th e  result of our labors, w ith o u t em bellishm ent, ra th e r  preferring th a t  
th e y  speak for them selves, fu lly  im bued w ith  th e  conviction th a t  th e  C lear
ing H ouse Section of th e  A m erican B ankers A ssociation was n o t an d  is n o t 
m erely a loosely form ed organization of independent clearing houses, b u t 
ra th e r  a lab o rato ry  to  w hich are  referred th e  m ultifarious problem s th a t  
arise from  tim e to  tim e in b anking, as well as th e  unsolved questions of 
procedure which we have w ith  us from  y ear to  y ear.

Shortly  a fte r  th e  ad jo u rn m en t of th e  Los Angeles C onvention a m eeting 
of th e  officers of th e  Section was called a t  h ead q u arters  in  N ew  Y ork, w here 
we ad opted  a  p lan  of procedure an d  selected as our slogan: “ B etter and
Safer B an k in g .”

B riefly , th e  result of th a t  session was th e  ado p tio n  of a  p latform  of 
procedure: 1

1 . T o extend th e  scope of C learing house organizations, adding to  th e ir 
num ber and m aking m ore effective those already organized.

2 .  T o in sta ll cred it b u reau s.
3 .  T o evolve an  ideal set of ru les and reg u latio n s to  govern clearing 

houses.
4 .  T o  in sist u pon th e  im p o rtan ce  of analyzing b a n k  accounts of all 

kinds.
5 .  T o  recom m end an  assessm ent of an  equ itab le  service charge against 

u n p ro fitab le  accounts.
6 . T o  bring  a b o u t th e  uniform  use of s tan d ard ized  checks, d ra fts , v o u ch 

e rs , e tc .
7 .  T o  recom m end a  u niform  negotiable w arehouse co n tra c t an d  a  w are

house receip t w hich could be accepted  a t  its  face v alu e.
8 .  P rep are  a  revised  edition  of financial s ta te m e n t form s of all kinds- 

8 a . and to  especially cooperate  w ith  th e  N a tio n a l A ssociation of G eneral 
C o n tracto rs  on a  u niform  s ta te m e n t for c o n tracto rs of all k inds.

9 . T o  m ake a n a tio n a l su rv ey  of pay ro ll problem s.
1 0 . T o s tu d y  th e  question  of escrow an d  cu sto d y  charges.
1 1 . T o h av e p re p a re d  a com prehensive analysis of d istrib u tio n  of b a n k s’ 

gross earnings in  re la tio n  to  overhead an d  o th e r charges, w ith  th e  eventual 
hope in  m ind of recom m ending a  form  of b u d g et for b anks of all sizes.

1 2 . T o bring  a b o u t b e tte r  exam inations fro m  w ithin  b y  lending aid  and 
encouragem ent to  organizations of a u d ito rs and com ptrollers.

1 3 . L a s t, b u t  n o t least-—th e  extension of clearing house exam iner system s 
n o t only in  th e  larg er cities, b u t in  th e  sm aller com m unities, th ro u g h  organi
zation b y  d istric ts , w ith  an  exam iner in charge and responsible for a p a r
tic u la r section or d is tric t.

I t  is pleasing, indeed, to  n ote  t h a t  a t  th e  spring m eeting of th e  E xecutive 
C ouncil of th e  A m erican B ankers A ssociation th is  la st p lan k  in  our p latform  
was unanim ously ap proved.

How well we h av e done and how closely we have applied ourselves to  this  
program  I am  now a b o u t to  re la te .
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T h e C om m ittee on N ew Clearing H ouse Association, u n d er th e  leader
ship  of C hairm an H . Y . L em on, p rep ared  an  in teresting  an d  appealing 
brochure on “ W hy a C learing H ouse A ssociation” clearly settin g  fo rth  th e  
ad v an tag es  accruing to  banks fro m  clearing house association w ork, an  
how to  organize an d  successfully operate  an  association. T h e s tates  were 
divided in to  four m ajo r d istric ts , each w ith  a  general chairm an w ho, w ith 
th e  cooperation of our s ta te  rep resen tativ es, waged a  successful cam paign 
for th e  installatio n  of new clearing house associations, b o th  c ity  an d  c o u n ty  
ty p e . As a  re su lt, seventeen new associations were organized, bringing th e  
to ta l  num b® 1 of associations in  o p eratio n , for th e  firs t tim e in  banking 
h isto ry , over th e  " F o u r H u n d red  M a rk ”— o r, to  be ex act, 4 0 6 ,  w ith  m any 
m ore in process of form ation.

O ur C om m ittee on C red it B u reau s, W . F . A ugustine, C h airm an , like
wise m ade a  s tu d y  an d  su rv ey  of city  and county credit bu reau  w ork, de
signed to  head off “ M r. D uplicate  B o rro w er.” T h eir re p o rt, w hich sets 
fo rth  clearly th e  m ost successful types of credit b u reau s, w ith d etailed  ex
p lan atio n  for organization and o p eratio n , has already s tim u lated  in terest in 
cred it b u reau s, resulting  in  th e  in stallatio n  of this  valuable clearing house 
featu re  in  num erous county  bankers associations and local clearing h ouses.

P erh ap s no feature  of ou r w ork has elicited such a w idespread in terest. 
A ctive organizations are  rep o rted  in  p ractically  every s ta te  of th e  U nion. 
T h e  num ber is being ad d ed  to  alm ost d aily , and in  m a n y  cities an d  com
m unities w here th ey  have been u nable  to  organize a re g u la r exam iner system  
th e y  have availed them selves of th is  o p p o rtu n ity  to  b rin g  a b o u t b e tte r 
cooperation  w ith  reference to  extension of cred it. M ay  I  n o t q u ote  from  
th e  re p o rt of th e  C om m ittee, su b m itte d  a t  H ot Springs, ju s t one p a ra 
graph:

“ In  a c erta in  c o u n ty  w here a  cred it b u reau  was in sta lled  th is  y ear th e  
following in terestin g  an d  am azing facts  w ere b ro u g h t out:

8 4 4  custom ers borrow ing from  2 b anks 
2 6 3  custom ers borrow ing from  3  b anks 

51  custom ers borrow ing from  4  ban k s 
15  custom ers borrow ing fro m  5  b anks 

5  custom ers borrow ing fro m  6  ban k s 
1 custom er borrow ing fro m  7 ban k s 
1 cu sto m er borrow ing fro m  9  banks

"H o w  a  custom er could successfully borrow  from  nine b a n k s a t  th e  sam e 
tim e  is a m y ste ry , and should  qualify  h im  as an  expert in  financial legerde
m ain . We will v en tu re  no ex p lan atio n  of th is  fe a t, b u t we do know  th a t  
such s itu a tio n s  are  causing b an k ers  everyw here to  s it u p  an d  ta k e  notice  
an d  to  be active in  tak in g  steps to  safeguard  banking against th is  evil th ro u g h  
th e  in s tru m e n ta lity  of a cred it b u re a u .”

A . G . G iggerstaff, C hairm an of th e  C om m ittee on C learing H ouse Rules 
a n d  P ractices, re p o rts  th a t  his com m ittee sp en t several m o n th s in  m ak in g  a 
su rv ey  an d  s tu d y  of th e  articles of association, and rules an d  regulations 
used by  clearing houses th ro u g h o u t th e  co u n try , an d  from  th is  s tu d y  and 
th e  concensus of opinion of leading bankers and clearing house m anagers 
from  all sections of th e  co u n try , selected th e  best an d  m ost successful 
practices in  general use, an d  from  th is  d a ta , p repared  and issued in p a m 
p h let form  w h at is know n as S tan d ard  A rticles of A ssociation, Rules and 
R egulations for C learing H ouse A ssociations. T his p am p h let was sen t to  
a ll clearing house associations as well as to  those planning to  organize, and 
has m et w ith  enth u siastic  ap p ro v al a n d  has already resu lted  in  bringing 
a b o u t g reater u n iform ity  of regulations a n d  efficiency of service.

N o  a ctiv ity  of th e  Section has enlisted a  m ore lively in terest th a n  th e  
p am phlet issued b y  our C om m ittee  on  A nalysis of A ccounts, of w hich O. 
H ow ard W olfe is C h airm an . T his booklet was p rep ared  to  m eet a  w ide
spread dem and for inform ation  an d  suggestions as to  cost accounting, p a r
ticu larly  m eeting th e  needs of sm aller banks w hich in  recent years have 
been confronted  w ith  th e  necessity for analysis, due to  c o n sta n tly  increasing 
overhead an d  o th er costs. T h e  enorm ous dem and for th is  booklet indi
cates th a t  th e  “ R ule of T h u m b ” d a y  in  banking is gone. B anking econo
mies dem and th a t  p ro fit an d  loss elem ents be definitely d eterm ined an d  
allocated in o rder th a t  rem edial steps m ay  be tak en  to  sto p  leaks an d  losses. 
As a  result of analysis of checking acco u n ts, m ade b y  tho u san d s of b an k ers, 
equitable  service charges h av e been m ade b y  th e  banks in over one th o u san d  
cities and tow ns, as well as b y  h u ndreds of county bankers associations. 
In  this w ork, th e  im p o rtan t step  is to  educate  the b an k s’ custom ers th a t  
th e  p lan  is reasonable, fair an d  ju s t . T o assist in th is  fe a tu re , th e  Clearing 
H ouse Section issued a folder settin g  fo rth  in  a n  interesting m an n er a “ C on
versation  Betw een a  D epositor an d  a B an k er R egarding Service C harges 
on U nprofitable A ccounts.” O ver 1 5 0 ,0 0 0  copies of th is  p am p h let alone 
h av e been ordered b y  banks for d istrib u tio n  am ong th e ir custom ers.

O ur C om m ittee  on S tan d ard izatio n  of Checks, under th e  leadership of 
C h airm an  D u n b a r, has conducted  a  vigorous cam paign for th e  universal 
ado p tio n  of th e  sizes an d  uniform  face arrangem ent agreed upo n  a t  th e  
N atio n al Conference on this  su b ject, in stitu te d  b y  th e  C learing-H ouse 
Section la st y ear. T h e  response an d  cooperation from  governm ent officials. 
F ed eral R eserve b an k s, check m an u factu rers and h u n d red s of clearing 
houses a n d  th e  larger in d u stria l concerns are  indeed g ratifying. T h e uni
v ersal use of s ta n d a rd  checks is a  m a tte r  of enlightened self in terest th ro u g h  
th e  enorm ous saving effected in cost of checks and th e  saving of tim e in 
tra n sit d ep artm en ts.

B ankers everyw here will be  in terested  in  th e  fact th a t  S ta n d a rd  W are
house C o n tract T erm s a n d  C onditions h av e  been revised a fte r  exhaustive 
s tu d y  b y  th e  A m erican W arehousem an’s Association in collaboration  w ith  
th e  C learing H ouse Section a n d  o th er in terested  ind u stries, including rep re
sen tativ es  of th e  shippers a p p o in ted  b y  th e  N atio n a l In d u stria l L eague, 
m eeting u n d er th e  auspices of th e  U n ited  S ta tes D ep artm en t of Com m erce, 
to  provide a  m u tu ally  satisfactory  an d  uniform  form  of co n tract th a t  com
plies w ith  th e  requirem ents of law . T h e  U niform  W arehouse R eceipts A ct, 
now a law  in forty-four s ta te s , was shap ed  a n d  fostered b y  th e  A m erican 
B ankers A ssociation and th e  A m erican Association of W arehousem en, an d  it 
is a lto g eth er fittin g  th a t  these organizations should have collaborated  in  
evolving a s ta n d a rd  form  th a t  a d eq u ately  carries o u t this  in te n t as expressed 
in  th e  law  th e y  fo rm u lated . T h e  S ta n d a rd  N egotiable W arehouse R eceipt 
is th e  a u th o rita tiv e  fo rm .ad o p ted  b y  th e  A m erican B ankers A ssociation a n d  
th e  A m erican W arehousem en's A ssociation, an d  has th e  approval an d  en
dorsem ent of th e  U nited  S tates D e p artm e n t of C om m erce. W ith  U niform  
C o n tra c t T erm s a n d  C onditions on W arehouse R eceipts, th e  use of th ese 
receipts as credit in stru m en ts is g reatly  facilita ted . T h ro u g h  th e  use 
of S ta n d a rd  W arehouse R eceipts, i t  will be  possible for th e  b an k er to  know  
th a t  th e re  has been p resented  to  him  an  “honest-to-goodness" negotiable 
receipt— som ething th a t  heretofore could be determ ined only b y  careful 
sc ru tin y . In  th e  in terest of u n iform ity  an d  econom y, we com m end th e  
univ ersal use of these S tan d ard  T erm s a n d  C onditions on W arehouse R e 

ceip ts.
\ T h e  C om m ittee^ch arg ed  w ith  th e  responsibility  of revising th e  credit 
form s of th e  A m erican B ankers A ssociation, u n d er th e  chairm anship  of 
Ju d g e  T hom as B . P a to n , w ith u n tirin g  energy exam ined a large num ber of

b a n k  credit form s an d  a fte r a  g reat deal of s tu d y  an d  correspondence, h av e 
rep o rted  uniform  s tan d a rd  credit form s for c o rp o ratio n , p a rtn e rsh ip s, in 
in dividuals an d  farm ers. T hese form s h av e  been officially approved 
b y  th e  officers of th e  C learing H ouse Section a n d  recom m ended for general 
u se, th u s  m aking an o th er forw ard step  in  sim plification an d  efficiency.

D uring th e  p a st y e ar, th e  C learing H ouse Section of th e  A m erican 
B ankers A ssociation, an d  th e  A ssociated G eneral C o n tracto rs of A m erica, 
h av e  been collaborating to  p rep are  a  S ta n d a rd  F inancial S ta tem en t and 
Experience Q uestionnaire for co n tracto rs , w hich w ould be a t  once com 
prehensive in  scope an d  sim ple in  fo rm . A fter num erous conferences, 
we are  glad to  re p o rt th a t  th ese form s h av e  been form ally ap p ro v ed  b y  th e  
C learing H ouse Section an d  th e  A ssociated G eneral C o n tra c to rs , a n d  recom 
m ended for general use b y  bankers a n d  c o n tra c to rs . A n exam ination  of th e  
S tan d ard  F inancial S ta tem en t a n d  E xperience Q uestionnaire reveals m any 
advantages resulting  fro m  th e ir use, am ong w hich we m a y  m ention  th a t  th e  
s tan d a rd  form s are sim ple, com prehensive a n d  u n ifo rm , an d  enable con
tra c to rs  them selves to  keep a  c o n sta n t check on th e ir  financial condition. 
T h eir use will be helpful in  elim inating som e of th e  hazards of contractors 
loans. Copies of th e  C o n tracto rs F in a n c ia l S ta te m e n t were m ailed to  all 
clearing house b anks a n d  th e  num erous le tte rs  of ap p reciatio n  w hich we 
h av e received indicate th e ir p o p u la rity  a n d  h elpfulness.

O ur C om m ittee on P ay ro ll P ro b lem s, conducted  a n  extensive ques
tio n n aire  su rv ey  p articu larly  am ong bankers in in d u stria l cen ters, and 
secured th e  advice of pro m in en t in d u stria l leaders as to  th e  solution o f payroll 
problem s w hich are giving bankers a n d  in d u stria l leaders deep concern 
on account of th e  increasing h azard s th a t  su rro u n d  th e  tra n sm ittin g  of 
payrolls from  th e  b a n k  of th e  custom er. W e fin d  th a t  bankers favor tb s  
su b stitu tio n  of check for cash in  pay in g  w age earn ers. I t  m eans m ore 
w ork for th e  b an k , b u t  dim inishes th e  h azard s of life a n d  m oney. T h e 
records show th a t  payroll b an d its  during  th e  first six m onths of th is  y ear got 
over tw o m illion dollars in  loot an d  caused th e  d e ath  of a  score of mes
sengers. A fu ll re p o rt of th e  findings of th e  C om m ittee was recen tly  p u b 
lished in  th e  A m erican B ankers A ssociation Jo u rn a l.

T h e p rep arin g  of a  p ro p er b u d g et ap plicable  to  b anks o f all sizes has 
pro v ed  su ch  a  s tu p en d o u s p roblem  th a t  o u r C om m ittee  has asked for th e  
privilege of fu r th e r  tim e, w ith  th e  ex p ectatio n  of m aking a  fu ll re p o rt a t 
th e  next spring  m eeting  of th e  E x ecutive C ouncil.

U nder th e  aegis of th e  C learing H ouse Section a  C o m m ittee  on  B an k  
A uditing  w as .ap p o in ted , of w hich M r. O. H ow ard W olfe is C h airm an  
an d  M r. R . H . B ru n k h o rst Vice C h airm an . F u nctioning u n d e r th is  Co- 
m itte e  is th e  A ssociated Conference of B an k  A uditors an d  C om ptrollers—  
a  re a l, liv e , a ctiv e  b o d y , w ith  a  d efinite  o b ject in  view . T h e session will 
will be h eld  on W ed n esd ay , O ct. 2 6  1 9 2 7 , a t  2  P . M .

E ffective w ork w as done by  o u r C o m m ittee  on C learing H ouse E x am in a
tio n s, u n d e r th e  leadership of C h airm an  D . C . W illiam son. T h e  C learing 
H ouse E xam iner System  is now in successful op eratio n  in  th ir ty -th re e  cities, 
A tla n ta  an d  D allas having recen tly  in sta lled  th e  sy stem . I t  has dem on
s tra te d  its  efficacy in  prom o tin g  b e tte r  an d  safer banking to  a  degree th a t  
p ro m p ts  its  extension to  c o u n ty  d is tric ts , em bracing one or m ore c o u n ties. 
In  o u r h u m b le  opinion, p u ttin g  a n d  keeping o u r b anking houses in  o rd e r 
is th e  k ey to  th e  p reserv atio n  of o u r ch erished sy stem  of in d ep en d en t 
ban k in g . I t  is u p  to  b an k ers to  m ak e a n d  keep o u r banks safe an d  so u n d . 
B an k  failures are  public calam ities a n d  a ll agree t h a t  b anks m u st be  m ade 
safe b y  som e feasible m ean s. E xperience has ta u g h t th e  lesson th a t  th e  
b est safeguards of sound banking a re  intelligence, p lu s fin an cial in te g rity , 
su pplem ented  b y  careful su pervision. N o w , supervision t h a t  p rev en ts  
b an k  failures is in finitely  m ore valu ab le  to  s tockholders, d epositors a n d  th e  
general public th a n  a n y  political schem e o f so-called s ta te  g u a ra n te e  or 
liq u id atio n  a fte r  failu re. T h e one is p rev e n tiv e  in  its  n a tu re , th e  o th e r 
m erely  a p ost m o rtem  process, w hich m ay  rev eal w h a t th e  b a n k  d ie d  of. 
b u t will n o t re s to re  it  to  life.

I t  is becom ing m ore an d  m ore evident th a t  th e  extension of clearing  house 
association w ork, including cre d it b u reau  featu res  and th e  sy stem  of volun
ta r y  clearing house exam inations, is th e  chief facto r in  th e  solu tio n  o f th e  
problem  of safeguarding ban k  dep o sits. T h e  p la n  has been in  o p eratio n  
tw en ty -o n e  y e ars. T h e  experience of th ir ty -th re e  cities an d  groups of 
cities w here it  has been in  op eratio n  d em o n stra tes  th e  fa c t th a t  i t  h a s  proven 
itse lf th e  b est possible safeguard  y e t devised for keeping b an k s in  prim * 
condition  an d  for giving th e  p u b lic  th e  b est available  assurance t h a t  th e  
b a n k e r’s published s ta tem e n t is reasonably  correct.

T h e  w ork of th e  clearing house exam iner is co n tinuous, n o t periodical' 
q u a lita tiv e , as w ell as q u a n tita tiv e , an d  ad m irab ly  su p p lem en ts th e  w ork 
of n atio n al a n d  s ta te  exam iner. A form er C om ptroller of th e  C u rren cy  has 
ch aracterized  th e  clearing house exam iner sy stem  as “ in fin itely  su p erio r 
to  e ith er s ta te  or federal e x am in atio n s,” in  keeping banks in  p rim e condi
tio n , an d  th is  is no reflection  on  e ith er s ta te  or federal e x am in atio n s, also 
plan an d  p ro ced u re are  q u ite  d ifferen t and e n tire ly  free  fro m  political 
in terferen ce . T h e  plan is so u n d , econom ical, effective, a n d  e q u ally  ap p li
cable to  c ities, counties and d istric ts  consisting of a  group of c o u n ties.

T h e officers of th e  C learing H ouse Section earn estly  a d v o ca te  th e  
general in sta llatio n  of th e  clearing house exam iner sy stem  in  cou n ties an d  
d istric ts  consisting of a  closely re la te d  group of co u n ties. W e h a v e  been co
operatin g  w ith ban k ers in  several such groups of counties w h ere th e re  is a 
lively  in te re s t in  th is  step  an d  a re  hopeful th a t  we will soon be ab le  to  
re p o rt a  real honest-to-goodness co u n try  d is tric t clearing house exam iner 
system  in successful o p eratio n .

P ro b ab ly  th e  n earest a p p ro ach  to  th is  consum m ation is th e  F irs t N eb rask a  
B an k ers C re d it C learing H ouse A ssociation, w hich includes th e  b a n k s of 
D odge, S aunders, W ashington, D ouglas and S arpy C o u n ties, in  th e  ex trem e 
so u th ea ste rn  section of th e  S ta te  of N eb rask a .

A rep re sen ta tiv e  of ev ery  s ta te  b an k  in  th e se  counties assem bled a t  
F re m o u n t, N e b ra sk a , on  O ct. 4 ,  and perfected  a n  o rg an izatio n . I t  is 
fu lly  expected th a t  w ith  th e  consent of th e  C o m ptroller of C u rren cy  every 
n atio n al ban k  in  th ese  counties will also sh o rtly  be included.

T h e  B anking D e p artm e n t of th e  S ta te  of N eb rask a  has assigned to  th is  
d istric t a  special exam iner w ho will h a v e  en tire  charge of th is  p a rtic u la r 
group of banks and will d ev o te  his en tire  tim e to  th e ir  su pervision.

T h e  possibilities of th is  arran g em en t a re  enorm ous, an d  we earn estly  
expect th e  exam ple se t b y  th e se  forw ard  looking N eb rask a  b a n k ers  w ill be 
em u lated  th ro u g h o u t th e  en tire  U nited  S ta te s .

In  th e  office of th is  E xam iner th e re  will b e , of course, assem bled a ll th e  
cre d it inform ation  applicable to  th e  b anks of th e  d is tric t. I t  w ill be his 
d u ty  n o t only to  criticise, b u t to  aid  an d  assist in  th e  collection of un d esirab le  
loans and in v estm en ts, an d  th e ir  e lim ination  fro m  th e  portfolio o f th o se 
banks of w hich he has ch arg e, w hich successful conclusion will m ean  th e  
sw an song of m ore th a n  one d u p licate  borrow er. E conom ies o f o p e ra tio n  
can be in sta lled , an d  u n d e r his co n sta n t supervision, th e  crooked b a n k er 
w h eth er officer or em ployee, should  v an ish  from  th e  p ic tu re .
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Too m uch praise can  n o t be  said of D an  V. Stephens, P resid en t of th e  
F rem o n t S ta te  B an k , who n o t only conceived th e  p la n , b u t bro u g h t it to  
successful fru itio n . H e has done a splendid jo b , and th e  officers o f th e  
C learing H ouse Section doff th e ir h a ts  to  acclaim  h im .

T h e  pride th a t  is so e v id en t in  presen tin g  this  re p o rt is , I  can assure  y o u , 
in  nowise personal. I  w ould h av e  you know  th a t th e re  is sm all cred it d u e  
m e. R a th e r have I  been an  o rd er ta k e r  from  th a t  m ost w onderful of 
executives. F ran k  Sim m onds, D e p u ty  M an ag er of th e  A m erican B ankers 
A ssociation, and S ecretary  of th is  S ection. I t  has been m y g reat p leasure  
to  w ork w ith an d  u n d e r h im , an d  I  w an t h e re  to  p a y  a  tr ib u te  m ost ju stly  
d eserv ed . His characteristics a re  lo y a lty , genuineness, fa rs ig h te d n e ss , 
con stru ctiv e a b ility , u n tirin g  energy a n d . w ith it a ll, he has a p erso n ality  
th a t  n o t only a ttra c ts  b u t holds th e  resp ect and reg ard  of all those who 
com e in co n tact w ith  him .

T h e  Executive M an ag er. F red  S h ep h erd , has found tim e, w ith  his m u lt- 
ple d u tie s , no t only to  guide and d irect o u r activ ities, b u t to  aid  an d  assist 
in  th e  ' arry in g  ou t of o u r policies.

Fellow  officers an d  m em bers o f o u r E xecutive C o m m ittee  h av e m e t 
every  call w ith  a  h e arty  response, an d  th e  success of o u r y ear's  w ork is 
d u e  to  th e ir unselfish work along w ith  th a t  of th e  m em bers of th e  various 
com m ittees and s ta te  rep resen tativ es .

E special acknow ledgem ent is also d u e  to  each an d  ev ery  division and 
section  of th e  A ssociation— p a rticu larly  th e  S ta te  B anking D ivision a n d  
th e  S ta te  S ecretaries S ection, from  w hom  we h av e received encouraging 
assistance, and who have supplied w ater on our wheel in th e  dissem ination 
o f  o u r p lans and in  th e  d istrib u tio n  of o u r ideas.

Report of Committee on Clearing House Examinations, 
D. C. Williamson, Examiner Montgomery (Ala.)

Clearing House Association, Chairman.
The Committee on Clearing House Exam inations sa id :
“ Preserving our independent system of banking by keeping i t  sound 

can be accomplished most effectively through the medium of Clearing 
House association work, including credit bureau features and voluntary 
clearing house exam inations. The plan has been in operation twenty-one 
years and the experience of thirty-three cities demonstrates th a t i t  has 
proven itself the best safeguard for keeping banks in prim e condition and 
for giving the public the best available assurance. The Exam iner System 
has recently been installed in Dallas, Texas, A tlanta, Georgia, Newark, 
New Jersey, also in the five counties of Dodge, Douglas, Sarpy, Saunders 
and W ashington, surrounding Frem ont, Neb., under the name of ‘The 
F irst Nebraska Bankers’ Credit Clearing House Association.’

The tim e has arrived for the extension of this work to  country districts. 
Hence, we earnestly recommend a general cam paign of education along 
this line. The plan contem plates: F irst, determ ination of the lim itations
of the distric t or region w ith a head office located a t a central point, 
seeing to it  th at the d istrict is neither too large nor too sm all, having in 
m ind always the n atural d rift of trade w ithin the district. Second, set
tin g  up a prelim inary organization of banks in  th a t p articular d istric t, 
selecting a committee to  draw up articles of association and rules and 
regulations, which will provide for officers and executive committees, etc. 
Third, appointm ent of a  committee to v isit the  nearest city where the 
clearing house exam iner system is in operation, in order to fam iliarize 
themselves w ith the details of operation. Fourth, following the prelim 
inary organization a perm anent one should be brought into being and a 
qualified manager such as the system m ay require employed to  cooperate 
w ith national and State examiners under the direction of the clearing house 
com m ittee. F ifth , determ ination of the number of banks entitled to  mem
bership, setting  forth such a rule th at would embrace all those actually 
qualified. Sixth, cooperation w ith the office of the Comptroller of the 
Currency for national banks and also w ith the S tate Banking Commis
sioner for State banks.

“ We have gone into this far enough to  be in a position to assure those 
interested th a t the idea meets w ith the hearty approval of the Com ptrol
ler’s office and th a t State banking commissioners interviewed have evinced 
the liveliest in terest and have promised whole-hearted support.

“ Plans are under way tow ard installation of the d istrict clearing house 
exam iner system in Nebraska, Minnesota, U tah, Iowa, Illinois and other 
States. This plan for county d istrict exam ination was unanimously ap
proved by the Executive Council of the American Bankers’ Association, 
which places the entire Association behind the movement.”

The members of the Comittee are: D. C. W illiamson, C hairm an; C. W.
Allendoerfer, C. H. Barton, R. F. McNally, C. H. Meyer and M. A. Wilson.

Report of Committee on Credit Bureaus, W. F. Augus
tine, National Shawmut Bank, Boston, 

Chairman.
The report of the Committee on Credit Bureaus said in  p art:
“ W ith the advent of good roads and rapid transportation, the  ‘dupli

cate  borrower’ threatens the basis of good banking. There has developed 
among clearing houses and county bankers associations widespread interest 
in  working out an effective system for interchange of credit inform ation 
which has resulted in  th e  development of city and county credit bureaus. 
The credit bureau is the  most effective and economical system for safe
guarding the banks of a city or county against the  over-extended borrower. 
Reports from a ll sections reveal th a t duplicate borrowing has been the 
cause of substantial losses to  banks and in some instances the prim ary 
cause for failures. In a certain county the following interesting and 
am azing facts were brought out: 8 44  customers borrowing from 2 banks; 
2 6 3  customers borrowing from 3 b a n k s; 51  customers borrowing from 4 
b a n k s; 15  customers borrowing from 5 b an k s; 5  customers borrowing 
from  6 banks ; 1 custom er borrowing from 7 b an k s; 1 custom er borrowing 
from 9 banks.

“ How a custom er could borrow from nine banks a t the sametime is a 
m ystery and should qualify him as an expert in  financial legerdemain. 
Such situations are causing bankers everywhere to be active in steps to 
safeguard banking against this evil through the instrum entality  of a credit 
bureau. F or several years the Section has advocated the credit bureau 
idea. Dem onstrated value of the pioneer credit bureau has given the move
m ent enormous momentum the past year. There are 9 5  credit bureaus 
in operation— 52 county and 43 city bureaus. Forty-seven were installed 
during the year, of which 37  were county and 10 city. Many other cities

and counties as well as the  entire States of Delaware and New Mexico are 
now seriously considering installing  credit bureaus.

“ Your Committee felt impelled to make a careful survey and study of 
credit bureaus in  operation. I t  is its  belief th a t  greater value and stand
ing w ill be given to  county bankers ’associations by incorporating in them 
the simple mechanism of a  county credit bureau. Objections to  a county 
credit bureau are to be expected. They are: Fear th a t com petitors m ight
take advantage of the in fo rm atio n ; reluctance of banks to  divulge infor
m ation because confidence may be v io la te d ; the cost, and banks located
near county lines would have no check on duplications. These may be 
answered as follows: Inform ation concerning a certain borrower is given
only to banks loaning to him  or which have been requested to  do so, and
then only as to  the to ta l borrowings and number of loaning b a n k s; banks
are justly  entitled  to know the entire  obligations of th eir borrowers and 
a tru th fu l financial statem ent would reval them  an y w ay ; regarding the 
cost, the expense is very sm all, the clearing house m anager or a p art tim e 
secretary handling the business in the bureau now operating, one m anager 
of a bureau w ith twelve members spending less than an hour a  day on this 
w o rk ; a bureau need not be confined to banks in a specific county, but 
may include those in  any given area. Your Committee earnestly urges a 
continual cam paign in prom oting the installation of credit bureaus, in the 
belief th a t  i t  is a  valuable public service, in  th e  in terest of better and 
safer banking.”

This committee consists of W. F. Augustine, C hairm an; Allan Rabourn, 
W. E. C arter, C. A. Chapman, F . T. Shearman and B. L. Trabue.

Report of Committee on New Clearing House Asso
ciations, H. Y. Lemon, Vice-President Commerce 

Trust Co., Kansas City, Mo., Chairman.
The Committee on New Clearing House Associations reported as

follows:
“ Your Committee on the extension of Clearing House service, believing 

we should have the closest cooperation of S tate bankers’ associations, 
asked the officers of each State Association to appoint a  com m ittee to 
work w ith us. Already a  m ajority  of the States have responded by creat
ing such a committee.

“ D uring the year, seventeen new clearing house associations were or
ganized, as follows: Michigan City, I n d .; Kinston, N. C .; Evanston, 111.;
M anhattan, K a n .; Racine, W is .; Mexico, Mo. ; Staunton, Va. ; Liberal, 
K a n .; Anderson, I n d .; Moneta, C a l .; Charlotte, N. C .; Bluefield, W. V a .; 
Arkansas City, K a s .; Deer Lodge, Mont. ; U tica, N. Y .; C arrollton, M o .; 
Lafayette, Ind.

This makes a to tal of four hundred and six Clearing House associations 
in operation. The outlook for the installation of many new Clearing 
House associations in the im m ediate future is excellent. In  our opinion 
the Clearing House associations today constitute the chief line of defense 
against bad banking practices, and are th e  principal factor in bringing 
about reforms in banking laws, improvement in banking methods and 
promotion of sound banking practices.' They represent efficiency, power 
and enlightened self-interest. I t  behooves all bankers to  be a lert in ex
tending the scope of th e ir work and usefulness as a  firs t aid in the  de
velopment of better banking.”

The committee consists of H. Y. Lemon, chairm an, N. S. Calhoun, 
C. A. Chapman, F . H. Colburn, J . R. Leavell.

Report of Committee on Analysis of Accounts, 
O. Howard Wolfe, Cashier Philadelphia-Girard 

National Bank, Philadelphia, Chairman.
The report of the Committee on Analysis of Accounts said:
“ The Committee has followed a  definite plan. Analysis for its  own 

sake was not the  prim ary object. Our thought has been th a t if we 
could persuade banks to  analyze th e ir accounts, they would then fully 
understand the situation and be prepared to take the next step, namely, 
th a t of pu ttin g  losing accounts upon a profitable basis w ithout further 
work on our p art. We purposely did not urge service charges a t  the 
beginning, though i t  has been clear in everything we have done th a t this 
is apparently the best solution of the small and losing account problem. 
That our plan of activities was sound is proven by the fact th a t  the whole 
movement is now going forward under its own steam.

“ We began by introducing the m atter of analysis before th e  m eeting 
of the State Secretaries Section a t the Chicago Convention. The members 
of th a t Section a t once took hold of the idea, and the subject was presented 
a t nearly a ll of the State meetings which have taken place during the 
last two or three years. Leading articles of ‘Losing Accounts’ have ap
peared in practically  every banking journal in the country. Many
other business publications have also covered' the subject in a way that 
has been very helpful in  spreading the inform ation.

Having been convinced through analysis th a t  steps m ust be taken to 
put losing accounts upon a profitable basis, state associations, clear
ing houses and banks individually have adopted the service charge so 
widely th a t  we no longer have or need a complete record. I t  is safe 
to say th a t the adoption of these charges has reached the point th a t we 
may consider the plan universal.”

This committee is O. Howard Wolfe, chairm an, W. F. Augustine, Dale 
Graham.

Report of Committee on Resolutions.
Mr . 0 .  Howard Wolfe: Mr. President, your Committee has felt th a t

it could do nothing better than to summarize the excellent addresses we 
have listened to this evening, including the address of our President, 
which we have tried to do.

“ A ppreciative of the fact th a t clearing house associations constitute 
the chief line of defense against questionable banking practices, and th a t 
they are the chief factor in bringing about reforms in banking laws, im 
provements in banking methods, and the prom otion of sound banxing 
practices and th a t the  Clearing House Section of the American Banker*’ 
Association represents a cross section of commercial banking activities, 
we heartily  commend the President and other officers of the Clearing 
House Section on the constructive work done during the past year. Your 
Committee believes th a t  banking in the future will be no better than the
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extent to which it adopts principles and policies proven by experience to 
be sound and efficient, and such we believe are those advocated by the 
Clearing House Section of the  American Bankers’ Association.

“ Through clearing house work is created a quickened sp irit of co
operation and a uniform ity of action which makes for safe and sound 
banking. I t  represents efficiency and power, and its value is no longer 
a m atter of opinion, for the results speak eloquently for themselves.

“ Your Committee by resolution wishes to commend and endorse espe
cially the following activities of the Clearing House Section:

C am paign for Extension of Clearing House Associations
“ C onducting  a vigorous sy stem atic  cam paign of education  for th e  exten

sion of clearing house associations, recom m ending th em  in  every  com
m u n ity  w here th ere  are  th re e  or m ore b a n k s .

“ M ak in g  a com parative s tu d y  of articles of association an d  rules an d  
regulations governing clearing house associations, a n d  evolving from  this 
s tu d y  a su m m ary  of s ta n d a rd  clearing house practices w hich has been help
fu l to  all such associations.
i t  “ T he p re p a ra tio n  an d  d istrib u tio n  of th e  brochure on analysis of checking 
acco u n ts, w hich supplies a  sim ple an d  inexpensive p la n  covering cost 
acco u n tin g , especially m eeting th e  needs of sm aller b a n k s, enabling th em  
to  d eterm ine accu rately  b an k in g  costs a n d  place b anking services on a 
pro fitab le  basis th ro u g h  eq u itable  service charges w here necessary.

“ T h e cam paign th a t  has been carried  on for th e  u niversal ado p tio n  o f 
stan d ard -sized  checks an d  u niform  face arran g em en t.

“ T h e developm ent an d  ado p tio n  in  cooperation w ith  th e  A ssociated 
G eneral C o n tracto rs of A m erica o f a  s tan d a rd  form  of c o n tra c to r's  financial 
s ta tem e n t w hich is sim ple an d  com prehensive.

“ T h e s tu d y  a n d  p re p a ra tio n  o f uniform  financial s ta te m e n t form s for 
corp o ratio n , firm s, individuals a n d  farm ers, sim plifying an d  stan d ard izin g  
th em  w ith o u t o m ittin g  an y  salient featu res of those now in  use.

“ T h e cam paign of ed u catio n  w hich th e  C learing H ouse Section has con
sisten tly  an d  successfully carried on  for th e  developm ent of a n d  in sta l
la tio n  o f credit bu reau s an d  th e  m aintenance of clearing house exam iner 
system s in  tow ns, cities, counties an d  d istricts  com posed of groups of coun
ties.

Adoption of U niform  Negotiable Warehouse Recetpts
" T h e  cooperation of th e  Section w ith  th e  U nited  S tates D ep artm e n t of 

Com m erce and th e  N atio n al A ssociaton of G eneral C o n tracto rs  in develop
ing and adopting  uniform  negotiable w arehouse con tracts  an d  receipts

Study of Pay Roll Problems
" T h e  su rv ey  an d  s tu d y  m ade of p ayroll problem s an d  th e  re su lta n t re p o rt 

w hich has been h elpful in  p ro tectin g  p ay ro lls , p rev en tin g  hold u p  and 
insuring th e  speedy a rrest a n d  com m itm ent of g u ilty  p a rtie s .

D istribution of Banks Expenses in  Proportion to E arnings  
“ Also, we feel th a t  th e  s tu d y  w hich th e  Section is now m aking o f th e  

d istrib u tio n  of b an k 's  expenses in p ro p o rtio n  to  gross earn in g s, a n d  o th er 
banking problem s, are  of o u tsta n d in g  im p o rtan ce.

“ Numerous other activities carried on by our Section appeal strongly 
to  your Committee. We wish especially to commend the m asterly m anner 
in which President John R. Downing has directed th e  work of the  Clear
ing House Section and rendered an invaluable service in  developing the 
underlying principles of better and safer banking. We wish also to  ex
press our appreciation of the able and efficient efforts of our secretary, 
Frank W. Simmonds, who has done much to  further th e  work of the 
Section and to make i t  a v ital force in all commercial banking activities 
of the  American Bankers’ Association. In  fact, the Clearing House Section 
is w hat it  should be— a research laboratory for commercial banking.”

[The motion to  adopt the report was seconded and carried .]

Report of Committee on Nominations— Installation 
of Officers.

Mr. Carl W. Allendoerfer: Mr. P resident, we take pleasure in  present
ing th e  following n am es:

P resid en t, M r. H ow ard Wolfe; Vice P resid e n t, M r. W m . F . A ug u stin e. 
F o r m em bers of th e  E xecutive C o m m ittee  for term s of th re e  years each: 
M . C . H . C h ap m an . R ochester, M innesota; M r, F red  E llsw o rth , New 

O rleans, L ouisiana.
(Signed) S. E . T rim ble

M . E . H older ness 
C . W . A llendoerfer

I move th a t these gentlemen be chosen as the officers of this Section 
for the ensuing year.

[The motion was seconded and carried .]
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“ The Young Banker Behind the Grills— What Can We 
Do for Him?”— Discussion Led by Robt. E. Wait, 
Secretary Arkansas Bankers Association.

I really believe, ladies and gentlemen, th a t is one of the big  prob
lems before the S tate association— w hat are you going to do for the 
bank clerks. N um erically the bank clerks greatly outnumber the execu
tives in banks. I  ra th e r expect in the  average S tate  the num ber of 
bank clerks in th a t  State is equal to  the number of bank executives and 
directors. The S tate associations so far have been directing th eir a t
tention almost entirely  to  work beneficial for the bank, the executive 
and the director. This question throw s a challenge down to the State 
associations as to w hat we are going to do or have done for the bank 
clerk behind the grill. Of course the policy of the bank as formulated 
is by the executives and directors, b u t every banker knows th a t  the suc
cess of his policy depends a great deal on how well and how efficiently 
it is carried out by the m an or woman behind the grill. The m an or 
the woman a t  the te lle r’s window can nullify all the policy of the bank 
executive who desires more business, by simply the a ttitu d e  he assumes 
a t the front window.

The bank bookkeeper back there, in m aking a m istake in the statem ent 
which is sent out, can nullify all the work of the directors and execu
tives in  trying to  show the bank is efficiently m anaged and well run. 
Many of the banks individually are doing a great deal for th eir bank 
clerks. They have bank boosters clubs among the individuals back of 
the grill. They have hot suppers for them  occasionally so as to  speed 
them , to  encourage them  in th eir work. They often offer prizes ,f° r 
th eir additional accounts in business which they brin g  into the bank.

The American Bankers Association has done and is doing a wonderful 
thing for the men and women behind the grills by pushing the American 
In stitu te  of Banking, giving them an opportunity to inform themselves 
and study along banking lines, because they have realized th a t we m ust 
realize they are feeders for bank executives. There being no particular 
schools for banking in the country, if we are going to fill up the line 
of executives efficiently and intelligently the feeders are the  men and 
women behind th e  grill. Therefore, the American In stitu te  of Banking 
has been a wonderful thing  in m aking bank executives come up from 
the ranks.

I have said th a t  the bank is doing these things for its individual 
clerks. I have said th a t the American Bankers Association is doing this  
thing through the American In stitu te  of Banking, b u t the challenge comes 
through this question, w hat are we as State associations doing or going 
to do for the  young m an and the young woman who stays back there 
behind the g rill when you and I, as bank executives, come to  the 
American Bankers Association convention and to  our State association 
meetings and to  our group and county m eetings. The question, men, is 
a big one. The success of the bank depends on the answer to th a t ques
tion. The success of your State association work in the future depends 
very largely on th at question and the answer to  it.

We ju st have a little  State association in the State of Arkansas. We 
have 456  banks, and, as I have said, I suspect th a t the  number of bank 
clerks behind th e  g rill equals the  number of executives and directors 
in our State. We have gotten this idea and we are experim enting w ith 
it. We can’t  say as yet i t  is a thorough success, b u t we are encouraged. 
We believe th a t  in addition to having the opportunity of learning some
thing about banking through the A. I. B., and p articularly  because of 
the fact th a t the  officials and the organization of the A. I . B. does 
not encourage the form ation of State chapters of the  A. I . B. I t  still 
must work in  little  units, county or individual, in the towns leaving 
th a t young man and th a t young woman way out there a t the  crossroads still 
unable, except by the long distance method of correspondence, to en
courage him self and perfect himself in  banking through the other in sti
tutions and colleges.

We believe the young man and woman back of the grill in Arkansas 
should have the same opportunity for inspiration and learning as the 
executives and th e  directors have through the Arkansas Bankers Asso
ciation.

Therefore, several years ago our association gave careful thought. They 
thought we ought to organize a section ofthe Arkansas Bankers Associa
tion— m ind you, not a section to divide our body as tire organization 
of the ordinary sections do divide our bodies, such as the National 
Bank Section, th e  T rust Company Section and the State Bank Section 
and so forth, b u t an organization, a section, if you please th a t  would 
not divide but th a t would add. So a number of years ago there was 
organized in our S tate what we know as the Junior Bankers’ Section

of the Arkansas Bankers Association. I t  has all the elements of the 
parent association. Its  life depends upon the consent of the council 
of the S tate association.

At first blush, and when th a t  was first attem pted th e  senior bankers 
looked w ith ju st a little  b it of doubt on th a t organization, the same way 
th a t years ago they looked w ith doubt upon th e  organization of the 
A. I . B. Some of our older bankers and some very wise bankers got 
the idea i t  would organize, so to  speak, a union among the bank clerks 
of th e  State of Arkansas. Therefore they very wisely w rote into the 
provisions of the by-laws or constitution of the  new section the pro
vision it  could function only and so long as the council of the  parent 
association m ight give consent.

The strange thing now is th a t all opposition or questions of doubt in 
the minds of senior bankers have been dispelled, and the strange thing 
is th a t th e  hardest individual to  sell the association of the section to 
is the bank clerk himself.

T hat Junior Bankers’ Section of our State association has a p resid en t; 
i t  has a vice-president, secretary and treasurer and its  own council, the 
number of councilmen in th e  Jun io r Section being the same as the 
State association. The councilmen for the Junior Section are elected 
a t  the gtoup meetings of the p arent association, so th a t the parent asso
ciation lias thv, power and the privilege of selecting the young man over 
here in this group who shall head up the council of the  Ju n io r Bankers 
Section.

Now th a t Junior Bankers Section is sponsoring and fathering the move
m ent to  spread the A. I. B. educational courses all over the State, to 
establish chapters, to establish little  study groups, and, in addition to 
th a t, i t  has its m eetings each year. I t  is very much like our S tate con
vention. They call i t  th e  Annual S tate E ducational Conference of the 
Jun io r Bankers’ Section, where this  young m an coming out from  a small 
town, w ith never an opportunity before to show w hat he could do 
comes there as president or chairm an of the Ju n io r Bankers’ Section 
and presides ju st as th e  senior bankers preside a t  our State association; 
where th eir committees have an opportunity of functioning, and where 
th eir council meets once a year.

I  w ant to  say to  you th a t the finest program  I ever heard p u t over 
was th eir last conference a t H ot Springs, a one-day m eeting, and I  was 
very sorry i t  was not a two-day m eeting, when those young men and 
women, for th eir own inspiration and w ithout any guidance and direction, 
except a little  b it of help, pu t over one of the finest educational confer
ence program s I ever saw. I look upon those young people now as 
feeders for the Arkansas Bankers Association. I sometimes call them 
fertilizers for the bank, because w ithout youth and pep and inspiration, 
our banks are sure to go on the wail of indifference. We look upon 
them as the hope, and we believe every young man and woman is entitled 
to  th e  inspiration of an opportunity ju st as the senior bankers have, 
going away once a year and attending his o r her own meeting. These 
young people can go away once a year w ith the consent of th e  senior 
bankers and attend their meeting. T hat has been done rig h t along, 
until now they are sending and giving permission and urging these young 
people to  go annually to  the inspiration conference.

I say we are not successful. We don’t  th in k  th e  th in g  has m eant a 
full success yet, b u t I believe we are working along a line th a t  may 
mean much not only for our S tate association b u t may give an idea 
to all the other secretaries of som ething they m ay do individually and 
collectively for the young man and the young woman behind the grill.

Financing the State Banking Association— Discussion 
Led by Henry S. Johnson, Secretary South 

Carolina Bankers Association.
Secretary W ait: This le tte r expresses the regret of Mr. Johnson of

South Carolina for his inability  to  be here owing to  a serious and long 
illness, but the le tter has some searching questions th a t the  secretaries 
m ight well consider. Therefore, I have asked our chairm an to let Mr. 
Johnson’s le tte r be read. His subject is “ Financing th e  S tate Banking 
Association W ork.”

He say s: “ In my study of association finances, I find th a t there is 
hardly a single association in the U nited States, w ith a full tim e sec
retary , which association is being financed solely by m embership dues. 
The question arises as to the  real function of a  S tate association and if 
there is work enough to keep a  secretary busy w ithout his having to 
edit a magazine, sell insurance and handle other side lines.

“Again we m ight ask of the  magazine, insurance, etc., are really neces
sary or serve the member banks. Is it  not true th a t  a great p art of the
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m aterial in the S tate magazine is merely a reprint from the A. B. A. 
and other bank journals? Does th e  member bank get value received for 
his advertisem ents in the State magazine, or does he regard i t  as a 
contribution? Are our associations being financed directly or indirectly? 
If the banker pays the bills, wouldn’t  he rather pay one check for mem 
bership dues ?

“ W hat is the  fa ir basis for dues? We in South Carolina have a  com
m ittee studying the question, and my opinion is th a t they w ill determine 
the financial needs of the association and raise such am ount direct from 
membership dues, based on capital, surplus and to tal resources.

“ The subject to be discussed by Haynes McFadden has a direct bear
ing on the question of association finances. I hold th a t th e  prim ary func
tion  of a  State association is to  help its member banks make a legitim ate 
p r o f it; other functions m ay be added, b u t the m aking of a legitim ate 
p rofit is fundam ental.

“ If  we, who are largely responsible for the association policy, con
cern ourselves more w ith p u ttin g  modern banking in effect among our 
m em bership, we will have given them  a fa ir financial re tu rn  on their 
investm ent. We w ill have no occasion to apologize for the  size of dues, 
and our m embership drafts w ill be cheerfully honored.”

(Secretary W ait: I  th ink  it  is the opinion of Mr. Johnson th a t  the
proper financing of association work would be to  find out the cost of 
the work they w ant to do, and then le t the  banks contribute to th a t 
work a portion of the capital surplus and undivided profit.

Should There Be a Limit to the Variety of Association 
Activity?— Discussion Led by Haynes McFadden, 
Secretary Georgia Bankers Association.

Association activities should not be lim ited in variety a t  the expense 
of association usefulness. Usefulness is the purpose and destiny of every 
successful organization of bankers and i t  is easy to m ultiply activities 
until the  man power of association headquarters is spread out too th in  
to  be effective in anything. When th a t point is reached i t  is tim e 
to  call a h a lt on variety and to concentrate upon efficiency.

By means of a  capable com m ittee chairm an the variety of useful p u r
poses th a t  an association can serve is almost unlim ited. This scope can 
be achieved w ithout unduly taxing the day’s work of the secretary who 
in the very nature of the case m ust be endowed w ith sufficient executive 
a b ility  to  interest his members in perform ing the greater p a rt of all duties 
th a t  can be assigned to  committees and committee chairm en. For fur
th e r consideration of this subject th e  function of a  hankers association 
should be divided under three heads.

Prim ary  functions. These include everything directly beneficial to 
the  member bank and to  the profession of banking. At the  moment I 
would classify the organization of county association for the enforcement 
of the service charge and sim ilar rules as the most im portant prim ary 
function in the interest of the membership. This is the  only method as 
yet devised th a t a t  once accomplishes th e  double purpose of im proving 
methods of banking and the earning power of the member bank through 
the motive of association headquarters. This is also probably th e  best 
illustration  of the degree to which the assistance of the member banks 
can be m ost extensively used to  lengthen th e  shadows of the secretary. 
O ther im portant prim ary functions include the protection of member 
banks from crim inal operations, advising member banks on points of law 
through the association’s attorney and all standard committee work. 
U nder th a t  head typical classifications are legislation, Federal Reserve 
relations, education in th rift and savings, developing proper channels to 
accommodate farm  loans and all other committee work custom arily 
employed to  bring  direct benefits to the membership.

Secondary functions. Under th is  head should be classified those activi
ties which contribute principally to the  public good and by means of 
which banks prosper in the same ra tio  th a t  general prosperity prevails. 
A griculture, good roads, co-operation w ith State chambers of commerce, 
w ith the United States Chamber of Commerce and every civic enterprise 
in which a bankers’ association can take a proper interest, constitute the 
secondary functions in which th e  usefulness of a bankers’ association is 
practically  unlim ited.

Miscellaneous functions. I t  is almost entirely in this  field th a t  a
careful w atch has to be kept in order to  hold the activities of an asso
ciation w ithin proper bounds. I t  is my opinion th a t no association should 
become a departm ent store and' engage in the sale of typew riters, adding 
machines, stationery, deposit slips, blank checks and other supplies. 
The danger in the  extension of such activities is two-fold. In  the first 
place i t  sets up between the association and its members and relationship 
of m erchant and customer. This atmosphere easily invades and detracts 
from the ethical mission and from th e  professional dignity th a t  a bankers’ 
association should m aintain w ithin  its  members. In  the second place sup
plies whose source of distribution affords a commission to  the associa
tion  are  not usually of th e  best quality. D istributors who furnish the 
best of everything usually employ th eir own organizatioh for sales and 
distribution and cannot offer an over riding  commission to  the bankers’ 
association. When such a commission is involved there is always a 
troublesome question of w hether this  commission should accrue to  the 
association or should be passed on to the member bank. In  any event the 
possibilities of commercial dispute are too numerous to  recommend the 
departm ent store idea for general adoption by bankers’ associations. There 
is one conspicuous exception to  this rule and there maybe other ex
ceptions. The one conspicuous exception is the operation of an insurance 
agency as a p art of the association work. In  many States the interest 
of the  member bank is best served by the operation of an insurance 
agency and when this condition exists insurance is autom atically tran s
formed from a miscellaneous function to  a prim ary function. Many 
country banks do business in  a town where no regular insurance agency 
exists and such banks have no source from which to obtain advice on 
contracts, coverage, etc., except through the bankers’ association of 
th e ir State. This is a complicated subject requiring the study of experts 
and expert advice is of prim ary im portance in the buying of insurance 
by a bank.

The commercial aspects of other business transactions between the 
bankers’ association and its members are absent in the purchase and sale 
of insurance because insurance rates are standardized and are on the 
same level whether placed through the association or through an o u t
side agency.

By these observations I hope I have made clear my first statem ent which 
is also my last, th a t association activities should not be lim ited  in variety 
at the  expense of association usefulness.

President S m ith : Does any other secretary w ant to discuss th is  sub
ject w ith Mr. McFadden for the benefit of the secretaries here? If not, 
we w ill go ahead w ith th e  next subject.

fNo further discussion entered in to .]

Protective Work— Discussion Led by Frank Warner, 
Secretary of the Iowa Bankers Association.

Mr. Chairm an, Ladies and Gentlemen: The Chairm an has said that
this is one of the  most im portant subjects on th e  program . I want 
again also to observe th a t i t  could be one of th e  m ost hackneyed subjects. 
I t  is a problem th a t seemingly is always w ith  us. We would like to 
get away from it  if i t  were possible. I t  is a question th a t  involves 
two very im portant things, the protection of life and property.

There are some secretaries who have done some wonderful work in 
the advancement of law enforcement in th eir respective States. As I u n 
derstand i t ,  th is  discussion is a  round table. I  am sure we shall be glad 
to  hear from some of the men who have been the leaders in th e ir respective 
States, and th a t those leaders are not confined to any p articu lar set 
of States. .There has been in  a num ber of States a movement under 
way which has been referred to  as th e  vigilance com m ittee movement. 
In contradistinction to  the State police, the State constabulary. One may 
be said to be supported by the S tate as a S tate in s titu tio n ; the  other may 
be said to  be a voluntary S tate constabulary. Illinois has been one 
of the States th a t has adopted this plan, and I am sure we shall be 
glad to  hear from Mr. G raettinger as to  one or two of the outstanding 
achievements. No one can cover the subjects of his p articu lar State, but 
if the  secretaries will confine themselves to  one or two p articu lar achieve
ments in  th eir States, I  am sure we w ill find i t  of interest.

M artin, w ill you tell us one or two of th e  outstanding examples, per
haps, th a t  have occurred in  the S tate of Illinois?

Mr. M. A. G raettinger (Illin o is) : There have been a num ber of cases
in Illinois. I m ight go along in a little  ram bling way and cover the 
thing  in  th is  fashion. In  1 9 2 4  our S tate was infested w ith bank rob
bers and burglars. We had seventy-three attacks in  th a t year w ith a 
loss to the banks and the insurance companies of perhaps $ 3 5 0 ,0 0 0 . We 
then conceived the idea th a t  there was one way to  elim inate and to 
minimize these attacks and we followed the idea of Iowa in  establish
ing w hat is known as V ig ilan tes; we call them  town guards. They are 
appointed as deputies under the sheriff, and act entirely in  accordance 
w ith the law. The bankers finance th e ir equipm ent, and co-operate
w ith the sheriff in seeing th a t they function.

Three m onths following 1 9 2 4 , we were still being severely attacked. 
We began operations the first of A pril, 1 9 2 5 , and since th a t tim e the 
bank robberies have decreased very m aterially . In  the last fifteen 
months they have run down to $ 3 0 ,0 0 0 . This year we have had! only 
about twelve attacks, most of them  burglaries, w ith hardly any loss, 
and the total loss to the  State has been about $ 1 2 ,5 0 0  so far.

We do not depend upon this town guard organization entirely. We
have a staff of men in the office who make investigation after a rob
bery is com m itted and follow the clews, co-operate in  th e  prosecution, 
and see th a t the cases are worked up against th e  men where there is 
evidence, th a t they are convicted and confined in  the penitentiary . These 
guards have done wonderful work in apprehending an d  helping to a p 
prehend.

J u st a little  over a week ago, we had an attack  on a bank in the 
Southwestern p art of the State where three men held up a bank. They 
did not belong to any p articu lar gang, b u t they did hold up this bank. 
They were pursued. This p articular county was not organized. There
are some yet in the State th a t are not. B ut these men fled into an
organized county, were imm ediately surrounded, were captured the next 
day, were brought to  the county seat of the county in which they 
operated. Our man talked w ith them  and induced them to plead guilty, 
and they were indicted and sentenced th a t afternoon, and they were in 
the penitentiary tw enty-four hours after they committed the act.

I w ant to say th a t i t  is a m atter of following these men.
Shortly after we began operation we got word of a gang th a t had been 

operating in the State, through a confession of one of the  members, which 
gave us a clew as to quite a large num ber of men, tw enty-five or 
th irty  men in the State who had been operating against banks, and prac
tically  every one of them  is in the penitentiary  a t  the present tim e.

One gang you m ight be interested in was a gang of three men who 
went into a bank as bank examiners. They held up the bank, or rather 
got the banker to throw  all his securities and money on the table. They 
checked up w ith him  for two or three hours u n til finally he was the only 
one left in the bank and then they tied  him up and went away w ith 
$ 1 8 0 ,0 0 0 . The bank was wrecked, of course. Nobody had any dew . 
But in this confession we got hold of one m an, and he has since been 
convicted. He was found to be a ja il breaker and a bank robber
who broke ja il in Missouri. One confederate was later arrested because 
he went to the penitentiary dressed as a Catholic p riest to  gain entrance 
to the penitentiary and by the use of explosives endeavored to  get his 
com patriot out, b u t he was n o t perm itted to enter and was arrested. 
He is also in the penitentiary a t the  present tim e. W ith respect to  
the th ird  m an, the inform ation came through the underworld. He is a 
Chicago man apparently in the jewelry business. He was arrested and is 
in prison. We have them where I th ink  they are staying away from our 
banks.

The protection afforded by these V igilantes is a wonderful thing.
It has aroused public sentim ent, and it is public sentim ent th a t is stop
ping these men and is creating posses whenever an attack  occurs. 
Every man gets out and goes after these m en, and generally they are 
arrested. Very seldom does any man get away a t the present tim e. I 
think we have stopped bank robberies a t th e  present tim e in  Illinois 
because of the  organized force entirely w ithin  the law th a t has been 
created and the energy w ith which we follow these men if they do 
get away after a robbery.

Mr. W arner: I t  is well to realize th a t  probably the business of law
enforcement is the  biggest in the world. We are a stockholder in the
business from the tim e we are given life on the earth until we pass 
on. The business of law enforcem ent, as I understand i t ,  from the 
inception of the Vigilance idea, is to get more people to take p a rt in
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law enforcement. It has a number of parts to i t  th a t have been developed 
in the respective States. So much in the past have we selected men 
to enforce the laws, p itiably  underpaid and pitiably equipped to  do the 
work w ith which they are charged. We criticise them  tremendously when 
they fall down. If ‘I catch the sp irit of the Vigilance Committee, i t  is 
my understanding th a t we are to select better men, better qualified 
men, they are to be ultim ately paid b etter, and so these other things 
which come about through the Vigilance Committee scheme, to be brought 
out by the respective speakers, are  a  p a rt of this whole law enforcement 
plan to  get better law enforcement.

Mr. G raettinger has told you som ething of the creation of the  Vigilantes 
in his State. The creation of such Vigilantes in other States have 
adopted this plan are sim ilar to th a t of Illinois. I am sure Senator 
Holmes, President of the Indiana Bankers Association, can te ll us some
thing of another p a rt of the  Vigilance Committee movement, th a t is the 
creation of a State Crim inal Bureau, the creation of a  S tate Identification 
Bureau, possibly to  be allied w ith other State bureaus, when they shall 
have all passed such laws and also to  be associated finally w ith a 
national bureau to  be created, i t  is planned and hoped, a t some tim e 
by Congress. *

Mr. Holmes, will you tell us briefly something of w hat you have done 
in Indiana?

Mr. Holmes (In d ian a) : I wonder if I m ight ask the indulgence
of the group sufficiently to suggest th a t  instead of myself speaking, 
we ask the man who had more to do w ith it  than .anybody else in 
Indiana, namely the former chairm an of the Protective Committee of 
the Indiana Bankers Association, who is to succeed me very shortly, 
namely, Mr. Brown.

Mr. A. C. Brown (In d ia n a ): Senator Holmes had a g reat deal to  do
with this  because he was a member of the Legislative Body th a t enacted 
our laws just recently.

I th in k  P rank W arner is a little  too modest. He is ta lking about 
w hat the other States have done. In Indiana we call it  the  Indiana 
Plan, b u t after all i t  is the  Iowa Plan. We got our inspiration a t a 
m eeting provided by the Illinois Bankers Association some few years 
ago when they had under consideration a plan to minimize the bank 
holdups in the S tate of Illinois, and the exhibits th a t  they had were all 
Iowa exhibits, and I think th a t Iowa can still stand a t the head of the 
list and can tell us all just how it  ought to  be done. I doubt if Indiana 
has anything to offer th a t w ill assist in any way.

Mr. W arner: Mr. Brown, will you kindly confine yourself to  the
subject under discussion ?

Mr. B row n: I w ill tell you w hat we have done in Indiana. After
two years of organization in our State, we are thoroughly convinced th a t
the Vigilante movement provides ju st the background for the clearing
house in which people are interesting themselves— in  the problems th a t
we have had up to  this  tim e, th a t is the  m atter of the m inim izing of
crime.

I have always said th a t i t  is w ithin  the power of the people of any
community to keep crim e a t a m inim um  if they w ant to take an in
terest in  it . This Vigilante movement is doing away w ith  a lot of the 
apathy th a t has prevailed up to th is  time in practically  every banking 
community in th e  State of Indiana.

I t  was said before the session of the last legislature th a t th e  Indiana 
Bankers Association did not dare ask for any legislation in th eir name 
because if they asked for it  they would say they had an axe to grind 
and they wouldn’t  care to  assist in p u ttin g  i t  over.

We did, through the wonderful influence and assistance of our efficient 
secretary, Miss McDaniel (and I am sorry she is not here to tell you
first hand just how she did i t )  some good work. I  doubt if there is
anybody in the State of Indiana th a t could have lobbied in  just the way 
she lobbied to put over our S tate Bureau Crim inal Identification Bill 
which now has tied in the officials of Indiana to our problems, and 
we are glad, although i t  is not always so, th a t they are taking credit 
for enforcing the law in the apprehension of bank robbers as the State 
never has thought i t  necessary to  take cognizance of i t  before.

The S tate Bureau has only been in operation since the first of July . 
As to  its  details I wish Senator Holmes would te ll you more about th a t.
I am ju st going to  touch on it  and say in addition to th a t State Bureau 
of Crim inal Identification, we also got passed the H abitual Criminal 
Act which went in force on the firs t of July , and ju st last week our 
first man was sent up for life under the  H abitual C rim inal Act, and 
it was found he was connected w ith two bank robberies in  Indiana and 
several other robberies in connection w ith the holding up of filling 
stations, and he has gone up for life.

The State is taking the credit, and we are darned glad they are, 
of p u ttin g  over that proposition and sending this  fellow up. We have 
got the  recognition of the State th a t th is  is a good thing, and they are 
going to  be more anxious th an  we to  make a record. As I  say, the
whole background is the Iowa Vigilante Plan which stands prodding
our own officers to observe the law themselves and to  catch these fel
lows, and when they get them , instead of sending them  up on a small 
charge, for generally th a t is the way i t  is done on the smallest count 
th a t we can get, we take advantage of the  H abitual Crim inal Act and 
send these fellows up for life. We had our first la st week and we
hope to have a lot more in the future.

Mr. W arner: Mr. Brown has touched upon the S tate C rim inal B u
reau. That subject alone is one th a t would invite tremendous interest
if one had tim e to elaborate on it  here.

A nother feature of the Vigilance Committee movement, as I catch
it, is to have stric ter penalties for bank robberies. I believe th a t  the 
State of Oklahoma has a unique s tatu te  for bank holdup. General w ill 
you te ll us in ju st about one m inute, something about how you have 
strengthened the penalty statutes for bank robberies in your State.

Mr. Eugene P . Gum (O klahom a) : We have a statu te  in  Oklahoma
which provides th a t for the robbery of a bank, where firearm s are used, 
the penalty may be assessed to the convicted prisoner of anything from 
twenty years to  life, the electric chair in Oklahoma. About six months 
ago we had an example of th a t which we hoped would be very helpful 
in cutting  down the crime wave in Oklahoma. A fellow by the name 
of Dave Brown robbed a bank in Oklahoma, he was captured and tried 
before Judge Swindahl, and got the  chair. He is sentenced to die now 
on the fifth of November. He was sentenced to die sometime this m onth, 
b u t the Governor extended th a t tim e u n til th e  fifth  of November, a t 
which tim e we execute five others. We hope when th a t  occasion is cele

brated we w ill get a lot of publicity th a t will help us in our suppres
sion of crim e in Oklahoma.

Mr. W arner: Another feature of the Vigilance Committee organization
consists of State schools of instruction. We have short courses for 
business men, for doctors, for bankers, for lawyers, and nearly every other 
profession. I am wondering if there is any State here th a t  has had 
in its S tate short courses for its  law enforcing officials.

May I w ithout m anifesting any semblance of conceit say th a t  in  Iowa 
we have had two annual short courses for our law enforcing officials. 
We will have the th ird  annual one next m onth. I t  is attended by the 
sheriffs and the police chiefs and officers and county attorneys, called 
either by the A ttorney General or the  Governor, discussing all sorts of 
iaw enforcement questions, how to observe evidence, how to make out 
papers, how to make an arrest, how to serve a w arrant, and so forth.

A nother feature of the Vigilance Committee plan I believe m ight be 
discussed by Minnesota. They call them up there, county rangers.

Mr. Fellows: Our ranger plan is based entirely on th e  Iowa plan.
We do not have a large number of counties organized. Out of 8 7  counties 
we have a t  the present tim e 50  thoroughly equipped counties. Those 
counties are principally in Southern Minnesota and in  Southeastern 
Minnesota which is, of course, the avenue through which these men 
come up from States, like Iowa and Illinois and these other States. We 
have not been as successful as we would like to be in th is  plan. I t  is 
due to  the fact th a t  we have had very little  bank crim e. We knock very 
hard on wood whenever we make th a t statem ent. D uring the last two 
years we have had b u t two robberies, and only two unsuccessful bu r
glaries, w ith a to ta l loss of only $ 3 0 ,0 0 0  ; under these circumstances, it 
is almost impossible to  get our bankers enthused over the subject of the 
organization of county rangers. We do feel, however, th a t th a t is one 
of the reasons th a t we have not had more trouble in  Minnesota, because 
these men feel th a t we are organized.

I m ight state th a t there are two other reasons. One is our life sentence. 
In Minnesota we have two statutes, forty years for bank robbery, or a life 
sentence.

D uring the firs t four months of last year, nine men were sent up
for life for bank robbery. We th in k  th a t  is the second reason for our 
freedom from crime, and we think th a t  the  th ird  cause is the fact th a t 
we have a protective departm ent th a t  is enabled to  perform  th e  very 
difficult job of going into the city  of Chicago and picking up some 
of the men who are harbored there unbeknown to our friend M artin G raet
tinger. We are going to  try  to extend our ranger system, however, further.

Mr. W arn er: I believe another feature of this system is to hold
S tate shoots of these law enforcement officials. Several States, I believe,
are holding these. The S tate of Kansas is one of these States. Mr.
Bowman, A ssistant Secretary of the Kansas Bankers Association, w ill you 
please tell us in ju st a m inute about the  annual State shoot in Kansas ?

Mr. Fred Bow m an: We don’t  p articularly  care to  m aterially increase
the m arksm anship of the men, as we do not rely on the gun side so much 
as you m ay gain the impression. I  am sure th a t is tru e  in  the other 
States. The gun play is the small p a rt of all th is.

Not to go into the subject, because the tim e has already passed, let 
me say th a t we hold a shoot in Kansas prim arily  to give th e  Vigilantes 
something of interest to them , something which they look forward to, 
because we do not pay them  sufficiently in any way to  recompense them 
for the service they render. We have county elim ination shoots in 
Kansas.

We have 70  counties organized w ith Vigilantes, about 7 5 %  of our State, 
3 ,5 0 0  men, and we have a county elim ination shoot in the sum m er and 
select four high men in each of those counties. There is q uite  a lot 
of interest. Along w ith it  we have a bank holiday in  m ost of the'
counties, and in the afternoon a picnic. The four men who win the
county elim ination shoot are  sent to the S tate shoot, and this  year we
have some 3 0 0  men from 6 5  counties out of our 70. They are very much
interested, and they go back home and interest the  boys.

You m ight gain the idea th a t we lean p retty  heavily on the use of 
arm s, b u t we have other plans for V igilantes work th a t received most 
of our attention, and the gun play is a very sm all p art. We have the 
State shoot to give th a t  class of fellows som ething in  which they will 
be interested, and th a t is the  use of arm s ju s t as a fa tte r of diversion 
prim arily.

Mr. W arn er: Mrs. Brown, Secretary of the M ichigan Bankers As
sociation, I believe is startin g  this  new law enforcement plan in the 
S tate of Michigan, W ill you tell us ju st in  a word som ething as to  how i t  
is done in Michigan ?

Mrs. Helen M. Brown (M ichigan) : The same organizer who organized
Indiana, we had. We took our lead from Iowa. O ut of 83  counties, 80 
adopted the county federation plan and the V igilantes system. We have 
about 15  of our counties equipped. We are almost too young in the 
movement to  be able to te ll you anything. There have been some 
results. I presume i t  is a m atter of psychology. Since March 15  there 
has not been a branch bank in D etroit th a t has been attacked. We 
have, however, had two bank robberies, one an unsuccessful one, and 
the other got off w ith about $ 1 0 ,0 0 0 . They were negroes who had 
never read anything about our V igilantes system.

There is a  great deal in the  fact th a t these robbers don’t  know w hat 
is in Michigan. T hat is why they have not been there. They don’t  
know w hat they w ill get when they come there.

Mr. W arner: I ra th er feel th a t those who have taken up this work
believe th a t the Vigilance Committee movement is a preventive organi- 
gation to prevent these attacks, but coupled w ith i t  m ust go an organiza
tion which will vigorously and! relentlessly and fearlessly ferret o u t bank 
robbers successfully m aking th eir attacks and see th a t they are p u t out 
of the way for the longest possible term . T hat is w hat makes the sys
tem  complete.

Much could be said explaining and elaborating upon th is , and i t  is to be 
regretted th a t there is not tim e here to do so. I should like to  call 
briefly on one more secretary. I understand th a t in th a t State they 
have done som ething ju st a little  different, and if they have I  know 
we shall be glad to  hear it.

Mr. Macfadden, of -North Dakota, w ill you please te ll us in  a word 
what you may be doing in the great S tate of N orth Dakota ?

Mr. Macfadden There isn’t  very much th a t I  can say on this  sub
ject just now. We have found th a t the Vigilantes system, which some 
of you are able to work out very successfully, resulted in  some cases in  
driving these men up into our States where we have found i t  absolutely
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impossible to do the things th a t you can do. So we have undertaken 
a movement to  interest public officials. We say to  them , “ Gentlemen, 
this is your job. We don’t  believe th a t th e  bankers of th e  S tate  should 
be charged w ith  the responsibility of preventing or punishing crime. We 
believe this belongs to  the public officials.”  We are m eeting w ith good 
success. We are doing th a t  because i t  is absolutely impossible for us 
from several points of view to  do w hat you have done. I  am sure you 
realize w hat the situation is in some of the  Western States. We can’t  
do w hat can be done in  some of the  older, better settled, and better 
equipped States from a financial standpoint. So we are try in g  to  p u t i t  up 
to the public officials. We are not opposed to  the V igilantes system, 
but we believe th a t a system should be worked o u t th a t  can be applied 
to our p a rt of the country and to  States of our kind, and th a t can be 
done only by interesting and p u ttin g  the responsibility up to  the public 
officials.

Bank Taxation— Discussion Led by F. P. Fellows, 
Secretary Minnesota Bankers Association.

In  preparation for th is  talk  I sent to all the States a questionnaire. 
The replies which I  received indicate th atth ere  are quite a num ber of 
States th a t are not fam iliar w ith our tax  situation, and therefore i t  
occurred to  me th a t w ith your indulgence I would take a p a rt of my 
tim e to give a complete outline of th is  subject.

Needless to say, on a subject th a t  is so broad we have tim e to deal
w ith little  else bu t generalities. Mr. Cooke will deliver a  talk  on this
subject before the N ational Bank Division tom orrow  afternoon, and 
I  th in k  i t  would be well for all of the secretaries and officers of the 
association to  hear him.

I would also call your attention to the fact th a t the  situation has 
been well outlined in several articles of the A. B. A. Journal in the
last two years, so th a t  there are all manner of sources of inform ation
on it.

A review of the tax cases would be altogether too long. I t  is in 
teresting to  note th a t since the N ational Bank Act of ’63  the question of 
taxation of banks has been continuously before the courts of this country 
and also continuously before the U nited States Supreme Court. You are 
all fam iliar w ith the case of th e  Merchants National Bank of Richmond 
which was handed down in th e  summer of 1 9 21 . Up to th a t  tim e i t  was 
considered th a t com peting moneyed capital m entioned in Section 521 9  
of the revised statu tes applied only to  moneyed capital which was en
gaged in  the banking business. The Richmond decision broadened th a t 
definition to any competing moneyed capital.

As a result of th a t  decision and the N orth Dakota decision which was 
along the same lines, Section 5 2 1 9  was amended to read th a t the national 
banks were not to be taxed higher than moneyed capital in the hands 
of individual citizens coming into com petition w ith the national banks, 
and i t  was then qualified by a definition stating  th a t investments in 
the hands of individual citizens not engaged in  the banking business 
but representing purely private investm ents were not to  be considered 
competing moneyed capital.

The Minnesota and Wisconsin cases handed down in March of this  year 
were substantially  the same as the Richmond case in  competing moneyed 
capital, but the Supreme Court case in the Wisconsin case of the amend
ment to  Section 5 2 1 9  in March of 1 9 2 3  merely expressed in  words the 
decisions of th e  Supreme Court up to  th a t  tim e.

Therefore, we have a situation existing today which is practically 
identically the same as it  was prior to the amendment of 1 9 2 3 .

T hat, I  believe, gives the principal points in the Minnesota and Wisconsin 
cases handed down last March.

All the  States are interested in this proposition and all of the officers 
and secretaries should, of course, be fam iliar w ith it.

There are three systems of ta x a tio n : One is the uniform general prop
erty tax, prevailing in m ost of the States of the U n io n ; another is the 
income tax  adopted by three or four of the States, and the other is the 
classified system of taxation. Those States which have the general 
property tax seem in this questionnaire to indicate th a t  they are not 
interested in this question of 5 2 1 9 . I believe th a t if they w ill go into 
the subject thoroughly they w ill find th a t they are vitally  interested in 
th a t proposition.

As to the solutions of the problem , I  have just listed them briefly. 
The first one would be an am endm ent to 5 2 1 9  which would perm it the 
States to tax  national banks provided the tax was no greater than th a t 
levied upon State banks. You will all recall the fight in 1 9 2 2  which 
led up to  this amendment of 1 9 2 3 , the  tax  commissioners of some fifteen 
or sixteen States strenuously advocated such an amendment. Fortunately 
th a t amendment was defeated. Only two members of the House B ank
ing Committee favored the am endm ent, and th e  bill went through 
w ith the provisions th a t  I have cited.

I  do not speak officially for our State, yet I believe th a t if I tell you 
th at in 192 2  when this am endment was pending before Congress, we 
took a vote of our members and out of 1 ,0 3 2  banks, 1 ,0 0 7 , or all bu t 
twenty-five, were strenuously opposed to  any such amendment to 5 2 1 9 , 
the reason, briefly, being th a t 5 2 1 9  is now our protection, the protection 
of all banks against excessive taxation on the p art of the States.

Some of you who are in States th a t have had no political troubles 
believe, perhaps, th a t  you do not need the protection of th a t system. I 
dislike to refer to the  experiences in  the Northwest, particularly  when 
our friend Macfadden is here from North Dakota, b u t if you w ill look 
back in the history of his State, you remember the Bank of North Dakota 
building an elevator and sim ilar enterprises which we ju st barely escaped, 
and you will find th a t there is a  chance of legislatures of States using 
the banks. The 1 9 2 2  hearings indicate th a t. You will find these tax 
commissioners stated a t th a t tim e th a t there was no more stable, no more 
profitable business in  the country than the banking business, and,
therefore, it  could stand a greater degree of taxing than any other
business. T hat you w ill find in  the hearings of 1 9 22 .

W ith the re tu rn  of earnings upon th e  p a rt of the banks which we are 
all looking for, p articularly  in  our section of the country, there will
again be the situation where banks m ay be taxed. As I  said before, there 
were fifteen commissioners of th e  S tate Tax Association who appeared in 
advocacy of an am endment perm ittin g  national banks to be taxed the 
same as S tate banks.

To me i t  does not seem th a t there is any greater strength today for 
the amendm ent of 5 2 1 9  than there was a t  th a t  tim e. Therefore, i t

seems practically  out of the question to  amend the U nited States statutes 
to p erm it national banks to be taxed as State banks are, or to  classify 
them.

The other solution is the  income tax now in force in New York, Massa
chusetts, W isconsin, not applying, however, to  banks in N orth Dakota. 
They have th e  income tax  generally.

The difficulty w ith  th e  income tax  I find is th a t in many States the 
constitutions prohibit an income tax , th a t means in all States if the legis
lature  passes a proposed constitutional am endment two or three years 
before i t  can be passed, and I call your attention to  the fact th a t  not 
only in  our State b u t in the  S tate of Indiana and several other States 
the people have refused to  favor a constitutional amendment levying the 
tax, due probably to  the fact th a t in  m ost cases the proposals have not 
been a new tax , b u t a ta x  which can be imposed in  addition to  other taxes. 
We in Minnesota I  th in k  would be opposed to any income tax  am end
ment unless it  is in lieu of other taxes.

Then the th ird  proposition is to  tax  all com peting intangibles as you 
tax banks. In  our State of Minnesota th a t  would mean th a t  you would 
raise the intangible tax  ra te  from  3 m ills to  practically  20  m ills, speak
ing of 20  m ills on the actual v a lu e ; th a t would,' of course, drive capital 
out of our State, and no S tate is w illing to  take th a t risk , and yet 
bills to th a t effect were proposed a t  the  last session of our legislature 
and were avoided only by the voluntary agreem ent of all b u t seven 
national banks in our S tate to pay the taxes for 27  and 2 8 , p erm itting  
an interim  commission to make an investigation of this  subject and report 
a t th e  next session of the legislature.

Such a  proposition of p u ttin g  all intangibles on th e  personal property 
tax  basis is not feasible when you consider, taking our State as an ex
ample, th a t considering intangibles, bank stock is 5 %  of the to ta l in 
tangibles in the  State, while a t the present tim e bank shares pay 4 7 %  of 
a ll the taxes on intangibles. Bank shares are 3 %  of all personal prop
erty in  our State, while bank shares pay 9 %  of all the  personal prop
erty  tax in our State. Of all the taxes in  the S tate, including gross 
earnings, taxes and several other types of taxes th a t  we have, bank taxes 
would be a fraction of 1 % .  Therefore, i t  does not seem to us justifiable 
to attem p t to penalize intangibles, you m ig h t say, by raising them  to  the 
bank rate.

T h at leaves your proposition, to tax bank shares a t w hat would be a 
fair tax  on intangibles. As I  said, our ta x  upon money and credits, in 
Minnesota is 3 m ills today. We have figured th a t a $ 5 ,0 0 0 ,0 0 0  money 
and credits tax  would produce th e  same amount of revenue as produced 
from the intangibles tax today and would perm it the taxation of bank 
shares w ithout any discrim ination.

T hat, briefly, is the outline of the tax  situation, not only in Minnesota, 
but I th ink  generally throughout the country. T hat bank taxes are too 
high is, of course, a subject for dispute. Some bankers evidently advo
cate th e  paying of taxes w hether they are  high or not on th e  question 
of public policy.

I have a letter from the Oregon secretary in  which he states th a t bank 
taxes in th a t  State are 4 1 %  of th e  net incomes of banks, and Mr. My- 
lander has some inform ation along th a t  line in  his State.

As to  the question of assessment methods, I w ill ask one or two of 
the men to make a few brief rem arks on th at. In M innnesota, fortunately, 
we have not been troubled w ith a variety of assessments. Our banks 
are taxed a t 33  1 -3 %  of the value of the capital, surplus and undivided 
profits, and we have had no difficulty in  connection w ith the assessments.

Mr. Chairm an, th a t is a brief outline, as I see i t ,  of th e  tax  situation, 
and i t  seems to  me it  would be best to  throw  th e  m a tte r open for gen
eral discussion, except th a t I  would like to  ask Mr. Zim m erm an of Penn
sylvania to  give us the ideas of his S ta te  on the question of the  amend
m ent to  5 2 1 9 , and w hether i t  is likely to  be approved by his State.

Mr. Z im m erm an: Some few weeks ago a le tte r came to my office
from Mr. Sartori of C alifornia, saying th a t  certain  bankers in C ali
fornia were interested in prom oting an amendm ent to Section 5 2 1 9 , and 
asking w hether we of Pennsylvania felt th a t  the solution provided for 
in the resolution would be acceptable. Our experience under Section 
5 2 1 9  has been m ost gratifying. I t  has been gratifying because our law 
makers have consistently been wise enough to  recognize the force of the 
section in  respect to all taxation levied against banks, so th a t  to-day in 
Pennsylvania, as has always been the case so far back as I can rem em 
ber, the rate  of taxation  against national bank shares is 4  m ills, the 
same rate  as applies against intangibles in the hands of individuals. 
We have a slight variation in Pennsylvania as against th e  tru s t com
pany, because when the tru s t companies were chartered th e ir  powers 
were broader, particularly in respect to  the privilege of ownership of 
shares of stock, so th a t the tru s t companies in  Pennsylvania are pay
ing 5 m ills, but not a  single officer of a  tru s t company, so far as I 
have heard, has allowed his voice to be heard as against th e  ra te  of 5 
m ills, largely because we feel th a t having adhered so closely to  the 
original basis of taxation as laid down in Section 5 2 1 9 , our situation 
is very satisfactory and the greatest protection th a t we can possibly 
have as against greater taxes or discrim inatory taxes as affecting banks 
is th a t which is afforded under th e  protection of 5 2 1 9 .

President S m ith : I  suppose every secretary here received th a t  resolu
tion from Mr. Sartori. We received i t  in  Kentucky, and we are very 
much in favor of leaving i t  ju st like i t  is.

Mr. Fellows (M innesota) : I  thought perhaps Mr. M ylander could
tell us som ething of his experience in  his recent suit.

Mr. M ylander (O hio) : Our su it in Ohio has ju st reached firs t base.
The com plaint has been filed, and the answer, and the hearings w ill start 
next week. I th ink  you all received a copy of our com plaint. You know 
on w hat we are basing our suit. We are injecting one new elem ent into 
it th a t  has not been injected in  any of the other States, in  th e  com
plain t against the preferential treatm ent which is given to  building and 
loan companies in our State, which results in  the building and loan com
panies which have one-third of the assets th a t our banks have, paying 
about l-1 6 th  the am ount of taxes th a t the banks pay, and certain  other 
features which are peculiar to our ta x  laws th a t are probably a little  
b it different from any of th e  rest. We in  Ohio are taxed on all prop
erty , both real and personal, and its  tru e  value in money, and a t  the 
same r a t e ; $ 1 ,0 0 0  in  the  bank and $ 1 ,0 0 0  w orth of real estate pays ex
actly  the same tax in th e o ry ; i t  doesn’t  work out th a t way in practice, 
of course. The intangible property, except bank stock, all escapes ta x 
ation. Our banks are paying one-eighth of the entire personal property 
tax  in  the State of Ohio, while the  bank stock probably amounts to about 
one-fiftieth of th e  entire intangible w ealth of the State.
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I  w ant to say in regard to the C alifornia resolution th a t we feel in 
Ohio th a t the only protection th a t we have against a further increase in 
our bank taxes is 5 2 1 9  as i t  now stands, and we should certainly regret 
very much to see any change made in th a t p articu lar section.

Mr. F ellow s: Our tim e has expired, b u t m ight I beg your indulgence
for a m inute from Mr. G raettinger as to  how they handle th is  m atter 
of local assessments.

Mr. G raettinger: In  Illinois the  constitution provides th a t  all property
shall .be assessed on an equal basis, both real estate, personal property, 
and all kinds of property. As a m atter of fact, real estate is assessed 
perhaps on a basis of 25  to  33  1 - 3 % .  Bank stock has been assessed on 
a basis of from 60  to 1 0 0 % . The association, for the benefit of its 
members, prepared a form on which by counties the banks were to  pre
pare th e ir schedules for the  assessor and in order to equalize the assess
m ent against other property, he recommended th a t they pu t i t  in  a t  5 0 % . 
Many counties adopted th a t plan and succeeded in  convincing th eir 
boards of review and assessors th a t th a t was an equal assessment as 
against other property, and saved themselves considerable money.

There are certain counties, though, wherein the boards of review 
have refused to do th a t, and in certain cases I have learned recently th a t 
banks are going to contest and file suits, and I th in k  while no action has 
yet been taken, the association will enter into the proposition and help 
these suits for the purpose of arriving a t  a basis by court decision to 
prove th a t the bank assessments have been too high. We have tried a 
number of times to have our constitution amended so th a t the legisla
ture could adopt laws more modern than this p articular method in use 
now, but in each case the amendment was not approved, not because 
there was a m ajority  against it, but because it  requires a m ajority  of all 
the votes cast a t  the election to pass it , and we did not have sufficient 
votes.

Mr. Gum (O klahom a) : Like Mr. M ylander, we got a suit filed down in
Oklahoma, and we got in about ten feet of second base and some pinch- 
h itte r knocked a foul and we had to send him back. The facts of the 
case are we won our first suit in the d istric t court, g etting  an equaliza
tion of the bank ta x  w ith other properties, cutting i t  from 1 0 0 %  to 5 0 % . 
When we got th a t  case to  the Supreme Court, i t  was reserved and sent 
back, largely on account of some errors in preparation of the suit. We 
are now refiling th a t suit and rehearing i t  in the  distric t court in ju st 
a few days, and expect to  appeal i t  not only to  the  S tate Supreme Court, 
but, if, necessary, to the Supreme Court of the U nited States in order th a t 
we may have a precedent on the question. All properties are assessed 
1 0 0 %  in Oklahoma as far as the statu tes are concerned, b u t as far as 
the facts are concerned the banks are assessed 1 0 0 %  on th eir moneyed 
capital, while all other properties are assessed from 45  to 5 0 %  on an 
average.

We have the opinion of Judge Paton and other prom inent attorneys 
th a t when we reach the Supreme Court of th e  U nited States w ith th a t 
case, they don’t  understand how the Supreme Court can avoid giving us 
the same ruling th a t they gave the famous Sioux City Bridge Company 
when they carried th e ir su it on the same question to the Supreme Court 
and Judge T aft rendering the decision said: W hile i t  is tru e the State
of Nebraska has a statu te  requiring th a t all property be assessed a t  1 0 0 % , 
and this bridge was assessed a t 1 0 0 % , i t  is also tru e  th a t the 14th  sec
tion  of the Constitution of the United States provides that all property 
in a given area shall be assessed a lik e ; therefore, as the evidnce shows 
th a t banks are assessed a t 1 0 0 %  and all other properties in Nebraska are 
assessed a t 5 0 % ,  i t  is either necessary for me to violate the statutes 
of the  S tate of Nebraska or violate the  Constitution of the United States. 
I therefore choose to  violate the statutes of the State of Nebraska, reverse 
this dcision, and ask the taxing authorities to rebate to  the Bridge Com
pany 4 5 %  of its taxes.

I t  is on the basis of th a t decision th a t we are going to  the Supreme 
Court of Oklahoma, the case being handled by the Oklahoma Bankers 
Association for a te st for all of our banks. We feel very sanguine th at 
we are going to win it.

I  haven’t  very much patience w ith banks, though we have some in our 
State th a t are attem pting to  do so, th a t try  to get under the wire by ta k 
ing advantage of those provisions, Section 5 2 1 9 , p erm itting  them  to get 
their ad valorem taxation on the basis of intangible property. I  don’t 
th ink  any bank expects to get by or should expect to get by on a 3 or 
4 m ill tax. They ought to pay th e ir equal share of taxation, bu t not 
a g reater burden.

Discussion on County Organizations and Credit 
Bureaus— Led by M. A. Graettinger, Chicago, 
Secretary Illinois Bankers Association.

T im e allow ed for introducing th e  su b ject of c o u n ty  organizations and 
discussions on c red it b u reau s, ru ral clearing houses an d  activ ities  does no t 
p e rm it m ore th a n  headlining. T h e first tw o sub-divisions are  en tirely  
dep en d en t u p o n  th e  th ird; th erefo re, I  ask perm ission to  replace th e  order 
an d  p u t th e  la st f ir s t, an d  sim ply call a tte n tio n  to  th e  re p o rt of yo u r Com 
m itte e  o n  C o u n ty  O rganization as a  basis for discussion.

C o u n ty  c red it b ureaus are in successful o p eratio n  in  a n u m b er o f counties 
in  several S ta te s . T h e resu lts  in those organized counties speak for th e m 
selves. T h e  need for th em  has been p ro v en . T h e only question  th a t  enters 
m y m ind now  is w h y , a fte r  such com plete d em o n stra tio n , do n o t all of our 
counties ta k e  hold of th is  p la n  an d  p ro te c t them selves ag ain st th e  unsafe, 
d u p licate  b orrow er.

R ural C learing H ouses.— T his m a tte r  h as been discussed for a n u m b er of 
years (m y ow n in te re s t in  th e  m a tte r  d atin g  back to  1 9 0 8  a t  w hich tim e  I 
addressed th e  W isconsin B ankers C onvention on  th e  su b je c t.) W e in 
Illinois are  p rep arin g  to  get behind th is  m ovem ent w ith  vigor. O ur Com 
m ittee  is now  a t  w ork m aking a  survey of th e  S ta te  an d  collecting d a ta  th a t  
will be em bodied in  a re p o rt th a t  should be com prehensive in  its  recom 
m endations a n d  be re a d y  by th e  first of th e  y e ar. As to  th e  ad v an tag es and 
benefits of d is tric t clearing houses, th ere  can be no d o u b t— th e  big problem , 
as we see i t ,  is arranging th e  territo ry  in such a  w ay th a t  th e  m axim um  of 
service can  be provided through th e  clearing house w ith  a m inim um  of 
expense a n d , secondly, th e  selling of th e  idea to  th e  m em ber b an k s. I t  is 
our hope th a t  possibly these clearing house d istricts will becom e th e  groups 
or rep resen tativ e  geographical divisions of th e  S ta te  A ssociation. B etter , 
safer and m ore profitable  banking is sure to  follow th e  organization of ru ral 
d is tric t clearing houses. C om petitive practices will be  controlled and, w ith

th e  establishm ent of th ese organizations, th e  policies a n d  p ro fits  of banking 
will no longer be controlled b y  th e  one hold -o u t.

W ith  th is  in tro d u ctio n . I  will leave th e  m a tte r  open for discussion.

M r. Graettinger’s remarks above were based on the report 
of the Committee on County Organizations and Credit 
Bureaus, which we annex.

I n  order th a t  som e p erspective could be ob tain ed  u p o n  w hich to  base a 
re p o rt, yo u r com m ittee su b m itte d  a  q uestionnaire  to  th e  Secretaries of th e  
various S ta te  Associations represented  in  th is  division of th e  A . B . A ., copy 
of w hich is a tta ch e d  an d  m ade a p a rt of th is  re p o rt.

T h irty -fo u r responses w ere received, tw elve of w hich advised th a t  th e y  
do n o t h av e a n y  c o u n ty  organization a c tiv ity  of a n y  k in d . E leven are 
p a rtia lly  organized an d  eleven are  organized in  over 5 0 %  of th e ir counties. 
Of these Illinois, W isconsin, Iow a, In d ia n a  an d  M ichigan re p o rt betw een 
9 0 %  and 1 0 0 %  organized. M ichigan hav in g  s tarte d  th e  m ovem ent q u ite  
recen tly  is n o t in position to  re p o rt a n y  resu lts  or benefits

As to  th e  a ctiv ity  of th e  various c o u n ty  u n its , m ost of th e  Secretaries 
responding from  those S tates hav in g  organized counties advised considerable 
a c tiv ity , in  som e instances claim ing as high as 1 0 0 % . A careful check-up 
of th e  answ ers to  th e  o th er questions asked w ould in d icate, how ever, th a t  
th e  question in regard  to  a c tiv ity  was either no t as plain as it should have 
been or th a t  th e  ideas as to  w h at c o n stitu te  a ctiv ity  differ considerably. 
Y our com m ittee does n o t feel th a t  an y  S ta te  in th e  co u n try  can  be given 
credit for either 1 0 0 %  c o u n ty  organization of 1 0 0 %  a c t iv ity  in  fa c t, th e  
im pression created  by  th e  answ ers to  th e  questionnaire is th a t  th e re  is still 
a big jo b  ahead even in th e  S ta te  th a t  is b est organized, b o th  as to  th e  actu al 
and real com pletion of organization an d  th e  developm ent of a ctiv ity  w ithin 
th e  co u n try  organizations.

T h e  m ovem ent appears to  h av e s ta r te d  in  N o rth  D a k o ta  a b o u t eighteen 
years ago, followed b y  Illinois in  1911  and N eb rask a  in  1 9 1 2 , a  stim ulus 
being given to  th e  m ovem ent du rin g  th e  w ar in  order to  coordinate  th e  efforts 
of th e  bankers to  h andle  G overnm ent w ar-tim e securities; d u rin g  tb e  p a st 
few years th ere  has been q uite  added stim u latio n , b y  S ta te  Associations to  
develop these organizations.

N ineteen of th e  S tates rep o rtin g  are  operating  u n d er a s ta n d a rd  co n stitu 
tio n  and by-law s.

T h irteen  of th e  S tates p erm it all banks to  p artic ip a te  in  th e  a ctiv ity  of 
th e  county  organization regardless of th e ir in terest or m em bership in th e  
S ta te  A ssociation. E ig h t req u ire  m em bership in th e  S ta te  A ssociation as a 
qualification for m em bership in th e  cou n ty  o rganization, w hile in  one S ta te  
th e  question never arose.

In  practically  all of th e  S tates th e  usual official fam ily is elected a t  an 
an n u al m eeting. W hile th e re  appears to  be no ru le  as to  ro ta tio n  in  office, 
th e  idea seems to  p revail in  six S ta te s , does n o t o b tain  in six an d  in  te n  it  
seems to  w ork o u t one w ay one y ear and th e  next y ear an o th er. In  th e  
m a jo rity  of th e  counties th a t  are organized, th e  secretary  is n o t a  p erm an en t 
officer. In  tw o S tates only is th is office m ade a  p erm an en t one. In  one of 
these S tates th e re  are  fif ty  counties w ith  p erm an en t secretaries receiving a 
s tan d a rd  salary  of $ 5 0  a y e ar. In  an o th er tw e n ty -th re e  counties h av e 
p erm an en t secretaries w ith salaries ranging from  $ 1 5  to  $ 5 0  a  y ear. A nd it 
is q u ite  ap p aren t in b o th  of th ese S tates th e  general in terest an d  a c tiv ity  
is m uch greater th a n  in  th e  S tates w hich do n o t elect a  p erm an en t salaried  
secretary .

P ractically  all of these counties have sm all dues or levy m odest assess
m ents as occasion requires.

T here seems to  be no uniform  p ractice  in  regard  to  th e  holding of m eetings. 
Q uite a  few m eet q u a rte rly  an d  a lth o u g h  th e  re p o rt indicates th a t  th e  
m ajo rity  d o , yet th a t  only applies to  th e  s ta te s  reporting  an d  n o t to  th e  
m ajo rity  of counties. T h e  m ajo rity  of counties seem  to  m eet sem i-an
n u ally , while in  a  few instances, an d  th ese are a p p aren tly  grow ing, m o n th ly  
m eetings are  being h eld .

In  m ost instances th ere  is no c o n tact w h atev er betw een th e  S ta te  Asso
ciation an d  th e  c o u n ty  u n its . H ow ever, those s ta tes  w hich re p o rt th e  
g reatest progress h av e a  d rect co n tact a n d  also guide th e  activities of th e  
counties.

Six s tates  are  now offering som e recognition to  th e  co u n ty  organizations 
for co-operation in  prom oting Association activities; th re e  b y  giving public 
honorable m ention to  th e  m eritorious counties, tw o provide Loving C ups 
an d  one a  certificate of m e rit.

Sixteen s ta tes  have recom m ended th e  C red it B u reau  p la n  for th e  pre
vention  of d u p licate  borrow ing to  th e  consideration  of its  c o u n ty  organiza
tio n s. T h e  m ajo rity  of th ese sixteen h av e from  one to  five counties organ
ized. One S ta te , V irginia, advises th a t  p ractically  all counties are  now 
organized. W isconsin has five in  process of o rganization  a n d  thirty -sev en  
approved, while Illinois has seventeen in  actu al op eratio n .

F ourteen  of th e  s ta tes  h av e no com m unity  Tow n G u ard  or V igilante 
p la n . F o u r s ta tes  h av e betw een seventy-five an d  e ighty  counties com 
pletely organized u n d er th is  p lan  an d  four o th er s ta tes  h av e a few of th e  
counties organized. T h e  inform ation  is n o t sufficent to  d eterm ine ju st 
how m any arm ed guards h av e been authorized  in  th e  s ta tes  w hich have 
organized th is  p lan .

M o st of th e  s ta tes  orgaized for pro tectio n  post rew ard  cards an d  six o 
th e  s ta tes  hold s ta te  shoots for th e ir g uard  u n its .

Only tw o states  h av e m ade an y  progress in co-operative purchasing of 
supplies, b u t th ese h av e so recen tly  m ade efforts along this  line th a t  th e y  
h av e  n o th in g  as y et to  re p o rt.

In  five s ta te s  som e of th e  counties h av e ad o p ted  th e  idea of co-operative 
advertising.

Seventeen states  are  recom m ending th e  ado p tio n  of th e  stop-loss or 
service charge on sm all checking accounts. In  som e of these s ta tes  con
siderable progress has been m ade in  hav in g  th e  counties a d o p t resolutions 
endorsing th e  p la n , a lth o u g h  M in n eso ta, U ta h  a n d  N o rth  D a k o ta  re p o rt 
th a t  th e  p lan  has been ad o p ted  in p ractically  every c o u n ty  and is in  o pera
tio n . Six s ta tes  re p o rt th a t  p ractically  all of th e ir counties are  charging 
for m iscellaneous b a n k  services; six to  som e e x te n t, w hile five h av e  no t 
accom plished an y th in g .

In  p ractically  every  s ta te  co-operation in  th e  developm ent of ag ricu ltu re  
is a  v ery  active item  on th e  program .

O nly in  four s ta tes  h av e th e  co u n ty  u n its  a n y  rep resen tativ e  w hatever 
in  th e  S ta te  Association: th ree  th ro u g h  group officers or n o m inating  com 
m ittees  an d  one by  being recognized in th e  a p p o in tm en t of com m ittees 
in  th e  S ta te  A ssociation.

T h e above resum e of th e  re tu rn s  from  th e  q uestionnaire  can  only fu rn ish  a 
b ackground. C om m ents an d  rem ark s accom panying th e  re tu rn  of th ese 
questionnaires to ld  a m uch m ore com plete s to ry . I t  is q u ite  evident from  
th e  com bination  of th e  answ ers to  th e  questions an d  th e  rem ark s th a t  have 
been offered th a t  th o se s ta te s  w hich m ad e a c o u n ty  u n it an  essential p a rt
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of th e  S ta te  A ssociation providing direct recognition an d  re p re sen ta tio n  in 
th e  S ta te  A ssociation, requiring  a  c erta in  am o u n t of discipline an d  d irectio n  
b y  th e  S ta te  A ssociation, including th e  m odest salary  to  th e  c o u n ty  u n it 
p e rm a n e n t secretaries, h av e  accom plished th e  g reatest resu lts  in  th e  a ctu al 
developm ents in  activ ities  and lo y a lty  an d  it  is also v e ry  evident th a t  in  
th ese  s ta te s  th e  recom m endations of th e  S ta te  A ssociation are  given m ost 
serious a tte n tio n  by  m em b er b anks and are  p u t in to  a c tu a l p ra c tic e  to  a 
m uch g re a te r ex ten t th a n  in  th e  s ta te s  w here th e re  is no tie-in  or direction.

T h e  conclusions th a t  yo u r com m ittee  h as reach ed  th ro u g h  th is  su rv ey  
are: F ir s t , th a t  su b sid iary  u n its  e ith er b y  counties or sm all groups of coun
ties  d ire c tly  tying-in  w ith  a n d  supervised  b y  th e  S ta te  A ssociation is to  be 
recom m ended as p roviding for a  m ore accessible m eans of developing 
m em bership lo y a lty , cooperation  an d  th e  actu al p u ttin g  in to  effect of th e  
policies an d  p lans t h a t  h av e  been w orked o u t b y  th e  S ta te  A ssociation 
C o m m ittees.

Second, th a t  even in those s ta te s  th a t  showed th e  b est resu lts  considerable 
w ork is y e t  to  be done a n d  in  som e instances it  seem s th a t  som e slight 
changes m ig h t be advisable , a n d  we w ould call a tte n tio n  p a rtic u la rly  to  th e  
lack  of organized in terest even in  th e  b est organized s ta te s  in  counties 
c o n tain in g  a  sm all n u m b er of b an k s an d  it  is recom m ended th a t  in  such 
in stan ces, several counties be grouped to g e th e r to  form  one u n it.

T h ird , T h a t in ord er to  accom plish an y th in g , o rg anization  is necessary 
an d  p ra ctical resu lts  can  be o b tain ed  only b y  d irectio n  an d  supervision 
th ro u g h  local organizations or groups. T his direction an d  supervision can 
be h eld  b y  th e  S ta te  A ssociation only an d  th e  in terest of th e  local su bsidiary  
oi ganization can be s tim u la te d  an d  controlled  by  m aking th e m  p e rm a n e n t, 
in teg ral u n its  of th e  S ta te  A ssociation, organized w ith  p e rm a n e n t salaried  
secretaries and given direct co n ta ct w ith  an d  rep resen tatio n  in  th e  p a re n t 
b td y .

R espectfully  su b m itte d ,

F o rb a M cD aniel
H aynes M cF ad d en
M . A . G raettin g er, C hairm an

Following the presentation of the subject by Mr. Graet
tinger, discussion ensued as follow s:

M r. H aynes M cF ad d en  (G eorgia): W e h a v e  over 1 0 0  counties organized 
in G eorgia, chiefly on th e  service charge an d  th e  red u ctio n  of in te re st ra te s , 
charging of exchange for cashing out-of-tow n checks, and sim ilar ru les th a t  
are  in ten d ed  to  im prove th e  earnings of th e  co untry  b an k s. On th e  credit 
b u reau  idea we h a v e  m ad e v ery  little  progress, I am  sorry  to  say . T h ere  
is a  v ery  d eep-seated  p reju d ice  in G eorgia am ong th e  b anks against th e  
exchanging o f cred it info rm atio n . T h ey  h av e  been b etra y e d  so o ften  th a t  
th e y  are  like a  scared  child th a t  d read s th e  fire . T h ey  h av e  n o t v ery  wil
lingly gone in to  th e  operatio n  of credit b u re a u s, alth o u g h  we h av e  several 
v ery  successful cred it bu reau s in  o p eratio n . M y  own personal opinion is 
th a t  th e  losses avoided th ro u g h  th e  o p eratio n  of a  cred it b u reau  are  m uch 
m ore im p o rta n t to  a b a n k  th a n  th e  earnings th a t  can be m ade b y  th e  
enforcem ent of a  service charge an d  sim ilar rules.

As soon as th e  s ta te  is w holly or p ractically  solid in  its organization  along 
th e  lines of c o u n ty  b a n k ers’ associations to  enforce ru les th a t  m ean  ad 
ditio n al earning pow er, i t  is o u r d efin ite  p urpose to  follow rig h t in behind 
th a t  w ith  th e  ed u catio n al w ork th a t  is necessary to  induce o u r banks to  
o p e ra te  cred it bu reau s all over th e  s ta te , because th e  so rry  loans th a t  th ey  
g e t, th e  duplicates th a t  th e y  g et (and we do know  th a t th e y  h a v e  th e m ), 
a re  v ery  m uch m ore h u rtfu l to  a  b a n k ’s earnings th a n  th e  proceeds from  
th e  service charge and o th e r sim ilar ru les will am ount to . I  th in k  too  m uch 
em phasis can n o t be laid on th is  su b ject b y  o u r organization an d  in  every 
s ta t e  in th e  U nion.

M r. G raettin g er: M r. F re d  B ow m an, can  you te ll us an y th in g  a b o u t 
c o u n ty  organizations in  K ansas an d  y o u r th o u g h ts  on  th e  su b ject?

M r. F red  B ow m an (K ansas): Y ou s ta te  th a t  th e re  are  eleven s ta te s  th a t  
a re  9 0 %  or b e tte r  organized. I  d o n ’t  know  w h eth er ou r s ta te  of K ansas was 
Included in  yo u r re p o rt or n o t, b u t if we do not h av e  a n  a ctiv e  cou n ty  
association, we h av e a set-u p  in  every  co u n ty . In  o u r sparsely  settled  
te rr i to ry , w hich is along th e  C olorado line, we have c o u n ty  u n its . Y ou 
m a y  n o t h av e  th a t  problem  in m ost of y o u r s ta tes , b u t we do in  W estern 
K ansas w here th e re  are  only one or tw o b anks in a few of ou r counties. 
W e use a  c o u n ty  u n it th e re . W e h av e  a  set-u p , if not an  activ e organization, 
in every  c o u n ty  I  th in k  in  K an sas. T hrough th a t  we are  able to  carry  on 
all of o u r activ ities, an d  I  believe it m ig h t h av e been well if we allowed 
m ore th a n  tw e n ty  m in u tes for th is  p a rt  of ou r discussion, for th e  reason 
t h a t  th ro u g h  th e  cou n ty  association a b o u t every a ctiv ity  a  s ta te  asso
ciatio n  has an d  those things w hich we encourage from  th e  A m erican B ankers 
A ssociation p ro g ram  can be b e st carried  o u t. T h a t is ou r experience in 
K an sas. W e eith e r go th ro u g h  th e  c o u n ty  b ankers association secretary , o r, 
if i t  is to o  m uch to  unload on h im , we ask  for a  com m ittee in  th a t  co u n ty  
an d  we lay  th e  b u rd en  upon th e m  to  carry  o u t th e  p ro g ram  th a t  we suggest 
to  th e m .

M r. G raettinger: T h e th o u g h ts , th e n , expressed on  cou n ty  organization, 
a re  th a t  i t  is a  v ery  valuable  u n it to  s ta te  association w ork in  th a t  th e  
activ ities  o f th e  association can  be dissem inated an d  pro m u lg ated  an d  
b ro u g h t to  th e  a tte n tio n  of th e  m em bership best th ro u g h  c o u n ty  organi
zations, an d  th a t  is ou r experience in  Illinois.

M r. Bow m an: I  should like ju s t to  suggest th a t  we are  considering th e  
a d v isab ility  of a little  re m u n eratio n  for a  p erm an en t co u n ty  secretary , 
w hich we th in k  is p erhaps th e  biggest step  forw ard along th a t  line.

M r. G raettin g er: T urn in g  to  th e  su b ject of credit b u reau s, I  th in k  M r. 
C o ap m an , o f W isconsin, can  give us a  little  ad ditional inform ation  and 
discuss th e  su b ject.

M r. W . G . C oapm an (W isconsin): W e h av e a b o u t a h alf dozen either 
going or read y  to  go. W e have found th a t  in  th ree of th e  counties th ere  
w ere 1 3 %  of all borrowers duplicators a n d  in  one county  6 % .  One co u n ty  
In Illinois rep o rted  to  u s, w hen we were looking for inform ation, th a t  th ere  
w ere 4 5 %  in th a t  d is tric t. I t  varies according to  conditions. W e fin d  th a t  
th is  is tak in g  hold very  rap id ly  this  y ear, expecially in  th e  counties th a t  
h av e  com pleted th e ir pro tectiv e  w ork an d  now w ant to  go forw ard to  som e
th in g  else. O ur arg u m en t has been th a t  if th e y  are  pro tectin g  th e  b an k  
ag ain st th e  ro b b er th ro u g h  th e  V igilante m ovem ent, also b y  installing 
b e tte r eq u ip m en t, a n d  so on, th e re  is an o th er form  of protection  th a t  th e y  
o ught to  ta k e  u p , an d  th a t  is against th e  borrow er th ro u g h  a  credit b u reau .

O ur p la n  is alm ost identical w ith  th a t  of Illinois, an d  th e  counties th a t  
h av e  ta k e n  on th e  w ork say  th e y  w ould n o t u n d er an y  circum stances drop 
i t .  I n  one c o u n ty  th e y  h av e chosen as th eir m anager th e  c ity  treasu rer a t  
th e  co u n ty  se a t, a n d  in  one c o u n ty  a young lad y  assistan t cashier is th e  
m anager; in  an o th er th e  p resident of a b a n k  is v o lu n tary  m anager w ith o u t 
a n y  re m u n eratio n  w h atev er, b u t th e y  are  paying them  fif ty  to  seventy-five

cents a n  ho u r for active w ork, an d  th e  cost is n o t a t  all excessive. T h e y  
ru n  from  five ban k s in  one co u n ty  u p  to  fifteen  or tw e n ty  in  th e  largest 
c o u n ty . W hile th irty -fiv e  or so h av e a p p ro v ed , th a t  m eans th a t  th e  co u n ty  
association a t  its  m eeting h as ap proved i t ,  a n d  th e n  to  p u t i t  in to  effect 
th e y  m u st h av e th e  b an k s th ro u g h  th e ir boards of directors likewise ap p ro v e. 
T h e  resolution ad o p ted  b y  th e  b a n k , w ith  us as w ith  Illinois, pledges each 
b a n k  n o t to  ta k e  a d v an tag e  of th e  other m em bers in  case of duplications. 
T h a t is p u t on th e  m inutes of th e  directo rs’ m eeting a n d  a  certified copy 
sent back to  th e  secretary  of th e  c o u n ty  before th e y  organize, an d  I  th in k  
th a t  will p rev en t a n y  b reach of fa ith  th a t  you seem  to  be fearful of in  your 
S ta te .

M r. G raettinger: F u rth e r discussing th is  su b jec t, I  will call on M r. M y- 
lan d er, w ho I  th in k  has s ta r te d  som e of th e  w ork of credit b u reau  organiza
tions in  Ohio.

M r. C . H . M y lan d er (Ohio): T h e credit b u reau  m ovem ent in Ohio is 
ra th e r  new . I t  has been ta lk e d  a b o u t for a y ear or tw o , w ith  no definite 
action  being ta k e n  u n til we got M r. G ra e ttin g e r’s fam ous credit bureau 
te a m  a t  our S ta te  convention th is  y e ar. I  w a n t to  say  to  a n y  of you who 
are  th in k in g  of s tartin g  credit bureau p ro p ag an d a, t h a t  you can n o t do b e tte r 
th a n  to  get K a rr an d  Jones of M arsh all C o u n ty , Illinois, to  address either 
yo u r S ta te  convention or your group m eetings.

W e h av e one co u n ty  now w hich is functio n in g , tw o o th er counties which 
h av e still one re lu c ta n t b a n k  to  convince, a n d  a b o u t six or seven others 
th a t  h av e ta k e n  th e  first steps an d  are  going. I  ju s t learn ed , since I  reached 
h ere, of one o th er c o u n ty  th a t  has ta k e n  actio n  in  th e  last w eek.

W e feel th a t  in  th e  ru ra l counties of Ohio w here th e re  is no m etro p o litan  
c en ter, no c ity  of m ore th a n  5 ,0 0 0  people, th e  co u n ty  cred it b u re a u  is th e  
b est possible a ctiv ity  for th e  c o u n ty  b an k ers  association; in  o th e r w ords, 
we feel th a t  th e  c o u n ty  credit b u reau  should com e before th e  service charge, 
and th a t  th e  service charge will follow th e  c o u n ty  c red it b u re a u  id ea, and 
th a t  is w h at we are  w orking to w ard  in o u r S ta te .

M r. G raettin g er: Sum m ing u p  th e  cred it b u reau  discussion, I  th in k  th a t  
th e  organization of a credit b u reau  leads m ore to  a  b e tte r u n d erstanding 
am ong th e  ban k ers of a  co u n ty  th a n  a n y  o th e r p la n  th a t  m ay  be p u t into  
effect. T h eir discussion of credits an d  lo an s, dup licate  loans, brings ab out 
a n  u n d erstan d in g  th a t  la te r resu lts  in  g e ttin g  to g e th e r on m an y  o th er 
different p ro jects.

T h e is cost is n o t v ery  h e av y . I t  is v ery  sm all, indeed, for th e  benefits 
and dividends g o tte n  o u t of i t .

T h ere  is one m ore su b jec t, th a t  of ru r a l clearing houses. I  d o n ’t  know  
th a t  an y  secretary  has had an y  experience along th a t  line, b u t we h av e in 
ou r m idst a  g entlem an who I th in k  has m ad e  a  s tu d y  of th a t  su b ject and 
h as ta lk ed  on i t ,  and  if M r. C h ap m an , of M in n eso ta , w ill give us a b o u t tw o 
m inutes of his tim e telling  us a b o u t w h a t he th in k s  of th e  ru r a l clearing 
house, I  should be glad to  h av e  him  do i t .

M r. C . A . C h ap m an  (F irst N atio n al B an k , R o ch ester, M in n .):  I  d id n ’t  
expect to  occupy a n y  of yo u r tim e; I  ra th e r  expected to  h ear y o u r ideas. 
T his su b ject is to  be p resen ted  on tw o o th e r pro g ram s during  th is  convention. 
T his aftern o o n  M r. D a n  Stephens of F re m o n t, N eb rask a , in  th e  S ta te  
B an k  D ivision is to  p resen t th e  idea of a fo u r c o u n ty  d istric t exam iner 
clearing house, utilizing a S ta te  exam iner d esignated  for th e  p u rp o se, con
ductin g  exam inations w hich, w ith  w eekly re p o rts  fro m  th e  m em ber b an k s, 
w ill c o n stitu te  th e  m ateria l used b y  th e  ad visory  council for settin g  up 
policies an d  stan d a rd s  an d  p erfecting  th e  situ a tio n  in  th e  four counties.

On T u esd ay  evening I  am  to  address th e  C learing H ouse Section on  th e  
m ain  p ro g ram  on p ractically  th e  sam e id ea , b u t looking to w ard  its  u ltim a te  
form  w hen such a d istric t of tw o , th re e , or fo u r counties w ill h a v e  its  own 
exam iners, in  no w ay connected w ith  th e  political sy stem , an d  w ho will be 
su b ject to  th e  control and direction  of th e  ad visory  board  of th e  Clearing 
H ouse A ssociation, th e  whole p la n  to  g et its  experience largely fro m  th e  
g reat m e tro p litan  exam iner clearing houses, th e  w hole p urpose being to  
m ak e a com m on tre a su ry  of th e  know ledge an d  experience of th e  individual 
m em bers an d  to  establish  th ro u g h  a  professional public opinion w ith in  th e  
d istric t and th e  settin g  u p  of stan d a rd s  a  com plete  stab ilizatio n  and s ta n d 
ard izatio n  of b anking p ractice  an d  th e  recognition  of b anking ethics w ithin  
th e  p a rtic u la r group.

M r. G raettin g er: M r. C h airm an , I  th in k  t h a t  ta k e s  u p  our tim e on t h i“ 
su b jec t.

How Can Banks Make More Money?— Discussion Led 
by Wall G. Coapman, Secretary Wisconsin 
Bankers Association.

Numerous answers to  the  m ain question have been offered. H appily, as 
m aking for brevity in this talk  prelim inary to a general discussion, two 
very practical solutions are suggested, nam ely, levy of a service charge 
and reduction of interest rates.

The adoption by banks in  recent years of practices long established 
by other lines of business has led to  the discovery of some things not 
known before. Analysis of banking functions, installation of cost sys
tem s, etc ., brought to lig h t m any form erly “ unknown quantities” which 
entered into the equation. Out of these there has emerged th e  service 
charge.

(a )  Service Charge

The purpose of a service charge is to  offset losses and reduce costs. I t  is 
intended to  go no further. P ro fit is secondary, certainly as a t  present 
applied.

Service charges may be classified three-fold: ( 1 )  A charge on the u n 
profitable checking account; ( 2 )  Charges for special service performed 
by the b an k ; ( 3 )  Charges for services perform ed by employees of the 
bank.

( 1 )  The charge an the unprofitable checking account is mentioned 
first because it  first gained country-wide notice as a means to  stop one big 
leak in bank operation. No m a tte r how m any times depositors or how 
large the to ta l of th eir deposits may be, i t  is the  checking accounts 
th a t are chargeable w ith  the big proportion of overhead. There is much 
greater deposit activ ity  than in form er years, especially so in open ac
counts, b u t th eir growth has not k ept pace w ith the increase in depositors. 
The sm all account has come to the fore.

Taking the country as a whole, i t  can safely be stated th a t 6 0 %  of 
the commercial accounts of the average bank run less th an  $ 5 0 .0 0  
each, and th a t this 6 0 %  carries not to  exceed 5 %  of the total deposits. 
A N orth Dakota bank in announcing the adoption of a 50c charge on 
$ 5 0  balances, stated th a t  “ 8 %  of our deposits comprise 5 9 %  of our 
depositors and this 8 %  w rote 5 0 %  of the ch eck s; or, 8 %  of our business 
caused 5 0 %  of our work” — m onth of Ju ly , 1 9 27 . A Wisconsin bank
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having about $ 5 0 0 ,0 0 0  total deposits, tim e and demand, discovered th a t 
2 0 %  of its open account balances were less th an  $ 1 ;  1 7 %  ran from $1 
to $ 1 0  ; 2 5 %  from $ 1 0  to $ 5 0 , and 3 8 %  ran $ 50  and o v e r; 6 2 %  of the 
accounts had but 3 %  of the  deposits.

Many percentages on cost have been worked out by bankers and bank 
specialists, w ith which you are more or less fam iliar, b u t they all go 
to show th a t the servicing of a m ultitude of small accounts more th an  
counter-balances any possible p rofit accruing from them . In  advertise
ments prelim inary to enforcing a charge, St. Louis banks advised the 
public th a t, after allowing 1 5 %  reserve and 2 00  entries a t 10c  each, a 
bank lost $ 1 1 .5 0  per year on a $ 2 0 0  balance. A bank in  San Antonio 
after close figuring worked out three basic elements entering into 
analysis of an account. They are ( 1 )  “ size cost,”  9c per $ 1 ,0 0 0  per 
m onth on am ount of balance to  carry the account on the books; ( 2 )  “ ac
count cost,”  52c per account per m o n th ; ( 3 )  “ activity  cost,”  2c per item . 
Using these cost figures, including float and other reasonable com puta
tions, i t  was demonstrated th a t a $ 2 ,0 0 0  account earned net $ 1 .8 3  
per m onth.

Clearing house associations, State bankers associations and th e ir county 
subdivisions have p retty  generally come to see m erit in a  service charge 
as a  corrective. Fear of loss of deposits is about the  only reason why 
the idea has not spread even more rapidly. But th a t fear is unw arranted. 
Proper explanation almost always clears up any questions depositors pro
pound, and th a t holds tru e in communities where one or two banks “ go it  
alone.” A 192 6  survey of 2 50  banks in Wisconsin th a t  had adopted the 
charge brought out the fact th a t the average loss of deposits was 5 % ,  and 
of accounts, 6 % .  Many showed losses below 1 % , some no loss a t  all.

I t  is best to  make few exceptions in application of the rule. Churches, 
lodges and welfare organizations may properly be excepted, also in 
active accounts requiring not more than four entries per m onth, but 
figuring on compensating balances by way of savings or certificates gets 
a bank into  deep w ater. Transfers to  savings of accounts th a t cannot 
be m aintained a t  a point to avoid the charge, or transfers from savings 
or certificates to  raise the average in the account is the usual way out.

The am ount of charge varies. In  Wisconsin 29 county bankers associa
tions now enforce a charge, and one other will do so in  January. A 
m inority of banks in  22  counties do the same. About half of all the 
banks in the S tate levy a charge. Among the charges on m onthly aver
ages are  50c  on $ 2 5 , 50c  on $ 5 0 , 50c  on $ 1 0 0 , $ 1  on $ 1 0 0 . One county 
charges 50c  per m onth whenever the actual balance drops below $ 2 5 , 
and another charges 75c. A few banks require a m inim um  opening 
balance of $ 5 0 . Although these charges bring in some revenue a t  the 
outset, the  building up of balances operates to  cut down the income as the 
overhead decreases.

( 2 )  Under the classification of special banking service may be included 
a variety of item s such as exchanges on drafts, both sight and counter, 
charges for safe keeping of bonds, im printing  of checks, credit reports, 
collection of coupons, N. S. F . checks, out of town checks, and minimum 
interest on small loans. All these entail expense to the bank by way of 
supplies, postage, clerk hire and general overhead. The sooner banks 
make a reasonable charge for them instead of continuing under the 
mistaken idea th a t they pay th e ir way autom atically, the better. And 
the public appreciates th a t for which i t  pays.

The Georgia Bankers Association has recently made a State-wide cam 
paign for adoption of several of the more im portant charges. The 
South Dakota Association has prepared a comprehensive schedule which 
every bank is asked to  adopt and display where customers m ay see and 
read it. Many other associations of bankers are w orking along th is  line 
through the county organizations, which are p articularly  well fitted  to put 
the schedule into  effect.

( 3 )  iServices performed by employees consist of draw ing papers, clerk
ing sales, acting as notary, etc. Such types of service entail a con
siderable expenditure of tim e and some of them, unless expertly handled, 
are likely to involve the bank in legal difficulties. The following sta te 
m ent, appendied to a public notice of the schedule has been used in  some 
counties and is suggested as an effective means to  avoid liability:

“ T h e P u b lic  is hereby notified-—-W hen a n y  officer or em ployee of th e  b an k  
is called u pon to  perform  an y  service u n d er Schedule 2 (E m ployees’ services) 
as outlined on th is  c ard , such officer or em ployee m a y  only  perform  such 
service in  his individual cap acity  a n d  is n o t actin g  for th e  b a n k , b u t is 
individually  em ployed b y  an d  actin g  for th e  person for whom  such service 
is rendered  and th e  b a n k  assum es no obligation or liab ility  for negligence, 
errors or m istakes m ade b y  th e  in dividuals so a c tin g .”

( 6 )  Reduction of Interest Rates

Necessity is the mother of things other than invention. The upward 
trend of expenses plus the downward trend of investm ent returns is 
opening the eyes of bankers to  another leak to  be plugged. The day of 
high-grade bonds bearing high rates is past, for some tim e a t least. 
R ates on city  balances certainly are not on the rise. And banks 
cannot hope to increase th eir loan rate  to offset th is drop in income. 
They m ust either reduce th eir current expenses or cut down the item 
of “ interest paid ,” and the form er are about as low as m aintenance of 
efficiency will allow.

It is astounding to w hat lengths banks will sometimes go, under the 
stress of com petition for assets, in paym ent of interest. Now and then 
we find a bank in our State bidding 5 %  on county funds, although 
most of them are g etting  over the craze. R ates on city  and county
funds are coming down, from our observation, and in some quarters 
even State money a t 2 % %  goes begging. B ut these funds are not 
nearly so great a  problem to deal w ith as are certificates and savings.

The old fear th a t deposits will shrink has to  be overcome, as i t  has 
been in the case of the  service charge. And even if they do, profit may 
increase.

A few simple examples, sim ilar to those used by our Commissioner of 
Banking in selling the 3 %  idea to county bankers’ associations, illustrate  
this.

A Bank with $ 5 0 0 ,0 0 0  Time Deposits Reserve Figured at 1 2 %

(1) Pay 4 % ,  charge 6 % —
$ 5 0 0 ,0 0 0  deposit @ 4 % _____$ 2 0 ,0 0 0

6 0 ,0 0 0  reserve 1 2 % .

(2) Pay 3 % ,  charge 6 % —
$ 5 0 0 ,0 0 0  deposit @ 3 % _____$ 1 5 ,0 0 0

6 0 ,0 0 0  reserve 1 2 % .

$ 4 4 0 ,0 0 0  loaned @ 6 % ............. 2 6 ,4 0 0

E a rn e d _________ $ 6 ,4 0 0

$ 4 4 0 ,0 0 0  loaned @ 6 % _____ 2 6 ,4 0 0

E a rn e d _________$ 1 1 ,4 0 0

Suppose upon reduction to 3 %  the deposits shrink 4 0 % . As shown in 
table ( 3 )  the bank is still ahead of the game if it  m aintains a 6 %  rate

on loans, and 1 2 %  reserve required of State banks— ( 2 0 %  required of 
approved depositories) in Wisconsin.

Exam ple ( 4 )  shows th is  same bank could lose 3 0 %  of its  deposits, raise 
its reserve 8 points and come w ithin $ 1 0 0  of m aking as much as i t  did 
a t  4 % .

Again, example ( 5 ) ,  the bank could afford to  lose 2 0 %  of its  deposits, 
m aintain 1 5 %  reserve, cut its  loan rate  to 5 % %  and beat the old' 4 %  
arrangem ent by $ 3 0 0 .

(3) 4 0 %  Loss in  Deposits—

$ 3 0 0 ,0 0 0  deposits @ 3 % ____$ 9 ,0 0 0
3 6 ,0 0 0  reserve 1 2 % .

(4) 3 0 %  Loss in  Deposits—
(Res. 2 0 % ) __

$ 3 5 0 ,0 0 0  deposits @ 3 % ____$ 1 0 ,5 0 0
7 0 ,0 0 0  reserve 2 0 % .

$ 2 6 4 ,0 0 0  loaned @ 6 % _____1 5 ,8 4 0

E a rn e d _________ $ 6 ,8 4 0

$ 2 8 0 ,0 0 0  loaned @ 6 % ........... 1 6 ,8 0 0

E a rn e d _________ $ 6 ‘,3 0 0

(5 ) 2 0 %  Loss in  Deposits, 1 5 %  Reserve, 5 K %  L oan Rate—
$ 4 0 0 ,0 0 0  deposit @ 3 % ................. ............. ......................... ...................................... .$ 1 2 ,0 0 0

6 0 ,0 0 0  reserve 1 5 %

$ 3 4 0 ,0 0 0  loaned a t  5 K % ............................................................. ................................. 1 8 ,7 0 0

E a rn e d _______________________________________________$ 6 ,7 0 0

In the above tables • no credit has been taken for interest on reserve. 
T hat would make even a b etter showing. B ut enough has been proved to 
demonstrate w ithout a doubt th a t it  takes a lot of shrinkage to  defeat the 
earnings made through a reduction to 3 % .

R eports from 1 50  Wisconsin banks in 1 9 2 4  disclosed th e  following 
fig u res:

3 %  Banks. 4 %  Banks.
P ercen tag e of incom e p a id  in  in te re s t (S av. & C . D . ) .  .  3 2 .0 4  4 3 .2 3
P ercentage of incom e p a id  in  salaries_________________  2 2 .7 8  2 0 .9 8
P ercen tag e of incom e saved as n e t p ro fits____________  1 9 .2 3  1 4 .6 9

Another point to  bear in m ind is th a t any preference as to  a bank rate 
should go to the borrower, who is creative, ra th er than to th e  mere 
certificate or savings depositor. The argum ent th a t  a bank m ust pay 
big interest to  a ttra c t deposits is fallacious. No community in need of 
a bank has to be thus baited. The public is coming to  look askance 
upon banks th a t pay more for moeney th an  th e  public knows i t  is worth.

H igh rates on deposits carry in  their tra in  investm ents a t  abnormal 
rates, and acceptance of poor paper th a t often results in assets th a t  are 
frozen or worse. Conservative banking demands only a fa ir ra te  on 
deposits and a reasonable ra te  on loans made to good risks.

All signs point to  adoption of a  sensible viewpoint in our section. 
Ten counties are wholly on a 3 %  basis. Many banks in  other counties 
have recently dropped, so th a t  now about 4 0 %  of all the banks are in 
this  class. Many more w ant to make th e  break. Banking Commissioner 
Sehwenker has taken a  positive stand on this  interest issue, has ad
dressed a number of county bankers’ associations, a t  th eir request has 
w ritten  letters to many banks, and a  noticeable response has come from 
his aid and encouragement. I believe th a t close cooperation between 
bankers’ associations and the banking departm ents of the States will 
overcome many existing difficulties and evils, and if i t  can be accom
plished in Wisconsin and some other States, i t  can be done universally.

Mr. Fellows, you made quite a b it of progress in Minnesota. W ill you 
tell us about i t?

Mr. F . P. Fellows (M innesota) : Of the 8 7  counties in our State, all 
of which are organized, we have a schedule of charges for miscellaneous 
services, such as drawing of papers and things of th a t  kind, in 5 0  coun
ties. I t  is very generally observed in those 5 0  counties. Then we have 
30-odd counties which have adopted a  service charge on checking accounts. 
In  addition to th a t, we have 4 6  towns and cities outside of those coun
ties whieh have adopted it  as a whole, which are m aking a charge on 
checking accounts. We are m aking considerable progress.

I m ight m ention th a t we have one bank in  the northern p a rt of the 
State which last year made $ 3 ,5 0 0  from all of its  miscellaneous services, 
or 7 %  on its capital stock.

Mr. Coapman: Can somebody else m atch th a t?  I am going to  call
on Mr. McFadden once more. I mentioned his cam paign. J u st in  a 
word, tell us how far you got in th a t  Statew ide cam paign.

Mr. Hayne3 McFadden (G eorgia) : The maximum th a t any bank in 
Georgia has realized from  these miscellaneous charges has been 3 5 %  per 
annum on its capital. Its  capital was $ 1 6 ,0 0 0 ,  and i t  is realizing $ 4 0 0  
a m onth from these miscellaneous charges. The average for the whele 
State is 7 2 / 3 % ,  as far as we have been able to  figure it. We should 
have another footing on th a t p retty  soon, b u t when we had a  repre
sentative number of these county associations in existence for three to 
six m onths, we took th is  average, and the average a t  th a t tim e was 
7 2 / 3 % .  That is alm ost paying a  dividend, gentlemen. I t  is wonderful. 
I t  transform s a bank from eking out a  bare existence, in a  number of 
cases, to a basis of prosperity. You cannot afford to  neglect it. The 
banker who does is going to  perish, I  think.

Mr. C oapm an: I referred to th e  report of one of our committee, of
which Mr. Brown, of N orth Carolina, is Chairm an, on service charges. 
He has covered! p retty  nearly every S tate in  the Union in his report. 
Can you boil i t  down in  a few words for the benefit of us, and we will 
read th e  details la ter?

Mr. Paul P. Brown (N orth Carolina) : I have a number of additional
copies of the report of th e  Committee on Operation, Cost and Income, 
which really is sim ply the com m ittee to  handle th e  subject of analyses 
of accounts and service charges. I t  contains the statem ent of the condi
tions regarding the service charge in  3 5  of th e  States from which we 
received reports.

Following the exam ple of Illinois, we made a classification in North 
Carolina, or rather a  sum m ary, after we had the banks classify th eir 
checking accounts, and as a result we found our situation was so startlin g  
th a t the service charge is spreading very rapidly  over th e  State. The 
amazing th in g  to  those of us who are m aking a study of the service 
charge from the reports from the various places is th a t in every instance 
the banks themselves are delighted w ith  the operation of the  charge, 
and instead of losing business, a number of them  find th a t th e ir deposits 
have considerably increased and the num ber of checks have been reduced 
by the installation of the  service charge.

We found in the analysis in our own State th a t 7 0 .7 4 %  of the  total 
number .of accounts on the books of our banks carried balances of less 
than $ 1 0 0  and th a t they represented only 3 %  %  of the total am ount of 
deposits. T hat situation  has been verified in  reports from a number of 
other States, so th a t i t  does not apply only to N orth C arolina; i t  is the
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situation in  Indiana, i t  is the situation in  Louisiana, i t  is the situation 
in a number of other States from whom our Committee has received 
these reports.

If  these are any of the officers of State associations who would like to  
have copies of th is  report after th e  m eeting, I will be m ighty glad to 
give them  to  you.

Mr. Coapm an: We drew up a few simple sets of figures to  show w hat
a bank could afford to lose by dropping its rate  on deposits. Our com
missioner has been using some figures lately, and we ju st amended them . 
He took a bank of $ 5 0 0 ,0 0 0  tim e deposits, and 1 2 %  reserve, which is 
the reserve for the S tate banks other than those th a t  are reserve banks. 
Suppose it  pays 4 Ys and charges 6 %  ; i t  would make $ 6 ,4 0 0 . T hat bank 
could afford to lose 3 0 %  of its deposits, raise its reserve to  tw enty-eight 
points, and come w thin $ 1 0 0  of m aking as much as i t  did when i t  made 
4 % .  I t  could afford to  lose 2 0 %  of its  deposits, m aintain a 1 5 %  re
serve, cut its  loan rate  to  5 y2 %  instead of 6, and beat th a t old 4 %  a r
rangem ent by $ 3 0 0 . In  other words, many tim es when a bank sees its  
deposits shrinking a trifle , i t  thinks the plan has failed. I t  is the other 
way, a ro u n d ; the deposits may shrink some, but the earnings increase, and 
th a t is the m ain thing you are looking for.

Is there anyone who can say anj'thing on this interest rate  question? 
Isn’t  there a law in some State lim iting  the rate p aid  on tim e deposits ?

Mr. W. C. MacFadden (N orth  D akota) : We have tried  to  get our
interest rates on tim e deposits down, and we found i t  p re tty  difficult. 
Now we are throw ing out a suggestion to our members th a t  I th ink  is of 
some value. We are trying to  have them  cut down th eir certificates of 
deposit and substitute for them  savings accounts. They are tak in g  to 
th a t very nicely. There are so many different ways of figuring interest 
on a savings account th a t you cannot take advantage of in  the certificate 
of deposit. We are m eeting w ith good success in  th a t  way. W hile the 
banks are advertising 4 % ,  in reality  they are paying only 3 in  many 
instances. I think th a t is really w orth while.

Mr. Coapman: W ith respect to  credit bureaus, some of your States
have standardized forms. California is one of those th a t  is outstanding 
in th e  number of forms it  has, and others have had a  num ber of sets 
drawn up through committees. We believe th at in connection w ith  the 
credit bureau, as well as in th e  case of individual banks, they ought to 
standardize on certain of th eir forms, particularly notes, so th a t  they 
w ill know not only th a t  they are dealing w ith the same m an, b u t a t  the 
same tim e know they have got the rig h t sort of note. The proper form 
goes hand in  hand w ith the organization of the credit bureau and the 
elim ination of the unprofitable duplicator.

Mr. C. F. Zim m erm an (P ennsylvania) : I should like to refer to  our
situation in Pennsylvania. We have just recently apointed a  committee 
on rates of interest on savings deposits. I t  is a rath er vexed question in 
Pennsylvania, because of the great variety of rates th a t  are being paid. 
One bi our members on th a t com m ittee made an investigation as to  the 
am ount of interest th a t  would be paid by a number of banks located in 
various sections of the State on the same account, and I have in my hand 
here an  ex tract from his le tter:

“ T h e  am o u n ts of in te re st received from  th e  seven cities to  w hom  th e  
sam ple acco u n t w as sen t are  show n on th e  m em orandum  I  am  enclosing 
h erew ith . T h e low est a m o u n t being 5 7  cen ts  and th e  highest $ 6 .6 5 .  A t a 
la te r d a te , a  c erta in  association using th e  sam e account as a  sam ple, sent 
i t  to  a  considerably larg er n u m b er of cities and tow ns, a n d  th e ir resu lt 
show ed th e  low est am o u n t 7 9  cen ts, a n d  th e  am o u n t p aid  in  P ittsb u rg h , 
w hich is also th e  c ity  th a t  fig u red  5 7  cen ts  in  th e  firs t in stan ce , a n d  th e  
highest $ 8 .5 2 ,  th e  $ 8 .5 2  in d icatin g  th a t  th is  is m ore n early  th e  am o u n t 
generally p aid  by  th e  c o u n try  b a n k s .”

In  th is  connection the com m ittee has decided to  distribute to all of 
the members of the Pennsylvania Bankers’ Association the pam phlet th a t 
has recently been issued by the Savings Bank Division of the  American 
Bankers’ Association on the rig h t way, or ra th er th e  different ways, of 
figuring interest on savings, and we think th a t we w ill make consider
able progress if we can get our banks to  figure according to the ra te  of 
interest they pay, using the proper methods.

Mr. Coapm an: Our association drew up a rule two or three years ago,
and I see th at a t the  V irginia bankers’ convention this summer the com
m ittee made certain recommendations as to  how to figure interest also. 
Our own legislative com m ittee for the  next two years is going to  p u t in 
a lot of tim e looking to the revision of our banking laws, and one mem
ber of th a t committee has been assigned the job of looking into the ques
tion of interest on public funds. T hat is quite a  proposition in  itself, 
bu t i t  is a  live one in  our State, as I know it  is in  all the  other States. 
How much th e  money is w orth, and w hat to  do about it , is an im por
ta n t question.

Secretary Robert E. W ait (A rk a n sa s): Mr. Coapman asked a ques
tion, if there was not a  S tate th a t  has passed a law lim iting  the rate  
of interest on deposits. The S tate of Arkansas a t the la st session of the 
legislature passed such a law providing th a t no bank or association of 
persons should pay more than 4 %  on any class of deposits. Strange to 
say, th a t  law was contested in  the courts by a banker. We were very 
much surprised to have a banker s ta r t the contest. He started  it  on the 
ground th a t i t  was class legislation, and lim ited him to the paym ent of 
4 %  or under, whereas other concerns such as building and loan associa
tions or the  private lender m ight pay more. He won his point in the 
lower court and i t  has now been taken to  the Supreme Court.

Mr. W. C. MacFadden (N orth  D akota) : The rate  is lim ited  to  5 %  in
N orth Dakota.

Mr. E. P. Gum (O klahom a) : Two years ago we introduced a law in
our State leg isla tu re ; in fact two bills, one to reduce the ra te  of interest 
on the general fund, State money, and the other on th e  sinking fund. 
We got the sinking fund reduced 1 % .  I t  was 4 % , reduced to 3. The 
general fund, which was 3 % ,  we lacked three votes of being able to 
reduce in  th e  Senate to the 2 %  th a t  we asked for in  th e  bill. We are 
still hopeful th a t some future legislature w ill see our viewpoint on th a t 
and reduce i t  to  2 % .  T hat is on public money.

The Low Down on This Public Education Business—• 
Discussion Led by C. F. Zimmerman, Member Public 
Education Commission A.B.A., Secretary Penn
sylvania Bankers Association.

The American Bankers Association during the com paratively few years 
of its  existence has sponsored many noteworthy projects in  line w ith 
the welfare of its members and the economic progress of our people. Such

a movement is th a t of Public Education begun in 1 9 2 1  a t  a tim e when 
all sections of the country were feeling the stress of radicalism  fol
lowing the World W ar.

Briefly stated , this movement represents the  sense of obligations shared 
by many bankers of giving th e  rising generation of school children a 
knowledge of the elem ental uses and purposes of th e  bank as related to  
the individual as a  self-sustaining member of society. Also, i t  seeks 
to broaden the viewpoint of the  people in  general concerning those sim 
ple principles and habits of daily life, th a t  weigh so largely in  the b al
ance, on one side or the other of which the economic success or economic 
failure of the  average person is determ ind. I t  is believed th a t despite 
the grow th of savings deposits in  every section of our land, a  very 
large percentage of people still fail to  grasp the vita l im portance to 
themselves, of the everyday service and facilities offered by our banking 
institutions.

The method a t first chosen by w hich th is  work should be done was 
th a t  of connecting the banker w ith the schools of the  local community, 
having him address the scholars on subjects related  to  banking and ele
m entary economics. The plan was prom ptly approved by bankers every
where, many hundreds of whom were then and s till are receiving urgent 
invitations to  address th eir local schools on economic and vocational sub
jects. Form al speaking program s were form ulated and w ith th e  help 
of the  school authorities, much has already been accomplished. Life- 
lessons have been brought home to countless persons whose domestic 
life had been throw n out of gear by the headless financial conditions 
prevailing during the w ar period.

As the work of Public Education stands today, i t  m ay frankly be ad
m itted th a t except in widely scattered and in com paratively few com
m unities, the banker is no longer giving consistent attention  to  the pub
lic speaking program . In proportion as the soberness of the people has 
returned as they have had to  face anew th e ir economic problems, the 
senior banker has become less conscious of the  urgency of the situation. 
I t  is tru e , he continues to  believe thoroughly in  the im portance of hav
ing the youth tau g h t the rig h t sort of economic principles, b u t he feels 
th at there is no sufficient reason why he should undertake to  do this 
teaching himself.

The foregoing observation is based upon a rather intim ate  acquaintance 
w ith plans developed and results achieved in  those States where real 
effort has been p u t behind the Public Education program . I t  is frankly 
stated here in the  hope th a t  while there should be every encouragement 
given towards assisting more bankers to  establish personal contacts w ith the 
public schools, there may nevertheless be found a more definite, more 
direct and more dependable means of g etting  our im portant message across 
to the  school children.

Perhaps a brief reference to  the fixed program  adopted in Pennsylvania 
will be of interest. The Pennsylvania Bankers Association now appro
priates three thousand dollars each year to  this  work. We have made a 
rep rin t in  booklet form of th e  series of talks on Banking and E lem entary 
Economics for th e  eighth grade. A carefully chosen key-banker is ap
pointed in each county of the  State. I t  is his duty to establish a p er
sonal contact w ith the County Superintendent of Schools, under whose 
direction the im portance of the  work is presented before th e  annual 
County Teachers’ In stitu te  and a copy of the booklet placed in the hands 
of each teacher. Teachers are asked to read one of th e  talks to  the 
scholars on each of four successive F riday afternoons and to  have the 
pupils w rite  essays on each talk  after i t  is read. R ural schools are espe
cially interested in the subject m atter and reports clearly indicate th a t 
th e  teachers themselves value the talks very highly. Y ear by year we 
are reaching more than e ight thousand Pennsylvania school teachers and 
year by year th e  willingness of the school authorities to  co-operate w ith 
our committee increases. An indication of the sort of help we are re
ceiving is found in the fact th a t the November issue of the  Pennsylvania 
Journal (reaching upwards of tw enty thousand teachers) w ill contain an 
article by our Committee Chairm an Paul B. D etw iler, w ith  reference to 
the work we are endeavoring to  promote. D uring the previous school year 
approxim ately three-fourths of the  counties of Pennsylvania were cov
ered. This }'ear the work is being s till fu rth er expanded so th a t  we ex
pect to  enlist the active assistance of a t least ten thousand teachers in 
carrying th is  “ message of G arcia.”

Need of Simple Methods

My study of the methods used in other S tate associations where an 
earnest attem pt has been madle to promote the Public E ducation plan, 
leads me to  conclude th a t in most cases the banker fails to  respond be
cause too much is asked of him . I t  is difficult for him  to  m ain tain  his 
enthusiasm for a speaking program  in which he is frequently called upon 
to go over the same ground. There is a  rath er fixed boundary line to  
the  variety of w orth while subjects for talks to  school children in  the 
field of simple banking and economic principles, so th a t w hile new m a
terial may be called for, i t  is quite impossible— or has been th u s far— 
to supply such new subject-m atter as would prove to  be effective. The 
plain tru th  contained in the talks m ust be tau g h t over and over again and 
since they are being reviewed not oftener than  once or tw ice each year, 
no difficulty w ill be found in  th eir repetition. The prim ary  objective 
therefore, is to  enlist the help of the banker as th e  contact point in  his 
county, asking him  to do only the specific work of keeping in  touch w ith 
the school authorities in  order th a t  the talks should be presented to the 
pupils from year to  year. T hat we are succeeding in Pennsylvania is 
clearly shown in the fact th a t the  w ork is being done and th a t  th e  same 
key-bankers are glad to  serve regularly in  th eir respective counties.

Every banker has it  brought home to him  tim e and tim e again th a t  a 
large proportion of our population has no understanding of th e  m ean
ing of the banking business aside from the deposit and w ithdraw al of 
mone}’. These folks have never been told about the help the bank can 
give them  w ith th eir financial problems of w hatever kind. They have 
no acquaintance w ith th e  fact th a t  community progress— and therefore 
the progress of those who live in the com m unity— centers in the  service 
given by th e  bank to  the people. Surely, for the  average person, there 
is no more urgent practical necessity than th a t these facts should be 
clearly understood so th a t th e  assistance of the  bank may be availed 
of as occasion requires. This is th e  inform ation— and there is no other 
inform ation— continued in  the series of talk s to  school children and 
there is no way of estim ating the value of such instruction as a  factor in 
the later success of the  youngster receiving it.

No other agency is so splendidly adapted to  promote a thorough co
operative program  of public education in economics as in the S tate B ank
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ers Association when aided by the public school authorities. A read
ing of th e  talks themselves will persuade any inquiring m ind th a t  there 
is nothing visionary or im practical in the  plan, and it  is my belief th a t 
those associations th a t have thus far failed to take this  plan seriously, are 
missing a golden opportunity for rendering a public service of outstanding 
importance.

I  haven’t  any subsequent thoughts to  advance except th a t I do feel 
very seriously the im portance of selling this idea in some shape or form 
in all the  States of the Union.

In  Pennsylvania we have succeeded in selling i t  to  the bankers, I 
should say, 1 0 0 % , and th a t  includes some of the heads of the  largest 
banks in our largest cities. I  really feel there  is no other agency of our 
work th a t is popularizing th e  association in its  motives and in the 
higher usefulness of the  bank than the work we are doing along the lines of 
Public Education.

Every year the  work, as I have said, is solidifying itself ; we are get
tin g  concrete results, we are having committees th a t stick. We have 
no adverse reactions and to me this is perhaps the greatest service th a t  we 
are rendering to  the public in  any branch of our association work.

P resident S m ith : Mr. Colburn of California, have you done any work
on public education?

Mr. F . H. Colubrn (C alifornia) : W ith your permission I  would like
to concede my tim e to Russel Sm ith of California who is Chairman of 
the Committee of Education of the California Bankers Association, and 
has been for two years. His experience during th e  tim e he was with 
the American In stitu te  of Banking was valuable to him , and until I  heard 
this discussion by Mr. Zim m erm an I thought California was stepping 
some.

Mr. Russel S m ith : Thank you, Mr. Colburn.
Mr. Chairm an, Ladles and Gentlemen: Our plan in  C alifornia has been

possible because the association has been w illing to appropriate the  sum 
of $ 3 ,0 0 0  annually to  support the  work of the Committee on Public E du
cation. We expended th a t money, or ra th e r about one-half of th a t money 
in the employment of a field agent. We sent a man through th e  State 
and his job was to  organize the bankers in  the various counties into 
county committees and to  arrange meetings between those bankers and 
the school authorities to  get the recommendations of the school authori
ties, startin g  w ith the Superintendent of Schools of the S tate and going 
on down to the teachers themselves, and then to keep in touch w ith the 
work and follow through the school term . We did th a t  for two years 
and this  year we are going along w ithout spending th a t money, be
cause we believe we have b u ilt up an organization now th a t w ill carry 
on. We found i t  fairly  easy to 6ell th e  school authorities. The superin
tendent of schools who now, by the way is the Superintendent of Banks 
in C alifornia, and as Superintendent of Banks now gives the bankers his 
recommendations in a form th a t alm ost makes i t  compulsory on th e  p art 
of the  bankers to listen w ith attention. As I say, he gave us his recom 
mendation while superintendent of schools for four or five years, and we 
had no trouble w ith his recommendation in enlisting the support of other 
school authorities.

The more difficult p a rt of the  job was to sell the  bankers, not so 
much to sell them the idea because i t  wasn’t  hard to  sell bankers w ith 
vision th e  idea of Public Education, the good th a t lies behind Public 
Education for the bankers themselves, but it  was hard to  encourage 
them to get out and actually take an active p art in i t .  We found many 
bankers who were w illing to  give us th e ir m oral support, but not so 
many who were w illing or who felt they were qualified to  go into the 
schools and act as teachers.

F ortunately, we have a well organized group of chapters of the Am eri
can In stitu te  of Banking in California, and those chapters have been 
feeding to  the country banks in California men who are taking the active 
burden of the  school work on our Public Education campaign.

We are devoting a lo t of tim e to training these men so they w ill be 
qualified as teachers, because one of the m istakes th a t has been made so 
often in public education has been to  attem pt to  lecture the school chil
dren and we find v.’e m ust talk to school children and adopt the  teaching 
method.

The Commission on Public Education has some plans th a t will m a
terialize very soon w hich we expect w ill make it  very much easier for 
bankers to  present these subjects to  school children.

I know th a t I have had contacts w ith some Secretaries of some State 
Associations, and I  firm ly believe there isn’t anything th a t you gen
tlemen can do th a t w ill enlist for you and your associations the interest 
of the young m en in  your association than this Public Education cam 
paign, because as you bring  the younger men of the  banks into this work 
and get them interested in it , they become enthused and they w ill carry 
on from year to  year, and you will find yourselves draw ing from your 
younger men in your banks, men who have helped you carry on other 
activities in your association.

President Sm ith: I  understand Mr. W ait, Secretary of the Arkansas
Bankers Association, did some good work on this education plan. I 
would like to  hear a few words from Bob W ait.

Secretary W ait: I can’t  say anything for myself, b u t I would like
to tell you of simply a new slant we are trying. The Arkansas Asso
ciation has always taken this m atter seriously. I  am sorry to  say we 
haven’t gotten very far w ith it. I t  is hard to interest our b an k ers; they 
are very tim id. Fortunately we have as Chairman of our Committee on 
Public Education a young man, now a senior banker, but who came up 
through the A. I. B ., and this year he is trying a new plan. The com
m ittee  is made up of seven bankers, one from each group. Now he is 
taking this  to the banker, and instead of expecting the banker to  do it  
for himself, he visits the home town of each member of this committee, 
and he makes ocular and audible demonstrations of w hat i t  is to  make 
one of these talks in the school. He brings the bankers of the town 
and the nearby communities to witness th a t demonstration. He finds
it arouses a g reat deal of interest, and after he has made the demon
stration the bankers te ll him , “ We didn’t  understand it  th a t way before. 
It looks easy and we believe we can do i t .”  We hope by the tim e he 
gets all over the  S tate  through his seven committeemen he will make 
a dent in the proposition so others may have courage to  follow his example.

Mr. C. F . Zimmerman (Pennsylvania) : I  should like to  say further
on the subject th a t such successes as we have had in  this line in Penn
sylvania has been due to  the fact th at we have followed out consistently 
the policy of gettin g  in  close touch w ith our State authorities on educa
tion, such success as we have had along the line of our A gricultural Com
m ittee work has been identically following th a t same method. There

are established agencies th a t can be enlisted to assist in  the  th in g  th at 
we bankers are interested in, and a great deal, we have found, depends 
upon wise and tactfu l approach and the handling of these questions 
w ith assistance of established agencies.

V isitor: W hat do they do over in Iowa w ith th e  exetnsion course?
Mr. W arner told us about it  not long ago.

President S m ith : I  would like to hear Mr. W arner myself. I think
his was on educating the officials and not the public generally. This 
school was on teaching the officials how to make the arrest.

Mr. F rank W arner: We have another one, b u t I  will concede tny time.
President Smith We would be glad to  hear from you on this.
Mr. F rank W arner (Iow a) : I would rath er hear somebody else dis

cuss this.
President S m ith : Mr. Huddleston, have you done anything in this

work in Tennessee ?
Mr. H. G. Huddleston (Tennessee) : We have done a lo t of work but

have gotten no results.
President S m ith : I didn’t  know the secretaries did so much w o rk ;

now I hear they are all bragging about it . Has anybody else done any 
work on this subject? I  would like to  get a lot of inform ation on it. I 
think i t  isthe th in g  we ought to  p u t over if we can.

Mr. Paul P . Brown (N orth  C arolina) : We haven’t  had the success Mr. 
Zim m erm an has had a t all in N orth Carolina, bu t our greatest success 
w ith the educational program has been when we p u t American Institute  
of Banking men on the committee. We have eig h t active chapters in 
N orth C aro lin a; ten members on the committee, and we had nine active 
men out of the eight c h ap ters; one group had no chapters w hatever near 
its v icinity  and we p u t on a b rig h t young m an as th e  tenth  member. 
The tru th  of the m atter is he got more talks dei ' ered in his d istric t than 
the others, simply because he was interested in the A. I. B. work, a l
though he had no opportunity to  be in  a chapter. But we have used
as members of the  committee and as chairm an of the com m ittee for
the past four or five years active men in In stitu te  work. I  th in k  when 
we secretaries can interest In stitu te  men to  handle the P ublic Education 
work, we can get b etter results very often.

Mr. C. H. Mylander (O hio) : We have been try in g  the various plans
in Public Education in Ohio w ithout much success. We had a m eeting
of our Educational Committee about a week ago. Out of th a t  m eet
ing came the suggestion th a t ra th er than  inform the bankers to  go to 
the school and deliver a talk , we urge all of the  banks in Ohio during 
the coming year to invite the schools to  v isit the  bank, a fte r banking 
hours and deliver the talk  in  the banking lobby ra th er than  in  the 
school room. I am wondering if th a t  has been tried  any place else and, if 
so, w hat happened ?

President S m ith : Mr. Mylander, I don’t  know myself. Do you know
anything about it , Mr. Zim m erm an?

Mr. C. F. Zim m erm an (Pennsylvania) : I can only say th i s : I think
in the preferences and perhaps prejudices th a t exist w ithin  a  community, 
it is hardly a program th a t would appeal to  the generality  of the pub
lic. Vou have to be careful not to  create divisions or to  awaken the 
lines of self-interest in the development of th is  program  and very 
largely for th a t reason we felt th a t the th in g  to  do was to  g et the  banker 
out of i t  and le t the  teacher do the work.

Mr. W. G. Coapman (W isconsin) : In  our S tate we have an Educational
Committee but it  does not devote all of its work to  this one type. One man 
on the committee, however, is assigned this Public Education w ork, and 
he corresponds direct w ith the county association, secretary and presi
dent. Every county association, practically  all of them , has adopted 
our standard form of by-laws, and in those by-laws is provided a county 
committee. One of its duties specifically stated  is to work along the 
Public Education lines. On this new year’s work we have 25 counties 
going, and last year we had several hundred speakers. Our S tate com
missioner of education each year sends out a le tte r to  the  teachers ask
ing them to  invite the  bankers in. One whole county has p u t this 
Public Education work into its curriculum  and w ithin two weeks la s  
ordered 2 5 0  sets of outlines. So we worked rig h t through one member 
of a State committee down the line, gettin g  th e  county officers to 
select a man in each banking town, in  each bank, to  carry on, and the last 
two years the work has increased rem arkably. I t  was very slow a t  first, 
b u t we worked through the bankers into the schools. As I  say, in  one 
county they have come back th e  other way and p u t the th in g  in  the 
curriculum  for all the  schools th a t  come under the  county superintend
ent, largely rural.

Mr. H. G. Huddleston (Tennessee) : For th e  encouragement of a  lot
of these fellows who felt like they w eren’t  g ettin g  anywhere w ith this 
program , you will find much more results are being accomplished then 
they realize. We have been discouraged for several years about the 
results we had gotten, and a t th e  last S tate convention I  recommended 
discontinuing th is  educational program . Everybody opposed the discon
tinuance. We heard from 50  or 1 00  bankers who had done some
thing on this work, but never reported. T hat is a condition you really 
counsel more than you realize. If you once try  to  discontinue i t  you 
will hear a howl.

President S m ith: We are neighbors over there. Maybe we can put
i t  o v e r; maybe we can have som ething to report next year.

Report of Nominating Committee— Newly Elected
Officers.

M r. W . G . C o apm an (W isconsin): “ W e, th e  undersigned m em bers of 
th e  N o m inating  C om m ittee  of th e  S ecretaries S ection, ap p o in ted  b y  Presi
d e n t S m ith  to  m ake recom m endations for officers an d  for m em bers o f th e  
B oard o f C o ntrol for th e  ensuing y e ar, beg leave to  su b m it th e  following:

F o r P resid e n t, W . A . P h ilp o tt of T exas.
F or 1s t V ice-P resident, F ra n k  W arn er of Iow a.
F o r 2 n d  V ice-P resident, M . A . G ra e ttin g e r of Illinois.
F o r B oard  of C ontrol:
M essrs. P h ilp o tt, W arn er a n d  G ra e ttin g e r, also P a s t  P resid e n t Sm ith 

a n d . over his p ro te s t, P au l Brow n o f N o rth  C aro lin a .

R espectfully su b m itte d  

(Signed) W . G . C o ap m an , C hairm an 
Frederick I I .  C olburn 
P a u l P . B row n.

[T he m otion to  a d o p t th e  rep o rt was seconed an d  carried .)
M r. F rederick  H . C olburn  (C alifornia): I t  is u n d ersto o d  th e  S ecretary ia 

appointed  in a n o th e r m a n n e r, so we do not ta k e  a n y  action  on th a t.
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The Investment Trust
By E dgar Lawrence S m it h , President Investment Managers Company, New York City.

No institutions are more favorably situated to exercise 
sane control over tlie development of useful investment 
trusts in this country than are the trust companies here rep
resented.

A trust company comes in contact with the investment 
trust at the time of its organization, when its organizers 
may still be advised and guided. Most investment trusts 
require the services of a trust company as trustee or cus
todian for their holdings of securities. As trustee, or as 
registrar or transfer agent, the name of a trust company is 
likely to appear upon the circular issued by an investment 
trust to the public. And it is incumbent upon trust com
panies to make sure, so far as they are able, that their 
names do not appear upon circulars describing investment 
trusts whose activities are likely to prove of doubtful ser
vice to investors.

It is not to be expected that the responsible officers of all 
trust companies will reach similar conclusions as to the type 
of investment trust that is to be preferred above other types. 
No rigid formulas can be supplied, no measuring rods nor 
acid tests which will automatically separate the useful in
vestment trusts from those of less worth. Each one of us, 
then, must give sufficient thought to the subject to estabiish 
Ms own standards of comparison.

This is a difficult task if we focus our attention upon the 
multiplying details of the new offerings which seem to ap
pear in endless procession day after day. On the other hand, 
if we ignore the details and examine the situation broadly, 
we may regain confidence in our ability to form sound 
judgments, by finding ourselves, after all, upon more or less 
familiar ground. Perhaps we may find that it is the use of 
the term “investment trust” that is new and that many of 
the essential functions of organizations using this title have 
long had their counterparts in American financial organiza
tion. Whenever funds, assembled from a large number of 
investors, are not employed directly in the financial struc
ture of an operating company, the intermediate structure is 
likely to present some of the aspects of an investment trust.

Such an intermediate structure is to be found in public 
utility holding companies, which in a sense are investment 
trusts designed to serve specific purposes. These purposes 
are economically sound and justify the creation of the hold
ing companies. But some of the practices which have grown 
out of the opportunities for financial manipulation pre
sented by the structure of the typical holding company can
not receive unqualified endorsement. They suggest one point 
of view from which we may be called upon to scrutinize the 
structure of some of our newly organized investment trusts.

The holding company is only one of a large number of in

stitutions which for many years have stood between the 
investor and the field of investment in which his funds are 
actively employed. Varying widely in structure and pur
pose, all of them render some service to the investor as a 
justification for their existence. For example, the Alexan
der Fund has been faithfully serving investors in Philadel
phia as a true investment trust for a period of twenty years, 
yet only in the last year or two has it been called an invest
ment trust. For over sixteen years a similar fund has been 
managed for the benefit of the employees of a large elec
trical equipment corporation. Insurance companies have 
lately been styled investment trusts, as have the security 
companies attached to some of our banking institutions.

Then we have had institutions such as the Mortgage Bond 
Co. of New York, following a precedent established by the 
United States Mortgage Co., which commenced business un
der a charter granted in 1871. This charter in turn was 
based upon an earlier European model. These companies 
engaged in the business of making mortgage loans and de
positing them with a trustee as collateral for bonds issued 
to the public.

Other organizations may be mentioned without exhaust
ing the list of institutions long familiar to U3 which have 
some attributes in common with the investment trust— as, 
for example, the Asset Realization Co. and the American 
International Corporation. All of these have come to public 
notice, some favorably, some less so. But in the background 
there have been in quiet operation for a long time, in Mas
sachusetts and elsewhere, personal property trusts which 
conform more closely to the idea that is coming to be recog
nized as the true picture of the investment trust.

It is apparent, then, that the words “ investment trust” 
need not give us the impression that in considering an or
ganization operating under this title we must abandon the 
common sense standards which have in the past enabled us 
to distinguish between sound and unsound undertakings. 
Financial and investment requirements have not changed 
over night. Much less has human nature changed. A new 
organization calling for public support, no matter by what 
name it may be called, must have within it the essentials 
which we have been accustomed to demand in other organi
zations similarly seeking such support.

Technical knowledge of the economics underlying invest
ment may be broadening under the impulse of research. And 
this changing knowledge may call for new organizations, 
better adapted than the old to apply its principles, under 
proper safeguards, to the funds of investors. But these new 
organizations cannot be relieved of the responsibility of con
forming to certain fundamental criteria based not upon new
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or com plicated  theories, but upon sound com m on sense and  
an understanding o f the op p ortu n ities w hich a loosely  draw n  
fin an cia l structure o ffe r  to unscrupulous or ill-ad vised  pro
m oters.

W h a t , then, are  som e o f  these criteria , and  how  m ay w e  
apply them  in ap p raisin g  an  investm en t tru st?

F irst o f a ll, an  investm ent tru st m u st serve a purpose  
useful to the investor.

In  reading the prospectus o f a trust, it is  w ell to fo rm  an  
opinion on this point a t the ou tset. T o  m any, it w ill appear  
that the m ost usefu l purpose an  investm ent tru st can serve  
is to create an organ ization  through w hich m en o f  w ide  
experience in the investm ent w orld , supported by a strong  
technical organization , m a y  apply sound principles o f in 
vestm ent m anagem ent to the fu n d s o f n um erous investors, 
upon term s that w ill adequ ately  com pensate th em  fo r  th is  
m anagem ent, yet w ill leave to the investor not only a fa ir  
return on the capital he has provided, but in addition  a rea
sonable share in th e  p ro fits  o f m anagem ent.

In  stu dyin g an investm ent tru st, then, w e should  f ir s t  try  
to determ ine -whether the organ izers are  p rin cipally  con
cerned w ith  providing sound investm ent m an agem en t upon  
reasonab le  term s, or w hether evidence is  to be fou n d  that 
th is is a secondary consideration, and that the organizers  
are in rea lity  takin g ad van tage o f the presen t enthusiasm  
fo r  the w ord s “ investm en t tru st” w ith  the ob ject o f  m akin g  
quick and d isproportionate  p ro fits  fo r  th em selves a t  the  
expense or a t the undue hazard  o f the investor.

H a v in g  decided th a t the purpose o f  the trust is usefu l, it 
is appropriate  to consider n ex t w hether its  m anagem ent is  
com petent to achieve this purpose. Is  the m an agem en t such  
that w e w ould be w illin g  to en tru st our ow n fu n d s to its  
care? T h is  m ean s th a t we m u st be confident not alone o f  its  
com petence, but a lso  o f  its  sin cerity  and in tegrity . P erhaps  
it w ill com e ab out here a s  it h a s in G reat B ritain . A fter  
m any sad experiences, the B ritish , in ap p raisin g  th e  m erit 
of an investm ent trust, have learned  to rely  m ain ly  upon the  
character and ab ility  o f  the m en behind it. C haracter, a b il
ity, com m on sense and co n servatism  on the part of the m a n 
agers, com bined w ith  a broad know ledge o f the fie ld  in  
w hich they operate, are essential to the successfu l conduct 
of an investm ent trust, a s  they are  essential to the success
fu l conduct o f any other business or profession.

A n d  here w e have a d ififcu lty , one of the great d ifficu lties  
of the present situ ation . T he investm ent tru st h as becom e  
popular. Security houses throughout th e country are  be
sieged by investors w ho w ish to put som e o f their m oney  
into an investm ent trust. I t  n atu ra lly  occurs to a lm ost  
every one o f these hou ses to organize an investm ent trust 
of its ow n. B u t dealers in securities are not necessarily  th e  
ab lest conservators o f  ca pital. C ountless tru sts  are being  
form ed  by persons w hose intent is  sincere, but w ho have not 
had w id e  experience nor taken th e  tim e to  study the expe-j 
rience o f others in the m anagem ent o f investm en t portfolios. 
W e  cannot ju dge any o f these  too h astily , because from  
am on g them  m ay grow  m an y u sefu l trusts. I t  is  inevitable , 
how ever, th at a fa ir  proportion o f  the investm ent tru sts  
organized w ith  the best intent, but w ith  an in su fficien t  
background o f  fin an cial experience, w ill in the norm al course  
pass into oblivion.

In  saying this, w e need d ra w  no distinction  betw een in
vestm ent tru sts  and  other fo rm s o f organized  e ffo r t , fo r  
every  year a great m an y corporations disappear w hich w ere  
organized w ith  high hopes o f  success. T h a t th is  is  so, is  no  
reflection upon the ch aracter o f th e in d ividu als w ho p ro
m oted them  nor upon the institu tion  of corporate organ iza
tion. I t  is m erely unavoidable  in hum an a ffa ir s . I t  is the  
w ay o f  nature. B u t so fa r  a s  each one o f  u s is  able, w hen  
called  upon to investigate  a p articu lar investm ent tru st, it 
seem s im portant th at w e should becom e satisfied  a s to the  
character o f  the m anagem ent and a s  to w h eth er it h as the  
experience and conservatism  to serve in vestors to  th eir ad 
vantage and  w ithout h azard . T h e  steps to be taken  in th is  
respect are sim ilar to those of the usual credit investigation .

A fte r  sa tisfy in g  ou rselves w ith  regard  to  the ch aracter o f  
those w ho sponsor an investm ent tru st, w e  m a y  n ext con
sider the fie ld  o f  investm ent in w hich  it proposes to operate, 
and th is  is to be considered in its  relation  to th e experience

and capacity  o f the m en w ho are ch arged  w ith  its  m anage
m ent. A n  investm ent trust should operate in a fie ld  w ide  
enough to  provide am ple  d iversifica tio n  and to perm it the  
sh iftin g  o f fu n d s fro m  one in d u stry  or c la ss  o f securities to 
another, so that, w hen one in d u stry  or c la ss  o f security fu r 
n ishes a less  favo ra b le  opportunity fo r  investm en t than an 
other, fu n d s m ay be tran sferred  fro m  the less  fa v o ra b le  to  
the m ore favo ra b le .

O u r present su bject does not include a discussion  o f  the  
principles underlying sound investm ent m an agem en t, but a 
q uotation  from  an ann ual report o f the C arnegie  C orpora
tion w ill p erhaps su ggest th a t freq u en t ch an ges in the hold 
ings o f an y  fu n d  w hich is  kept under constan t, in form ed  
supervision, are  essen tial. I t  reads a s  fo l lo w s :

The funds of a great endowment can be kept intact only by a systematic 
revision month by month of all the securities of the endowment and by a 
continuous process of sale and exchange as circumstances may affect the 
financial soundness of this or that security.

T h e  essen tial service  o f  an investm en t tru st is to  m ake  
av aila b le  to in vestors gen erally  the type o f investm en t m a n 
agem ent suggested  by th is  quotation.

M oreover, i f  the fie ld  w ith in  w hich an in vestm en t trust is 
to operate is  unduly restricted , the very  success o f tru sts  
w hich m a y  h ave adopted  the sam e fie ld , coupled w ith  the  
interest th e ir  activ ities m ay a rou se  am on g oth er investors, 
w ill tend to ra ise  the price of secu rities in the restricted  
fie ld  to a point w h ere they cease to be a ttra ctiv e  or even  
sound in vestm ents. In  other w ord s, by restrictin g  their  
fie ld  too n arrow ly , th ey  becom e d efen seless a g a in st th e un
fa v o ra b le  m ark et situ ation  w hich  w ill in evitab ly  resu lt from  
th eir ow n success. Such a d ilem m a is a lrea d y  apparen t in  
several groups o f  secu rities in  th e A m erica n  m ark et, and  
p a rallels  a sim ila r  d ilem m a w hich arose at a tim e when  
B ritish  en th u siasm  fo r  investm ent tru sts  exceeded all rea
son. T h is  period com m enced in 1889.

In  ap p raisin g  the soundness o f an investm ent tru st, then, 
one cannot neglect to consider the e ffec t upon th e security  
m ark et o f  its ow n activ ities , should  they atta in  to  an y g re a t  
proportions. T h is  a p p lies not alone to  investm en t tru sts  
operatin g in a lim ited  fie ld , but a lso  to th ose  in stru m en ta li
tie s  w hich are  devoid  of an y pretense at m an agem en t and  
represent in terests in an unchanging list o f securities. T hese  
are the fix e d  list, b an kers’ share or tru stee  sh are units. 
I f , under the sk illed  ad v ertisin g  m eth ods som etim es em 
ployed in distribu tin g these instru m en ts, ever greater sum s  
are collected fo r  investm ent in a f ix e d  lis t o f  stocks, it is  
not h ard  to see h ow  the flo a tin g  supply o f  som e, if  n ot o f  a 
m a jo rity  o f stocks in the fix ed  lis t w ill becom e so depleted  
th at fu rth er pu rch ases can be m ade on ly by p ayin g exorbi
tant prices. T h is  is the m ore lik ely  to happen in th a t the  
sam e securities appear in the fix e d  lists  o f several orga n iza 
tions conducting nation al cam p aign s fo r  the d istrib u tion  of 
th eir units. T h ere is no denying th a t a  p articip ation  in a 
fix ed  lis t o f securities is the easiest th ing to sell. W e  can  
therefore aw ait w ith  liv e ly  curiosity  the cu m u la tiv e  e ffe c t  of 
the activ ities o f th is  group upon the m a rk et fo r  certain  
popular securities.

L e t us, how ever, retu rn to the serious consideration  o f  the  
investm ent trust, w hich is  designed to  app ly  m anagem ent to 
the fu n d s o f num erou s in vestors. A fte r  ascerta in in g that 
the trust h a s  a w ide enough fie ld  in w hich to op erate  e f 
fectively , stran g ely  enough it m ay be desirab le  to  learn  
w h eth er or not th is  fie ld  h as an y lim its . Som e h av e  argued  
th at there should be no lim its  to the fie ld  in w h ich  a given  
investm ent trust m a y  operate, and no restriction s upon its  
m anagem ent, i f  th at m an agem en t can q u a lify  under th e high  
stan d ard s w hich have been suggested a s  essential. A nd  a 
very fa ir  case  can be m ade fo r  th is  view .

Y e t an in vestor is entitled  to k now  th a t th e  fie ld  in  w hich  
an investm ent tru st operates bears som e relation  to  the e x 
tent o f  the know ledge and experience o f its m anagers, and  
to the size, ch aracter and e ffec tiv en ess  o f  th e technical 
organization  w h ich  they com m an d in the m anagem ent o f  the  
trust. I f  the fie ld  is  w orld -w id e, one m u st k n ow  th a t the  
trust operating in th is va st arena h as an organ ization  con
versan t w ith  the secu rity  m a rk ets o f th e w orld, and th a t the  
m en supervising the m an agem en t are  com petent to act 
w isely  upon the ad vice  o f  th is organization . T h ere  are ad-
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va n ta ges to be gained by tran sferrin g fu n d s at in tervals  
from  the investm ent m a rk ets o f  E urope to those o f the  
U n ited  S ta tes  or o f  the F a r  E a st. B u t th is  cannot be w isely  
undertaken  by an organization  w h ich  is not e ffec tiv ely  oper
a tin g  throughout the w orld .

S im ila rly , w ithin  w h atever fie ld  an investm ent tru st op
erates, it is desirable to know  th a t it h as an  e ffec tiv e  organi
zation  com petent to serve in vestors w ithin  the fie ld  it has  
chosen.

F in a lly , w e  com e to  the question o f w hether or not the  
structure o f  the tru st is  sound. T h is  is so often  given  prece
dence in  the discussion of investm ent tru sts  th a t w h a t w e  
h av e  suggested  a s the m ore v ita l considerations are  neg
lected. A fte r  becom ing satisfied  w ith  regard to the fa cto rs  
w hich w e h ave  a lready discussed , one m igh t be tem pted  to  
take it fo r  granted  th at the structure of th e trust under con
sid eration  w ould  be sound, because m en w h o deserve to be 
entrusted  w ith the resp on sib ility  o f  m an agin g the fu n d s o f  
oth ers are  not lik ely  to lend their n am es know in gly  to an  
organ ization  w hose structure does not provide proper sa fe 
gu ard s fo r  the investor. Such m en do not w ish to  p ro fit at  
the expense o f others, m uch less  to  m an age the fu n d s o f  
others upon th e  contingent b a sis  o f sharing disproportion
ate ly  in th e  earnings or p ro fits  rem aining a fte r  a con serva
tive  retu rn  h a s  been paid  on the capital provided. Such a 
b asis h as in the p ast encouraged speculative practices th a t  
have not a lw a y s proved successful. I f  they th em selves have  
not provided a su bstan tial fu n d  a s  a protection to investors, 
they w ill require only adequate  com pensation fo r  services  
rendered.

T h e y  m a y  d iffe r  as to  the m anner in w h ich  they should  
receive th is  com pensation, but on the w h ole  one w ould  not 
expect th eir ch arges to be exorbitant.

W e  m igh t, then, say  to o u rse lv es : “ W e  ai’e satisfied  w ith  
the m an agem en t— let us give them  free  rein  to invest a s  they  
w ill and to charge fo r  th eir services as they see f i t .”  B ut 
the h istory  o f fin an ce in general and of the investm ent trust 
in p articu la r suggests the prudence o f adopting a som ew hat  
less U top ian  attitu de. I t  w a s not investors in tru sts w ith  
obscure d irectorate w ho alone su ffered  severely in 1891-1892  
in G reat B rita in . T h erefore , even though the ch aracter o f  
m anagem ent w ill a lw a y s rem ain  o f f irst im portance in the  
ap p ra isa l o f an investm en t trust, its structure, a s  w ell as  
the restriction s im posed upon its m anagem ent, m ust also be 
ca re fu lly  considered.

So m an y v a ria n ts  have appeared in the fin an cia l struc
tures o f  our new ly  organized investm ent trusts, that an a t
tem pt to  estab lish  c la ssific a tio n s upon w hich to base gene
ra lities  o f  approval or d isapproval is m ore apt to  confuse  
than to c la rify . E ach  stru ctu re m u st be considered upon 
its ow n m erits. Y e t certain  gen eralities are  possible.

O ur consideration o f the fin a n c ia l structure o f a trust 
m ust a lw a y s sta rt w ith  the sum  o f m oney w hich an investor  
pu ts into th e trust, and our e ffo r t m ust be to determ ine w h at  
value he receives, or is  lik ely  to receive, in return fo r  his  
in v estm en t

W ith  regard to those in stru m en talities w hich w e h ave  re
ferred  to  a s fix e d  list, ban kers’ or trustee share corporations  
it  is possib le  to fin d  the total m ark et va lu e o f the secu ri
ties w hich com pose th e ir  units. T h is  va lu e  should be com 
pared w ith  th e  price a t w hich  units are  being o ffered  to  
investors. A  reason ab le  spread is, o f course, necessary, to 
cover m ark etin g expenses. B u t it is h igh ly  desirable to  
m ake sure th at th is  spread is reasonable by ta k in g  the 
troub le  to fin d  out. H a v in g  discovered the actu al spread, 
and h av in g  form ed  an opinion a s  to the general level of  
prices fo r  the securities w hich  appear in the fix e d  list, w e  
shall h ave  a b a sis  fo r  reaching ou r own conclusions a s  to 
the w isdom  o f  in vestin g  in the particu lar u n its w hich w e  
m ay be studying.

In  considering tru sts  w hich h ave  adopted the typical 
structure o f  the corporation  by issuing bonds, preferred  and  
com m on shares, w ith  va ry in g  righ ts o f p articipating in su r
plus earnings, w e w ill fin d  ou rselves in a m ore fa m ilia r  
though not n ecessarily  a sim pler fie ld  o f  in vestigation . 
T here is  no need to suggest to  th is audience th at w h ile  these  
cu stom a ry  in stru m en ts can  be and are used to estab lish  a 
ju s t  apportionm en t o f earn in gs and assets am ong th eir re

spective holders, yet at tim es and in other connections the  
ju stic e  o f the apportionm en t h a s not a lw a y s  been se lf-e v i
dent. In  considering th is type of tru st, one m u st k now  w h at  
contingent con tracts m a y  be held  by the organ izers— w h at  
options, i f  any , they have reta in ed  on unissued ju h io r or  
deferred  shares, w h a t righ ts they have, and w h a t discretion  
they m a y  exercise in the creation  o f new  securities. In  m ost 
cases w here such options and r ig h ts  ex ist, th ey  are  clearly  
defined. B u t even so it is  not a lw a y s  easy  to  com pute their  
even tu al e ffec t upon the d ivision  o f earn in gs betw een in ves
tors and organizers, and to decide w h eth er th e  division  is 
ju st .

D iffic u ltie s  w hich m a y  be encountered in attem p tin g  to  
an a lyze  the o ffer in g s  o f in vestm en t tru sts  fro m  th is  v iew 
point should not, how ever, be charged  to the investm ent  
tru st a s an institution , fo r  they co n sta n tly  ap p ear in equal 
or even greater degree, to con fou n d  th ose  w h o a ttem p t to 
appraise  sound or unsound stru ctu res in every  fo rm  o f  cor
porate security offerin g .

It is p erhaps these very d iffic u lties  w hich h a v e  Jed to the  
organization  o f  an oth er class o f investm en t trust in w hich  
the attem p t is m ade to define th e in v estor’s in terest in un- 
equivocable term s. A n  in vestor in th is  type o f tru st receives  
a certificate  o f beneficial interest, upon w hich  is  set forth  
the am ou n t subscribed and  the proportionate  p art o f  the  
trust fund  to w hich th is  subscription en titles  h im . E ach  
subscriber creates in- e ffec t a separate  vo lu n tary  revocable  
trust, to the exten t o f th e  am ount o f  h is subscription. U nder  
th is  structure, a separate account is  kept o f  the earn in gs of 
the fund  applicab le  to each separate  ce rtifica te  issued, and  
these earnings are  reported an n u ally  to  each subscriber.

A n  investor in a tru st o f th is  type  m a y  repossess h im se lf  
of h is proportionate p art o f the assets  o f the tru st fu n d  by 
p resen ting h is certificate  fo r  redem ption , and is  assured  
under the term s o f the tru st indenture o f  X'eceiving the cu r
rent m a rk et value o f  these  assets, su b ject on ly to  specified  
charges. A ll  the securities and a ll the assets  o f  the to ta l fund  
thus estab lished  a re  held in cu stod y by a tru stee  and  an  
en tirely  separate  organization  is au th orized  to m a n a g e  the  
investm ent and rein vestm en t o f th is  fu n d , receiving fo r  this  
service a stipulated  and lim ited  fee .

In  these tru sts  there is no d iffic u lty  in d eterm in in g e x 
actly  w h at the investor’ s in terests are.

I w ill not go fu rth er in describing the d eta ils  o f  an in vest
m ent tru st o f  th is  class, fo r  m an y o f  you no doubt recognize  
th a t it is  the c la ss  to w hich the fu n d s operated by m y  ow n  
com pany w ould  n atu ra lly  fa ll, and it is rea son ab le  to su p
pose th a t I have a strong bias in fa v o r  o f th is  ty pe  o f trust.

T h ere are  several reasons w h y an  investm ent tru st o f fe r 
ing its services to th e public should , in the indenture or 
other instru m en ts governing the trust, clearly  d efin e  the  
fie ld  in w hich it is to operate, and through th e  introduction  
o f  specific restrictions indicate to the in vestor th a t it is  w ell 
a w are  o f the p itfa lls  and h aza rd s w hich in the p a st have at 
tim es en gu lfed  even w ell-intentioned  in vestm en t tru sts. 
Som e of the restriction s are  quite ob viou sly desirab le . W ith  
regard to others, d ifferen ces o f opinion are  sure to  arise.

I t  is obvious, fo r  instance, th a t an investm en t tru st should, 
through proper restrictions, ensure a  reason ab le  d iv e rsifi
cation  in th e in vestm en ts w hich  it m a y  hold  a t  a n y  one 
tim e. T h is  is accom plished by estab lish in g lim its  to  the p er
centage o f  the total assets  w hich m ay be invested  in an y  one 
security.

It is not so generally  recognized th a t a lim it shou ld  be 
placed upon the percentage w hich it is perm itted  to in vest 
in an y  one industry. B u t again  h istory  p resen ts th e  p ictu re  
o f w ell-in form ed  fin an ciers p lacin g too great a proportion  
of the fu n d s fo r  w h ich  they are  responsible in  an in d u stry  
concerning w hich th ey h ave  p ossib ly  too in tim a te  a  k n ow l
edge, to the exclusion  o f a general k now ledge o f  econom ic  
condition s w hich later overw h elm  th is  p articu lar in d u stry .

S im ila rly , in those tru sts  w hich  operate in m a n y  coun
tries, a lim it should be placed upon the proportion o f  the  
fund w hich m ay be invested  in an y  one country. E n th u si
asm  fo r  South A m erican  in vestm en t in 1889  and  1890 , based  
upon app aren tly  sound prem ises, caused  the d o w n fa ll o f  
som e o f the m ore im portant B ritish  tru sts  operating a t  th at  
tim e.
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T h e size of a com pany in w hich investm ent is  perm itted  

is  w orth y of consideration. A  com pany w ith  a re latively  
large volum e of securities ou tstan din g is lik ely  to  h ave m ore  
earnest fin a n c ia l support i f  it should ever require such  
assistance. F u rth erm ore, a broader m arket fo r  its  securities  
is presented at a ll tim es. I t  is ju stly  argu ed  th a t som e o f  
the greatest p ro fits  have resulted  from  investm en ts m ade in  
sm all com panies, an d  this is true. B u t the m o rta lity  am ong  
sm all com panies is h eavier than in th e la rg er units. A t  
present in particu lar, the tendency is fo r  th e larger units, 
ab le  to install co stly  labor savin g equipm ent, to fu rn ish  
sm aller un its w ith  a type o f com petition th at is very hard  
fo r  the sm all unit to m eet.

A n  investm ent trust o f the conservative type w ill contain  
restrictions again st in vesting in new ly flo a ted  issues w hich  
have not established th eir m arket.

H isto ry  ag ain  suggests th a t an  investm ent trust dedicated  
to the service o f  investors should contain  restriction s to 
preclude any p ossib ility  th a t its  sponsors m a y  in tim e o f  
stress be tem pted to  use the trust a s  a repository fo r  securi
ties w h ich  w ould otherw ise fin d  no m arket. A n d  yet, i f  an  
investm ent tru st is organized by a group o f  su ccessfu l pro
m o ters or underw riters, and it is used to  a ssist them  in th eir  
business, it m a y  prove to be extrem ely  p ro fitab le  fo r  the  
subscribers to its  shares. P articu la rly  w ill th is be true in 
fa ir  w eather, w hen prom otion p ro fits  are  high and are  ob
tained w ith  a m in im u m  o f risk , and underw ritin gs are  uni
versa lly  successfu l. B u t again  w e m ust turn fo r  guidance  
to the h istory  o f  the investm ent tru st in periods o f fin an cia l  
strain , in periods w hen the sponsors of such a trust m a y  be 
con fron ted  by th e  a ltern ative  o f  a llo w in g  the trust to  take  
over som e o f th eir unm arketable securities or o f announcing  
th eir ow n insolvency. T h a t is the kind o f period w hich we  
m u st have in m ind w hen w e consider the m erits o f a trust 
sponsored and controlled by hou ses or groups activ e  in th e  
prom otion o f new  fin an cial structures and in th e  under
w ritin g  o f securities. H isto ry  suggests th a t a defin ite  risk  
e x is ts  if such sponsors retain  unrestricted  freed om  to deal 
w ith  the trust on their own account. On the other hand, the  
risk  involved m a y  be adequ ately  o ffset by the opportunities  
fo r  p ro fit w hich such a trust o ffe r s  to investors w ho could  
not p articipate  in underw ritings except through the in stru 
m en ta lity  o f a trust. The possible p ro fits  m a y  o ffse t the  
risk  and w here h igh ly  responsible fin an cia l organ ization s  
sponsor such tru sts, no doubt they do. B u t o f  th is  each one  
o f us m u st be h is  own judge.

T h e  d anger lies, perhaps, not so m uch in the nature o f the 
business a s  in too w ide an application o f th e term  “ in vest
m ent tru st,”  w hich  m a y  lure an investor w ho is  in rea lity  
seeking the Safety o f  a true investm ent tru st into a m ore  
hazardous situ ation . P erhaps we shall grad u ally  develop a 
new  term inology in w hich the use o f  the w ord s “ investm ent 
tru st” w ill denote an organization ' dedicated solely  to  the  
in vestors’ in terests, w hile w e m ay use the title  “ prom otion

tru st” or “ underw riting tru st” to d efine the som ew h at d if
feren t point o f v iew  o f  organ ization s conducting th e  types of 
business suggested. Som e o f  the tru sts  w hich w ould  fa ll  
into the prom otion or un derw ritin g ca tego ry  h av e  clearly  
indicated in th eir corporate n am es th e ch a ra cter o f  the re la 
tion sh ip  w hich e x ists  betw een the tru st and  its  sponsoring  
investm ent house. Such c la r ity  can only be approved and  
encouraged.

In  conclusion, I  shou ld  lik e  to say  th a t I  am  o f the firm  
b elief that certain  fu n ctio n s o f  great service to the in vestors  
o f the U nited  S tates can be p erform ed  better through th e  
in stru m en ta lity  o f  a  soun dly conceived investm en t trust 
under responsible and com petent m an agem en t than th ey  
can be perform ed in an y  oth er w a y . I  reg ard  it, how ever, 
a s a m ost fortu n ate  circum stance, au g u rin g  w ell fo r  the  
fu tu re, th a t the trust com p an ies here represented are  direct
ing their atten tion  to th e rap id  grow th  o f th e  investm ent 
trust idea in th is  country, fo r  th is  grow th  is too  rap id  to be 
en tirely  health y . A s  I  h ave  said , the tru st com panies o f  the  
country are in a sin g u la rly  fa v o ra b le  position to in fluence  
the ch aracter o f th e fu tu re  developm ent o f  the investm ent 
tru st as an in stitu tion  fo r  the protection  rath er th an  fo r  the  
exploitation  o f in vestors. I t  w ill take tim e fo r  us a ll to  
reach  our ow n conclusions concerning the m a n y con flictin g  
ideas w hich are being put fo rw a rd  by the ad vocates o f one  
or an oth er type o f  investm ent trust. B u t let us not be  
stam peded into endorsing an y  plan before  w e have reached  
such conclusions.

T h ere  is no necessity  fo r  you r institu tion  to accept the  
trusteeship  fo r  a n y  investm ent tru st or otherw ise to en
courage its  organization , until you are su ffic ien tly  fa m ilia r  
w ith the investm ent trust fie ld  to rely  upon you r ow n ju d g 
m ent a s to w hether a p articu lar tru st fo r  w hich you are  
asked to act is lik ely  to bring credit or em b arrassm en t to  
your com pany.

A  great m an y investm ent tru sts  h av e  been organized in  
the la st six  m onths. M an y  m ore are  in course o f  orga n iza
tion. T h e  pressure to organize them  is  great, because in  
the present condition o f the security m a rk ets in v estors w ho  
have fo r  years m an aged  th eir ow n fu n d s w ith  som e success  
fin d  them selves u tter ly  unable to decide w h a t is the best 
th ing to do. T h ey  are  tu rn in g in re lie f to  th e  investm en t  
trust, sh iftin g  th e responsib ility  o f d iff ic u lt  d ecisions to  
som eone they believe to  be better equipped to  m ake these  
decisions than th ey are. T h e  question re m a in s : A re  a ll
o f the new investm ent tru sts  so equipped, or are  m an y  
o f  them  ta k in g  a d v an ta ge  o f  the in vestor’s  p erp lexity  
w ith ou t th em selves h av in g a n y  better grounds fo r  
assu ran ce?

T h ere is no doubt th a t there w ill be organized  in th e  
U nited  S tates a large  num ber o f  u se fu l investm en t tru sts, 
but I  believe you w ill agree  w ith  m e th a t th e gen eral situ a
tion w ill be safegu ard ed  i f  they are  not a ll encouraged to  
organize th is year.

The Pooling o f Trust Investments
B y  L . H . R o s e b e r r y , V ice-P resid en t S ec u rity  T ru st & S av in gs B a n k , L o s  A n geles.

T h e  proposition  o f pooling tru st investm en ts is one w hich  
h a s undoubtedly intrigued the thought o f  m ost o f us, a t  
one tim e or another. I t  w as given d efin ite  exp ression  in  
a paper before  the M id-C ontinental T ru st C onference in 
Septem ber by M r. Joseph Chapm an. P resident o f  L . S. 
Donaldson C om pany, o f M inneapolis.

A n y con stru ctive  suggestion w hich re la tes  to possible  
im provem ents in trust com pany service should, in m y  ju d g 
m ent, be given  due consideration and  discussion, even if  
it im plies ch an ges in corporate fid u ciary  practice  so radical 
as to frig h ten  those o f us w ho are  conservatively m inded, 
either by n atu re  or by the train in g w hich goes wdth our  
profession. T ru st com panies are  quasi-public institutions, 
and because o f  the very nature and m agnitude o f  the tru sts  
w hich are bestow ed upon them , ow e it to society to adopt  
every sound and proven m ethod w hich w ill increase their  
efficien cy  or better their service.

On the other han d I do n ot believe that th e  public e x 
pects us to experim en t w ith  an y th in g w hich h a s  an elem ent 
o f  d anger in it. I believe I  am  safe  in the assu m ption  th at  
those w h o seek th e  services o f  tru st com panies do so 
p rim arily  because o f the reputation  o f such com panies fo r  
conservatism  and ch arin ess w ith  regard to  an y th in g  exp eri
m ental.

O f  course it m a y  be said th at noth in g can  ever be proven  
w ith o u t exp erim en tation , yet som etim es ca re fu l a n a ly sis  
w ill reveal fa u lts  in a proposition so grav e  a s  to  m a k e  e x 
perim entation  unw ise. C a re fu l an alysis, then, is  w h a t w e  
ow e the suggestion th a t trust com panies be perm itted  to  
pool their investm ents.

W e  are  a ll fa m ilia r  w ith  the fa c t th a t it h a s  been an  
axiom  o f tru st com pany ad m in istration , a lm o st fro m  tim e  
im m em oria l, that in d ividu al tru sts  shall be kept sep a ra te  
and distinct from  each other, w ithout co -m in glin g  o f assets .
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T h is  has been the com m on law  in e ffect fo r  several hundred  
y ears, la ter con firm ed  by statu te  in m ost if  not a ll o f the 
S ta tes  o f  the U nion. O ne o f the firm est and m ost fu n d a 
m en ta l principles underlying tru sts  since their inception  
cen tu ries ago, w a s the recognition of and strict adherence  
to  th is  principle o f m ain ta in in g  the sanctity  o f  iden tity  a s  
betw een individual tru sts. T he idea has in fa ct becom e so 
f ir m ly  inculcated in the m in d s o f the public and tru st o f 
fic e rs  gen erally  th at an y e ffo r t to change th e existin g  p rac
tice should not only be given  the gravest thou gh t and study, 
but w ould  h ave to be preceded by cautious investigation  
to  fee l out the attitu de o f the public, and then ( i f  adopted) 
be fo llow ed  by ca re fu lly  p lanned publicity ca lcu lated  to 
re v a m p  the now  popular ideas concerning th e ad m in istra 
tion o f  tru st assets.

In  other w ord s, i f  w e  should assum e fo r  th e  m om ent th at  
it w ou ld  be fou n d  ad visab le  to adopt the policy  o f  pooling  
tru st in vestm ents, in w h ole  or in part, issu in g participation  
certifica tes  to  the va rio u s tru sts  for th eir proportionate  
co n trib u tio n s to  the pool, the practical d ifficu lty  o f  over
com ing the previou s law  and trad ition s to  th e  con trary , re
vising and am ending the sta tu tes  of the variou s states, and  
com pletely revam ping public opinion, w ould be a form idab le  
task  w hich it w ould  ta ke  y e a rs  to  accom plish , i f  in  fa c t  
it could  ever be accom plished su ccessfu lly . T h ere  is a 
grav e  danger, too, th a t an y attem p t on th e part o f  the tru st  
co m p an ies to bring about such a radical change in practice  
m ig h t a t once arouse th a t suspicion or shade o f doubt in the  
public m ind w hich  trust com panies h ave so religiou sly  and  
su ccessfu lly  guarded ag ain st th u s fa r .

T h e  idea o f pooling tru st in vestm en ts undoubtedly origi
nates from  th e  investm ent trust, w hich h as had  som e vogue  
in G rea t B rita in  and. m ore recently , in th is  country. T he  
theory o f th e investm ent tru st, o f course, is that it p erm its  
sm a ll individual investors to en jo y  the sa fegu a rd s or the  
p ro fits  o f  w id e ly  d iversified  securities. T h e  investm ent  
tru st w a s  devised p rim a rily  fo r  the han dlin g  o f stocks, 
w hich by their nature are  su bject to  flu ctu a tion . Propon
ents o f the investm ent trust idea assum e that there shall be 
losses on som e o f  the securities in the p ortfolio , but fra n k ly  
sta te  th at th ey  expect such losses to be outw eighed by e x 
ception al p ro fits  on other in vestm ents in the p ortfolio . 
H ere  w e have tw o prem ises, th a t o f  possible losses, and th a t  
o f  occasional speculative  p ro fits , th at are repugnant to good  
tru st com pany policy. O ne o f th e fu n dam en tal principles  
o f trust com pan y m an agem en t is th a t th ere shall be no 
losses, and because o f th e nature o f  the securities w hich  
m u st be selected to m a in ta in  th is ideal, it fo llo w s  that 
on ly occasionally  w ill there be an y speculative p ro fits , nor 
m u st an y such be expected.

T h e  investm ent tru st is a device fo r  dealing in stocks, 
m a n y i f  not m ost o f w hich are  fra n k ly  speculative. T ru st  
com panies, gen erally  speaking, deal not in stocks but in 
bonds and m ortgages, and purposely select securities w hich  
have th e m inim um  o f flu ctu a tion  in order to secure the  
m a xim u m  o f  sa fe ty . T h e  theory o f the in vestm en t tru st  
is th a t flu c tu a tion s w ill be ironed out by d iversification  and  
the la w  o f averages. T h e  th eory  behind tru st com pany in
vestm en t is th a t there sh all be no m ateria l flu ctu a tion . T he  
tw o ideas are  fu n d a m en ta lly  d ifferen t and a lw a y s w ill be, 
in  m y opinion, because th e ob jects to be accom plished, and  
th e  necessary m ethod o f accom plishing them , w ill a lw a y s  
be d ifferen t. T he investm ent trust idea p resum es that 
th e  bulk o f  the securities w ill be stocks. T h e  sta tu tes of  
m o st sta tes d ictate  th at trust fu n d s shall be placed in pub
lic  bonds or secured ob ligations o f  variou s kinds, instead  
o f  in stocks. W h ile  in som e sta tes stocks are “ leg a ls .”  
th e  tru st com pan ies in such states are cautious about 
investing tru st fu n d s  in th em . I f  wre are  to adopt th e  
investm ent tru st p lan , it seem s to m e that w e m ust ad m it  
th a t stocks are better investm en ts than bonds, w hen  
diversified , and then go ab out changing th e com m on law , 
sta tu tes  th at have becom e h oary  w ith age, and public  
opinion th a t h a s been developed a fte r  y ears o f  education  
and persuasion .

I  have said  th at the ideal trust policy does not ad m it  
of losses. T h is is of course the ideal, and id ea ls  are  not 
a lw a y s realized  to perfection . H o w ever, you  w ill reca ll 
that a survey m ade by the C o m m ittee  on R esearch  o f the  
T ru st C om pany D iv ision , A m erica n  B a n k ers ’ A ssocia tio n , 
in D ecem ber, 1923, under its  Q u estionnaire N um ber F ou r, 
and w hich covered a period o f tw en ty years, developed th a t  
there had been no losses a ctu a lly  su ffered  b y  th e bene
fic ia rie s  of an y trust ad m in istered  by A m erica n  tru st com 
panies during that tim e. Such sm a ll losses a s  are  exp er
ienced are  a t once ab sorbed  by the tru st com panies th em 
selves. In  so fa r  a s  there are  no losses, the p lan  o f pooling  
in vestm en ts to prevent losses w ou ld  seem  to be w h olly  a 
m oot and  not a p ra ctical question . T h e  lawTs, practices, 
procedure and m eth ods o f tru st co m p an ies are being rap id ly  
perfected  to fu rth er m in im ize an y  chances o f  losses to trust 
fu n d s ad m in istered  by tru st com panies.

T he idea o f pooling trust in v estm en ts is an oth er form  
o f introducing the p ractice  o f p erm ittin g  th e  trustee to  
purchase, w ith  fu n ds, ben eficia l certifica tes  or sh ares in  
investm en t t r u s t s ; in other w ords, to create  a new  c la ss ifi
cation o f  securities or in v estm en ts fo r  tru st fu n d s. I t  is  
doubtfu l w hether the h istory  o f investm ent tr u sts  w ill 
ju s tify  legalizin g  certifica tes  or sh ares in these  tru sts  fo r  
trust com pan y investm ent. M uch stress  h as been laid  on  
successfu l investm ent tru sts  to G rea t B rita in , an d  propon
ents o f  th e  idea th a t th ey  shou ld  be m a d e  legal fo r  tru st  
com pany investm ent in th is  country in tim ate  th a t such  
tru sts w ould  be m an aged  on th e  sam e conservative  b a sis  as  
th e successfu l on es in G reat B r ita in . W e  m u st not forget, 
how ever, th a t m a n y  o f these  B ritish  tru sts  h ave  fa ile d  
through lack  o f proper in vestm en t condition s or because o f  
im proper or incapable m an agem en t. A p p aren tly  the in vest
m ent tru st gives rise  to  m an y tem p ta tio n s and the hum an  
equation is upperm ost, w h ich  is ob jection able  fro m  the  
standpoint o f  a trustee. One can ea sily  understand th at the  
m an w ho is charged w ith  selecting secu rities to  go into  
the investm ent tru st p ortfo lio  can  very readily  fa l l  into the 
careless h ab it o f assu m in g th a t an y  losses w ill be unnotice- 
able w hen th row n  into th e general average, and in  fa c t  
th is  h a s been ‘th e h istory  o f  m a n y  such investm en t tru sts  
here and abroad. T ru st com pany in v estm en t exp erts know  
that each trust m ust stand  upon its ow n feet, and select 
their in v estm en ts accordingly.

T here is another point here th a t I should m ention in con
nection w ith  the possible a d a p ta b ility  o f  investm ent tru sts  
to trust com pany practice. One o f th e m ost frequ en t c r iti
cism s o f the investm ent trust p lan  is th a t the m an agem en t  
often  refu ses to publish  a sta tem en t show ing th eir hold ings. 
I t  is p robably true th at sk ilfu l m an agem en t o f these in vest
m ent tru sts involves a degree o f secrecy w ith  regard to h old 
ings, fo r  fe a r  o f crea tin g  u n fav ora b le  psychological e ffe c t  
upon the m a rk et if  such hold in gs becom e know n, p articu 
la r ly  w hen held in large blocks. Y e t an y  idea o f  w ith 
h old ing in form ation  from  b en efic iaries as to the contents  
of p ortfo lios in w h ich  they h ave  beneficial in terests  is 
repugnant to trust com pany policy , and  w ould  at once bring  
dow n critic ism  from  the public w hich  it w ould be d iffic u lt  
to overcom e.

T h ere are , I believe, tw o types of investm ent tr u sts  in 
general use. One is the so-called  “ m obile tru st,”  w h ich  is  
fra n k ly  speculative in nature, d ealin g  largely  in flu c tu a tin g  
stocks, trad in g freely , going in and out o f th e m a rk et at  
presum ab ly fa v o ra b le  tim es. I think w e m ay d ism iss  an y  
thought o f adopting the “ m obile p la n ” in so fa r  a s  tru st  
in vestm en ts are concerned. A rg u m en ts  against it, som e  
o f w hich have already been touched upon in th is  paper, 
are too obvious. T h e  w h ole  theory is opposed to sound  
trust com pany adm in istration .

T h e  other p lan  is know n a s  the “ sta tic  investm ent tr u st ,”  
and ap p aren tly  it leans m ore  to w a rd  conservatism . U n d er  
this p lan presu m ab ly  sound d iversified  securities a re  p u r
chased and put into th e p ortfolio , and then held “ fo r  better  
or fo r  w orse” fo r  a ll tim e to  com e. I t  is stip u lated  th a t  
nothing in the p ortfolio  shall be sold out, w hether it goes
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sou r or not, the in vestors relying upon d iversifica tio n  to 
produce a good av erag e  return. O bviou sly each p articipant 
in the trust m u st ow n one or m ore com plete  salab le  u nits  
o f  each o f the secu rities held, so th at i f  he  d esires to cash  
in he m ay do so by w ith d ra w in g  and se llin g  those units, 
a t  the m arket.

I f  trust com pan ies had  to choose betw een th e “ m obile”  
an d  the “ sta tic”  form , undoubtedly th ey  w ould  ad opt th e  
la tte r , and y et it is  im possible  to conceive by w h at m a 
ch in ery  th is  form  of trust could  be m ade av a ila b le  to  the  
gen eral run of tru sts  handled by tru st com panies. O b viou sly  
it  w ou ld  be fea sib le  only fo r  the large tru sts  w hich  had  
su ffic ien t fu n d s to purchase a com plete salable  unit o f  
each  security held in the p ortfolio , and such large  tru sts  
a r e  able to  obtain  the chief, i f  not on ly  ad v an ta ge  o f 
fered  by th e “ sta tic” plan, n am ely , d iversification , by m a k 
in g  up their ow n individual d iversified  p ortfolios, w ith 
out m ix in g  up w ith  other tru sts  in a pool.

N o  m a tter  w h a t form  o f investm ent tru st is offered , m e
ch an ica l and ad m in istra tiv e  d ifficu lties  o f th row in g  fu n d s  
o r  securities from  d ifferen t tru sts into the pool at d ifferen t  
tim es and in d ifferen t am ounts, to  be w ith d ra w n  a t d iffe r 
en t tim es and in d ifferen t am ounts, seem  to be alm ost 
insuperab le  fro m  a bookkeeping standpoint. I t  is d ifficu lt  
to  see how  a  tru st could be settled or h ow  cash could  
be raised  fo r  a  tru st w hich  had its  a ssets  tied  up in a 
pool, w ith o u t se llin g  som e o f  the securities held in the  
pool. C erta in ly  it w ou ld  be n ecessary to  liquidate a 
su ffic ien t portion  o f the p ortfolio  to raise the cash  
eq u ivalen t o f the beneficial in terest under liquidation , and  
it w ould  seem  to be im possible to do so in such a m anner  
a s  to m ake a n  eq u itab le  ad ju stm en t w ith  other tru sts  in  
the pool. T h e  theory o f the investm ent tru st is th at each  
particip an t h a s an undivided p roportionate interest in the  
entire  p ortfolio , and yet u nless th e  tru st to be liquidated  
chanced to be exactly  equal in va lu e to so m an y integral 
u nits o f each of the securities h eld  in the p ortfolio , w hich  
is  h igh ly  im probable, it w ou ld  be n ecessary fo r  th e trustee  
a rb itra r ily  to  assign to the tru st a su ffic ien t num ber of  
w hole shares in certain  o f the secu rities to m ake up its  
value, and to do th at w ould  necessarily  a ffec t the righ ts  
o f  other m em bers o f the pool. T h e  only a ltern ative , appar
en tly , w ould be fo r  the tru st com pany to  itse lf ca rry  a cer
ta in  portion o f the beneficial certificates, selling to or buy
in g  fro m  individual tru sts  a s  the need ai'ose. B u t there  
are  m an y reasons w hy it w ould seem to be unw ise fo r  the  
tru stee  to p articipate  in such a pool, w hich fo r  lack  o f  
space m ust be le ft to later discussion. E q u ally  im portan t  
ob jection s seem  to  apply to the proposition o f h av in g  th e  
va rio u s trust com panies co-operate in form in g  a separate  
investm ent organization  fo r  the purpose.

T h ere  are  other grave practical d ifficu lties  w hich w ould  
h ave  to be overcom e. It is w ell know n th a t d ifferen t ea rn 
ing ra tes  are som etim es advisable  fo r  d ifferen t tru sts , and  
in m a n y  cases tru sts have assigned to th em  specially  selected  
secu rities in ord er to  protect them  ag ain st high incom e  
ta xa tion . In  fa c t  n early  every  tru st requires som e special 
kind o f trea tm en t, and it wrnuld seem to be necessary to 
have a dozen or m ore d ifferen t k inds o f  pools, v a ry in g  in  
earn in g ra te  and ta x a b ility , m a tu rity  dates, e tc., to  suit the

variou s k in ds o f tru sts in han d, an d  if one should  carry  out 
th is c la ssific a tio n  fa r  enough to m ake it possible to serve  
the best interests o f each and every  in d ividu al tru st ad m in 
istered, w e w ould  soon be back to the point from  w hich  
w e started , nam ely, a  separate p ortfo lio  fo r  each individual 
tru st.

A n oth er serious d iffic u lty  is th a t m a n y tru sts , both liv 
ing and testam en tary , prescribe the exact m ethod o f  m aking  
investm ents, lim itin g  the tyoe o f secu rities fo r  tru st funds, 
or givin g specific property in the tr u st to  certa in  designated  
b en eficiaries a t  d ifferen t periods or a t  fin a l term in ation  o f  
the tru st. In  such ca ses th ere w ou ld  be no p ossib ility  o f  
jo in in g  in a trust investm en t pool. Such a  pool w ould  be 
larg e ly  confin ed  to cash and p ossib ly  selected securities  
com ing into th e tru st.

W h ile  it is  true th at in C a lifo rn ia  tru stees are  allow ed  
to issue participation  certifica tes  a g a in st a single m o rt
gage (an d  in som e oth er sta tes  tru stees are allow ed  to pool 
one or m ore m ortgages and issue p articip ation  certificates  
ag ain st th e m ), th is p ractice is lim ited  only to  in vestm ents  
o f a prescribed ch aracter w h olly  w ith in  the control o f  the  
trustee, and has not y et been su ffic ien tly  seasoned to be 
called  successfu l. T h is  practice is p robably a s f a r  a s  the  
leg islatu res w ill a t present go, or tru st com panies recom 
m end. I t  h as som e d isad va n ta ges now . A t  th e term ination  
of an y  tru st it is necessary fo r  the tru stee  itse lf  to  take up 
participation  certifica tes  in such m o rtg ag es a t p ar and ac
crued interest until they can  sell them  to another trust. I f  
an y  m ortgage ag ain st w hich such participation  certificates  
w ere issued should be foreclosed , it w ould  becom e a d iff i 
cult problem  to w ork  out the ow nership  o f the property taken  
on the foreclosu re and its  u ltim a te  disposition. T h e  p rac
ticab ilities  here have been considered but not m et or sat
isfa cto rily  solved in m an y cases.

T h ese  are som e o f the ob jection s and d ifficu lties  w hich  
appear to stand in the w ay o f  th e -a p p lica tio n  o f  the invest
m ent tru st p lan  to tru st in vestm ents, and yet the enorm ous  
grow th  o f tru st business during the la st decade prom pts  
one to  view  each new  problem  w hich a rises  from  its  broad
est aspects, fo r  in sp ite  o f w ell estab lish ed  la w s  and  cu s
tom s it is conceivable th at the scien tific  study now  being  
given  th is  c lass o f bu sin ess m a y  develop b en efits  to society  
w hich  w ould ju s t ify  a change in trad ition s and la w s  re
la tin g  to  trusts.

F u rth er discussion o f the p lan  o f  poolin g  trust investm en ts  
Should be invited  and m a y  o ffe r  som e constructive sug
gestions and th ou gh ts fo r  im provin g presen t m eth ods o f  
in vesting trust fu n d s, but I doubt w h eth er the tim e is now  
ripe to either change the num erous la w s  to enable its  accom 
plishm en t, to w in  seasoned and expert tru st m en to its  
fa v o r , or to con vert the public m ind  to  th e idea. I can  
see little  good th a t can actu a lly  resu lt to  the tru sts  or the  
trustees through such a  p lan . I  can see a great deal of  
d iffic u lty  and m a n y leg al and p ractical obstacles. I f  the  
subject is  o f  su ffic ien t interest to  w arran t fu rth er  consid 
eration th e C om m ittee  o f R esearch , T ru st C om pan y D ivision . 
A m erica n  B a n k ers ’ A ssocia tio n , w ou ld  be glad  to circulate  
a questionnaire upon it am ong the principal tru st com panies  
o f A m erica , su m m arize  th e replies, and draw  the ju stifia b le  
conclusions therefrom .

How the Insurance Underwriter Desires to Co-operate
D iscussion led by George E. Lackey.

M r. G eorge E . L ack ey  (M a ssa ch u setts  M u tu al L ife  In 
surance C o., O klahom a C ity, O k la .) : M r. C hairm an, Mr. 

P resto n  a n d  G entlem en: I  am  greatly  honored to  be asked  
to talk  to  you a few  m inutes a long co-op erative  lin es be
tw een  life  insurance com panies and tru st com panies. Just 
w ho I am , I  don’t  know , any m ore than to say  to you  th a t  
I got so inspired over this great subject th a t I  h ad  to  ju m p  
over the fen ce  and get into it.

I spent six  y ears in a court o f equity and  gradu ated  in

la w  and got so inspired  I  had  to  get over on the other side  
of creatin g  estates. T h a t h as been m y w ork fo r  th irteen  
years w ith  one o f the com panies.

B efo re  getting into th is  su b ject I can ’ t p ass w ith ou t p a y 
ing special trib u te  to  yo u r w o rth y  m an to m y right, M r. 
M ershon. I happened to have th e p leasure o f  h earin g  him  
in M em p h is the w eek  before la st a t  the N a tio n al C onven
tion o f L ife  U n d erw riters w here w e h ad  a room  th is  size  
packed to the w a lls , and w ith  people standing up. H e
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started  in on h is ad d ress givin g you r view poin t and  your  
co -operative  spirit w ith  us. I t  w a s so gra c efu lly  received  
and so en th u sia stica lly  received th at w hen the red ligh t, 
w hich w e used a s  a danger sign al, w as th row n  on him , the  
m en w h o w ere a ll sittin g  on the edge of the ch airs hissed  
at the ch airm an  and said  “ G o  to it.”

I  h ave never seen a m essage received m ore  en th u sia sti
c a lly  th a n  the w o rd s of M r. M ershon brought to  us fie ld  
m en h u ngry fo r  th oughts so w e can go out and do the great  
w ork w e are tryin g to do.

W e  had  a fu rth er  experim en t in M em phis th a t night, th e  
lik e  o f w hich  h a s n ever been know n. T h e  big au ditoriu m , 
a s  m a n y  o f you people undoubtedly know , seats ab ou t 15,000  
people. T h o se  M em p h is life  u nderw riters through a co
operative  ad vertisin g  p lan  w ith  the ban ks o f that city  
w ere able to bring out a  v a st num ber of th e  citizens o f  M em 
ph is w ho w ere n ot p articu la rly  interested  in tru st com 
p an y w ork  or life  insurance w ork  to hear M r. M ershon  
and a lso  to hear life  insurance ta lk . It  w as the g re a t
est exp erim en t I  h ave ever know n of in A m erican  life  
insurance and it w as a success.

B e fo re  going into th is co-operative  schem e th at w e are  
ta lk in g  about, it is  the firs t  tim e I have ever had the op
p ortu n ity  to exp ress m y  thanks publicly to  the pioneers  
o f  th is great trust com pan y service. I don ’t know  they are  
p articu la rly , but I w a n t to say  to you it h as m ade m e m any  
th ou san d s o f  dollars and it is going to m ake m e m any m ore.

M y  on ly  w arn in g to  you m en in th a t side o f  the w ork  is  
don ’t get to o  en th u siastic  about ou r side. N ot only did I 
ju m p  the fence but I brought w ith  m e a cou n ty ju d g e  w ho  
h ad been in probate w ork fo r  sixteen  years in a good county, 
into th is  fie ld  o f m ine. I also  recently have brought an  
actin g  tru st o ffic e r  o f a m igh ty  good tru st com pany in w ith  
m e, so you can get en th u siastic  about th e  subject.

G entlem en, here is w here w e are  tryin g to get to and here  
is w here ou r great d a y .o f  accounting takes place. L e t ’ s 
see the best and easiest w w a y  to get there and fee l th at  
w hen w e do get there w e have d ischarged w ell and fa ith fu lly  
the ob ligation  that rests  w ith  us. H ere  is the one w e are  
going to have to sit w ith  and accoun t to, and the m echanics  
o f  the proposition are  the th in gs th at I w an t to ta lk  to  you  
about, how , w hen w e get to th is d ay o f reckoning, w hich  w e  
are a ll h avin g every d ay , w e are going to ease our conscience  
and say w e have done the very  best we could  to m ake th is  
plan a co-operative one.

T h ere  is very litt le  use o f  m e to  talk  to you about life  
insurance fu n d a m en tals  because a ll o f you know  w hat 
it is a ll about. L ife  in su ran ce is  a great social p lan  w hich  
m ergers the in dividu al into the m a ss  and p laces beyond the  
fra il m an stan din g alone the im m easurab le strength o f  m en  
stan d in g together. W e  are creators of property. T h a t is 
our p rim a ry  function.

I am  in a  young State  now , th e  S tate  o f O klahom a w here  
the p rim a ry purpose is th e creation o f w ealth . W e  are  liv 
ing today w ith  a generation  o f  m en w ho cam e th ere th irty - 
eigh t y ea rs  ago and  w h o are  still m akin g m oney. W e  are  
tra in in g  them  now  through such great m en a s  Judge Stan d- 
even and m any others to th ink  o f the conservation  o f  th a t  
great w ealth . T h a t is our problem , w e on one side o f  the  
fen ce creating properties an d  you on th e other side con 
serving them , and ou r great purpose is a m u tu al one, to  
better serve these people w ho are on the outside. Som e
tim es I  fee l lik e  th ey need guardians.

It  is  rea lly  ap p allin g  to see th e  m en, w ho are  successfu l 
in the creation  o f w ea lth , k n ow  so little  about th e  con serva
tion o f  w ealth  and th in k  so litt le  about it, but th at is  a  
fact. W e  don ’t  have th e  p riv ilege th a t w e w ould  like to  have  
of ta lk in g  to them  about these p lan s because o f the tim e  
they take.

Y ou  m a y  say , “ W h e r e  is  the life  insurance business  
g o in g?” I think I can  use the stock argum ent th a t w e a ll 
ta lk  about, w hich w ill show  you h ow  fa r  sh ort o f  th e goal 
w e a re  today. Y o u  k now  th e  stock argu m en t or objection  
th a t w e use w h en  w e  ta lk  about estates being distributed  
on general ad m in istra tiv e  p la n s ; w e ta lk  about a ll life  in 

surance estates being dissipated ' in seven years. I d isagree  
w ith  that argum ent. I  don ’t  think th a t is  d issip ation . I  
th ink  th at is consum ption. W h en  I  te ll you th a t only ab out 
three per cent o f  the econom ic va lu e o f  hu m an  li fe  is  in 
sured, you w ill agree w ith  m e th a t it is  not d issip ation  w hen  
a w idow  takes life  insurance and lives on it fo r  seven  yea rs . 
I t  is sim ply consum ption. W e  h ave  a lo t o f  unfin ish ed  w ork  
to do w hen w e h ave  insured only about 3 .6 %  o f  th e  va lu e, 
econom ically , o f  hum an life .

T h e  co-operative schem e is p rim a rily  to  prevent esta te  
depreciation . I t  is  sim p ly  startlin g  to see h ow  estates de
preciate  because o f general ad m in istra tio n . T h ey  range  
anyw h ere from  80  to 6 0 % , and w e w an t to  preven t th a t  
through our m ethods.

Y ou  m en I  k now  are  a ll in terested  in life  insurance  
tr u s ts ; you are  interested  in  life  in su ran ce  a s  property and  
I w ill te ll you h ow  w e a re  w orkin g it out. P rom  m y sugges
tion s I  hope yo u  w ill get som e su gg estion s th a t you  can  
take  hom e w ith  you and use w ith  y o u r l i fe  u n d erw riters to  
w ork  it out also .

I don’ t think it is a p ractical idea fo r  th e  av erag e  life  
u n d erw w riter to  tr y  to  get into a ll o f  th ese  v a rio u s ph ases  
o f ad m in istration  o f estates.

I h ave  been dodging th e  issue by a lly in g  m y se lf  w ith  good  
trust com panies, w ith  good accoun tants, w ith  good la w y ers, 
w ith  good ta x  people. I  let them  do m y  h eavy w ork . I  
go out and  bring th ese  people in.

H ere  is the reaction  th at w e get. W e  are  not on ly  
trusteeing life  insurance, but w e are  bringing in m o re  gen
eral sta tes to these tru st people than  w e are life  insurance  
estates.

I don ’t know  h ow  w ell d epartm entized  your in stitu tion s  
are. I  h eard  you r honored P residen t te ll o f  the grow th  o f  
h is in stitu tion  over in Tennessee, bu t there is a great a rm y  
o f an xiou s, w illin g  w ork ers in th e life  insurance fra te r n ity  
w ho w ill w ork  fo r  you if you lend them  a co-op erative  p lan  
and w ork  w ith  them  and tell them  h ow  to w ork.

T h is  thing im presses m e in th is  w a y : I  h ad  an  E n glish
frien d  w h o w a s  ta lk in g ab out tru st com pan y serv ice  an d  
li fe  insurance com panies. H e  said  th a t w a s  old w in e in new  
bottles. W h en  w e go out to ta lk  about w ills  an d  those  
fea tu res, w e  arrest a m a n ’s a tten tio n  im m ed iate ly . H is  
pride o f  possession  m akes him  sit up and ta ke  notice. W e  
should  bring him  to you, and  w e  do bring h im  to  you , and  
through that m ethod w ork  out a co -operative  p lan  w hich
gets back to  th is  good w om a n --------  th a t w e h ave  a ll got to
face  and w ork w ith  and ad m in ister to.

I h ave  heard som e criticism  n ot on ly  in m y  ow n  com 
p an y ’s legal departm ent, but in others, in d irectly , o f  the  
lack o f u n iform ity  in tru st agreem en ts. M a y  I h an d  you  
this a s  a frien d ly  suggestion. T h ere  is  a m ean s b y  w hich  
you can fa m ilia rize  you rselves w ith  th e requirem en ts o f  a ll 
o f the leading life  insurance com pan ies. T h e re  a re  publi
cation s th a t h ave corresponded w ith  th e leg al departm ents  
o f the great com panies and h av e  ask ed  w h at their require
m ents are, and  i f  you w ill set up such a f i le  in yo u r o ffice  
w hen you tru stee  a bunch o f life  in su ran ce policies, you can  
read and understand w hat th at p a rticu la r  com pany w an ts, 
com ply w ith  th at request, and  the com pan ies w ill w a rm  up  
to you and  think th at you are  on th e jo b  and  know  h ow  to  
draw  trust agreem ents, because you a re  using th e ir lan 
guage.

I w ould a lso  suggest to you, gen tlem en , th a t you p u t you r  
ow n house in order. I don ’t  k n ow  how  m a n y o f you  have  
trusteed properties and m ade a ll th ese  arran gem en ts th a t  
you are proud o f, th at you are  w illin g  to  show  to yo u r cu s
tom er w hen he com es in, but it w ou ld  be m y suggestion  th a t  
you think in those term s and  be proud o f  the e state , be
cause th at is  indirect selling.

W h e n  you ta lk  to  a m an ab ou t w h at you have done fo r  
your boy and girl, he is th in k in g  ab ou t his, but yo u  don ’ t 
have to  tell h im  so. I  heard  l i fe  u n d erw riters o b je ct to  
the p lan s th a t w e are fosterin g , an d  w e  are  hoping it w ill  
w ork out to  a greater degree o f  success, and I b elieve it 
is prom pted by th is. I h av e  been tra in in g  m en in life
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insurance w ork  fo r  ab out tw elve years. W e  h a v e  been te ll
in g  those m en how  to  sell optional m eth ods o f  settlem ent  
or incom e contracts. T h a t h as been th e  big se llin g  idea in  
m odern life  insurance. W e  have ju s t  gotten  th ose m en  
train ed  a lo n g  those lines. N o w  here com es an oth er big  
subject, so le t ’ s w ork  w ith  them  p atien tly  and earn estly  
and show  th em  th a t w e w a n t to co-operate. I  believe if  
you can  get them  started  in on these trusts, the resu lts  
you  w ill receive w ill be w on d erfu l.

W e  fin d  th is  kind  o f condition , som etim es. W e  fin d  th a t  
the fra tern a ls  and the U n ited  S tates G overnm ent policies  
cannot be trusteed. T h a t is  a com plication  w hich I hope  
w ill be rem oved som e day. I  happened to  be an  arm y  o f 
ficer  ; I w a s  an  insurance o ffic e r  in one o f  th e d ivisions. 
W e  a ll know  the lim itatio n s o f the G overnm ent life  in su r
ance. M ayb e w e can get th a t corrected.

I  don’t  like to ta lk  about this, but I w ould suggest to 
you th a t you sta y  out o f th e l ife  insurance business. I 
think th a t is a th ing th a t w e are  try in g  to  specialize in  and  
try in g  to co-operate w ith  you on.

A s  I  said  before, ju s t  have these m en in th e  fie ld  a lly  
th em selves w ith  your institutions or som e other good  
in stitu tion , w ith  attorneys, w ith  ta x  exp erts, w ith  
good accoun tants, and  th is th ing w ill w ork  out to great  
ad van tage.

In  closin g and  thanking you fo r  the p riv ilege  o f  ta lk in g  
to you fo r  a fe w  m inutes on th is su bject w hich  is v ita l  
to a ll o f us, m a y  I ju s t  beg o f  you th a t you so live  th a t w hen  
you r sum m ons com es to  ad m in ister to m y  boy and to  the  
sta lw a rt boys an d  the beau tifu l g irls  in th e  com m unities in  
w hich you live , I m ay say to m y  boy tru stin gly , “ I ca n ’t 
be here to be yo u r daddy now , but M r. Jon es o f  th e  B lan k  
C om pan y w ill be your daddy, he w ill buy your bicycles, 
yo u r sw im m in g  suits, he w ill buy the d au gh ter’s  grad u at
ing dresses, and a ll these th in gs th a t w e  dad d ies h av e  
to  do.”  I  k now  by looking at you th at you w ill ta k e  th a t  
responsib ility  and you w ill h an dle  it w ith ou t fe a r  o f  
criticism .

P residen t F o x : T h e  program  ca lls  fo r  a discussion on  
these topics, and if  it is  your p leasure to indulge in it I w ill 
be g la d  to hear from  you.

R em ark s of M r. Guy McLcuughlin

M r. G u y  M acL a u gh lin  (T h e  F ra n k lin  L ife  In su ran ce  
C om pany, H ou ston , T e x a s )  : G entlem en, it  is  a d istin ct
p leasu re to be priv ileged  to speak to  a grou p  o f  bankers. 
A  fe w  years a g o  an u n d erw riter h ad  to  have a  jim m y  to  
get into a group o f  bankers. N o w a d a y s th ey a re  in vitin g  
us into their f® yers and  feed in g  us w ith  luncheons. W e  
are becom ing p erso n a g r a ta  w ith  th e  bankers.

I t  so happens th a t I  am  ch a irm an  o f  th e C om m ittee  on 
E d u cation  o f the N a tio n al A sso cia tio n  o f  L ife  U n d erw riters. 
I took occasion  in m y report to  stress th e fa c t  th a t educa
tion w a s  needed in life  insurance h om e o ffic e s  to  th e  propo
sition  th a t the fu n ctio n s o f life  u n d erw riters an d  tru st  
com pany o ffice rs  w ere com p lim en tary  and  not com petitive. 
O u r lin es are d istinct and d ifferen t. T h a t  is  one thou gh t  
I w ish  to g ive  to you.

A n oth er thought is  in a telegram  fro m  th e  P resid en t o f  
our A ssociation , in stru ctin g  m e to  say to  you th a t w e have  
a contribution a s  th e N a tio n al A ssocia tio n  o f L ife  U n d er
w riters to  the b an kers in h av in g  secured a  ru lin g fro m  t 1' ~ 
C om ptroller o f  the C urrency, rem ovin g som e in h ib itk  
upon you r bank and  tru st com pany o ffic e rs  in th e  m at  
o f ta k in g  life  insurance in you r o ffic e rs  an d  em ployees in 
fa v o r  o f the bank. Y o u  m a y  now  go a s  fa r  in th a t im 
p ortan t a c tiv ity  a s  you see f it . Y o u  have th e  sam e p riv 
ileges th a t the ord in ary  in d u strial O ffic ia ls  h a v e  w ith  
regard to insuring yo u r o ffic e rs  and  em ployees. T h a t  is  a  
proposition , a ru ling , th at w as secured by  th e A ssocia tio n  
o f L ife  U n d erw riters fo r  the b en efit o f  you bankers, g iv 
in g  you m ore freedom .

In  conclusion, m a y  I  point out th a t the f ir s t  reaction  o f  
p rim itive  m an to h is  surrou n din gs w a s  ba n kin g  an d  in 
surance. H e  chased  the deer o f f  a b lu ff  by som e trick , had  
it break  its  neck, gorged h im se lf on th e  carcass, dragged  
the balan ce o f  the m eat into a cave, w rapped  h im se lf in  
the hide, w hich w a s banking, and  then rolled  a rock acro ss  
the m outh o f  the ca ve  fo r  protection a g a in st th e u n fore 
seen, w h ich  w a s insurance. T h erefo re , fro m  p rim itive  
tim es w e h av e  been sketched an d  p h rased  a s  co-operators, 
and I am  hoping th a t fro m  n ow  on w e  can go  a lo n g , h an d  
in hand, fo r  you w ell recognize th a t life  in su ran ce and ban k 
ing are of th e m a rk s and  m easu res o f  civ ilization .

Committee /  Officers’ Reports—Trust Company Division
Annual Address of President Edward J. Fox, President 

Easton Trust Company, Easton, Pa.
It is gratifying to note that as we assemble in the annual meeting of the 

Trust Company Division, there is a continued and growing recognition of 
the value of trust company service. Not only is there an increase in the 
number of trust companies, but national banks, in greater numbers, are 
exercising the fiduciary function now conferred upon them by law. This 
indicates that there is a demand for trust service by the public, and it is 
more and more important that we render the best possible service.

It is interesting to recall from what small beginnings the modern trust 
company has grown. A writer in a recent number of the “ Century Maga
zine”  draws attention to a mistake which Benjamin Franklin, the great 
Apostle of Thrift, made in the creation of a trust. He provided in his will 
that two thousand pounds, a trust fund, should be divided and paid to the 
cities of Boston and Piladelphia, and that this fund should be loaned to 
young married artisans. Dr. Franklin calculated that by the end of a cen
tury there would be a great fortune, but unfortunately, his calculations were 
not correct and his expections have never been realized. What would the 
eminent philosopher think, were he alive to-day, of the vast accumulations 
of wealth which are now in the custody and care of the fiduciaries of this 
country ?

The trust companies of America, irrespective of the national banks, have 
nineteen billions of dollars in their care. I have received since this 
address was prepared a telegram from Mr. Platten of the United States 
Mortgage & Trust Company, which gives us the latest figures on this point.

“ Following the completion o f the compilation o f  figures for this com* 
pany’s twenty-fifth annual contribution to the trust companies o f  the 
country, it is a great satisfaction to report a new high level o f  resources 
or a grand total o f  $20,480,000,000, an increase o f  $1,14-5,000,000 over 
1926, with deposits in excess o f  $16,800,000,000, an increase o f  $840,000,000 
compared with a year ago. The above totals are considerably more than 
double those o f  ten years ago.

“ Six States having in excess o f  $1,000,000,000 each o f  resources, namely 
New York, Pennsylvania, Illinois, Ohio, California, and New Jersey, with 
an aggregate o f  approximate $15,000,000,000, account for nearly 75%  
o f  the country’s grand total.

“ The great State o f  Texas, in which the represetatives o f  the country’s 
banking interests are now assembled, reported trust com pany resources 
o f  over $110,000,000, a substantial gain over the previous year.

“ New York State continues well in the lead, having this year passed 
the six billion mark and showing an increase o f  $850,000,000.

‘Pennsylvania continued its splendid growth, reporting more than 
$2,500,000,000, a gain o f  $270,000,000 over 1926.

“ New Jersey and Ohio strengthened their positions with handsome 
gains o f  $200,000,000 and $150,000,000. respectively.

“ A  study o f  the complete figures indicates a m ost encouraging situation 
and warrants every confidence in the future o f  our trust com panies.”

The Federal Trade Commission, in its recent report, stated that all 
trusts, including religious and benevolent organizations, educational in
stitutions and foundations, Community Chests and public trusts, amount 
to fifteen billions of dollars. These trusts are the legitimate offspring 
of the trust idea which began with the creation of the first trust com
pany chartered in New York City more than one hundred years ago.

The care and custody of these funds, invested, as they are, largely in 
securities of this country, imposes a tremendous responsibility upon the 
trust companies of our country. During the recent months, when securities 
have reached the highest market prices in their history, there have been a 
number of timely warnings against over-extension of industry or business. 
It might not be amiss in the midst of our great prosperity to give thought 
to these warnings. ■

We must not forget, what we all know, that proper investment in sound 
securities keeps the life-blood of business flowing properly. ■ Speculative 
investments may eventually result in disaster and should be discouraged. 
Great national and industrial wealth results in great wealth for the indi
vidual and this in turn brings upon us, the corporate fiduciary, the task of 
protecting and conserving that wealth entrusted to us for safekeeping and 
management, both during the life of the owner and after his death. Prob
lems confronting the institutions which we have the honor to represent are 
increasing, but I believe that they are being solved by them with greater 
efficiency and greater devotion to duty than ever before and that the confi
dence placed in trust companies of the United States to-day as shown by an 
ever-increasing clientele is due to the splendid service being rendered.

The nature and form of trusts is constantly changing and developing. 
One of the most recent developments is the investment trust. We are to 
hear to-day a discussion of this form of trust— new for this country— but 
one that has been employed in Great Britain for a long time. In the past 
five months ninety-five of these trusts have been created, with assets of 
four hundred million dollars. I can conceive how these trusts, if properly 
conducted and managed, may be desirable, but there is danger in the possi
bility that they may be improperly managed and may include securities 
which are not proper investments for trust funds. Our problem should be 
so to safeguard this form of investment that it does not fall into the hands 
of either incompetent or dishonest promoters.
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The year just closed has been a busy one in our Division. I will sum
marize briefly some of the activities which have engaged our attention. 
Scarcely any of them are new. They are a further development of work 
which we have set out to do, and all branches of which show progress.

One of the first activities undertaken when the Division was reorganized 
some years ago, was that of publicity and advertising. The personnel of 
the Committee on Publicity during the past eleven years has been almost 
without change. The accumulated experience and knowledge of this com
mittee has made it an invaluable one in the development of trust business. 
Under the masterly management of Mr. Sisson, its Chairman, and working 
steadily month by month, without ostentation, this committee has produced 
advertising material which will have much to do with the rapid develop
ment of trust business throughout the United States. Exhibits of the work 
are available here to-day. A permanent record of the work of the com
mittee during the past seven years may be seen in the newly published book 
“ Fiduciary Advertising.”  I commend its use to every corporate fiduciary 
in the United States and I believe it will greatly assist in securing new 
business and at a minimum cost.

To those of us who are familiar with the admirable way in which the 
services of trust companies were advertised in the leading magazines of the 
country during the National Publicity Campaign, 1920-1925, it is a source 
of keen regret that sufficient financial support by trust companies gen
erally throughout the country was not accorded to the committee in its 
efforts to continue the campaign. We see constantly how other branches 
of business recognize the value of impersonal or group advertising. We 
are not making use of our opportunity.

During the past year, under the able direction of Judge Hennings, Chair
man of our Committee on Insurance Trusts, the work of co-operation be
tween insurance companies and trust companies has proceeded in an orderly 
and effective manner. This is undoubtedly one of the most important de
velopments in trust service to-day. The people of America should be 
thoroughly informed as to the value of insurance and trust service com
bined. The work is developing steadily, but the field has scarcely been 
touched, except in our larger cities. This branch of service affords a won
derful opportunity for trust companies.

One of the difficult problems confronting the corporate fiduciary is the 
determination of proper charges for services rendered. The fear in the 
minds of the general public that the naming of a trust company to admin
ister an estate is a more expensive method than the appointment of an 
individual, is one of the obstacles which we constantly encounter.

In a thoughtful article by Mr. W. J. Kommers of Spokane, published in 
“ Trust Companies Magazine,”  Mr. Kommers points out, by a clever adver
tisement, which, he says, is the result of fifteen years’ experimentation, 
that the nominal charge for trust service is one of the points which should 
be emphasized in trust advertising.

Our Committee on Costs and Charges has been giving serious and careful 
attention to this important phase of our work. At a conference of this 
committee a full discussion of fees has resulted in a further investigation, 
the results of which, when released, will aid trust companies very materially. 
In most businesses to-day, charges are based upon cost. It is comparatively 
easy for a manufacturer of a commodity to ascertain what the cost of 
manufacturing is and to place his selling price sufficiently above the cost 
price to receive a proper percentage of profit. In rendering trust service, 
however, and particularly with the intricacies which enter into the admin
istration of estates and trusts, it is very difficult to ascertain their exact 
cost and estimate a fair and proper charge under all circumstances. Since 
the last annual convention, our Committee on Costs and Charges, under the 
able guidance of Mr. Arthur V. Morton, has been making definite progress 
toward ascertaining scientifically the cost of accepting, administering and 
closing various forms of trust services.

During the past year, forty-seven State Legislatures have convened. We 
are fortunate in being able to report that no drastic legislation has been 
placed on the statute books of any State. There have been some attempts 
made to pass legislation curtailing the freedom of corporate fiduciaries in 
seeking or administering trust business, but such bills have either been 
withdrawn or modified so that they did not prove harmful.

The Chairman of the Committee on Protective Laws handling State 
legislative matters has filed a report which reveals how alert and efficient 
this committee has been during the past year. I would be doing an injus
tice, did I fail to note in this connection that our able and efficient Dep
uty Manager, Mr. Mershon, has constantly been on the qui vive for legisla
tion in any part of the country which threatened our interest, and wher
ever it has appeared he has invariably gone to the scene of action and placed 
himself in communication with the local representatives of trust companies 
and has usually been able to frustrate these attempts.

Under the guidance of Mr. Osgood and his committee, the troublesome 
question of taxation has been handled in the best possible manner and prog
ress has been made in connection with the changes it desires to accomplish. 
The program of work of that committee calls for much effort during the 
coming months in assisting the many agencies now co-operating in an 
endeavor to effect the repeal of the Federal income tax.

Colonel Fries, an honored and beloved ex-President of this Division, and 
the able Chairman of our Committee on Legislation, has been working on 
several important phases of Federal legislation, in close co-operation with 
the General Counsel of the Association, whose advice has been most helpful. 
A  test case on one section of the Revenue Act is now being instituted 
through this committee, with the financial assistance of members of the 
Division. Able counsel have been retained and we hope for a favorable 
determination of this suit.

Our relations with the legal profession are on a much better basis than 
that which prevailed some time ago. Any attempts which were made to 
curtail the activities of trust companies were the result of improper appre
ciation of the character of the service which trust companies are render
ing to the public. With a better understanding of the methods employed 
by trust companies in the administration of trusts, and with the dissipa
tion of the idea that there is any real or intended antagonism, the spirit 
of co-operation between the bar and the fiduciary is now happily established 
in most jurisdictions. Mr. Griswold, Chairman of our Committee on Co
operation with the Bar, and who was a successful lawyer before entering 
the trust field, has been guiding with a great deal of success, the work of 
that committee.

Mr. Roseberry of Los Angeles, the efficient Chairman of our Committee 
on Research, has been diligently gathering together very important informa
tion relating to trust companies and the administration of trusts. During 
the past year this committee has been greatly handicapped in the prosecu
tion of its work and because of the lack of sufficient funds. It is hoped

that at this meeting the request for funds adequate properly to prosecute 
the investigations of this committee will be granted.

Since the enactment of the McFadden bill, giving permanent form to our 
Federal Reserve System and making other changes in the banking law coin
cident with the passage of the bill, our Committee on Relations with the 
Federal Reserve System is finding the need for its services less important. 
Before it was determined that the System could be maintained, this com
mittee directed by Mr. MeLucas, carried on a nation-wide campaign, keep
ing before the 1,600 eligible non-member trust companies the benefits to 
be secured by affiliation with the System and urging membership. It is 
believed that this has had a definite place in shaping favorably public 
opinion toward the System and its operation.

The committee has suggested that there is no longer any necessity' for 
maintaining its existence, but I am not convinced that this is true. At a 
convention of the representatives of the various banking departments of the 
several States held in Richmond recently, a very able paper was read by the 
Hon. Peter G. Cameron, Secretary of Banking in Pennsylvania, in which he 
pointed out that apparently there had been, since the passage of the Mc
Fadden bill, a disposition to discriminate against trust companies organized 
under State charters and to accord special privileges to national banks. 
Whether this accusation is or is not well founded, I suggest that it would be 
well for our committee to be continued for the purpose of safeguarding the 
interests of trust companies which are members of the Federal Reserve 
System. They should be, in all respects, on a parity with the national 
banks.

The Committee on Review and Survey of Trust Securities, under Mr. 
W ilson; the Committee on Staff Relations, under Mr. Kingsberry, and the 
Committee on Community Trusts, under Mr. Littleton, have made progress 
and have submitted reports on their activities.

The organization of corporate fiduciary associations in connection with 
State banking associations throughout the country has been progressing dur
ing the past year. These new centres of activity will be helpful in enabling 
trust companies to discuss locally the problems arising in the operation of 
their business and the introduction of new ways and means for improvement 
for the benefit of all. The Mid-Winter and Regional Conferences inaugu
rated by the Trust Company Division some years ago, have been held during 
the past year with increasing attendance, and much greater interest. Dur
ing the year just closed, two conferences were held on the Pacific Coast 
and two in the mid-continent section.

In the Pacific Coast District a conference was held in Los Angeles on 
Sept. 30, Oct. 1 and 2 1926, just prior to the meeting of the American 
Bankers Association, and another conference in Portland, Ore., in August 
1927. In the Mid-Continent District, conferences were held jointly with 
the National Bank Division in Omaha on Dec. 6 and 7 1926 and in the 
Twin Cities of Minneapolis and St. Paul, Sept. 1, 2 and 3 1927. Papers of 
great value were presented at these meetings and the discussions which 
took place proved to be most profitable to all attending. At the Mid- 
Winter Conference, held in New York in February, nearly six hundred regis
trations were made, representing all parts of the United States. The papers 
and discussions at that conference were of high character and most instruc
tive. This annual meeting has an increasing value each year and the in
terest in it is constantly growing.

The annual banquet held in conjunction with the Mid-Winter Conference 
has grown to be one of the most important financial gatherings in the 
United States. Twelve hundred attended this function this year. The 
dinner list contained the names of many of the most distinguished men in 
the financial world.

I have attempted to cover briefly the principal activities undertaken and 
carried on by the Division. The potential trust company business of the 
country is so enormous that if it were offered in its entirety to trust com
panies and banks having power to receive it, there would not be facilities to 
meet the demand. With the constant reiteration o f  our offer to serve and 
the increasingly imposing record of trusts well served, it is reasonable to 
believe that in the coming year there will be comparatively few people 
ignorant of the benefits to  be derived in naming a corporate fiduciary and 
this in turn will result in popularizing still more this form of public 
service.

I cannot close without expressing my great appreciation to Mr. McLucas, 
Vice-President; to Judge Hervey, Chairman of the Executive Committee, 
and to the various Chairmen and committees of the Division, who have given 
such splendid co-operation during the year that has just closed. It is an 
old story but none the less comes to me with added force that Mr. Mer
shon, our Secretary, is invaluable to this Division of the Association. He 
is constantly looking for any points of danger that may threaten the inter
ests o f trust companies and is at all times most helpful, not only to the 
officers of the Division, but to any member who desires to avail himself of 
his extended and accumulated knowledge in the field of trust company 
work. I cannot sufficiently express my personal gratitude to him for his 
constant assistance to me in the discharge of my official duty.

In the year that has passed, the Grim Reaper has not left untouched our 
Division. A number of men active in the work of the Association have 
passed on. The most notable one is Festus J. Wade, President of the Mer
cantile Trust Co. of St. Louis and a former President of the Trust Company 
Division of the American Bankers Association. His loss will be keenly felt 
in the banking world.

Report of Committee on Resolutions— Danger in
Naming Other than Trust Company as Depositary
for Corporate Bonds.

Mr. John C. Mechem (Chicago) : Mr. Chairman, Ladies and Gentlemen
of the Division: There has been a development of recent years which
is not only a serious thing to our trust company business but constitutes, 
I think, an even wider danger. I refer to the growing practice in the 
issue of corporate bonds of naming as the depositary for interest, sinking 
fund and principal payments an agent other than a trust company. That 
practice, as you know, has been growing to quite a considerable extent 
in recent years. As I say, if it continues to grow, it will take away a 
great deal of profitable business from trust companies, but it has even 
a wider aspect than that. When those funds are deposited, it is of utmost 
importance, is it not, to the security holders, to the investing public, 
that those funds be held safe and secure for the purpose for which they 
were intended, in short that they be impressed with a trust for the 
benefit of the holders of the securities. That can best be done by a dis
interested trust company subject to all of the regulation and the super
vision to which trust companies are to-day subject.
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In the hands of other agencies, as for example the investment banker 
who has put out the issue, those funds are not so safe.

It is true, of course, that there are many investment banking houses 
in whose hands those funds are inviolate, but it is also true that there 
have been and are investment houses in whose hands those funds are not 
so safe. We have seen examples of that of late in connection with some 
issues of real estate bonds.

Therefore I say that it is of the greatest importance to the investing 
public as a whole, to the investment bankers and to banks and trust com
panies that this tendency be discouraged, and that those funds be placed 
where they belong, in the hands of a disinterested and competent trust 
company impressed with a trust for the security holders.

Your Executive Committee has considered this matter o f sufficient 
importance to appoint a committee consisting of Mr. House, Mr. Stephen
son, and myself, to prepare a resolution on this subject, and with your 
permission I will read it.

“ W h erea s , It is o f  primary importance to investment houses, banks, trust 
companies and also to the general public, that interest, sinking fund and 
principal payments on corporate obligations be surrounded with every 
safeguard, so that investors may be assured that such payments will be 
applied, to the purpose for which they are intended, and

“ W h erea s , Such security can best be obtained by having such payments 
made to a disinterested corporate trustee which is subject to public super
vision, and in whose hands such payments will be held as a trust fund for 
the benefit o f  the holders o f  the securities on which such payments are 
made, and

“ W h erea s , the practice is growing o f making such payments to agencies 
other than such disinterested corporate trustee,

“ W h erea s , As a result thereof, such payments are being made to agencies 
o f  varying degrees o f  financial responsibility, and,

“ W h erea s , in the opinion o f the Trust Company Division o f the American 
Bankers Association, such practice is not only contrary to the fundamental 
principal o f  trusteeship, but constitutes a very real danger to the safety and 
sanctity o f  such funds, and

“  W h erea s , In the opinion o f this Division the continuance o f such practice 
will lead to a loss o f  confidence by the investment public in the safety o f 
corporate obligations and thus result in a menace to our entire financial 
structure; now, therefore, be it

“ R esolved , That this Division hereby puts itself on record as being unalter
ably opposed to such practice and be it

“ R esolved , That the Secretary o f this Division transmit a certified copy o*- 
this resolution to the President o f the Investment Bankers Association oi

America with the request that this matter be brought to the attention o f  the 
members o f  such Association, for appropriate action, along the lines o f  the 
action which such Association has so wisely taken in the matter o f  con- 
strucion funds, and be it

“ R eso lved , That the members o f  this Association recommend to their cor
porate customers, which m ay be about to issue securities, that such cor
porations in their own interest and with a view to the safety and market 
standing o f their securities insist that all such payments be made to a dis
interested and responsible corporate trustee, and be it further

“ R esolved , That the Secretary o f this Division transmit a certified copy 
o f this resolution to the Chairman o f the Resolutions Committee o f  The 
American Bankers Association, with the request that such resolution be 
embodied in the resolutions o f  such Association.”

[The motion to adopt the resolution was seconded and carried.]

Report of Committee on Nominations.
Mr. John H. Stalker: Mr. President, Ladies and Gentlemen: Your

Committee on Nominations, consisting of Judge Standeven of Tulsa, Mr. 
Pruden of Newark and myself, makes the unanimous report which I beg 
leave to submit, as follows:

President, W . S. M cLucas, Chairman o f the board o f directors, Commerce 
Trust C o., Kansas C ity , M o.

Vice-President, James H . Perkins, President Farmers Loan & Trust C o., 
New York  City.

I might state that in view of the misfortune which this Division has 
suffered in the prospective loss of Mr. Mershon’s services, the Chairman 
of our Executive Committee at the meeting yesterday specially requested 
and urged that the Vice-President for this year be a man located in New 
York City.

For members o f  the Executive Comm ittee, Thomas C . Hennings, Vice- 
President, Mercantile Trust C o., St. Louis, M o.

W . M . Baldwin, Vice-President, Union Trust C o ., Cleveland, Ohio.
Frank Taylor, Vice-President, Illinois Merchants Trust C o ., Chicago,

1 1 1 .
Henry L . Servoss, Vice-President United States M ortgage & Trust C o., 

New York .
Leo S. Chandler, Vice-President, California Bank, Los Angeles. Calif.
[A motion to adopt the report was seconded and carried.]
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A ccou n tin g and sta tistics  h a v e  becom e fu n d a m en tal cor
nerston es o f  m odern business. C ost fin d in g , business a d 
m in istration  and price determ ination  constitute  the tr in ity  
o f  in d u strial progress. A  fa rm e r  w ithout a know ledge o f  
ag ricu ltu ra l costs does not k now  w hat crops to p lan t and  
can n ot an ticip ate  h is capital n e ed s; a m a n u fa ctu rer ca n 
not hope to  price h is  products w ith ou t a know ledge o f  th e  
expense o f producing th e m ; no m erchant ca n  econom ically  
control h is  inventory w hen the costs o f  m erchandising are  
ignored. R a ilro a d  rates are  protected upon th e know ledge  
of costs, and  review s by the In te r-S ta te  Com m erce C om 
m ission  are  based upon c a re fu lly  prepared d a t a ; a ll budgets  
rest upon a background of anticipated  expenses. O ver-p ro
duction, cu t-th roat com petition , business fa ilu res, and in
d u strial depressions are  la rg e ly  th e result o f  ignoring th is  
p rim ary principle o f  in telligen t business.

T h e  fa c t  th at m any, i f  not m ost, business m en do not know  
their co sts w ould be about w h at one m ig h t expect a fte r  
som e experience in the bu siness field . H o w ever, w hen one 
is brought fa c e  to  fa ce  w ith  the lam en table  fa c t  th a t m an y  
bankers do not know  the co sts  o f banking, it m u st be recog
nized th a t there rem ain s a long road to travel before  busi
ness assu m es a scien tific  basis. W h en  the post-m ortem  o f  
the 3 ,000  bank fa ilu re s  o f  th e past few  years is com pleted, 
com petition , w ith ou t due regard  fo r  banking costs, w ill be 
w ritten  in letters large  enough fo r  every m an to read.

N o t only does in telligen t p rice  determ ination  depend upon  
a know ledge o f costs, but the econom ic ad m in istra tio n  o f  
an y business is  in large  p art dependent upon com p arative  
cost fin din gs. Corn m a y  be ra ised  fo r  35, 4 0  and  50 cents  
per bushel by th ree  d ifferen t fa r m e r s ; the ton-m ile  cost of 
han dling a given classificatio n  o f  com m odity m a y  vary  5 0 %  
a s betw een tw o  ra ilr o a d s ; the expense o f h an dling a check
ing or a savin gs account m a y  represent a considerable m a r
gin  a s  betw een d ifferen t banks. One o f th e m ost im portant 
fa cto rs  in m odern business enterprise h as been th e reduc
tion o f costs due to  the study o f  com parative  accounts in 
sim ila r  lin es o f industry. T h e  average business m an m ay  
go on fo r  y ea rs  ob liviou s to the sw eeping econom ies th a t  
m ig h t be uncovered b y  a ca re fu l a n a lysis  o f h is cost fin d 
ings, or th a t m igh t be suggested  by the observation  m ade  
o f oth er businesses working; under som ew hat sim ila r  con
ditions. E ven  average costs, derived from  the study o f m any  
com peting units, constitute  a m ine o f in form ation  fo r  the  
a lert executive. B a n k in g  o ffe r s  no exception to  the rule  
and th e  ban kers o f  the U n ited  S tates m ight p ro fita b ly  co
operate in th e equipm ent necessary  to  reveal the best and  
m o st econbm ical p ractices in th eir profession.

In  m y o ffic e  not m ore than ten  days ago cam e a young  
m an born on a farm , educated  a t  C ornell. H e  w a sn ’t a 
th eoretica l m a n ; he w a s a fa rm e r ’s son. H a  had  spent six  
y e a rs  in a sm all country bank. H e  w a s  ab out to take  h is  
degree know n a s  th e P h .D . or doctor a t Cornell in a g ricu l

tural fin an ce. H e  is  now  attem p tin g  to w rite  h is  thesis. 
H e  h a s a th esis  th a t h a s a lrea d y  been accepted, but he  
w an ts to w rite  a better one. F o r th a t reason  he is  w ith 
holding the one he has, and  h e w a n ts  to  develop  in  the  
U n ited  S tates a  thesis upon the general them e o f  th e  a d 
m in istra tio n  o f the country bank. Y e t  that m a n  w ill fin d  
it probably very d iffic u lt to secure th e  $1,500 necessary  th is  
y ea r (an d  th at isn ’ t a va st am ou n t of m oney, I  think you  
w ill agree) or the so-called  fo llow sh ip  necessary to  carry  
on th a t w ork .

I t  is a p ecu liar th ing th at w e begin  a t  the points w here ' 
w e do begin. W e  begin  a t discu ssin g resu lts  in stead  o f  
going back and creating the substructure. I w ou ld  lik e  to  
say  to the E xecu tive  M an ag er o f the A m erica n  B a n k ers  
A ssociation  ( I  intend to do it)  th a t th a t great organ ization  
m ig h t w ell a ffo rd  to ta ke  up such m en a s  th e m an  I  h av e  in 
m ind and endow  him , if  you please, to the e x ten t o f $1 ,500  
in ord er th at w e m ig h t ca rry  on a y e a r ’ s w ork  in research  
on the ad m in istration  o f the sm a ll cou n try  bank. T h a t is  
the kind o f th ing th a t brings a real retu rn . I t  is  basic, and  
it strik es a t th e  very  heart o f  th e  su b ject th a t is being 
discussed everyw here in th is  b uild ing to -day , n am ely , the  
cau ses fo r  bank fa ilu res.

E ven  average  costs are w orth  som ething because if  w e  
know  w h at the average cost o f  ca rryin g a checking account 
is, i f  w e know  w h at the average cost is  o f  ca rryin g a  savin gs  
account, w e are  in position  to  ad m in ister ou r ch eck in g a c 
counts and our savin gs accoun ts in a m uch m ore in telligen t  
w a y . I t  is a stran ge  th in g th a t som etim es the bankers  
and, above a ll, th e  depositing public, h av e  n ot cau gh t on 
to th e  fa c t  th a t i f  the bank is  go in g to  ca rry  a lo t o f un
p ro fitab le  accounts, th ey  are  goin g to carry  them  a t the  
expense o f  the people w ho are  c a rry in g  p ro fitab le  accoun ts  
in th a t bank. I t  is a stran ge th in g th a t I  m ight h av e  $5,000  
in the bank and keep it there, w hich m ig h t be considered a  
p ro fita b le  account, and still I  h av e  no interest w h atever in  
the fa c t  th a t th a t p articu la r  banker h a s  66 2 / 3 %  of h is  
accounts, p ossib ly  m ore, o f  an  u n p rofitab le  n atu re  w hich  
passes back upon m y shou lders, th e  p ro fitab le  depositor, 
largely  the burden fo r  ca rryin g  th e  en tire  load. I t  is  a 
strange thing, th e argu m en t th a t I  h ear about th e so-called  
u n p rofitab le  account.

In  banking, cost fin d in g  concerns itse lf  w ith  a d eterm in a
tion o f the ou tlay  in either in terest or service a s  over ag ain st  
the incom e to  be derived fro m  loan s, investm en ts an d  ser
vices. F u rth er, such co sts  m a y  be expressed in te rm s o f  
in dividu al accoun ts or o f  th e  d iffe re n t departm ents o f  a 
bank. T h ere  is nothing new  in the application  o f  cost fin d 
ing. T h e  departm ent store is  in terested  in know in g the e x 
pense involved  in ca rryin g the account o f  a custom er a s  com 
pared to  th e incom e re c e iv ed ; th is  is  a lso  true o f  a ra il
road. o f a lum ber m ill, and o f  p ra ctic a lly  every other bu si
ness. It is true th at p ro fitab le  accoun ts are o ften  taxed
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w ith  the burden o f  ca rryin g un profitable  ones. T h is  m ean s  
that the holders o f  p ro fitab le  accoun ts are  w illin g  to pay  
m ore fo r  their products, services, or loans in order th a t an  
un p rofitable  business m a y  be m aintained . A  litt le  a r ith 
m etic m akes it clear that good custom ers p ay the losses in
volved in poor a c co u n ts ; and if  th e  business fa i ls  th en  the  
cost involved  in liq u id ation  m u st be borne by the th r ifty  
cu stom ers in th at line o f  in d u stry . S om etim es it  is  said  
that it p ay s to take on an  account even though it  does not 
en tirely  carry  itse lf. T h is  argu m en t is based upon the rea 
soning th at a s  long a s  it p a y s  som ething tow ard  th e  over
head it should  not be discontinued. T h is  is  only tru e  w hen  
the n o-profit account adds little  or nothing to  the to ta l e x 
pense o f ca rryin g on the business. T h is  m a y  be illu strated  
in a  b rief an d  sim ple case. I f  the ra ilroad  fa r e  fro m  N ew  
Y ork  C ity  to  P hiladelph ia  be $3 .50  and the coaches neces
sary  to render reasonable service w ere a t tim es h a lf  filled , 
then the vacan t seats m igh t be fille d  w ith  50-cent passen 
gers, resu ltin g  in added net p ro fit to th e ra ilro ad  com pany, 
n otw ith stan din g the fa c t  th a t the 50-cent fa re  a s  a general 
uniform  rate w ou ld  be disastrous. T h e  exp lan ation  o f  this  
p arad ox w hich  h a s  caused shippers an d  ra ilro ad s m uch  
trouble is to be fou n d  in the h eav y  constant and  fix e d  e x 
penses o f  the ra ilro ad  business. I t  costs as m uch to run a 
tra in  h a lf  fille d  fro m  N ew  Y o rk  to P h ilad elp h ia  a s  it does  
w hen every  seat is occupied. H ow ever, such a  ratio  o f fix e d  
to va ria b le  expen ses does not occur in m an y fie ld s  o f  busi
ness endeavor. One thing is  certain , it does not perta in  to  
th e banking business. T h e  test o f a good account is, w ith  
few  exceptions, to be fou n d  in the account itse lf. T h e  argu 
m ent o f  n ursing an in fa n t in d u stry  is  gen era lly  fa lla c io u s ;  
to put an extra  burden upon that w hich is  ab le  to  w alk  alonfe 
in order to provide crutches fo r  the d isabled  is  excellent 
p hilanth ropy but absurd econom ics. T h e  conclusion is in 
evitable. C ost fin d in g  is th e b a sis  fo r  segregatin g good and  
u nprofitable  business, and the n o-profit account m ust be 
m ade p ro fitab le  or m u st be elim inated . P h ilan th rop y is  an  
excellent cause resting upon w ell-m erited  social p rin c ip les; 
m ixed  w ith  business it d estroys itse lf, freq u en tly  destroys  
th rift, and jeop ard izes equity.

N o t only does cost accounting determ ine th e p ro fita b le 
ness o f  the p articu lar account, but also m a k es it  possible  
to  evalu a te  the econom ic im portance o f  an  entire d epart
m ent or line  o f  business. In  a store, does th e  glove or shoe  
departm ent p ay  the better? W h a t  type o f fre igh t, m erchan
dise, or service is th e  m ost p ro fitab le? In  a bank is it the  
com m ercial, sav in gs or tru st departm ent th at should be m ost 
prom oted ? N o  m an is  apt to  get fa r  in these questions w ith 
out a ca re fu l a n a ly sis  o f cost figu res. In  a given com m u
n ity  the bank is  in a position to obtain  savin gs, com m ercial 
and tru st accoun ts. W h ich  one ju s tifie s  the greatest e ffo r t , 
the greatest in itia l expenditure? T h ere  isn ’ t a bank execu* 
tiv e  in the U n ited  S ta tes  w ho is  not called  upon to define  
h is policies in  th e  lig h t of the answ er given to th is question. 
T h e fa rm e r  w a n ts  to  know  w h eth er he should  raise  m ore  
sheep, buy m ore cow s, or p lan t m ore c o r n ; th e m an agem en t  
o f  the g a s  p la n t w a n ts  to know  w hether th e  sale o f  ranges, 
g a s or coke shou ld  be p ro m o ted ; th e ra ilroad  desires to  e x 
pand its  service— shall it be passenger, fre ig h t or exp ress?

A s  fa r  a s  the bank is  concerned, th e  determ in ation  o f  
departm en t c o sts  is  fa ir ly  sim ple. I t  is  a lso  true th a t the  
fa c to rs  th a t enter in to  these costs are ju s t  a s  stable  a s  in  
m ost other businesses. H a v in g  obtained the cost o f  m a in 
taining a sav in gs departm ent, the investm ent retu rn  is  a s  
open a s a book. T h e  banker can reach a broader m a rk et  
than the fa rm e r  or th e  m erchant. A s  a m a tter  o f fa c t , the  
m arket fo r  ca p ita l is  the broadest o f  a ll  m a rk ets and  th e  
ad ju stm en t o f  th e  ca pital supply to th e capital dem and is  
probably m ore  n early  in  equilibrium  th an  th a t o f  an y  other  
com m odity. T h e  banker cannot com plain  about th e elusive  
factors and u n stable  condition s o f h is  business. Som e bank
ers fee l th a t co st com petition is m ore in tensive in  ban kin g  
than in other business lines. T h is  conclusion is  a lso  doubt
fu l, but it  m u st be recognized th a t com petition is  a very  
su bstan tial fa c to r , even  in banking.

B a n k s are  su b ject to  several k in d s o f  com petition .
1. In  the f ir s t  p lace , there m a y  be com petition  in  service. 

I t  should be rem em bered th a t tw o  bu sinesses can m ain tain

the sam e price level and still com ijete violently  in giving  
a w a y  m an y services. T h is  brings us close to  the problem  
o f the service charge. H o w ever, there is  th is  distinction  
relative  to the u n u su ally  sm a ll checking balance. W h e n  no 
ch arges are  m ade reg ard less o f the checking balance, the  
better accoun ts are  d iscrim in ated  ag ain st. I t  is not unlike  
the d iscrim ination  w h ich  ta k es  p la ce  w hen cash  custom ers  
in a grocery store p ay the sam e p rices a s  tim e cu stom ers. 
T h ere  is one m ore com m ent ab out th e service charge, w hich  
is, th at the opposition to it is  not so m uch th e  desire  to  
serve the com m u n ity  a s  the fe a r  o f  d im in ish in g th e  to ta l 
deposits. T h is  is  a n  attitu d e  th a t one freq u en tly  m eets, 
nam ely, th e desire to  increase bu siness reg ard less o f  the  
unit cost. H ere  is  a n  instance w here d im in ish in g volum e o f  
business w ould  be accom panied by a low er unit cost.

2. In  the second p lace, banks m a y  com pete fo r  the product 
w hich  th ey  deal in , n am ely, deposits. T h is  is  accom plished  
by an  in terest ra te  on lon g tim e  accounts. B a n k s  can enter  
into a bidding con test fo r  sav in gs the sam e a s  steam sh ips or  
ra ilro ad s m a y  bid fo r  passen gers an d  fre igh t. T h e  only d if
feren ce is  th at in one case  the com petition  ta k es  p lace by  
in creasin g th e  rate , an d  in  the other by low erin g it. E ith er  
bu siness o ffe r s  th e  sam e opportunities fo r  disregarding  
sound bu siness prin ciples and  fo r  p ro stitu tin g  p rofession al 
standards. C om petition  fo r  deposits m a y  ta k e  the fo rm  o f  
too m a n y ban ks in  a given  com m unity. A  large  percentage  
o f  th e th ree th ou san d  bank fa ilu re s  during the p a st six  
y ears resulted  fro m  the estab lish m en t o f  banks in  p laces  
w here th ey  w ere n ot needed. E v ery  business m u st h a v e  a 
m in im u m  tu rn over before it can  be su ccessfu lly  conducted. 
N eedless to say , banking, w h en  it fu lf i l ls  its  responsibilities, 
rests  upon sane, con servative  business policy . T h ere  is  no 
place fo r  e lim in atin g com petition  in th e banking fie ld .

3 . In  the th ird  p lace, banks m a y  com pete fo r  loan s. T h is  
can be done by v a ria tio n s in  th e  loan  rate  o r  by th e  accept
ance o f  undue risks. Should  it  once m ore be brought to the  
atten tio n  o f  ban kers th a t, fo r  th e m ost p art, th ey  are  not 
loan in g th e ir  ow n ca p ita l but ra th er th e  fu n d s  o f other  
people? H o w ever, th e  com petition  in  m a k in g  loa n s is  m in 
im ized w here the in vestm en t opportunity is  stan d ard ized  by  
secu rity  rates. I t  m u st a lw a y s be borne .in  m in d  th a t the  
m ark et price fo r  wTh a t the banker h as fo r  sale , th a t is, credit, 
depends upon su p ply  an d  dem and. T h e  ban ker h as to  do 
w ith  th e  m a rk et equation, one side o f  w h ich  co n sists o f  the  
entire  capital supply, and  the other side is  being m ade up o f  
the dem ands fo r  these fu n d s. H e  a lso  h as to reckon w ith  
th e long run fa c t  th a t interest ten d s to  decline ra th er than  
to increase. T h is  is  an inverted  ra tio  to  the la w  o f rents.

F o r  m ore than tw e n ty -fiv e  y ea rs  the costs o f  doing bu si
n ess h ave increased. B a n k in g  co sts o f fe r  no exception  to  
th e rule. I t  is  probably  sa fe  to  say  th a t in  tw en ty -fiv e  y ea rs  
banking co sts  h ave  doubled, an d  th e  m a n y  item s have  
trip led . One o f  th e  best au th orities on banking co sts  in  the  
U n ited  S ta tes  h a s  th is to s a y : “ D ep osits  are  no lon g er the  
principal source o f  p ro fit , or even o f incom e to th e  average  
sm all bank. A t  lea st 9 0 %  o f  the gen eral overh ead  and  other  
expen ses incident to bank m an agem en t is  traceable  to  the  
han dlin g o f deposit accounts. T h e  expen se o f operating  
these accou n ts du rin g the p a st tw en ty -fiv e  y e a rs  h a s  m ore  
th a n  doubled. T h e  incom e, on the other han d, is  the sam e, 
or less than it w a s  tw en ty -fiv e  years a g o .”

In  years p ast m a n y  b an ks built up a strong su rplu s w hich  
m a k es it possible fo r  them  to liv e  “ on th e ir  ow n f a t .”  Such  
banks are  in a position  to d ictate  th e term s o f com petition . 
T h is  m akes it  d iffic u lt fo r  the n ew er in stitu tion s to com pete, 
since the net retu rn  upon deposits is too sm a ll to build  up a 
strong su rplu s and  u ndivided p ro fit  account. T h is  m a y  be 
illu s tr a te d : E et us assu m e th a t B a n k  X  h as a su rplu s and  
p ro fit am ou n tin g to $3,000 ,000 . I t  h a s  deposits o f  $15 ,000 ,- 
000 and p ay s 4 %  interest. T h e  $3 ,000 ,000  su rplu s and  p ro fit  
account w as bu ilt up over a lon g period o f y ears w hen over
head expenses w ere low  and in terest on  in v estm en ts re la 
tiv e ly  high. W e  w ill fu rth er  assu m e th a t th is  bank em ploys  
tw elv e  c lerk s and three activ e  o fficers. T h e  $3 ,000 ,000 , in 
vested  in  f ir s t  m o rtg ag es and  sound bonds y ie ld in g  5 %  in 
terest, w ill y ield  $150 ,000  a year. I f  each  o f  th e tw elv e  
clerks receives $3 ,000  and  each o f the three o ffic e rs  receives  
$10 ,000  a year, the to ta l expenses fo r  sala ries w ill be $66 ,000 ,
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lea vin g  the am ple sum  o f $84 ,000  to take care o f  th e rest 
o f  th e overhead. P robably , sa la ries have been figu red  too  
high, fo r , a s  a rule, they do not am ount to m ore th an  2 0 %  
o f  the gross earnings. T h e  resu lt is  that these fig u res  m ay  
be looked upon a s  conservative. B an k  X  is now  in a posi
tion  to loan  th e $15 ,000 ,000  o f deposits a t 4 % ,  and still be 
ab le  to p ay 4 %  to th e  depositor. In  other w ord s, th e  de
p osits do not p ay their w ay. H o w ever, the bank is  in excel
lent shape due to the large surplus and p ro fit  account. 
N eedless to  say , it w ou ld  be d iffic u lt fo r  an y bank th at had  
been estab lished  during the past fe w  years to  com pete w ith  
B an k X .  P robably such banks m a y  be fou n d  in large n um 
bers throughout the entire U n ited  S tates. T h e y  h ave be
com e in tra -m argin a l due to su rplu s and p r o f it s ; i f  a m u tual 
sav in gs bank, the depositors receive a high in terest return, 
ra th er th a n  a good p r o f i t ; i f  a  savin gs bank, in th e general 
sense o f  the term , th e stockholders sacrifice  a retu rn in  
order th a t the depositors m a y  h av e  the ben efit o f  a  high  
interest rate.

O ver in one S tate  in the eastern  part o f  th e U n ited  S tates  
they a re  p ayin g 4 %  in terest to  lon g-tim e depositors. I  
presum e in th at p articu la r  S ta te  they fin d  it, fro m  a point 
o f view  o f arith m etic , con siderably  d ifficu lt to p ay  4 %  to  
th e deposits and  invest th e  fu n d s in such a w a y  a s  to  bring  
an y  retu rn a t a ll, probably lea vin g  them  in the red . H ere  
is how  it w ork s in bank a fte r  bank, and I w a n t to  ask  you  
w h eth er th is is  fa ir  com petition o r  not, w hether you w an t  
to  leave  th e  banking bu siness upon this kind o f  a  basis, and  
w hether, i f  you do lea ve  it upon th is  kind o f basis, you are  
not running stra ig h t on to som e kind  o f  control in the fu tu re.

E n ou gh  h as been said  to m ake certa in  th at one o f  th e  
ch ie f problem s in banking to -day is  com petition . A n d , w e  
m ay add, th a t o ften tim es it is  the unintelligent kind . S tran ge  
to  say, as h igh -grad e  a  m an a s  the banker is, he does not, 
a s a rule, an a lyze  h is  co sts  o f  doing business. I t  is  not 
enough sim ply to an a lyze  the cost o f  ca rryin g  individual ac
c o u n ts ; the entire bu siness o f  the bank should  be an alyzed  
in order to determ ine i f  the deposits are  p ayin g fo r  th em 
selves. T h is  is th e  f ir s t  step in  th e  estab lish m en t o f a rea 
sonable interest rate. T h is  is  the sam e problem  th a t w e  
m eet out in the P a cific  N o rth w est, w h ere m a n y lum ber  
m ills, w ith o u t k now ing th eir costs, estab lish  p rices th a t are  
ru inous to the entire  industry. W ith o u t  fe a r  o f  contradic
tion, it m ay be em phasized  th a t a t  th is  very  p oint w e fin d  
the cause fo r  overproducing and  underbidding. H e re  is  
th e reason  fo r  m ore edu cation  in  th e en tire  fie ld  o f  
business.

T h ere  is  but one w a y  to m eet th e  problem  o f  cu t-th roa t  
com petition , and th a t is  by co-operation. B u sin ess an d  the  
public reap  no b en efits fro m  ru in ou s com petition . I t  is the  
road th at lea d s to over-supply , depressions, ch a os and un
em ploym ent. T h e  problem  is  en tire ly  in  the h an d s o f  th e  
business m an. T h e  solution  rests  in enough co-operation  to 
avoid  the ev ils  o f unreasonable e lim in ation , but n ot so m uch  
a s to discount ad m in istra tiv e  p rogress and o ffen d  public  
and p rofession al ethics. I t  is  a t  th is  point th a t the new  
type o f business m an is  being e v o lv e d ; it is the reason  fo r  
the em ergence o f a new  p ro fe ss io n ; it  is  th e  ch ie f b en efit to 
be derived from  m eetin gs o f  th is  kind . T h erefo re , gee to
geth er or su ffe r  the econom ic consequences.

School Savings
B y  W . E spey Albig, D ep u ty  M a n a g er  A m erica n  B a n kers A ssociation .

School S avings is a m isn o m er. Y e a rs  ago  it  w as th e  term  
given  to  th e fu n ds w hich  school children deposited  in school 
savings b a n k s. T h a t  n am e persists, a lth ou gh  the idea and  
th e p h ilosop h y b a ck  o f school savings regards th e  actu al 
savin gs o f th e child  as one o f th e  least im p o rta n t factors. 
In  fa c t , if one w ere to  ask  m e if th e  n am e “ School S a v in g s”  
w ere correct, I  shou ld  answ er as H irm a N u ll d id , a fter his 
fly er  in  N e w  Y o r k  during th e recent w a r. Said  B ill F o r sy th e , 
“ I  hear, H ir a m , th a t y o u  m a d e  $ 4 0 ,0 0 0  in  coal during you r  
sta y  in  N e w  Y o r k .”

“ A p p ro x im a te ly  tru e, B i l l .”
“ W h a t  do y o u  m ean  b y  ‘a p p ro x im a te ly ,’ H ir a m ? ”
“ I m ea n , B ill, th a t it  w a sn 't  $ 4 0 ,0 0 0 , bu t $ 4 ,0 0 0 , and  

th a t I  d id n ’ t  m ake it , b u t lo st it , and th a t it  w a sn ’ t  in  coal, 
b u t in  ic e .”

U n fo rtu n a te , to o , in  a  w a y  is th a t n a m e , siDce som e  
ordinarily w ell in form ed person s, including a few  edu cators, 
h av e  regarded school savin gs sim p ly  as a m eth o d  used b y  
b an ks to  exploit school children or to teach banking in the  
p ublic schools. School Savin gs is sim p ly  an  a d ju n ct of 
th rift in  its  larger sense, or , b etter y e t , o f  in com e m a n age
m e n t, w hich is slow ly w inning its  w ay  in to  th e public schools  
a s the capstone of other courses introduced since the fou n din g  
o f our free public school sy stem .

A n alogies are said to  b e  m isleading, b u t let us p oin t ou t  
a few  relative to  our su b je c t. T h e  cy n ic , w ho said th a t the  
poor cooking in E u rope w as th e  cause o f the d iscovery  of  
A m erica , w as n o t far w ron g in  his conclusion.

T h e  M o h a m m e d a n s , d efeated  b y  C harles M a r te l on  th e  
im m o rta l field  of T ou rs in their a tte m p t to  captu re E u ro pe  
from  the W e s t , even tu a lly  tried  an eastern g a tew a y  and  
d rove north  against C o n stan tin op le , captu red  th a t ancient 
c ity , w hich w as the heart o f th e trade routes to  the E a s t , 
an d  brou gh t to  an ab ru p t h alt th e com m erce of E u rope  w ith  
the F a r E a s t .

A t  th a t tim e the science o f cooking, as w e understand  
it , w as u n k n ow n . R efrigeration  had n ot been d iscovered. 
F o o d  va rie ty  w as sca n t, and  its  preparation d ifficu lt. In  
the absence o f k now ledge of cooking and refrigeration, spices 
w ere essential to  m ake th e  fo o d  p a la ta b le . W it h  the  
closing of th e trade routes to  the spice countries, th e  dem an d  
for spices grew  to  b e  overw h elm in g . A s  a resu lt, in p art a t

lea st, o f th e  a c tiv ity  resultant wpon th a t d em a n d , A m erica  
w as d iscovered.

F ew  sciences h ave m ade m ore rapid  d ev e lo p m e n t in  th e  
last tw e n ty  years th a n  th e so -called  d om estic  science. A  
n u m b er o f years ago there ca m e  a  general rea lization  o f th e  
fa ct th a t cook in g in the h om e w as n o t keeping p ace  w ith  the  
discoveries in  dom estic  science. Since g o o d  h ealth  fo llow s  
good  co ok in g , th a t su b ject w as in trod u ced  into th e  forw ard - 
lookin g sch ools. I t  has now  b eco m e all b u t u n iversal. T h e  
situ ation  as to  m a n u al train in g , d om estic  art an d  vo ca tion a l 
training o f  a ll kinds is so m ew h a t sim ilar.

M e n ‘n ow  livin g  rem em ber th e e fforts o f Sam u el L a n g le y , 
Secretary o f the S m ith son ian  In stitu tio n , to m ake a  h eav ier - 
th a n -a ir m ach in e f ly . H e  w en t b rok en  hearted to  his grave  
b y  reason o f his fa ilu re . T h e  fa u lt w as n ot his. Y e a r s  la ter  
his p la n e , pow ered b y  an  internal co m b u stion  en gin e , m a d e  
a  successful f lig h t. H e  w as a  h ig h ly  skilled w orker in  a  field  
w hich d em an d ed  the technical co -op era tio n  o f o th er ac tiv i
ties to  m a k e his w ork successful.

Y e a rs  a g o , w hen the hou sew ives o f  the w orld fou n d  in d igo , 
a  vegeta b le  p rodu ct ob tain ed  in  th e  E a s t , varyin g g re a tly  as 
to  q u a lity  an d  p rice, th ey  d em an d ed  a produ ct o f u n iform  
excellence an d  stabilized  p rice. A  G erm an  chem ical firm  
w orked  for m ore th an  a score o f years to  produce a  syn th etic  
in d igo , o n ly  to  fin d  th e d isco very  o f no com m ercial va lu e  b e 
cause o f the high  price required for the p ro d u ct. T h e  d evel
op m en t o f  coal tar p rodu cts g a v e  th e  ch em ists the b ase neces
sa ry , an d  now  th e housew ives o f  In d ia , the hom e o f in d igo , 
im p ort the syn th etic  p ro du ct for their ow n use.

F ollow in g  th e introd u ction  o f technical education  in  the  
public sch ools, there cam e to  be vo ca tion a l gu idan ce. T h ese  
h ad a m easure o f success, b u t as th e airplane w as unsuccessfu l 
prior to  th e in trod u ction  o f th e internal com b u stion  en gin e, 
as the m an u factu re  o f sy n th e tic  indigo could  n ot b eco m e a  
p rofitab le  business u n til th e d ev elo p m en t of coal ta r , so th e  
in trod u ction  o f technical an d  v o ca tio n a l courses h a v e  n o t  
been co m p le te ly  successful because th e y  lacked th e  fa cto r  
w hich  enables th e p erson  receiving th a t instruction  to  a p p ly  
properly  his in form ation  in p ractical liv in g .

T h e  shores o f life  in  the U n ited  S tates are covered  w ith  
w recks caused  b y  la ck  of know led ge o f incom e m a n a g e m e n t. 
T h e  shortened  hours o f la b o r , the high w ages, th e  sales
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pressure, h ave  m a d e m ore im p erative  the ed u cation  o f th e  
people  in the m a tte r  o f th rift an d  in com e m a n a g e m e n t.

T h e  first a tte m p t a t th e  m echanics of school savin gs w as  
through a m e th o d  u tilized  in F ran ce . In sta lla tio n s w ere  
secured in  a few  places in  th e  U n ited  S ta tes , n o t because  
of a n y  specific d em a n d , b u t sim p ly  because it  w as used  
ab ro ad . T h e  results w ere n o t encouraging. I ts  need w as  
n o t realized and  its m eth o d s n ot suited  to  A m erica n  practices. 
T h e  tedium  of op eration  w hich  fitte d  w ell w hen dealing w ith  
an u n edu cated  group  w as n o t to  be borne w ith  eq u an im ity  
b y  p u pils in th e  A m erica n  sch ools. B u t from  this h u m b le  
b egin n in g, there developed  th e  sy stem , w h ich , as o f June 30  
1 9 2 7 , has been introduced in over 1 2 ,0 0 0  sch ools, has a lm ost  
four m illion  o f p articip a n ts, deposited  during the year p a st, 
a lm o st 2 4  m illion  dollars, an d  h ad  at th e  end of the year, 
n et savings for the year of nine an d  on e-h a lf m illion  dollars, 
an d  b a n k  balances of over 3 9  m illion  d ollars. A  w on d erfu l 
p ictu re , indeed .

A s  a backgrou n d for this present situ atio n , w h en  m ore th an  
half of our people live  In u rb an  co m m u n ities , w here the  
children h av e  no adequate  know ledge of th e  m ean in g an d  use  
o f m o n ey  th rou gh  actu al earnings, there is th e  scene o f a 
few  years a g o , w hen th e m a jo rity  of th e p eople  lived  in rural 
co m m u n ities , an d  w hen k now ledge of th e  m ean in g an d  use  
o f m o n ey  w as ab sorbed  b y  th e  child  from  its  in fan c y .

I t  is a far cry  to  th e  tim e w hen p ractically  all articles used  
in th e  h om e were m an u factu red  there. T h e  neighboring  
stream  turned  th e  w heels o f th e  grist m ill an d  th e  saw  m ill; 
the loom  turned  o u t fabrics from  flax  and  w ool grow n on  
th e fa rm . E v e r y  co m m u n ity  su p ported  its  ow n  ta n n ery . 
T h e  storekeeper com bin ed  his service w ith  th a t o f ban ker. 
T h e  local squire w as th e  h igh ju dge of th e  c o m m u n ity . 
A c tu a l m o n ey  w as in .sm a ll q u a n tity  an d  represented  in  m o st  
cases sim p ly  th e  p ro fit of a y e a r ’s w ork . T h e  purchase of 
every  article w as su b ject to  consideration in  th e ligh t o f th e  
w hole fa m ily ’s n eed s. P ow er m ach in ery  b rou g h t th e  fa cto ry  
sy stem , and  m ade an  end of th e  h om e as a self-con tain ed  
u n it.

G o o d  w ages, sustained em p lo y m e n t, an d  in sta llm en t b u y 
in g  h av e  speeded our industrial p lan ts to  a pro du ctio n  un
paralleled. T h e  elim ination of all h om e in d u stry  h as sent 
th e  various m em bers of th e fa m ily  in to  d ifferent occu p ation s, 
an d  has elim inated the fa m ily  council from  a consideration  
of a basic budget for operatin g th e  h o m e. E ig h t m illion  girls  
leave h om e every m orning for in d u stry . Salesm an sh ip  has  
been carried to the highest perfection . In  u rban  centers, the  
brain  is a lm o st dazzled  w ith  the w hirlw ind of im pressions  
sta rtin g  from  the electric signboards a t  n ig h t.

In  th e face of th is change in A m erica n  life , there has  
been no com m ensurate  d evelopm en t in  training th e children  
in th e  m eaning and  use of m o n ey . T h e  present system  
m ig h t w ell b e  called th e “ trial and  error”  m e th o d , and  those  
w hose trial becom es an  error are freq u en tly  fo u n d  am on g the  
m isfits an d  the u n fortu n ates o f life .

F if ty  years a g o , the ordinary ch ild , u p on  reaching eighteen  
years o f ag e, had  a p re tty  exact know ledge o f h ow  it w as  
necessary to  spend his incom e so as to  secure its  u tiliza tio n  
for his best in terest. T o -d a y , a t eighteen years o f ag e, the  
y o u th , in m a n y  cases, has n ot begun to  earn an in co m e, and  
is spending u pon  em otion a l reactions fu n d s w hich  are con 
trib u ted  b y  his p aren ts, th e  va lu e of w h ich , in term s of 
w o rk , he has no kn ow led ge, an d  scan t consideration.

S om e of yo u  rem em ber the rigors o f cam p  life  in  the  
recent w ar before th e soldiers w ere sent to  E u ro p e . In te n 
sive training o f every  k ind  w as given  fo r  w eeks before th e  
soldiers em bark ed  for th e  b a ttle fie ld s, an d  ad d ition al train - 
ng w as afforded  before th e y  faced  the e n e m y . A ll  th is w as  

necessary because n orm al life  in  A m erica  is n o t geared for  
th e  practices in w ar.

A  stu d y  of th e R ev o lu tio n a ry  W a r  show s th a t in m a n y  
cases m en w ere recruited  for a single ca m p aign  an d  th en  
discharged. T h e y  to o k  their squirrel rifles and  m e t on  even  
term s the best soldiers of E u ro pe  because their fron tier m ode  
of living h ad  inured them  to  hardship and  to  danger and had  
skilled them  in  w arfare .

Y e t , w ith  all th e  co m p lexity  of liv in g  w hich has grow n  
apace w ith  our industrial and  com m ercial d ev elo p m en t, our  
children are turned  o u t o f school w ith  scarcely m ore kn ow l
edge of th e  tools w ith  which th ey  achieve personal success 
than w as true a t  th e earliest period of our nation al h istory .

B a n k ers , econ om ists an d  social w orkers saw  th e result of 
this lack  of ed u cation . A s  a  resu lt, desiring to  im p ro ve  the  
s itu a tio n , b u t w ith o u t an  an alysis in m a n y  cases of th e  
und erlyin g fa cto rs , th^ey h av e  supported  th e first m o v e m en t  
w hich  ga ve  prom ise of rem ed yin g  the situ a tio n . T h e  
agen cy u tilized  w as school savin gs. T h rift ca m e  to  be  
ta u gh t in  m a n y  schools. In  a n u m b er of S ta tes , th e  teaching  
of th rift b y  legal en a ctm en t w as required in  th e  p u b lic  
schools. T h rift is a  general term  and  can be applied  to  a n y  
n u m b er of a c tiv itie s .

T h e  teach in g o f th r ift , h o w ev er, does n o t solve  th e c o m 
p lex  p ro b lem  o f  m a k in g  a liv in g , an d  to o  freq u en tly  has been* 
associated  sim p ly  w ith  sav in g  or stin giness or m iserliness. 
T h e  savin g o f  cord from  p ack a ges, th e retrievin g of used new s
papers and  m a g a zin e s , the w earing o f p atch ed  sh oes, th e  a b 
sence o f th e fo rtn ig h tly  h a ircu t, and  variou s oth er a lm o st  
m ean  econ om ies, h av e  been  urged under th e n am e of th r ifti-  
n ess. H a p p ily , h o w ever, school savin gs w as rescued early  
from  this c a te g o ry , an d  has h ad  a trem en dou s grow th  in th e  
la st ten  y e a rs . A s  m ore edu cators h ave  turned their a tten 
tion  to  th e cause o f this p h en o m en al d ev e lo p m e n t, th ey  have  
d iscovered  th a t its  u n d erlyin g cause w as a  desire for know l
edge o f in com e m a n a g e m e n t. T h e  child  desired a co n ven ien t  
place for d ep osit, w here the m o n ey  w ou ld  be h is . A s  his  
deposits increase, he enlarges his horizon  o f earnings an d  
m a k es a  w iser selection  o f th e o b je ct for w hich  he sa v e s .

T h r ift  has been  a  huge te n t , or , b etter  y e t , a  N o a h ’ s A r k ,  
in w h ich  w ere gath ered  all th e creatures o f th e im a g in a tio n . 
S ch oo l sa v in g s , d ev elo p ed  under th e guise o f th r ift , has a l
rea d y  le ft the h om e te n t, has defined  its a im s , has refused  
to  be included  in  the general term  o f th r ift , an d  has a lrea dy  
to  its credit the recogn ition  on  the p a rt o f  p u pils o f th e  
sacredness o f p ro p e rty , o f the e lim in ation  o f ch a rity  fro m  
m a n y  p oor h o m es, th e form u la tio n  o f life  p ro gra m s, a n d , 
b etter  th an  all e lse , the sav in g  o f d om estic  h ap p in ess.

P ossib ly  n o tw o groups o f persons are m ore fam ilia r w ith  
th e result o f in co m p atib le  m arriages th a n  school teachers an d  
b an kers. T h e  sch ool teachers fin d  it  in  children n eglected  
as to ed u cation , lo v in g  care , and  som etim es as to  c lo th in g . 
T h e  ban ker fin ds it in unfulfilled  c o m m itm e n ts . A n y  sur
v e y  w hich  m a y  b e  con du cted  w ill show  th a t the cause o f th e  
d om estic  d iscord  is in m a n y  cases a lack  of u n d ersta n d in g  on  
the p art of th e h u sb an d  or w ife , or b o th , o f th e  p art m o n e y  
p la ys in h u m a n  relation sh ip s. B en ja m in  F ra n k lin  sta ted  
th a t once th e  fin an cial position  of his h om e b eca m e easier, 
his w ife h ad  a b etter  tem p er and  slep t b etter  a t  n ig h t.

A lr e a d y , in  th e S tates o f C a lifo rn ia , C o n n ec ticu t, Illin o is , 
In d ia n a , M a ssa c h u se tts , M ic h ig a n , M in n e so ta , N e w  J ersey , 
N e w  Y o r k , O h io , P en n sy lv a n ia , R h o d e  Is la n d , W a sh in g to n  
and W isc o n sin , school savin gs h av e  assu m ed  rea lly  large p ro
portion s . In  seven  o f these S ta tes  gross dep osits fo r  the y ea r  
passed the m illion  m a rk . In  P en n sy lv a n ia  it  w as in excess o f  
four m illion  d o lla rs , an d  in N e w  Y o r k  it  exceeds three m illio n s . 
In  m a n y  o f the d istricts of these S tates th e p aren ts an d  ch il- 
dred are ad vised  a t  th e  opening of th e  sch ool y e a r th a t th e  
o b je ct o f school savin gs b a n k in g  is to  give  the children  a  
k now ledge of th e va lu e  o f m o n ey  an d  ju d g m e n t in its  u se .

T h e  w hole m a tte r , as it  concerns patriotic  A m erica n s, 
sim m ers dow n to  th is sim ple p roposition : A re  w e satisfied  
in th is d em ocracy to  fo llow  sim p ly  th e E u ro p ean  countries  
in to  th e shadow s— old  age pensions and  u n em p lo y m en t  
doles— or do we rath er prefer to  con tin u e th e  w ork  fo r  ou r  
p eople ’s personal indepen den ce, ach ieved  th rou gh  a  know l
edge o f in com e m a n a g em en t, w hich in  its  essence is sim p ly  
the cu lm in atin g su b ject m a k in g  possible th e w idest u tiliza 
tion  o f th e in stru ction  n ow  given  in  th e  public schools a t a  
trem endou s co st in ta xes.

T h e  training co n tem p la ted  under th e term  o f sch ool 
savin gs is n o p an a cea . I t  w ill n o t m a k e  ad ep ts in th e  in e p t. 
I t  w ill n o t m a k e experts of th e  m ed iocre. In  no case can it  
m ateria lly  im p ro ve  the con dition  o f those persons unequipped  
n atu ra lly  as to  m e n ta lity . I t  does give  p rom ise , h o w e v e r , 
of acq u ain tin g n orm al children w ith  th e sim ple  p ro b lem s  
in volved  in in com e m a n a g e m e n t, a t  a tim e w hen their h a b its  
h ave n o t b eco m e fixed .

R e ce n tly  a friend  to ld  m e of a  sto ry  he had  rea d , ca lled  
“ P oor on  T e n  T h o u sa n d  a  Y e a r .”  T h e  sto ry  concerned a  
m a n  w ho h ad  a salary  of $ 3 0 0  a  m o n th . H e  an d  his w ife  
lived  m o d e stly , econ o m ica lly , an d  v e ry  h a p p ily , and  h a d  
$ 4 ,0 0 0  in savin gs in th e b a n k . E v e r y  year it  w as in creased .
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an d  their b u d get included a  fishing trip  each su m m er, a t  a 
co st o f $ 2 0 0 . T h e y  w ere prosperous and  co n ten ted .

E v e n tu a lly  he w as p ro m oted  to  th e  head o f a  v ery  im p or
ta n t d ep artm en t a t  a  salary of $ 1 0 ,0 0 0  a year . T h e y  m o v ed  
in to  a finer h ou se, in  th e  fin est p art of the to w n , and  form ed  
acqu ain tan cesh ips a m o n g  th e  p eople  th ere. A s  a  resu lt, 
th e y  m use jo in  the co u n try  c lu b . T h e y  sold  their old  car 
an d  b o u gh t a  m ore expensive on e . A s  a  resu lt, under the  
n ew  m ode o f life , th e  expen ses becam e so great th a t the  
fish in g trip  h ad  to  b e  ab an d on ed , an d  th e  $ 4 ,0 0 0  deposited  
in  th e  b a n k  w as used u p . C o n te n tm e n t ga ve  w a y  to  an x iety  
an d  a lm o st to  p a n ic . O ne d a y  th e  d ep artm en t m anager  
d eterm in ed  to  ta lk  th e m a tte r  o v er w ith  th e  president of th e  
c o m p a n y . H e  in  tu rn  revealed  som e of his troub les to  the  
d ep artm en t h ea d . H e  w as in  receipt of a  v e ry  large incom e  
b u t n o t large en ou g h . In  his e ffort to  secure greater in co m e, 
h e  w a s carrying a  lon g line o f stock s on  m a rgin , an d  th e  
m a rk et w a s going th e w ron g w a y . H is  w ife h ad  her heart  
set o n  a  su m m er in  E u ro p e . T h is  required also her lim ou 
sine an d  ch au ffeu r. T h e  p resident w as w orried  sick  w ith  
try in g  to  m ake b o th  en ds m e e t .

A s  th e  d ep a rtm en t m a n ager w alked  h om e la te  th a t n ig h t, 
he sto p p ed  a t  a  fru it sta n d  o n  th e  w a y , w here a n  old  w o m a n  
w ith  a  sh aw l o v er her h e a d , assisted  b y  her little  b o y , w as  
lock in g  u p  for the n ig h t. “ M o t h e r ,”  said th e little  fe llow , 
“ here are a  lo t o f  ap p les th a t are gettin g  ro tte n  sp o ts  in  
th e m . Shall I  p u t th em  in  the garb age c a n ? ”  H is  m o th er  
rep lied , “ N o ,  J im , d o n ’ t th row  th em  a w a y ; w e w ill g ive  
th em  to  th e p oor to -m o rr o w .”

A s  the m a n  continued  his w a y  h o m e , he sa id , “ I  w on der  
w ho th e p oor rea lly  a r e .”

In  th e  fin al a n a lysis , th e  p oo r are the p eople  w h o allow  
their expenses to  equal or exceed their in com es, irrespective  
o f  th e  p lan e of life on  w hich th e y  liv e . T h e y  are the people  
w ho h a v e  h ad  no in stru ction , or h a v e  n ot p rofited  b y  a n y  
instruction  receiv ed , in  th e m ean in g  and  use o f m o n e y .

A m erica  has been  so rich in  n atu ra l resources th a t em phasis  
has been  p laced  u p on  th e m a k in g  of a fortune q u ic k ly , rather

th a n  u p o n  th e  science o f in v estm en t. A s  a resu lt, few  
persons k n ow  a n y th in g  a b o u t th e w ise in v estm en t o f m o n e y .

W h a t  is the reaction  o f  th e school to  th e  teach in g o f sch ool 
sa v in g s?  In  those S tates w here installation s h a v e  b een  
m o st freq u en t, op p osition  has p ra ctica lly  ceased . A n y  
op p osition  is fou n d  in  those S tates w here in stallation s [are 
in freq u en t or o f a  p oo r q u a lity .

E a r ly  in th e  e igh teen th  ce n tu ry , w h en  th e  m erch an t  
vessels o f  G rea t B r ita in  w ere h am pered  in  their sailing b y  
reason  of inaccurate  ch ron om eters, an d  a  vessel sailing from  
P ly m o u th  or L iverp o ol h ad  d ifficu lty  in fin din g her position  
a t sea or her h om e p o rt ag ain , P arlia m en t offered  p rizes, 
ag greg atin g a b o u t $ 1 0 0 ,0 0 0 , to  th e  person or p ersons w h o  
could  m a n u fa ctu re  a  ch ron om eter w h ich  w ou ld  keep  tim e  
w ith  a c cu racy . J oh n  H arrison  w on  th e prizes a fter  m a n y  
years o f w o rk . E x p erts  sa y  th a t his success w as due rath er  
to  refinem ents o f m a n u fa ctu re  th a n  to  th e d ev e lo p m e n t of 
new  principles.

S o  it is w ith  in com e m a n a g e m e n t, k n ow n  gen era lly  as 
sch ool sa v in g s . T h e  m ateria ls are a t  h a n d : R eorg an iza tio n  
in som e p la ces, re fin em en t o f m e th o d  in m a n y  cases m a y  be  
n ecessary . T h e  u tilization  o f  p sy ch o lo g y  to  th e sam e  
degree as has been  done in salesm ansh ip  w ill brin g  eq u ally  
good  results in in com e m a n a g e m e n t. •

A s  the p ro je ct is co m in g  to  b e  b e tter  u n d ersto od , m an u als  
an d  te x tb o o k s are b egin n in g to  a p p ea r. B a n k ers associa
tio n s , service orga n ization s, w o m en ’s c lu b s , are fosterin g it . 
T h e  im p o rta n t th in g , n o w , h o w ev er, is th a t those sch ools, 
w h ich , th rou g h  lack  o f in terest, too  great in ertia , m isu n d er
sta n d in g  o f m ea n in g , or for a n y  oth er p u rp ose, h av e  refused  
o r  n eglected  to  in stall sch ool sav in gs, shall do so a t the earliest 
p ra cticab le  tim e , so th a t the ch ild ren , w h o  yea rly  are  
crow ding from  th e  schools in to  in d u stry , shall n o t b e  h an di
capp ed  a t  th e v e r y  b egin n in g o f their careers b y  lack  of 
in form ation  w h ich , if p ossessed , w ou ld  b e  basic to  their  
p rofessional or business careers, an d  w hich  is the o n ly  certain  
g u a ra n ty  to  person al success an d  con seq u en t co n te n t and  
h ap p in ess.

Gold Brick Financing
B y  H arry  W .  R ie h l , G en eral M a n a g e r , B e tte r  B u sin ess B u rea u , S t . L o u is , M o .

T h ere  is en com passed  w ith in  th e  su b ject th a t y o u  h av e  
assigned  m e  a  line of reasoning w h ich  offers th e o p p o rtu n ity  
fo r  secu rity  crooks to  steal a m o n u m en ta l su m  o f m o n ey  
fro m  th e  A m erica n  p u b lic  each  y ea r , b u t w h ich , a t  the sam e  
tim e , p laces in  the h an d s o f  leg itim ate  financial in stitu tion s  
th e  o p p o rtu n ity  to  p ro tect these sam e v ictim s from  this  
terrific ann u al lo ss .

T o  m e  the su b je ct of “ G o ld  B rick  F in an cin g”  presen ts the  
o p p o rtu n ity  o f d ev elo pin g  fo r  y o u r  consideration  these tw o  
phases o f m o d ern  d a y  financial p ira c y .

I  see first the d o m in a n t th eory  o f go ld  brick financing— th a t  
fin an cin g , u n w orth y  of the n a m e , th a t takes from  th e A m eri
ca n  p u b lic  in excess of one billion  dollars per y e a r . T h is  
th eory  is expressed in  th e sim p le  phase “ ty p es  of fr a u d .”  
H ig h ly  organized  effort is u tilized  b y  stock  crooks to  get  
th is en orm ou s su m  of m o n ey  each  y e a r . I t  has been  sh ow n  
th a t these crooks go to  sch o ol, th a t th ey  sw ap “ sucker  
l is ts ,”  learn  th e v e ry  ru d im en ts o f  gold  brick  financing  
th rou gh  th e stu d y  and  the ap p lication  o f the variou s “ ty p es  
o f  frau d ”  w hich  th e y  e m p lo y .

B u t  p erhaps I  sh ou ld  ta k e  this op p o rtu n ity  o f fu rth er  
im pressing u p o n  y o u  th e hugeness o f  this sy stem  because  
a fter  all th is sy stem  is so ca refu lly  hidden  an d  so ad roitly  
execu ted  th a t even  th ose o f  us w ho are engaged  d a y  a fter  
d a y  in  the field  o f leg itim ate  fin an cin g o fttim es fin d  th a t w e  
are prone to  m in im ize its  im p orta n ce  an d  becom e blinded  to  
its  fearfu l conseq u en ces.

“ Su cker lists”  are a  p art o f  th e  sto ck  in trade o f the  
m o d ern  d a y  sto ck  jo b b e r . T h e  “ suckers”  are n ow  listed  
under th e new  su briqu et o f “ l i ly .”  T h e  gath erin g o f these  
sucker lists is a  regular business and  n am es, as “ lillies ,”  are  
b o u g h t an d  sold  like c a ttle , a t  so m u ch  per h e a d . F o r  fear  
th a t y o u  m a y  th in k  I  a m  ta lk in g  to  the ga llery , I  h ave  
b rou g h t yo u  the p ro o f.

I  h a v e  here som e actu a l “ sucker lis t”  ca rd s. T h e y  carry  
th e  n am e o f the in dividu al li ly , h is address an d  telephone

n u m b er , som e of th e stock s he has b o u g h t in  th e p a st and  
oth er interestin g d a ta .

B u t  w h a t is m ore  in terestin g , there appears on  m a n y  of 
these cards a su ccin ct pencil n o ta tio n  w h ich  clearly  indicates  
h ow  these shrew d in dividu als take  ad v a n ta g e  o f our financial 
co n d itio n , ou r m en ta l a ttitu d e , or ou r in d iv id u a l tem p era
m e n ts . T h e y  are th e cryp tic  co m m e n t of th e “ d y n a m ite r s ,”  
as these p h on e m en  are ca lled . T h e y  are th e guides w h ich  
sim p lify  th e w ork in g o f the self-sam e cards b y  the n ex t crew .

O ne reads “ h it this ch ap  fo r  a th ou san d  shares— he ow ns a 
P a c k a r d .”  A n o th er  says “ soak  this bird  fo r  a  hu n dred  
shares— h e ’s a  sw eet m o o c h .”  A n o th er  la co n ica lly  s ta te s , 
“ han dle  this g u y  w ith  kid  gloves— h e ’s been  b u rn t b e fo re .”  
V isu a l evidence th a t th e y  stu d y  u s , an a lyze  our w eaknesses  
an d  capitalize  u p on  their in n ate  a b ility  to  to u ch  us w here  
w e are so ft .

A n d  here’s still an o th er b it o f evid en ce . I t  is a  p h o to 
sta tic  en largem en t of an  a c tu a l “ sucker l is t .”  W h ile  this  
is a n  actu al sucker list secured in  a  b u c k et sh op  in  S t . L ou is  
in a  raid  co n du cted  b y  represen tatives o f the B e tte r  B u s i
ness B u rea u  an d  the D e te c tiv e  B u rea u  o f our c ity — y e t  it  is 
ty p ica l of h undreds of others flo a tin g  around the co u n try  
an d  b ein g used in  p ra ctica lly  e v ery  c ity  in  the U n ited  S ta te s .

I  te ll y o u  g en tlem en  th a t th is business o f  “ p lu ck in g  the  
lillies”  is m ore v ita l an d  m ore real th a n  w e realize.

S to c k  p rom oters proceed on  th e  o ld  th eory  of “ once a  
su ck er a lw a y s a  su ck e r .”  T h e y  b elieve th a t if an  in d iv id u a l 
ever b it  on  an y on e o f these “ T y p e s  o f  fra u d s ,”  so w ell k n ow n  
to  th e sto ck  p ro m o ter , th a t he has th e necessary qu alities  
of a v arice , c u p id ity , or w h a tev er y o u  m a y  w an t to ca ll it ,  
to  p rodu ce for th em  ag ain  if th e  proper kind o f p ersu asive  
literature or su ave salesm ansh ip  is ap p lied  to  th a t sam e su s
cep tib le  so ft sp o t th a t caused  h im  to  lose his m o n ey  in  th e  
first p la ce .

I t  is th is th eory  I t  h at gives rise to  th a t ty p e  o f frau d  
k n ow n  a s “ re lo a d in g .”  R elo a d in g  is n oth in g in  th e w orld  b u t
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ta k in g  ad v a n ta g e  of the fae t th a t th e victim  is a lrea d y  in  th e  
toils o f th e  sto ck  p ro m oter an d  th a t he w ill spen d  m ore  of 
his m o n e y  in  an  a tte m p t to  get o u t . T h e y  w ell k n ow  th a t  
th e sam e crap -sh o otin g  in stin c t, th a t sam e desire to  get  
“ som eth in g  fo r  n o th in g ”  w h ich  ca u gh t h im  in  th e first p lace , 
if properly  n u rtu red  can  b e  caused  to p rodu ce ad d itio n a l  
m o n e y  th rou g h  th e  a p p lication  of an oth er one o f these  
ty p es  o f fra u d . I  h av e  actu a l cases in m y  files in  S t . L ouis  
to  show  th a t original v ictim s of a  sto ck  frau d  h a v e  been  
“ re loaded ”  as high  as eight an d  nine tim es.

“ G o ld  B rick  F in an cin g”  s im p ly  follow s th e  “ ty p e  of 
fra u d ”  m e th o d  o f gettin g  th e m o n e y . M o s t  o f th e schem es  
used are b a sic . I t  m akes no difference w h eth er th e y  co m e  
to  us in  a  calico or a  silk d ress. W h e n  d ivested  of their  
exterior ra im en t th e y  can  a lm o st in v a ria b ly  b e  reduced  to  
on e o f th e basic ty p es  o f fra u d s.

T a k e  a  pie and  sandw ich ven d in g  m ach in e  sch em e th a t  
sw ept th e  c o u n try  a  few  years a g o . I t  is m erely  an  a d a p ta 
tio n  o f th e old  “ blin d  p o o l’ 1' sch em e.

A n d  th en  th ere ’s a  good  illu stration  in  our friend  P o n zi. 
H e  sim p ly  to o k  th e  old  p yram id in g  schem e w ith  w hich  w e  
are all m ore or less fam iliar, dressed it  u p  in  an  intriguing  
ga rm en t o f  foreign currency an d  proceeded to  extract several 
m illions of dollars from  those fru gal N e w  E n glan d ers. A n d ,  
to  to p  it  a ll, as soon as he w as released on  b a il in  N e w  E n g 
la n d , h e  im m e d ia te ly  proceeded to  F lo rid a  and  operated  
th e  iden tica l “ ty p e  o f frau d ”  in  th e  sale o f F lorid a  real e state .

T h e  E n d less C h a in  System  o f Selling is an oth er good  exam 
p le . I t  is n oth in g  in  th e  w orld  b u t a  glorified  edition  of th e  
old  “ blin d  p o o l”  ty p e  o f fra u d , y e t it  to o k  hundreds of 
thou san ds o f dollars from  A m erica n  investors because th ey  
failed  to  recognize th e  basic ty p e  of frau d .

B u t  I  p rom ised  P residen t M oreh o u se  o f yo u r D iv is io n  
th a t I  w ou ld  give  yo u  a few  of m y  actu a l experiences w ith  
gold  brick  fin a n c in g . T h is  field  is large h o w ever, an d  in  
telling som e of these experiences I m u st sacrifice m a n y  
others eq u ally  in terestin g . F o r  in stan ce , here is a  partial 
list o f th e  “ ty p e s  of fra u d ”  w ell k now n to  all B e tte r  B usiness  
B ureau  execu tives. T h e y  are : b u ck et sh op s, boiler ro o m s, 
blin d  p oo ls , tip ster sh eets, m ergers, fraction al share sch em e, 
sw itch in g, reloadin g, one call sy ste m , th e  te lephone ra zz , 
th e ta p  sy s te m , p u ts  an d  ca lls , sto ck h old er’ s c o m m itte es , 
d y n a m itin g .

E a ch  one o f them  furnishes an op p o rtu n ity  for th e  delinea
tion  o f m a n y  experiences b o th  in terestin g , ro m an tic  an d  
edu cation al to  th ose interested  in  stem m in g  th is  trem en d ou s  
flo w  of h on est m o n ey  in to  th e coffers of th e  financial charla
ta n .

L a c k  of tim e  requires m e to  lim it m y se lf to  w h a t I  am  
pleased to  term  th e  “ financial triu m v ira te”  o f th e sto ck  pro
m o tin g  fie ld . I  call it  the financial triu m virate  because  
there are three ty p e s  o f frau d  in volved  and  th e  three ty p e s  
are p ra ctica lly  in sep arable. W h ere  y o u  fin d  one o f th em  
yo u  w ill in v a ria b ly  fin d  th e other tw o . T h ese  three ty p es  
o f frau d  are; th e  b u cket sh op , th e sucker lis t , an d  th e  p hone  
ro o m .

T h e  b u c k et sh op  as y o u  k n ow  is a place w here in vestors are 
inveig led  in to  p lacin g m arginal deposits on  th e  purchase of  
securities u n d er th e  im plied  or expressed representation  th a t  
th e p articular sto ck  tou ted  is ab ou t to  rise and  w ith  th e  
u n d erstan din g u p on  th e  part o f th e  cu stom er th a t th e sto ck  
w i l l . a c tu a lly  b e  purchased for his a c co u n t. T h e y  differ  
from  th e leg itim ate  broker, in th a t the la tte r  a lw ays purchases  
th e  sto ck  ordered b y  his client w ith o u t regard to  th e  possib le  
rise or fall o f th e  m a rk et.

V e r y  seldom  is th e  new  in vestor w ith  th e  b u cket sh op  
ask ed  to  b u y  a n y th in g  b u t listed  securities o f th e  w ell k n ow n  
ty p e . T h is  is th e  b u ck et sh o p ’s m o st e lem en ta ry  lesson  in  
sales p sy c h o lo g y . H e  k now s th a t rep u ta b le  in v estm en t  
bankers an d  a  carefu lly  policed  S tock  E xch a n g e  has g iven  an  
elem en t o f  sta b ility  to  listed  stock s th a t his “ p et s to c k ”  
does n o t e n jo y . H e  k now s th a t som eh ow  his c o m p a n y  w ill 
ab sorb  som e o f th a t sta b ility , th a t feeling o f secu rity , w hich  
is associated  w ith  a  recognized secu rity  w h en  offered to  a  
prospective  c lie n t.

A fte r  th e  first or second sale is m a d e  th e  “ sw itch in g”  
process s ta r ts . S w itching is a  d istin ct ty p e  o f frau d , th e  
u ltim a te  o b je c tiv e  o f w hich is to  “ sw itch ”  th e in vestor o u t  
o f h is w ell k n ow n  security in to  th e  w orthless “ p e t”  sto ck  of 
th e  b u c k et sh op  o p era tor .

In  th e  m e a n tim e , th e  sto ck  u p on  w hich th e  d ep osit or 
m argin  has been m a d e  is seldom  if ever used in  th e purchase  
of th e  ordered sto c k . T h e  b u c k et shop  operator gam bles  
w ith  th e in v esto r ’s m o n ey  and  it is this fa c t  th a t g ives rise 
to  th e  ax iom atic  p rinciple th a t “ th e  client o f a  b u ck et shop  
loses co m in g an d  g o in g .”

T h e  reason is sim p le . I f  th e  sto ck  m a rk et goes d o w n , the  
in vestors m argin  is w iped  o u t— and he loses. I f  th e  m ark et  
goes u p , th e  b u c k et sh op  o p era tor , h a v in g  failed  to  purchase  
th e security for th e  cu sto m er’s a c co u n t, is u n ab le  to  produce  
th e sto ck  or the m o n e y , is ca u gh t “ sh o r t ,”  an d  u su a lly  takes  
th e b a n k ru p tcy  or receivership  route— an d  th e  in v estor  
loses ag ain .

So m u ch  for B u c k e t S h op s. T h e  Sucker L ist I  h a v e  ex
p lained  and  n ow  for th e  P h on e R o o m  or “ B o iler R o o m ”  as it 
is k n ow n  in  sto ck  jo b b in g  p arlan ce .

T h is  presents a m o st interesting stu d y  in  h u m a n  p sych o l
o g y . T h e  p hone room  is . . . B u t  an  ac tu a l experience  
is m ore illu strativ e .

T h o se  of y o u  w ho h a v e  h a d  new spaper experience k now  
th a t reporters h a v e  a  “ n ose fo r  n e w s.”  T h e y  h av e  th e  
a b ility  to  see in  w h a t appears to  u s to  b e  a  very  trite  s ta te 
m e n t in  a n ew spaper or an  a p p aren tly  uninteresting ev en , 
the possibilities o f a  v e ry  in teresting new s sto ry .

P o st O ffice  In sp ectors, D e p a r tm e n t o f Ju stice m e n , and  
m en  w h o are trained  in  th e B e tte r  B u sin ess B u rea u  w ork  
h av e  an  an alogou s p ro c liv ity . W e  g et a' “ feelin g  for fr a u d .”  
I t  is this feeling th a t causes u s to  discern th e  ear m a rk s of 
these ty p es  o f fra u d . S om e people call it in tu itio n , oth ers a 
“ h u n c h ,”  b u t to  u s it  is s im p ly  the fa c u lty  to  associate  cer
ta in  earm arks a  p oten tia l or actu a l fra u d .

I  h appened  to  be in  one o f ou r large office  build ings on e d a y ,  
an d  w hile goin g th rou gh  th e  corridor o f  th a t b u ild in g , I 
n oticed  an  interesting th in g  on  the door o f one of th e  corner 
ro o m s. A  n am e there attracted  m y  a tte n tio n . N o w  
sto ck  p rom oters are p sych o logists  o f th e  first w a te r . Y o u  
n ever heard a p ro m oter use  such a  n am e as “ B la t z .”  T h is  
is a  harsh gu ttera l G o th ic  n am e lik ely  to  ja r  th e  delicate  
sensibilities o f v ic tim s w hen ta lk in g to  th em  o v er th e  p h o n e . 
I f  he shou ld  call y o u  on  th e  p h on e an d  s a y , “ T h is  is B la tz  
ta lk in g ,”  there w ou ld  be a  certain  sales resistance b u ilt u p . 
A n d  so the sto ck  p ro m oter d eals in  F ren ch  an d  L a tin  n a m es. 
S o ft sm o oth  n am es th a t sooth e  th e  ear an d  th w art our  
suspicions. H e  d elves in to  th e ca tego ry  o f “ ca m o u fla g e”  
an d  “ re n d e zv o u s.”  H e  m ig h t fin d  th e  n am e o f his c o m 
p a n y  in  som e telep h on e or c ity  d irectory  an d  v e r y  o fte n  th e  
c o m p a n y  h as n o th in g  in  c o m m o n  w ith  th e  n am es of th e  
in d ividu als w ho com prise  th e  in stitu tio n . S o  th e  s o ft , 
pleasin gly  sm o o th  n am e I  n oticed  on  th e  office  bu ild in g  
door appealed  to  m e , p erh ap s, as a  possib le  case to  look  
in to .

B e lo w  th e  n am e w as listed  tw elv e  cities in  w hich  th is  
in stitu tio n  w as presum ed to  h av e  o ffices. I  m a d e a  thorough  
search of our files an d  y e t th e  c o m p a n y  cou ld  n o t be fo u n d . 
N e ith e r  could  I  fin d  branch  offices of th is firm  in  a n y  o f  
th e  cities listed . A n d  so  m y  “ h u n ch ”  w as p an n in g o u t . I  
w en t across th e  street in to  an o th er office  b u ild in g , and  I  
asked  a  friend o f m in e , w ho is an  a tto rn e y , w ith  offices on  
th e  sam e floor as th e concern  w hose n a m e h ad  ca u gh t m y  
eye  if I  could  sit there fo r  a few  m in u tes . H e  to ld  m e th a t  
I  co u ld . T h ere  w as a  v e ry  interestin g an d  unu su al con di
tio n  in th e  office o p p o site . E v e r y  w in d o w  w as closed . I t  
w as in  th e  m id d le  o f  A u g u st an d  y o u  g en tlem en  w h o live  
in  th is territory k n ow  h ow  h o t it  ge ts  in  A u g u s t . T h e  
blinds w ere draw n from  th e  to p  o f th e  w indow s to  th e  center  
and from  th e  center o f th e  w indow s to  th e  sills there were 
h u n g h e a v y , green cu rta in s. I  ask ed  m y  frien d  if I  could  
com e back  th e  n ex t d a y . H e  said , “ Y o u  are u p  to  som eth in g . 
I  do n o t k n ow  w h a t it  is , b u t I  guess it  is all r ig h t .”  I  said , 
“ Y o u  see th ose  green cu rta in s ,”  H e  sa id , “ Y e s , I  d o .”  
“ W e l l ,”  I  rep lied , “ I  be lieve  there is so m eth in g  interesting  
behind th e m .”  I  to ld  him  to  let m e  co m e b a ck  for a  couple  
of d a y s . H e  con sen ted  an d  so I  ca m e  b a ck  th e  n ext d a y  
and th e  n e x t.

O n  th e  th ird  d a y , w hile sittin g  in  his office an d  lookin g  
o u t o f th e  corner o f m y  e y e , I  d iscovered w h at I  h ad  an tici
p a te d . O ne of- th e  ch aps in th a t office h ad  b eco m e w a r m , as  
in d ividu als are a p t  to  do in th e su m m er tim e , an d  raised  
th e  w in d o w . T h e  gen tle  breezes w afted  o ff th e  M ississip p i 
R iv e r , co m in g in to  th a t build ing p arted  those curta in s and
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in lookin g th rou gh  th ose curtains I saw  ju st  e x a c tly  w h at I  
h ad  exp ected .

T h e re , in  a little  ro o m , n o t larger th an  15 feet b y  3 0  feet 
there w ere crow ded  fifteen  m en  a t  little  d esk s. T h e y  w ere  
dressed in their u n d ersh irts, h av in g  over their head s w h a t w e  
radio fan s ca ll a h ead  set an d  before  th em  th e in evitab le  
sucker list card s. T h a t  is a p h on e ro o m , or as the stock  
job b ers w ou ld  s a y , a “ boiler r o o m .”

I w o n ’t  go in to  fu rth er d etails excep t to tell yo u  th a t the  
result o f our in v estiga tion  show ed th a t those p rom oters cam e  
d ow n  fro m  C h ic ago  to  u n load  on  S t . L ou is and  its en viron s  
a g o o d ly  portion  o f a w orthless b o n d  issue o f a m illion  and  a
h alf dollars issued on  a  d efu n ct railroad over in  In d ia n a .

* * * *

T h e  second phase o f the su b ject “ G o ld  B rick  F in a n cin g ”  
is m ore h o p efu l. T o  m e  go ld  brick  fin an cin g , w h ich , as  
w e h a v e  seen , is n oth in g  b u t extractin g  m o n e y  fro m  the  
gu llib le  in v estor th rou gh  the em p lo y m e n t o f va rio u s “ types  
o f fr a u d ,”  also con tain s th e  p o te n tia lity  of offering the  
ex a c t p ro tectio n  th a t w ill p ro tect these self sam e v ictim s  
fro m  this h ig h ly  organized  sy ste m .

T h e  B e tte r  B u sin ess B u reau s scattered  th rou g h ou t the  
c o u n try  proceed on th a t p rem ise . T h e  slogan  is “ G e t the  
F a c ts ,”  “ B efo re  y o u  In v e st— In v e stig a te ,”  an d  “ K n o w  
Y o u r  B rok er or B a n k e r .”  B a c k in g  up these slogans is a  
trem en dou s v o lu m e o f p u b lic ity  an d  edu cation al m a tte r  th a t  
has as its purpose the ed u catin g  o f th e  public to  a recognition  
of the ty p e  o f fra u d , or , to  the rea liza tio n , th rou gh  in n ate  sus
p icio n , th a t the schem e presen ted  is such as to  w arran t an  
in v estiga tion  th rou gh  their b a n k e r , brok er or a n y  oth er  
business in stitu tion  in w h om  th e y  happen to  h av e  the  
necessary con fid en ce .

W h e n  I  sa y  “ G o ld  B r ic k ”  to  y o u  I  im m ed ia te ly  con ju re in  
y o u r m in d  th e th o u g h t o f a  slick  sch em e, an  a tte m p t to  get  
m o n ey  b y  u n fair m e a n s . “ G o ld  B ric k ”  has b eco m e generic . 
I t  en visions a  “ ty p e  o f fra u d ”  rather th an  a p articu lar in 
d iv id u a l or a  specific c o m p a n y .

I f  I  ask ed  y o u  h o w , w here or w h en  yo u  learn ed  th a t the  
term  “ gold  b rick ”  w as a  w arn in g again st sch em esters, I dare  
sa y  th a t y o u  w ou ld  n o t rem em b er. B u t  th e source o f in for
m a tio n  is u n im p o rta n t. T h e  big p oin t is th a t som eh o w , 
som ew here there w as p la n ted  in  y o u r m in d  a  w arn ing to  be  
careful o f a n y th in g  th a t savored  o f th e  gold  b rick .

In so fa r  as th a t ty p e  o f frau d  is concerned y o u  are pro
te c ted . Y o u  do n o t need a B e tte r  B usiness B u rea u  to  in

fo rm  y o u  of th a t p articu lar fra u d . Y o u  w ill n o t n eed  th e  
P o st O ffice  D e p a r tm e n t or th e P rosecu tin g A tto r n e y  to  
prosecute  th e crim in al a fter  th e  deed  is d o n e . Y o u  h a v e  
b een  en abled  th rou g h  edu cation — edu cation  th a t to ld  y o u  
a b o u t th e ty p e  o f frau d — to p ro tect you rself a g a in st th a t  
class o f  sch em es. T h e  n am e o f th e  in d iv id u a l p resen tin g  
the schem e is im m a te ria l. T h e  n am e of th e  c o m p a n y  h e  
presen ts is o f no m o m e n t .

I t  is the know led ge o f th e  “ ty p e  o f fra u d ”  th a t h as sa v ed  
y o u r  hard  earned d ollars.

I believe th a t th e th eo ry  is sou n d  a n d  th a t it  presen ts th e  
real p ractical solu tion  o f d ivertin g  in to  th e  leg itim a te  ch a n n els  
of trade these m illion s o f  dollars th a t fin d  th eir w a y  in to  th e  
p ock ets o f th e  u n scru p u lo u s. M o n e y  th u s d iv e rted  go es  
in to  th e purchase o f n ecessary c o m m o d ities , in to  th e  e sta b 
lish m en t o f savin gs a c co u n ts , in to  w orth w h ile  in v e stm e n ts , 
and oth er stab le  p ro jects  an d  c o m m o d ities  th a t b u ild  c o m 
m u n ities an d  assure p ro sp erity .

T o  th e  person w ho h as b een  ed u c ated  to  a  co m p le te  k n ow l
edge o f th e  “ free lo t”  sch e m e , th a t  sch em e offers no  
op p o rtu n ity  for e x p lo ita tio n . W h e n  th e  “ su it c lu b ”  is  
fu lly  explained  to  its p oten tia l v ic tim s , it  o ffers th e m  n o  
terrors.

C rook s ca n n ot sell p eople  w h o ridicule th em  or w h o listen  
to  their stories w ith  su sp icion . I t  is th is p rinciple th a t h a s  
caused  A m erica n  B usiness— reta il, w h olesa le , m a n u fa ctu rin g  
an d  financial— to  estab lish  these B e tte r  B u sin ess b u rea u s  
th rou g h ou t th e c o u n try . T h e  leg itim a te  m e rc h a n t, m a n u 
factu rer , b a n k er an d  brok er is re m o v in g  from  his ow n  h ou se
hold  those th in gs th a t m ig h t d estro y  confidence in  his ow n  
in stitu tio n . H e  relinquishes som e o f  th e  old  c u sto m s , n o t  
alw a y s because th e y  are frau d u len t or d esigned  to  d eceive  
the cu stom er, b u t because^ th e y  h a v e  a  ten d en cy  to  crea te  
apprehension  in  th e m in d  o f th e co n su m er. H e  k n ow s th a t  
w here there is ap p reh en sion , d o u b t or suspicion— th e sales  
resistance increases and  th a t his business su ffers.

I t  h as been  w ell said th a t “ suspicion  is th e  co n su m e r ’ s  
n atu ral defense again st e x p lo ita tio n .”  W h e n  th is  in n a te  
q u a lity  o f  su sp icion , inherent in  e v ery  h u m a n  b e in g , is  
p ro vid ed  w ith  th e  necessary defin iten ess th rou gh  e d u c a tio n ; 
w h en  it is d irected  ag ain st th e foes o f h on est f in a n c in g ; th en  
th e sam e know led ge of go ld  brick  fin a n c in g , o f  “ ty p e s  o f  
fra u d ”  fin an cin g , th a t enables th e  sto ck  jo b b er  to  g e t his  
billion  dollars a  y e a r from  th e  A m erica n  p u b lic , ca n  b e  used  
to  p ro tect their v ictim s ag ain st th is a n n u al loss .
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Committee /  O fficers* R eports—Savings Bank Division

The Trend of Banking— Address of President W. R. 
Morehouse, Vice-President Security Trust & Sav
ings Bank, Los Angeles.

The day for the bank of limited service is passing. Departmental bank
ing, with its wide variety of services, is rapidly gaining in popularity. In
stead of transacting certain business in one bank and other business at 
another bank, the bank customer is finding it to his convenience to transact 
all of his business under one roof.

Although in its infancy, departmental banking is a mighty healthy young
ster, and I predict that it is only a matter of a few more years when nearly 
all banks will be conducting a departmental business.

The passage of the McFadden bill has done much to advance departmental 
banking, especially among national bank members of the Federal Reserve 
System, who have since established savings and trust departments.

With a greater variety of services to offer the public, banks will discon
tinue the practice of sending their customers to other financial institutions 
for a service which the banks themselves should render. Instead, banks 
will find it to their advantage to take care of all of their customers’ needs, 
at least within reason.

One of the signs of the times is for banks to render complete financial 
service.

Ultimately, nearly all banks in the United States will be departmental 
banks, rendering a similar service.

B a n k  M erg ers .

Bank mergers are becoming quite common. Not only are some of our 
larger banks consolidating, but some of our smaller banks are also joining 
forces.

No doubt some bankers will see in these mergers grave consequences while 
other bankers will regard the trend toward consolidation as a good sign. 
With the latter the monopolistic feature will be completely overshadowed 
by the added strength which mergers will give to the merged banks. In 
addition to greater financial strength, some will hold that these mergers 
will promote greater efficiency within the consolidated banks. So while the 
tendency to merge may not have the endorsement of all, it will have many 
supporters.

R e l i e f  F ro m  N u m erou s B a nk F a ilu res.

Another sign of the times points to a less number of bank failures in the 
future. Having tried the bank guaranty of deposits plan with disastrous 
results in certain cases, our bankers are looking elsewhere for a remedy. In 
the main, they are agreed that failure in many cases is due to an under
capitalization of the banks involved. To remedy this, a higher capitaliza
tion is urged, with the minimum in the United States fixed at not less than 
$25,000. An adequate capitalization of banks can be anticipated in the near 
future.

B ank R o b b er ie s .

Another sign of the times points to a reduction in the number of bank 
robberies. Alarmed over the daring of bank robbers and the frequency 
with which they rob banks our bankers have united for definite action. 
More drastic laws are being enacted which make bank robbery extremely 
unattractive and an offense punishable by long imprisonment with little 
hope of probation.

In some sections vigilante committees have been organized for the pur
pose of actually combating crime by giving battle to the bank robber, on 
the basis of “ shoot to kiH.”  Other sections have offered a reward of $1,500 
for the capture of each bank robber, with an additional reward of $1,000 
if the robber is brought in dead. If I understand human nature, the addi
tional reward will have the effect of bringing in more dead robbers than 
live ones.

Regardless of our individual views as to the best way to solve the bank 
robber problem, one thing is certain, our bankers are gradually making it 
“ hotter and hotter”  for the robber.

G rou p  M eetin g s .

One of the most promising signs of the times is to find our bankers 
meeting in community groups for a consideration of the financial problems 
of their respective communities. It is not uncommon to find representa
tives of different banks freely laying their own banking problems before 
the members of these groups and asking for suggestions. Also, at these 
meetings there is an exchange of experiences in the use of business-build
ing mediums. Agreements are also reached for eliminating unwise com
petition and too much free service.

Instead of antagonistic and ruinous competition, we find that friendly 
co-operation and fair competition prevails among the banks represented at 
these group meetings. A sign of the times which promises much for the 
future of banking is seen in the holding of such conferences.

.Advice to  In v es to rs .

Alarmed by the irreparable loss to depositors through unsound invest
ments, our bankers are devoting a great deal of attention to ways and means 
for checking the activities of high-pressure promoters. Never before in the 
history of banking in the United States have bankers co-operated to such a 
great extent in meeting the attack of these wild-cat promoters on bank 
depositors.

Not only have the various schemes of unscrupulous promoters been given 
nation-wide publicity through the press, but in co-operation with other 
business organizations like the Better Business Bureaus, definite steps have 
been taken to rid our land of all schemes used to defraud the depositor.

Many banks are already giving advice to those contemplating investments. 
Some banks have gone a step further and in addition to giving advice have

established investment departments where depositors may purchase safe 
securities.

One of the most encouraging signs of the times is that in the future the 
bank depositor is to receive sound advice on investment matters. He is to 
have placed at his disposal the facts about investments— a service of in
estimable value. Think what it will mean to legitimate business to have 
the billion dollars lost annually in unsound promotions and half-baked ven
tures made available for legitimate enterprises.

I can recall that five years ago if  you gave any advice at all, it was the 
sort of advice that we didn’ t care to give aloud. We preferred' to whisper it 
rather than shout out loud. If the customer was deaf, he didn’t get any of 
it. To-day we have become more and more bold on' this subject and we find 
that our banks are not only freely giving advice on the matter of investment, 
but some of them have installed investment departments. If you have 
never had one, I want to say to you it is one of the most profitable de
partments in the banking business. I don’t want to stress this from the 
standpoint of the profit of the bank. That is the wrong way to present it. 
We should present it from the standpoint of what it will do for the investor 
because it will certainly do more for the investor than it will do for the 
banker. We are not only giving advice but we are selling to our customers 
the same kind of security we buy for our own account and in this way we 
are saving our customers a lot of grief as well as saving their accumula
tion. We will have a very interesting talk on it in this morning’s session, 
so I shall pass that by.

L ess  C a reless  U se o f  T erm  “ B a n k er .”

Another of the signs of the times points to a concerted movement on the 
part of bankers to discourage the promiscuous use of the term “ banker.”  
To-day the one-horse pawn broker calls himself a banker, the fly-by-night 
real estate dealer who happens to sell a few pieces of property calls himself 
a banker, and. the man who sells a mortgage occasionally calls himself a 
banker. This abuse has become so widespread that it is ridiculous. Persons 
are calling themselves bankers who know practically nothing about the 
banking business.

One of the signs of the times is that a spade will be called a spade, a 
pawn broker will be called a pawn broker, and only a banker will be called 
a banker.

T h rift .

One of the signs of the times gives assurance of closer attention to a 
new phase of thrift, namely, the exercise of thrift through the wise spend
ing of money. For example, a subject which has received universal con
sideration this past year is that of “ Installment Buying.”

Bankers everywhere are giving the subject close attention. Now that 
this plan of financing is being greatly abused in thousands of cases through 
the purchase of luxuries and non-essentials, it raises the question of what 
is wise spending. Thrift has always been largely a matter of systematic 
saving— but now in addition to saving, it is also a matter of wise spending.

The reckless abuse of the installment plan has caused our bankers tQ urge 
a closer attention to wise spending as a means of saving. One of the 
signs of the times points to a closer attention to the spending of income.

E d u ca tio n .

One of the most promising signs of the times is seen in the fact that our 
banks are devoting a lot o f time to the education of their customers in every
day banking. This movement is certain to serve a good purpose. A large 
majority of persons who break the rules of our banks or who' experience 
difficulty in transacting their banking business according to the banker’s 
demands, do so because either they do not know what their bank requires 
of them, or they do not know the correct way to do the things demanded of 
them. Recognizing this fact, our bankers are devoting more and more of 
their time in imparting to their customers a better understanding of what 
is good banking.

Another tendency is for banks to take a deeper interest in educating their 
employees. The whole-hearted support which our banks are giving to the 
American Institute of Banking and to the Educational Foundation is a good 
example. Never before has it been in such a strong position as it is to
day, all of which leads to the conclusion that the bank employee of the 
future is to have a greater opportunity to inform himself on the banking 
business, and also that the eustommer outside the banking business is to 
have a better opportunity to inform himself about the banking business and 
when the customer knows how, he will no longer dread going into a bank 
and transacting business as it is true in so many cases to-day. At no 
previous time in the history of banking have banking officials taken so deep 
an interest in the education of their employees as they are taking to-day.

All of which leads to the conclusion that one of the signs of the times is 
that bank employees are to have a greater opportunity for gaining a thor
ough knowledge of banking in the future than they have had to date.

The signs of the times point to a period of intensive education, not only 
behind the bank counter but in front of it as well.

B a n k in g  and th e  A m er ica n  Y o u n g s te r .

Another tendency on the part of banks is to show a higher regard for the 
part the American boy and girl play in banking. The boy or girl of the 
future is not to be regarded as a nuisance in our bank lobbies as is the case 
to-day in many banks. Bankers are pushing school savings as never before 
as a means of acquainting the American youngster not only with thrift and 
the value of money, but also as a means of acquainting him with our banks 
and with banking methods and practices. They are helping our farmer 
boys with their pig raising clubs and their corn growing clubs. Bankers 
are holding oratorical contests, essay contests and letter writing contests as 
means of interesting youngsters in banking. In fact, one of the signs of the 
times is for banks to extend a helping hand to the American youth instead 
of regarding him as too inconsequential to command their attention. In 
this country we have 4,000,000 school savings accounts, all of them chil
dren, all of them with savings deposits something like $29,000,000 and in 
most banks these young depositors are being encouraged to come to the 
banks themselves and transact the business. There are two phases to that.
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It is not only a means for greater thrift in these young lives, but it is a 
matter of information as to how to understand the banking business and 
when they grow up to young manhood and womanhood they won’t have to 
become acquainted with banking practices and they will go on from the 
school savings account into the adult account.

B e t te r  D a y s  A h ea d .

Briefly summed up, the signs of the times give assurance that banking is 
approaching a period of great improvement. Never before have there been 
so many constructive banking movements under way at one time. Not only 
are these forces constructive, but they are sound. They make for stronger 
banks—

For more efficiently operated banks.
For banks offering a wider service,
For better understanding of banking behind the counter— outside the counter. 
For closer alliance with the American youngster,
For greater thrift through wise spending.
For greater thrift through systematic saving,
For greater respect for the banking profession.
If I read the signs of the times correctly, there is every reason to believe 

that banking in the United States is on the verge of a great advance— that 
in the future our banks will be greatly strengthened and their service im

proved, as the natural result of the many constructive movements under 
way to-day.

Report of Nominating Committee— Newly Elected
Officers.

M r. A . C. Robinson: The Nominating Committee consisting of Mr. 
Howard Moran, M r. H . H. Reinhard and myself were requested to make 
the nominations for President, Vice-President and three members of the 
Executive Committee, the latter to serve to 1930. We nominate—

For President, George L. Woodward, Treasurer of the South Norwalk 
Savings Bank, South Norwalk, Connecticut.

For Vice-President, Taylor R. Durham, Vice-President of the Chatta
nooga Savings Bank and Trust Co., Chattanooga, Tennessee.

For members of the Executive Committee—
Arlan W . Converse, Vice-President and Cashier of the First Trust and 

Savings Bank, Chicago.
Henry R. Kinsey, Comptroller, Williamsburgh Savings Bank, Brooklyn, 

New York, and Louis Betz, Treasurer of the State Savings Bank, St. Paul, 
Minnesota.

tThe selections were unanimously approved.!

W e Invite Accounts -

o f  corporations, firms and individ

uals, affording them  in addition to 
every financing facility, the varied 

services o f  a banking and trust in

stitution o f  international scope.

Guaranty Trust Company o f N ew  York
NEW YORK LONDON PARIS BRUSSELS LIVERPOOL HAVRE ANTWERP

Morristown Trust Company
MORRISTOWN, N. J.

Capital $1,000,000 Surplus and Profits $1,000,000 Deposits $10,500,000

Pays Interest on Cheque and Time Accounts 
Executes Trusts Settles Estates

Safe Deposit and Storage Vaults
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PATTERSON, TEELE AND DENNIS

ACCOUNTANTS, AUDITORS 

AND TAX COUNSELLORS

1 2 0  B R O A D W A Y ,  N E W  Y O R K
1 FE D E R A L ST. C IT IZ E N S  N A T ’L. BAN K B LD G . 815-15th ST. N. W. 

BOSTON B A LT IM O R E  WASH IN G TO N , D. C.

S t o n e  & W e b s t e r  and B l o d g e t
INCORPORATED

Investment Securities

BOSTON
49 Federal Street

NEW YORK CHICAGO
120 Broadway 38 So. Dearborn Street

H a rtford P ortla n d P rov id en ce R o ch es te r S yracu se
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A N K E R S , A T T O R N E Y S  O R

E X E C U T O R S C O N F R O N T E D

W ITH  PROBLEM S R E LA T IN G  T O  TH E

M A N A G E M E N T  O F  I N D U S T R I A L

ENTERPRISES O R  THEIR A PPR A ISE 

M E N T  A R E  I N V I T E D  T O  T A K E

A D V A N T A G E  O F  T H E  U N U S U A L

FACILITIES O F THIS O R G A N IZ A T IO N

FOR SU CH  W O R K

Inquiries receive prompt attention

fo ri, ®acoit S. Davie, 3 ik . 
tnqmm

115 B R O A D W A Y , N E W  Y O R K
CHICAGO PHILADELPHIA SAN FRANCISCO NEW ORLEANS
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( j U R  world wide operations and many affiliations 
combined with 37 years of experience enables 

us to offer a service worthy of special consideration 
in any engineering and construction enterprise.

T he J. G . W hite

Engineering Corporation

43 Exchange Place New York City

Public Utility and Industrial Management

The J. G. White Management
Corporation

AN ORGANIZATION OF T R A IN ED  SPECIALISTS, SK ILLED  
IN PRODUCING H IG H EST E F F IC IE N C IE S  AND LOWEST 
COSTS, W HICH FOR YEARS HAS B E EN  SUCCESSFULLY 
MANAGING PUBLIC U T IL IT Y  PR O PER TIES.

33 Liberty Street New York
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READY cooperation and seasoned 
. judgment, based upon the experi

ence of more than sixty years, account 
in no small measure for the enduring 
relationships between this bank and its 
correspondents. The comprehensive 
service upon which these relationships 
are based is described briefly in a book
let, copy of which will be mailed gladly 
upon request.

F IR ST  NATIONAL 
BANKof CHICAGO

A ffilia ted

FIRST TRUST AND 
SAVINGS BANK

Frank O. Wetmore, Chairman Resources exceed
Melvin A. Traylor, President $ 450,000,000.00
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“ONE YEAR OLD”

A Word of Appreciation 
After One Year’s Service

On October 14, 1927 Interstate Trust Com
pany completed its first year in business. Its 
record as compared with that of other banks 
proves it to be one of the fastest growing in
stitutions in the history of banking. The actual 
figures are interesting:

October 14, 1926 September 30, 1927
(Bank call figures)

Resources $3,900,000 $32,983,588.11
Although far larger and stronger today with 
three conveniently located offices, the" Inter
state is still a bank of personal contact where 
the highest traditions of service are strictly 
maintained. We wish, at this time, to thank 
our customers, whose confidence and coopera
tion have made our growth possible.

DIRECTORS
E. N. Brown, Chairman, St. Louis 

& San Francisco Ry: and Chair
man, Chicago, Rock Island & Paci
fic  Ry.

Eugene P. Thomas, President, 
United States Steel Products Co.

De W itt M illhauser, Speyer & 
Co.

A. Curtin Fetterolf, Vice-Presi
dent, International Mercantile 

Marine Company.
John W . Doty, Chairman, The 

Foundation Co.
Samuel J. Bloomingdale, Presi

dent, Bloomingdale Bros., Inc.
George S. Silzer, President, Inter

state Trust Company
W illiam V. Griffin, President, 

Brady Security and Realty Corpo
ration

Carlton H. Palmer, President, 
E. R. Squibb & Son

Ralph W olf, Attorney, Hays, 
Hershfield & W olf

James A. Kenny, Vice-President, 
William F. Kenny Company

Herbert C. Lakin, Pres., The 
Cuba Company

Arthur P. Smith, Vice-President 
Interstate Trust Company

Albert T. Johnston, Vice-Presi
dent, The Borden Company

William J. W eller, Sec7y and 
Treas., Reid Ice Cream Corpora
tion

Arthur P. W illiams, President,
R. C. Williams & Company, Inc.

Fred A. W illiams, Vice-President, 
Cannon M ills, Inc.

Andrew W ilson, William A . Camp 
& Company

Isaac Alpern, President, Perth Am 
boy Trust Company

INTERSTATE
TRUST COMPANY

George S. Silzer, President

59 LIBERTY STREET NEW YORK
M em b er F ed era l R e se rv e  S y ste m

FRANKLIN OFFICE 
Franklin at Hudson Street

Capital and Surplus $5,000,000

BLOOMINGDALE OFFICE 
Lexington Avenue at 60th Street

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



POUNDED 1851

ESTABROOK & CO.

Investments
*and

Financial Service

24 Broad Street  

N bw  Y ork

15 State Street 

Boston

xYltembers New Yor{ and Boston Stocj( Exchanges

N e w  B e d fordP m O T ID E N C R H a r t f o r d Sf r in g fiiw .d

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




