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WHEN WILL BUSINESS IMPROVE ?

To answer this question in a satisfactory manner we must in-
quire why the business of the country is depressed. Only a short
ume ago it was bounding with prosperity, now it is sunk in the
valley of despondency. What are the causes of this sudden change?
It is not difficult to trace them. It is very generally acknowledged
that business enterprises in many directions have gone beyond the
immediate necessity for them. This is especially true of railroad
construction. Hundreds of miles have been built for which there
was no immediate need. Moreover, there has been an over-produc-
tion in all the leading departments of industry. The modern facili-
ties for production are so perfect that it is easy to produce
most things that are needed on a stupendous scale. It was main-
tained by the older political economists that over-production was
impossible. At some price or other every thing would find a
buyer and consumer. But the error of this doctrine is clearly seen
and admitted. No person needs more than a certain amount of
food or clothing. No person can comfortably eat two dinners on
the same day. If, thercfore, a second dinner is cooked for him,
either it is not eaten, or if it be, he is the worse for it. Con-
sumption therefore is limited. Production must be governed by this
limit or exceeded at an ever increasing loss.

There are persons who assert that if people were only to spend
enough, business would be as brisk as ever. They anxiously in-
quire why do people at a time like this economize? Why do they
spend less for dress, for living and in other ways? Why are they

1
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less inclined to engage in new undertakings? Why has hopeful-
ness given way to despondency? Why is there such a disinclination
to push out into the unknown but tempting realm of business ad-
venture? Is there any reason, say these inquirers, for this change
in venturing?

In reply, it may be remarked that it is of the highest importance
how every person spends his income. It is very true that all the
capital of the world is used, and that it is spent over and over
again. But it is of the highest importance how capital is spent.
If, for example, A invests $ 100,000 in the Northern Pacific Rail-
road enterprise, and no dividends are earned for many years, he
has no income from that source to spend. That sum previously
earned him an income which either he spent in further produc-
tion, or in gratifying his tastes or pleasures, or loaned it to others
who employed it in some manner. But now he has invested it in
an enterprise from which there is no return. He has nothing
therefore to spend from this source, whatever his inclination might
be to spend if he had it. Suppose instead of investing it in that
enterprise he had put it into one yielding an annual dividend of
eight per cent. In the latter case he would have an income either
to spend or to loan to others, which they would not borrow, of
course, if they did not expect to spend it.

These illustrations, therefore, show very clearly that the im-
portance of a profitable expenditure of capital can thot be over-
rated. One reason why so many fall into error on this subject is
because they regard money as the most important part of capital.
If, therefore, money is used over and over again, and is very active,
they seem to think it is a matter of small consequence how it is
-used, whether in building the Northern Pacific Railroad, or in
a paying enterprise like the Pennsylvania system. It may be that
the money is just as actively employed in building the Northern
Pacific as in building another railroad that pays a handsome profit,
and that the money consequently circulates just as rapidly in the
one case as in the other. But the reader cannot fail to see that
in the former case a certain amount of capital is locked up for an
unknown time, gone into disuse; while in the other case it is an
active agency in promoting production. Let us advance these two
illustrations one stage further. The Northern Pacific is running.
Men are busily employed all along the line. They may be paid
good wages and receive them regularly, The same conditions exist
on the Pennsylvania Railroad; but there is this marked difference
between the two enterprises which must be kept in mind. One
road yields no return to the investor, the other road does. In-
vestors in the one case have nothing to spend from their invest-
ment; in the other they have.

What has happened to our country is this: a very large amount
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of eapital has been invested in non-paying enterprises, and so these
investors are necessarily compelled to spend less and to loan less to
others than before. They can not spend or loan what they do not
have. The amount of capital invested in such enterprises since 1879
is enormous. It was inevitable, therefore, for a period of depression
to follow such an excessive locking up of capital. It is true that
every person having large means can invest a portion in enter-
prises not bringing any immediate return. What portion can be
wisely set aside for this purpose must depend on many things.
Each case must decide singly. Thousands of enterprises are under-
taken by men of ample means who do not expect an immediate
return, and the wisdom of which is justified by the final result.
If every investor should look to immediate returns, of course many
enterprises would never be attempted. Nevertheless, the fact is
equally clear, that for several years past we have been expending
too much capital in this manner. A few persons only could thus
afford to invest, many who have done so could not, and conse-
quently they are obliged to retrench. This, as we have said, was
inevitable. .

If this diagnosis be correct, those who are looking for a speedy
return of prosperity will look in vain. It can not come until enter-
prises that have been launched so recklessly begin to pay. When
they do, these investors will have more money, and, of course, will.
spend more. All efforts to galvanize business, to breathe into it an
artificial life, will prove fruitless, for the reason that there can be
no real improvement until the conditions before noted have been
met. When this time shall come no one can foretell, but not soon
we fear. Certainly no signs of improvement are seen, yet in a certain
sense the country has improved steadily. Many of the recently
launched enterprises if not paying are getting nearer to a paying
condition. Like the ending of the depression that began in 1873,
this also will pass away, noiselessly, and almost without 'observa-
tion. Those engaged in business will suddenly awake to a more
prosperous day. The previous transformation was as silent as it
was wonderful, and this is likely to occur in the same way. But
we should not look for it speedily, not until the condition of
things above described has been fulfilled. Not until the people
have a larger spending power can they spend more, whatever their
desire may be. Let us be cheered by thinking that with the
growth of population and the settling and developing of the country,
many enterprises are approaching more or less rapidly to a paying
basis; and that thus the work of recuperation is going on, although
the patient may still be unable to get out of bed.
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THE MONETARY CIRCULATION.

During the year ending May 31 last, there was a decrease of
817,039,072 in the amount of outstanding National bank notes, and
an increase of $573,733 in the amount of lawful money deposited
in the United States Treasury for the redemption of the' notes of
failed, liquidating and reducing banks. The effective reduction of
the bank-note circulation during the year was, therefore, $17,612,~
805, which is about $ 10,000,000 less than the addition made to the
total currency by the silver dollar coinage. There was substantially
no change in the amount of gold money (coin and bars), as the
"net export and consumption in the arts were just about balanced
by the yield of our domestic mines. The volume of the green-
backs is by law a fixed and stationary quantity. Taking all the
component elements of our monetary circulation together, the in-
crease during the year may be computed at $ 10,000,000, ‘which is.
clearly a less increase than is required to sustain prices in a rapidly
growing country like the United States. It is not agreed what the.
measure of the increase of money in such a country would and
must be in order to maintain prices, but if we take as the meas-
ure the expansion of population, which is the smallest measure
proposed by writers upon such subjects, the annual increase of
money in the United States should now be about $§40,000,000..
The actual increase of only $10,000,000 during the year ending
on the thirty-first of May was accompanied, as is universally rec--
‘ognized, by a distinctly marked, although not rumously great,
decline in the general range of prices.

Some persons suppose that it is always possible to maintain by
our own laws and public measures a volume of currency sufficient.
to maintain steadiness of prices, and such persons naturally turn
to the Government for monetary relief when the currency is found.
to be inadequate to sustain the activities of trade and industry..
But the truth plainly is, that so long as we maintain our money
at the metallic standard by the coin convertibility of the paper
part of it, we remit the question of the total volume of it to the
regulation of the foreign exchanges. At every given time there is
only a certain range of prices in this country which is compatible
with the equilibrium of our foreign trade, and an attempt to keep
prices above that range by paper issues large enough to stimulate
higher prices can have no other termination, and very speedily, than
a suspension of specie payments. Under the metallic standard,
therefore, we must accept the tonclusions that neither the volume
of our currency nor thé general ‘range of our grices is under our-
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own control, and that both must, in the main, follow the ebbs and
flows of the commercial world. And there can be no question
that, taking into view all the effects of the metallic standard, the
judgment of the country is substantially unanimous that it is a bet-
ter standard than anything which is likely to be substituted for it,
and that its maintenance, during this generation at least, must be
regarded as one of the fixed facts of the situation.

While it is true that prices in this country have fallen during
the past year, it is also true that they are even now at quite as
high, and perhaps higher range, relatively to foreign prices, as it
is possible to maintain. Low as our markets are, Europeans are
sending great quantities of merchandise here for sale. The balance
of trade is against us, and unless prices rise in Europe or fall here
this adverse balance will force further exportations of gold. Ap-
parently there is nothing to raise them in Europe, unless it is paper
issues, of which the only immediate possibility is the chance that
there may be an outbreak of war or of revolutions, involving some
of the great countries. That may happen any day, and, on the
other hand, it may be postponed for years.

In respect to the immediate future of the volume of our own cur-
rency, it is in the first pldce substantially certain that the coinage
of silver dollars, at the present rate of twenty-seven or twenty-eight
millions annually will go on until the meeting of a new Congress
in December, 1885, unless it is in the meantime superseded by an
accord between opposing interests and opinions upon the basis of
circulating certificates representing silver at its gold value. It is, in
the next place, certain that, in the absence of new legislation by
‘Congress, the bank-note circulation will continue to shrink, but
probably not at a rate sensibly greater than its shrinkage during the
past year. The calling of the threes is the main cause of the shrink-
age, and it is not likely that as many threes will be called during
the coming year as during the past year. There is much greater dispo-
sition among the banks than was expected last fall to supply them-
selves with other Government bonds in place of the called threes,
and this has been lately favored by the fall in the market prices of
the fours and four and a-halfs. In respect to the-volume of the
greenbacks,. no legislation affecting it will be seriously undertaken
in the present Congress. ‘In respect to our coined money, the
silver will certainly, all of it, remain at home, where it is worth
more than it is anywhere else. As to gold, it is very unlikely that
there will be any net import of it for a year or two to come, and
it may turn out that the foreign trade will continue in a course
which will cause an export of it in excess of the production of our
domestic mines.
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THE CUSTODY OF BANK RESERVES.

The law requires that the deposits in National banks shall be
protected by a twenty-five-per-cent. reserve, but recent events raise
. the question whether a much greater proportion of this reserve
should not be kept and remain unused in the vaults of the banks,
than is now required to be so kept. At present, the country banks
are permitted, as to a large part of their reserves, to keep it, not
in the form of actual cash in their own possession, but in the
form of credit balances on the books of other National banks in
the reserve cities. As the country banks can and do arrange to re-
ceive interest on such balances, while they derive no income from
cash lying unused in their vaults, they naturally hold the legally
required reserves, as little in cash and as much in such balances, as
they can consistently with the provisions of the banking acts.

In ordinary times, when things are running along smoothly, de-
positors in country banks are indifferent to the place of custody of
their reserves. But in times of alarm’ and semi-panic, they are
made uneasy by the reflection that the bulk of these reserves are
merely claims on other banks in the reserve cities, and principally
in New York City, exposed to some risk, not very great, of being
Jost by insolvency, but exposed to a very sensible risk of being
locked up for a longer or shorter time by a suspension. This con-
dition of things extends all over the country, a distrust which
might otherwise have been confined to a single point. During the
late events affecting the Marine, Second National, Metropolitan
and other banks in New York, it is doubtful whether any National
bank in the South and West escaped the suspicious enquiry
whether it was not likely to be embarrassed by the loss, or lock-
ing up of its New York funds.

The present system has also an injurious effect upon the banks
in the reserve cities, which hold large portions of the reserves of
the country banks. The system dangerously inmcreases the amount
of their demand liabilities, which, from the prevailing modes of
doing business, always tend to become too large. And of all their
demand liabilities, there are none more liable to be suddenly called
for than such liabilities to country banks, whose own credit will
always be shaken when the public mind is agitated, and which
will therefore be compelled to draw in all their resources.

It is not probable that the city banks, holding the funds of
country banks, make any considerable profit out of them. The
competition for those funds carries the rate of interest paid for
their use fully up to, and in many cases beyond what their use is
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worth. And the necessity which the city banks are under to be as
well prepared as possible to return the funds on demand, compels
them to invest much more largely than they otherwise would. in
call loans secured by stock collaterals. Any market in which such
loans are a conspicuous feature is in a position exposed to disasters.
Although it is true, that if made with prudence and care, as most
of them are, they are safe loans for the lenders and more promptly
collectable than the general mass of loans, it is at the same time
true that their collection cannot be enforced without the sacrifice
of borrowers and a breaking down of the prices of stocks.

Other causes for financial fluctuations are numerous enough and
efficient enough, without adding to them this feature of permitting
country banks to weaken themselves by changing their reserves
from real money in their own keeping into credits on the books
of city banks, which latter cannot afford to hold them in the
shape of money, but must loan them on call, or at short dates,
and on conditions unfavorable to steadiness, either in the money
market, or in general business, or in the prices of financial stocks.

In England it is admitted on all hands to be a source of dan-
ger, that the London banks and bankers keep all their reserves
in the bank of England, the small amount of cash in their own
vaults being commonly spoken of as merely “till money.” It has
thus come to pass that Great Britain has really but one central re-
serve behind all its vast financial transactions, and that is the rela-
tively small amount of cash in the Bank of England. The English
are slow to make changes, but there is an entire accord among pru-
dent and thoughtful persons in thht country, that it would be a
great gain to the safety of business and finance if the banks and
bankers of the metropolis kept more of their reserves in their own
hands.

A proposition to compel the country banks in the United States
to keep in their own vaults the whole of their legally required re-
serves would not be acceptable, and would introduce a change too
great to be made suddenly. But a proposition to compel them to
retain a considerably greater proportion of their reserves than they
now do, perhaps as much as four-fifths, may come to be regarded,
after a full discussion of the subject by bankers, as a measure so
essential to the stability of the National banking system as to in-
duce a willing sacrifice by the country banks of the not very im-
portant profit which they realize under the present system. It is
to be hoped that at the approaching session at Saratoga of the
Association of Bankers, this question will be examined and eluci-
dated by the experienced financiers who will then be brought to-
together for consultation. SENEX.
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MEN AND METHODS IN BANKING.

The recent bank failures teach one very impressive lesson, namely,
that a bank president who is chief bank manager should be engaged
in no outside interest of any considerable importance. Men should
be chosen who not only understand the details of banking, but who
regard the success of their institution as the chief end of their toil.
Of course there are many bank presidents who are such only in
name, and whose manner of service was well undestood at the time
of their election. They often have a large pecuniary interest in the
bank, and it s not expected that much of their time will be devoted
to it. But a bank manager, whatever may be his official title, is
elected with the expectation that he will devote his best energies
to the business. If in the course of his career his energy should be-
come divided, and an outside interest should absorb a considerable
portion of it, nothing is clearer than he should be asked to resign
his official connection with the bank. These men, by reason of their
official connection with the bank and their ability to control cap-
ital, are often solicited to engage in other enterprises. The conse-
quence is a division of their energies, and at last' the bank sometimes
becomes a secondary thing with them. It is used simply as a means
for aiding the other enterprise in which the bank manager has a larger
interest. Whenever a change of this kind occurs he is a dangerous
man for a bank to retain; either through neglect or misconduct
the bank may suffer. He ought to be regarded as not above all
temptations; not entirely dispossessed of the desire for money-mak-
ing. On the other hand, as all know, these managers are mortal, are
quite as fond of money and of acquiring fortunes as other persons,
and therefore when an opportunity is presented to make a fortune
outside the bank they improve it. The baneful result is before us
in the failures which have recently happened.

When it becomes apparent that a manager is thus largely engaged
in outside affairs, the directors have one very plain duty to per-
form: his resignation should be demanded at the earliest moment.
He should be made to feel at all times that while he 1s free to
engage in outside enterprises as largely as he pleases, he can not
do so and at the same time retain his official connection with the
bank. A division of energy of this kind should be regarded as
incompatible with wise and vigilant banking. Just now the news-
papers are teeming with advice and instruction to bank officers,
concerning the best ways of loaning money, but all this advice and
instruction are worth little compared with the importance of re-
quiring the highest ability and fidelity of bank managers. If they
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are faithful to their trusts they will loan the resources of their
banks as best they can, and if losses happen they will not be
blamed for them. But if persons are conducting any of our banks,
who desire to use them for promoting outside schemes, no rules how-
ever sound or founded on the largest experience, will be followed by
them. Nothing is clearer than that the best rules are set aside
by incompetent or unworthy men whenever the occasion for so
doing arises. Not better rules but better men are wanted to conduct
banking institutions. These will be had if they shall clearly un-
derstand that the management of outside affairs is incompatible
with their position as bank managers. This is the lesson which
these failures have for us, and bank directors and stockholders
should not be slow in heeding it.

TAXATION OF PERSONAL PROPERTY.

A special grand jury has recently rendered a report on the finances
of New York City. It is the outcome of an investigation concern-
ing the coupon fraud perpetrated several months ago. A fine op-
portunity was presented for investigating the evils of the sys-
tem of finance prevailing in that city, which, unfortunately; was not
improved. To have presented a remedy might have been outside
their province, but the way was clear to investigate thoroughly the
ways and methods by which the finances are conducted. A great
deal of valuable information might have been obtained by an in-
vestigation of this kind. We must wait perhaps a long time before
this is done. '

There is one point in the report worth consideration here, namely,
the taxation of personal property. The grand jury declare that the
taxation of it in this city should be abolished, for the reason that
as “the laws stand no one who-has the control of his own invest-
ments need be liable to taxation on personal estate, and the result
is that a very large proportion of the tax falls on widows, orphans
and other beneficiaries under wills and trusts prescribing investment
in bonds and mortgages, the property mortgaged also paying its full
share of taxation. The most judicious and practical policy would
appear to be to abolish wholly the taxation of personal estate of
individuals, making up the loss in part by taxation of franchises
and other privileges of corporations. Some plan should be adopted
for canceling the large amount of uncollectable arrears of personal
taxes. They are practically worthless, and to keep them on the
books as an asset is delusive.”

Though these recommendations contain nothing new, they cannot
be reiterated too often. Again and again has it been shown that
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the taxation of personal property works serious injustice. Those
who wish to evade the payment of their taxes can easily find a
way to do so. No law requiring them has ever been effectively
enforced. The widows and orphans and trustees and the more
helpless classes of the community pay, while those having larger
properties and who are the best able to bear taxation escape. Noth-
ing is easier than for those who are intent on defrauding the State
in this particular to accomplish their purpose. Although a vast
amount of personal property exists in this city, only a very small
portion is ever revealed to the assessor. This fact clearly shows
how inadequate is the present tax system to meet the case,
The grossest inequality, therefore, must be practised so long
as this system prevails. It is far worse than a tax levied on in-
comes, the chief objection to which was, that persons made false
returns to the Government. Yet no one doubts that fairer returns
were made than are received by the assessors of New York City
from the owners of personal property.

The right thing to do is to cease taxing all evidences of prop-
erty. The rule should be observed of taxing visible, actual, tan-
gible property, and not the evidences thereof. The actual property
can be seen and handled. It cannot be locked up in a safe, or
readily removed, or spirited away. If a tax, therefore, be laid on
that, it can be collected. Evasion is impossible, except by collusion
with public officials.

The grand jury say, that the loss by the abolition of the tax on
personal property can be made up by taxing franchises and other
privileges of corporations. This is a good suggestion. Corporations
are visible. The amount of their business can be ascertained. They
are subject to public supervision. If a tax be laid on them it can
be collected. Moreover, the taxation of corporations would be prac-
tically the taxation of a great proportion of the personal property
which the law now vainly endeavors to reach. Take a railroad com-
pany, for example. The stocks and bonds issued are the evidences
of the property of the company, or the rights to the same. At
present, most of the States endeavor to tax the bonds and stocks
issued, which can be easily hidden away, or transferred, or put be-
yond the reach of the taxing power. But the corporation itself
cannot be hidden so easily. In ascertaining the tax which should
be imposed, the value of the stocks and bonds issued may be
properly regarded as proof of the value of the property, and the
tax may be levied accordingly. When, therefore, it is practical to
tax the actual thing fairly and equitably, why should the State still
continue the barbarous system of taxing the evidences of that prop-
erty, which it is certain cannot be taxed fairly and equitably ?
Why should an inequitable and unjust system be continued, when
the way is clear for establishing a better one?
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EARLY NEW YORK BANKING.

The oldest banking institution in New York City commemor-
ated its hundredth anniversary on the ninth day of June. The
" directors have just published its history. The volume is interesting,
and the occasion is a fitting one to present this record to the
world. :

The bank was founded in 1784, the year after the close of the
- revolutionary war. Its constitution was framed by Alexander Hamil-
ton, the greatest name in American finance, and who was a mem-
ber of the first board of directors.

When the bank was organized, the financial condition of the
country was in a very unsatisfactory condition. The bank of North
America existed in Philadelphia, and this had played a useful
part in the financial history of the time. It had issued a paper
money, which, circulating with some difficulty in the beginning,
was afterward readily taken; nor was its value ever subsequently
doubted. The reason why its notes were taken with hesitation in
the beginning .was, because the Continental Congress and the
several States had deluged the land with a paper money that had
become worthless. The people, therefore, had reasons for distrust-
ing the first issues of the bank. Robert Morris, who projected it
(though it may in truth be said that Hamilton was the real author
of the bank) by his own personal credit and integrity, was able to
strengthen the faith of the people to such an extent that its bills
went into circulation. When the Bank of New York was estab-
lished, all doubts concerning the genuineness of the Bank of North
America issues had passed away. Hamilton and his associates, there-
fore, could confidently look forward to the success of their enter-
prise.

One of the remarkable contrasts in the history of banking is, the
value of the privilege of bank note issuing then and now. When
the Bank of New York was established, the peculiar gains of the
business were to come largely from the issue of notes. The capi-
tal invested would yield no greater interest to the stockholders than
it would if employed in other ways. The banks generally through-
out the country for many years looked to this source mainly for
their gains. As our country has increased in wealth, bank de-
posits have enormously enlarged, and the chief gains from banking
no longer come from circulating notes, but from the employment
of deposits. One would hardly have imagined a change so extra-
ordinary within a hundred years.

It is interesting to read that the newly elected officers were not
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familiar with the methods of banking, and that the cashier was em-
powered to go to Philadelphia with a letter of introduction from
Hamilton to procure the desired information from the Bank of
North America. That institution had been going long enough to
furnish some valuable “points” pertaining to the conduct of the
business.

The bank prospered from the beginning. New York at that time
was something of a town, containing over twenty thousand inhabit-
ants. It was the second city in the country, Philadelphia having
twice that number. There was Considerable opposition to the bank,
and the directors were charged with working in the interest of
the British capitalists and traders. The bank was somewhat un-
popular because it enforced the payment of its obligations when
they matured. We can hardly imagine what the people would have
thought had the bank had put over its doors the motto on the
cover of the BANKER'S MAGAZINE, the soundness of which no
banker ever questions. But it was then declared that the bank
had destroyed private credit, and also the confidence, forbearance
and compassion, formerly shown by creditors to their debtors.
Some of the critics of the day greatly feared that these institutions
would multiply, after the profits they earned were well known,
unless their number was restricted by law. “We may not alone
have one in every State.” said they, “but also in every county of
the different States.” This prophesy, bold as it seemed to be, was
not half bold enough. ’

Having been established, of course, it sought to keep rivals out
of the field. This was natural. The stockholders had a good thing,
and they wished to retain it. Not long before, the citizens of
Philadelphia, having learned that the Bank of North America was a
profitable enterprise, sought to establish a rival institution. The
controversy in that State was very bitter. The directors of the old
concern were stoutly opposed to the new scheme, and prophesied
direful consequences if two banks attempted to transact business in
Philadelphia in opposition to each other. “Two shops to go to”
was the phrase of the day. The excitement ran high. The as-
~ sembly of Pennsylvania “was plagued with long arguments on both
sides,” but “all at once the thing was hushed up and accommo-
dated.” The directors of the bank consented to increase the
capital {from § 400,000 to $2,000,000, and to permit the prejectors
of the new enterprise to become stockholders in the other, That
was the way in which opposition to the Bank of North America
was silenced.

Hamilton viewed, with considerable alarm, the movement for es-
tablishing a rival bank in his own city. In a letter he says:

“1 have learned with infinite pain the circumstance of a new
bank having started up in your city. Its effects cannot but be in
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every way pernicious. These extravagant sallies of speculation do
injury to the Government and to the whole system of public credit
by disgusting all sober citizens and giving a wild air to everything.
*Tis impossible but that three great banks in one city must raise suc
a mass of artificial credit as must endanger every one of them and
do harm in every view. I sincerely hope that the Bank of New
York will histen to no coalition with this newly engendered monster;
a better alliance, I am strongly persuaded, will be brought about for
it, and the joint force of two solid institutions (the Bank of New
York and the branch of the Bank of the United States) will without
effort or violence remove the excrescence which has just appeared,
and which I consider as a dangerous tumor in your political and
commercial economy.”

How "the rival bank was started is familiar history. It was the
work of Aaron Burr. In the summer of 1798, when the yellow fever
previiled, he sought to impress on the people the necessity of im-
proving their sanitary arrangements. More water especially was
needed. A petition was presented to the legislature asking for a
charter to authorize a company to introduce pure water into the
City of New York. The capital was $2,000,000. As this sum might
not be entirely required for the purpose indicated, a very innocent
clause was inserted, that *“the surplus capital might be employed
in the purchase of public or others stocks, or in any other monied
transactions not inconsistent with the laws and constitutional with
the State of New York.” It was called the Manhattan Company..
The charter was granted, without the slightest suspicion on the
part of the majority who voted for it, that the clause quoted
granted banking privileges. It was not the first time that legislators
have been deceived, and from all that can be learned the day of
deception is not entirely over. The mouse was soon discovered,
however, for the company gave notice in the autumn of the year
in which the charter was granted that banking operations would
begin, a capital of 500,000 having been subscribed. The Directors
of the New York Bank, enraged at the conduct of their rival, deter-
mined at first to receive no notes issued by the Manhattan Com-
pany, but afterward their feelings cooled and a different policy
prevailed. )

There is another interesting event in the history of the bank
worth mentioning, its course with respect to receiving the depreci-
ated paper money issued by the State in 1786. The people had had
enough of paper issues, and were unwilling to*take any more. But
that issued by the State was circulated to a considerable extent,
and the bank was obliged to act in some way with regard to it.
“The directors decided to open accounts and make discounts and
payments in this currency, distinct from those in specie or the
bills of the bank. This was continued for several years, and to
facilitate the arrangement discounts were done in paper on Tues-
days and in specie on Thursdays.” .
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The freedom with which banks may now be .established in every
part of the country is one of the marks of our progress. A great
deal is said concerning the growth of monopolies and of their
power, but after all may we not believe that wealth is more gener-
ally diffused than it was a hundred years ago; that a high order
of business ability is more general; that business is conducted with
less secrecy than in the olden time; that the telegraph, the steam-
car, the steamboat and other agencies place men more nearly on the
same level in gaining a livelihood and in keeping even in the race;
that the newspaper, notwithstanding its evil-working, does much to
expose evil doings, by visiting men with a punishment more severe
than that which can be inflicted by any court, and consequently
that society has made very solid gains since Hamilton’s day.

The Bank of New York has never passed its dividend since 1837,
when it was obliged to do so by law. During the one hundred
years of its existence, 910} per cent. has been paid to its stock-
holders. This certainly is a splendid pecuniary outcome of the
enterprise. The ownership of the stock is, peculiarly interesting.
The rumber of shares is 20,000, owned as follows:

235 WOMICN. o tvvvvvnenreesnnnerosessnssnsnasssnsasnsns own 6,549 shares.
204 MeN.....vivieeeiannrrenncnrosnnsanns eeeeentsaens . 9,045
50 trUSLEeS......iotiiiiiiiiiniineinnsnentacaans aee .
12 charitable associations 36 .

567 stockholders.........cooviiiiiiiiiiiiiiiinannaennns # 20,000 #

The author of the work we are noticing, Mr. Domett, closes with
the following remarks, which are as true as they are appropriate.
“Those who are now or who have been associated with it may take
a just pride in the position it has maintained through the changes
of a century. It has survived the trials that have proved too
severe for many other corporations, while the city whose name it
bears has risen from a position of secondary importance to the
rank of the chief city of the United States. And it can justly be
said that of all the institutions of this kind that have grown up with
it, none has more faithfully discharged its duty to the public, to
the Government, and to its stockholders, than the Bank of New
York.”

COTTON SPINDLES IN THE UNITED STATES.—The total increase of
cotton spindles in this country during the past year was 660,000,
making the present aggregate 12,660,000 spindles, of which 11,375,-
ooo are in the North, and 680,000 in the South. The increase in
the past three years has been 1,125,000 spindles, of which 1,035,000
has been in the North, and 250,000 in the South. The increase of
spindles would not have been beyond the increased demand of the
country had it not been for two facts: first, that the short crop of
1881 crippled the purchasing power of the people and diminished
their consumption; and second, that the over production in Europe
caused large quantities of goods to be forced into our own and
other markets at very low prices.—Lewsston Journal.
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THE PUBLIC FINANCES.

The surplus revenue of the United States, or, what is the same
thing, the decrease in the net debt, was $4,763,241 in May, and
891,823,714 during the eleven months ending with May. For the
fiscal year ending June 30 it may be estimated in round numbers
at $100,000,000, which happens to be the precise amount of the
reduction of taxes upon which a great many persons are vehemently
insisting. Such a reduction would, f course, amount to the abso-
lute stoppage of the liquidation of the public debt, including the
abandonment of the sinking fund. If the partisans of the repeal
of the taxes on whiskey, tobacco and beer could have their way,
the present debt would not only be indefinitely perpetuated, after
the European fashion, but would be increased at something likesthe
rate of $20,000,000 annually.

The following table shows the receipts and expenditures during
the eleven months ending with May, 1884, as compared with the
eleven months ending with May, 1883:

Releipts from 1884. 1883,
ful:to?s ................ $ 180,806,145 P $ 192,032,366
nland revenue.......... 111,900,337 ceee 133,710,993
Miscellaneous........... 2 : ,:1%4 . £,728.054
Total..........cu..s $ 321,234,646 eee $ 363,371,413

Expenditures. 1884. 1883:
Ordinary . .o $125,196,308 C eees $ 129,265,478
Pensions. e 52,774,149 eee. 65,c45,735
Interest ................. 51,727,833 vees 56,335,977
Total........cccoues $ 229,698,290 veee $ 250,647, 190

On this comparison the surplus for the eleven months ending
with last May is 891,536,356, which is less by $21,187,867 than it
was during the eleven months ending with May, 1883. The falling
off in receipts is slightly more than forty-two millions, but the ex-
penditures have fallen off about twenty-one millions, the falling off
in the pension payments alone being rather more than twelve
millions.

As to the fiscal year beginning July 1, 1884, it is probable that
the internal revenue will be as large as during the preceding year,
inasmuch as the extra monthly receipts from the whiskey com-
pelled to be taken out of bond will continue until about March 1,
1885. The customs revenue will certainly fall off, and may fall off
largely. The importations have been in excess of exportations
since the end of February, and things cannot continue in that
course a great while. The normal condition of our foreign mer-
chandise trade requires a balance in our favor to meet the drain
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of interest on what we owe abroad and to supply the heavy ex-
penditures of American travelers in Europe. As the present ad-
verse balance is not likely to be changed by an increase of ex-
ports, inasmuch as the foreign demand for our agricultural staples
is languid and at low prices, the balance must be changed by re-
ducing imports, and that means a decline in the tariff revenue.
It is impossible to keep up an adverse balance for any length of
time on the basis of exporting gold, and improbable that it can
be done on the basis of exporting securities or railroad stocks.
Europeans do not want such stocks, and as to sqund American se-
curities, they will not go abroad, because the market for them is
now, and always will be hereafter, higher at home than anywhere
else. Assuming that duties remain the same, it seems to us as cer-
tain as anything future can be, that the tariff revenue will steadily
dwindle for several years to come. Domestic production tends
more and more to keep foreign products out of our markets
Whether that is liked or disliked, it must be recognized as a fixed
fact.

During "the fiscal year beginning with the present month the ag-
gregate expenditure must be greater than during the fiscal year just
closed. There will be a reduction in the interest of the public
debt, but that will be small. The pension payments will certainly
be larger under the legislation, past and prospective, of the present
Congress, and they may be a good deal larger. The ordinary ex-
penditures are more likely to increase than to diminish. There is
pretty clearly a tendency to embark in what is called the policy of
building a new navy, in which any number of millions of dollars
can be easily and quickly thrown away, with nothing to show for
them but a few ironclads, which will be useless in a very short
time by being superseded by new and improved models. But,
unwise as it is, the clamor for a new navy is a very strong one,
and we must reckon with it as one of the facts of the situation.

Of extraordinary expenditures there are several in prospect. One
of them is $10,000,000 for the Alabama claims, .and another is an
annual outlay of something like that amount for education, under
the policy already sanctioned by the Senate in the passage of Mr.
Blair’s bill by a decisive majority, and which in some form is un-
derstood to be sure of a passage by the House.

The truth really is, that if tariff and internal taxes remain as they
are now, it will not be an easy matter to pay off before 1891 the
$ 225,000,000 of uncalled threes which are subject to call. Perhaps
a third of that may be paid off during the fiscal year which has
just begun, but after that the process of payment will be a very
slow one. The tariff revenue will have then sunk to a low point,
and the internal revenue will no longer be kept up by extra pay-
ments of whiskey taxes. '
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But there is no guarantee that the revenues will not be cut
down by legislation. It is reported from Washington that a ma-
jority of the House is ready to vote any day for the total repeal
of the tobacco tax, and of the taxes on fruit brandy and on whis-
key used in the arts, and that action of that kind has only been
staved off so far by parliamentary rules and obstacles. But it must
be concluded that the majority will finally have its way. Those
who suppose that such legislation: would be arrested in the Senate
reckon without their host. The President would be prompt to ap-
prove it, having already recommended it.

The available cash balance at the end of May, in the Treasury,
was $147,817,660, which is about nine millions in excess of what
the present Secretary and his predecessors have treated as the
proper balance to be kept as the forty-per-cent. reserve for the re-
demption of the greenbacks. Of the two calls for bonds of $10,-
000,000 each, maturing on the 20th and 3oth of June, the payment
of two millions had been anticipated during May, leaving $ 18,000,-
000 to be provided for. With the nine millions of surplus balance
on hand, and the surplus balance expected to accrue during June,
the Treasury is manifestly in a good condition to take care of the
called bonds.

FINANCIAL FACTS AND OPINIONS.

The estimates of the production of the precious metals in the
United States during the calendar year 1883, as now completed and
published by the Director of the Mint, show a yield of $ 30,000,000
of gold and § 46,200,000 of silver, being a decline of $2,500,000 in
gold and $600,000 in silver as compared with 1882. Of the de-
cline in gold, four-fifths, or $2,000,000, was in California, and was
mainly the result of the decisions of the courts in the suits
brought against the¢ hydraulic mining companies by the farmers
whose lands were injured by the great amount of earth washed
into the streams. Where the profits of hydraulic companies are
large enough to admit of it, it may be anticipated that they will
make compromises with the farming interest so as to continue
their operations. The aggregate gold and silver production of Colo-
rado is $21,470,000, being larger than that of any other State, and
showing an increase, as compared with 1882, of $1,500,000 equally
divided between the two metals. The next largest production of
silver was $6,000,000 in Montana. Following next to Montana in
the yield of silver are Utah, Nevada and Arizona, each of them
producing upwards of $5,000,000. The gold production of Alaska

was $300,000 in 1883, and now .promises to become much more
2
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considerable. In the estimates of the silver production the silver is.
computed at the coining rate at our Mints. Its gold value
would be about fifteen per cent. less; and as it is only that value
which the miners receive, the value of the silver production is not
$ 46,200,000, but $39,270,000.

The Director of the Mint prints tables showing a fall in the prices
in 1883 in this country of the leading commodities, compared with
the prices of 1882. The same fact of declining prices is shown in
all accounts received from Europe, and it is beyond doubt the
most conspicuous and important fact in the situation throughout
the commercial world. As there is no agreement as to the cause or
causes of the fact, there is and can be none as to how long the
decline in prices will continue, or to what extent it will go.

The Director of the Mint has continued and extended his valu-
able and well-directed investigations of the amount of gold and sil--
ver annually consumed in the arts in this country, and finds it to
have been during 1883 rather more than § 19,000,000, of which rather
more than § 14,000,000 was gold. This is § 2,000,000 more of gold
consumption than he has ever before reported, and means about
$13,000000 of new gold used in the arts, after deducting § 1,000,000
of old jewelry and plate re-worked. If this is correct, only $17,-
000,000 of the § 30,000,000 of gold produced in 1883 would be left
for monetary use. The use of silver in the arts in 1883 does not
seem to have increased. No such careful and extensive enquiry
into the amount of gold and silver going into the arts has been
made in any country as Judge Burchard has made in the United
States, and in many countries the estimates are nothing more than
random guesses. And yet it is difficult to think of any branch of
statistics which is of more importance and interest to mankind.

Lake freights are lower than ever before known, and grain is
carried from Chicago to Buffalo, and thence by canal to New York
City, at five cents per bushel for corn and five and three-eighth
cents for wheat, or rather less than ten cents per 100 pounds, which,
it is supposed, will keep railroad grain freights from Chicago to New
York down to fifteen cents per 100 pounds.

From May 3 to June 14, which dates include and cover the
period of alarm and semi-panic which followed the Grant, Ward &
Co. collapse, and the bank failures connected with it, the New York
Clearing-house banks contracted their loans $ 47,107,600, and lost.
$ 52,103,700 of their deposits.

The practice of call loans which exists on a great scale in this
city, as between individuals, and as between banks and individuals,
clearly tends to intensify the mischiefs arising from sudden pinches
in the money market and from the frequent recurrence of periods of
depression and distrust. The practice is too firmly established to
be broken up, but it may possibly be checked and discouraged by
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calling attention to the dangers which accompany it. What recom-
mends it to borrowers is the fact, that they can obtain call loans
at cheaper rates than time loans. The advantage of that is direct,
obvious and immediate. The loan may be called at an inconve-
nient time, and the securities which protect the loan may be
thrown on a ruinously depressed market, but that is a contingency
only and may never occur, and the apprehension of it exerts very
little restraining power.

In the case of banks, it is an unavoidable part of their regular
business to take the risks of being debtors subject to call, by re-
ceiving deposits which are subject to be checked out at the will
of the depositors. In ordinary times, no harm results from it; but
in extraordinary times, such as occurred in May, when the credit
of the most carefully managed institutions was liable to be destroyed
by false rumors, it exposed the banks of this city to dangers which
they were obliged to ward off by a plan of holding the resources
of all the banks in readiness to protect any particular bank which
might be assailed. Nobody will propose that the practice of re-
ceiving demand deposits, which is an essential part of modern
banking, should be given up, but the practice of increasing the
amount of such deposits, by allowing interest on them, is not jus-
tified by any necessity, and is full of dangers. In England, where
the latter practice prevails much more than it does here, it is re-
garded by thoughtful persons as one of the most efficient of the
causes of the monetary crises for which that country is distin-
guished. Among the National banks in the United States, the al-
lowance of interest on demand deposits is not extensive, and
is confined to exceptional cases, but the peculiar relations and
duties of those institutions to the business, and especially to the
currency of the country, seem to render it desirable that the
practice of allowing such interest should be discontinued entirely.

The Financial Chronicle publishes a table of the gross earnings
of fifty-five of the principal railroads in this country, in May,
showing an increase of 3.15 per cent, as compared with May, 1883.
The mileage of these roads had increased during the year from
38,784 to 42,568 miles, or 9.75 per cent. The decrease of earnings
per mile is probably attributable more to a reduction of rates than
to a reduction of businsss. '

In the foreign trade of the country (exclusive of coin and bullion)
there was an adverse balance in March of §5,052,306, and in April
of $4,278,968, making a total of $9,321,304. But the exports of
gold in April was about $18,000,000, and taking the two months
together and including the movement of both gold and silver, the
balance in favor of the country was about $20,000,000. This would
indicate that there was no buying abroad of American stocks and
securities in excess of the amount sold back to us by foreigners.
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A city commercial journal of June 14, which reports the distribu-
tion of general merchandise in all parts of the country to be pro-
ceeding languidly, and at prices not only very low, but still falling,
finds consolation in the following view of the immediate future:

It is now evident, that from August 1 on to the close of the
year, owing to delayed trade, a heavy business will be transacted
which will stimulate prices.

Low as prices are now in this country, they are higher than they
are abroad, as is shown by the excess of our imports over our ex-
ports. If there is such a stimulatlon of prices here as our con-
temporary considers to be near at hand, the result must be such a
still greater increase of imports as will carry off our gold by the
millions. There is no escape from that, unless prices rise abroad,
of which there is no sign. It is hardly correct to say that trade
has been “delayed,” in the sense of being voluntarily postponed.
It has been shrunken by the diminishing means of the great agri-
cultural regions to make purchases, in consequence of the fall in
the prices of the products they sell. Merchants who import largely,
and manufacturers who produce largely in the expectation of brisk
and higher markets in the autumn, are destined, we fear, to a great
disappointment. Instead of encouraging great expectations, the
aspects of the times enjoin the utmost caution and prudence.

On the twenty-eighth of May the city of Baltimore sold $ 95,000 of
fours, payable in 1920 at premiums ranging from ten to twelve and
nine-sixteenths, and $ 200,000 of 3.65s. payable in 1900 at premiums
ranging from one-half to one and twenty-three one-hundredths.
These are low borrowing rates as compared with those to which we
have been heretofore accustomed in this country, but nevertheless
we think that even in this Baltimore case it is the purchasers who
have the best end of the bargain. We doubt if that, or any other
American municipality is engaged in any business, from the profits
of which it can pay three and a-half or even three per cent. inter-
est, -
Some months ago the Canadian tolls on grain passing through the
Welland Canal were reduced from twenty cents to ten cents per
ton, and with the further provision that grain which had paid Wel-
land Canal tolls might pass toll free through the St. Lawrence Canals.
In the early part of last month the toll of fifteen cents per ton
upon grain passing through the last-named canals was reduced one
half, and it is also stated that the Canadian transportation and ele-
vator companies have also reduced their charges. With the competi-
tion, certain to continue, between the Erie Canal and the St. Law-
rence routes to the ocean, the grain growers of Manitoba and of our
own West have good prospects of moving their crops to Europe at
rates really below the cost of moving them, inasmuch as the use of
the necessary canals is likely to be substantially gratuitous. The
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ocean freights on grain to Europe are now principally paid by the
immigrants from Europe to America. The human freight on the’
great steamships coming here from Europe pays for the voyage
both ways, and grain is carried back by them for next to nothing,
and in some cases for absolutely nothing. Under all the circum-
stances, rapid work will be made in wearing out the natural fer-
tility of the soil of the interior of the American continent, and
making a free gift of it to European consumers of American wheat
and corn. No country ever did or will become rich by shipping
bread to foreigners. The great aim of American statesmanship
should be such a diversification of industries as will provide con-
sumers at home for all the food which we produce.

At the closé of business, June 7, the bonds held by the United
States Treasury as the basis of bank circulation amounted to a
total of § 336,123,150, and 'consisted of $§3,498,000 of currency sixes,
$45,087,000 of four and a-halfs, $110,188,200 of fours, and $177,-
349,950 of threes. The bank notes issued upon these threes amount
to $159,614,955, which will be withdrawn when the threes are all
called, except so far as the banks may substitute higher interest
bonds in their place. The contraction of the currency would in
that case be $151,634,208, after deducting the five per cent. in cash
which the banks are obliged to deposit in the United States Treas-
ury for the redemption of their circulation. To what extent the
banks will substitute other bonds for called threes will depend upon
many circumstances, but chiefly upon the future prices of the higher
interest bonds. During the week ending June 7 the amount of
bonds deposited for circulation, $1,300,000, was exactly the same as
the amount withdrawn, so that nothing happened except the sub-
stitution of one class of bonds for another. While it is certain
that the volume of bank-note circulation will diminish, unless there
is some legislation to prevent it, it is not probable that the rate
of diminution will be rapid enough to bring on the “financial cy-
clone” which some persons fear from it.

On the fifth of June, Rahway (New Jersey ) agreed upon a basis of-
compromise in respect to the payment of §2,000,000 of bonds is-
sued for improvement purposes, which, in its own opinion, and as
it would seem in the opinion of its creditors, it is not able to pay
in full. The basis of the compromise is thirty-five per cent. pay-
able in forty-year bonds, with interest at two per cent. for the first
two years, three per cent. for the third year, and four per cent. for
the remainder of the term.

The India Government offered for bids in the London market,
May 16, Indian three per cents., payable in London and in sterling
money, and optionally redeemable in sixty-four years, at a minimum
price of ninety-three and a-half. The bids amounted to £ 3,127,800,
and the average price obtained was ninety-four and a-fifth. A few
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bids as high as ninety-seven were made. The lowest rate India se-
curity ever before sold was a three-and-a-half stock.

The statement that a recent number of the London 7imes con-
tained four pages of advertisements of real estate for sale in Great
Britain calls attention to the depressed condition of the landed
interest in that country. The depression is so extreme as in
numerous cases to bring about a revolution in the ownership of
properties. The first charges of mortgages and family annuities eat
up all the income, and junior titles go to the wall. It is impos-
sible to maintain the old British scale of rents for lands made use
to produce food, in the face of the extension of agriculture in
other countries where lands are at nominal prices, and of the low
rates to which ocean freights have fallen.

The London Ecomomist of May 31 says :

“Prices are lower than they were in 1883 or 1882; and, owing
to the fall in prices, it takes a smaller amount of money to do
a given amount of work.”

The story of the wreckmg of the Glasgow Bank, and of the ruin
inflicted upon its stockholders whose liability was unlimited, is one
of the most melancholy things in financial history. We have be-
fore us a report of the administration for five years of the fund
raised by Scottish sympathy for the relief of the stockholders. This
fund was a large one in itself, $1,937,775, but could only afford a
meager relief in comparison with the demands made upon .it. The
applicants for appropriations out of the fund numbered 984. They
were the owners of $2,766,000 of the stock of the bank at the
time of the failure, which was salable in the market just before that
event for $6,585,420. - In addition to that loss they were obliged
to contribute and did contribute the enormous sum of $15,999,-
845 to pay the debts of the bank, with all the sacrifice of property
which the raising of such a sum in cash involved. About one-third
of the relief fund remains unexpended, being reserved for the sup-
port of the old age of the sufferers, many of whom are women.
The creditors of the bank have received their pay in full.

The returns of the Bank of England, May 28, show $15,552,016
of reserves to $34,452,303 of public arid private deposits, and had
not varied much from that proportion during several preceding
months.

Baring Brothers & Co. offered in London, June 13, at a minimum
of ninety-one, the New Canadian three-and-a-half-per-cent. loan of
five millions sterling. It was all taken, some of it by French buyers.

On the twenty-third of May, the metallic reserve of the Imperial
Bank of Austro-Hungary consisted of $61,745,000 in silver, and
$ 30,125,000 in gold.
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THE DEVELOPMENT OF ITALIAN FINANCE.*

In the second half of our century Italy seems destined to be a
most interesting field of observation and study for economists as
well as for statesmen. To statesmen it has offered the spectacle of
a strong and lasting revival upon a territory where several forms of
civilization have already been developed, of which the last two, the
Roman civilization and the civilization of the middle ages, have
had considerable influence on other nations; it has consequently
proved that civilizations may succeed one another upon the same
soil without exhausting it. At the same time, Italy has given a fine
example of great political wisdom, of serious mastery of itself in
accomplishing a clearly-defined political purpose, followed up through
obstacles of every sort. This purpose was and is the formation and
preservation of one and the same nationality from the Alps to the
Gulfs of Taranto and Santa Eufemia. To this purpose Italy has
sacrificed its traditions, ideas, and republican inclinations. It has
shown the same good sense as did the Dutch of the seventeenth
century, who gave up the republican form in order to save their
natiornality.

Italy gives to the economists of the present instruction of equal im-
portance. Italy is one of the European countries, whose population in-
«creases most rapidly. From 1800 to 1880 this increase was 14,000,000
souls. Emigration from Italy consequently became necessary to a con-
siderable extent, reaching 136,000 souls in 1881, and 1,350,000 from
1870 to 1881. If this current continues, it will change completely the
influence of Italy in Europe; it will transfer to Italy the preponder-
ance in the Mediterranean basin; it will allow the establishment of
Italian colonies, rivaling those of the Anglo-Saxon or Germanic
race; it has already refuted the axiom of the decadence of the
Latin races. This extraordinary increase of population, more rapid
than Italy’s economic transformation, has been on the whole a
cause of embarrassment and suffering to Italy. To this cause must
be attributed the contradiction between the most authentic accounts
-of the situation of Italy, for example, M. Emile de Laveleye’s interest-
ing letters, and the curious facts adduced by M. Luzzatti before the
International Congress of Provident Institutions in 1883. The in-
crease of population has been especially great in the country, and
has resulted in modifying the agricultural system of Italy, as is
shown by the agrarian investigation of 1877. Old agricultural cus-
toms, the wqrking of the paternal estate in common, the reserva-
tion of lands for the community, the keeping of children around

® Adapted from the French of E. Fournler de Flaex in the Journal des Ecomomistes.
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the head of the family, all these things have become more diffi-
cult, while the weight of the taxes has been so heavy on the small
landowner, or farmer, that many small pieces of land have had to
be given up to the State, and‘ owners of lamd have been compelled
to lease their land again for half its produce, combining several too
small farms into one on the metayer system. Small farming suffers
the most, and seems about to disappear from Italy, the ancient home
where it was so eloquently defended sixty years ago by Sismondi
in his best work. This is because, in respect to production, Italy
has not accomplished early nor quickly enough the evolution nec-
essary to every developing nation, the transformation from the agri-
cultural into the industrial state, an evolution that is finished in
England, but is still going on under our eyes in France and Ger-
many. The present and merely temporary inferiority of Italy is due
chiefly to this cause. The political revival has been accompanied by
an economic revival, which is not to be wondered at. Italy is one
of the countries where economic sciences have made the most prog-
ress in the last two centuries; this progress must bear fruit sooner
or later. Political economy, theoretically, or as an applied science,
is suited to Italian sagacity. Hence remarkable practical progress,
attested by many works, and consolidated by lasting institutions,
which have made of all Italy a vast field of economic and social
experiments of high interest. This progress and its deeper causes
have brought the different classes of Italian society nearer together;
a sort of harmonizing influence has been at work, which does great
honor to Italy, and is a good sign for the different European na-
tions, especially for those of the Latin race, some of them belong-
ing to the same current -of civilization.

This situation can excite but one regret in Frenchmen, to whom
it is partly due, that Italians have, with only a few honorable ex-
ceptions, shown such an intermittent gratitude for the service France
did them -at her own expense. No doubt this revival does not
proceed entirely from the constitution of the Italian nationality,
conquered at Montebello, Magenta, and Solferino, but the existence
of the nation has concentrated all efforts and secured everything.
To make and complete Italian nationality France had to compro-
mise the foundations upon which Henry II., Richelieu, and Louis
XIV. raised the French nationality.

Nevertheless, the economists of France are intently following
Italy’s political and economic development; after witnessing the
assistance rendered by France, they notice without regret that the
assistance has been efficacious, and that Italy has known how to
profit by it. Not alone to the soldiers of France does Italy owe
some sort of gratitude, but to her economists as well, since M.
Luzzatti declares: “Your economists have been our masters, we
have been faithful to their doctrines.” There may have been a cer-
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tain malicious satisfaction in this confession, for France is far from
showing the same wisdom and progress as Italy. Thanks to ex-
ceptional resources, she has made head with surprising promptness
against reverses, that would probably have overwheimed Italy; but
her present condition is not what her resources would have attained,
if they had been used with Italian prudence. )

The abolition of the forced currency was an operation that passed
almost without notice in France, but it is not so in Italy. This
difference is because Italy, despite her rich soil and growing popu-
lation, does not have at her disposal the same resources as France;
the abundant resources of France have often led to improvidence.
Limited resources have made Italy prudent. To gain some idea of
the economic movement of Italy within twenty years, of the econ-
omic revival that I have noted, a collection of very appropriate
facts is afforded by the study of the establishment of the forced
currency in Italy, of its results, and of its abolition.

ITALY FROM 1859 TO 1866—ITALIAN UNITY.

Though the forced currency was only introduced into Italy in
1866, we must go back to 1859 in order to compare effectively
Italy before and after the forced currency, for, in reality, the forced
currency resulted quite as much from the events of 1859, as from
the war of 1866. In 1859, on the eve of the first revolutionary
acts that were to reconstitute, after many centuries of disunion, the
unity and nationality of Italy, this was the situation of Italy: good
financial condition, excepting Piedmont; bad economic condition,
excepting Piedmont. The credit of the different Italian Govern-
ments was excellent. They were autocratic governments, anxious for
a long life, but economical and paternal. They looked well after
their finances, were in good odor with the great bankers, but
troubled themselves very little about the growth of ideas, about the
changes made by time in men and things. Under their administra-
tion, Italy’s agricultural population was very flourishing, but noth-
ing was done to make way for the industrial evolution that was
changing all Europe. Thus in 1859 Italy had but 1,472 kilometers
of railroads. Exclusive of Lombardy, the imports and exports
amounted, however, to 1,250 millions, thanks to the sale of silks.
Besides commerce, agriculture was the principal factor of the na-
tional wealth. The resources of agricultural states are always lim-
ited. With the exception of Piedmont, whose people and govern-
ment were following far-reaching views, the governments merely
attempted to balance their budgets by moderating their expenses.
The ordinary budgets of Piedmont, Tuscany, the Duchies of Parma
and Modena, the Papal States, and the kingdom of the Two Sici-
lies, in 1857 did not exceed in receipts 500 millions; the total of
their public debts amounted to 112 millions in interest.
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But Italy was behind other nations in railroads, telegraphs, roads
and other methods of communication. Since 1859 the revenue from
railroads, posts, and telegraphs, has at least tripled. Italy was
in nearly the same economic condition as France before 1848.

The events between 1859 and 1866 upset the political situation,
and caused some profound changes in the economic situation.
Revolutions always use up much capital, not only in the destruc-
tions they occasion, but also in the changes they bring about. The
new government, replacing successively the others, was desirous of
making itself welcome in a country where local spirit will always
have the popular preference from the very nature of things. More-
over, the revolution was not merely in favor of a dynasty; the dy-
nasty was but a means, an instrument; political and economic ideas
and needs had to be satisfied. Hence enormous expenditures and
oppressive taxes. The expenditures afford benefit, but slowly, but
the increased taxation is felt by the people all the more, because,
even if revolutions do sometimes fulfill the hopes raised, they al-
ways empty purses. In 1859 the total of the debts of the Italian
States amounted to 112 millions of interest. From. 1866 it ran up
to 245 millions of interest, and it is now 433 millions of interest
on consols, besides ninety millions of other interest and annual
charges. The budgets rose from 500 to 700 millions of ordinary
revenues, but this increase gives no idea of that of the expenditures.
From 1861 to 1865 the deficit amounted to 2.039 millions; in 1866
it reached 721 millions; it only came to an end in 1874. It lasted
consequently fifteen years, and during these fifteen years it repre-
sented a total of 3,900 millions. Thus, the deficit of fifteen years
of the new government equaled the revenue of the old budget for
eight years. The revenue of 1883 is over three times greater than
was that of 1857. To endure these burdens Italy was obliged
to have recourse not only to the forced currency but also to paper
money.

ITALY FROM 1866_ TO 1882—THE DEFICIT AND FORCED CURRENCY.

In 1866 Italy resorted to the forced currency of its bank notes,
and put into circulation, as well,’ a State paper money, having also
forced currency. The new Government could not have supplied its
necessities with loans, which, being placed upon foreign markets,
and almost exclusively at Paris, were necessarily limited, nor with
the forced currency of the notes of the six banks authorized to
issue them. December 31, 1866, eight months after the establish-
ment of the forced currency and of paper money, the notes issued
by the State represented 496 millions, while the bank circulation
did not quite reach 246 millions; December, 31, 1879, the State had
put in circulation 940 millions of its notes, but the circulation of
the banks amounted to only 732 millions.
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In 1848 and 1870 France had the forced currency of its bank
circulation, but did not resort to paper money—that is, to the di-
rect issue of notes by the State. Certainly this is one of the chief
reasons that the abolition of the forced currency took place with-
out embarrassment in 1850 and 1878 in France, while in Italy the
operation has been complicated and delicate.

The forced currency and paper money have rendered Italy great
services, but their services are always dearly paid for. Thus it was in
the American Revolution and the Rebellion of the United States, in
spite of a scrupulously faithful liquidation. In England this liquidation,
after twenty-two years of the forced currency, long weighed heavily
upon the economic condition of the country. The assignats of
France resulted in complete bankruptcy, notwithstanding the mil-
liard furnished by the property of the clergy and the emigrants.
When the forced currency is but a temporary expedient for the
circulation, designed to prevent momentary embarrassments, to take
the place of the precious metals drained away, to aid the banks
in their immediate obligation to redeem their notes with specie,
which was the case in France in 1848 and 1870, the traces it leaves
in the economic condition are of slight duration, the services it
renders are even superior to the price paid for them. Thus, the
depreciation of two to three per cent. to which the notes of the
Bank of France were subjected during part of the time of the
forced currency, was a very slight burden for the period; but when
the forced currency of the bank notes coincides with the issue of
paper money by the State, the affair is very different. Then the
idea is not simply to provide for the real necessities of the circu-
lation, but to procure capital, resources, by increasing this circula-
tion; it is, therefore, an anticipation of the future, a forced loan
in disguise. The question then comes up whether this loan will
be redeemed, and when, and how. The State notes in circulation
are just like debts with a known debtor but no definite creditor.
The uncertainty of redemption and the uncertainty about the
creditor make a risk; the depreciation corresponds to this risk, and
becomes greater the more notes are put in circulation, and the
more uncertain are the resources to meet them; hence, the depre-
ciation varies incessantly.. The necessities of the State may increase
more rapidly than its resources, which was preeisely what happened
in Italy, where, from 1866 to 1870, the State notes rose from 250
millions to 445, while the banks increased their circulation from
247 to 497 millions. The public opinion of the condition of the
country, of the chances of redemption, is another reason for the
variation of the depreciation. The currency and the public
funds are then almost confounded. If Government bonds go down
on the Bourse the depreciation becomes greater; it becomes
less, on the other hand, if Government bonds rise in value. They
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are two barometers marking the same oscillations inversely. The
consequences of this condition of things are very serious, for on
one side metallic money is literally driven from the market, and on
the other, prices become disastrously uncertain from the uncertainty
of the monetary instrument that fixes them. The precious metals
are fundamentally adapted to giving a fixed basis to metallic money;
it is not quite invariable, but is sufficiently fixed to furnish an ex-
cellent instrument for establishing prices, whether of commodities
or of labor. But when the principal monetary instrument is only
paper, stamped by the State or banks, the fluctuations of its value
prevent its being sufficiently fixed. Prices then become extremely
variable, causing contingent losses or profits upon production, in
which speculation occupies too large a place. "All the precious
metals disappear under the same influence, for, if there are two dif-
ferent qualities of money the bad will always prevail under the
law of exchange everywhere. The foreign country in possession of
a better money regulates this situation; it will only exchange its
money for money equally good, or its products for its own money,
so that it has in its hands the fixing of the difference between the
good money and the bad, between the metallic money and the
money of credit. Italy was not long in experiencing this situation
After establishing the forced currency and paper money it had to
undertake the engagement to redeem its losses and to pay its ar-
rears in gold. The resulting losses sometimes exceeded fifteen mil-
lions a year for the State. The rule that applied to the State was
also extended to all private transactions. If the Italians bought
any foreign products they had to pay for them in gold or suffer
from the depreciation of their currency, losing according to the
current rate of exchange. If they were sellers they were paid in
their own money. People traveling in Italy from 1866 to 1881 were
always careful to provide themselves with gold. The premium they
made covered a part of their expenses. In 1880 the premium on
gold was still ten per cent. its mimmum was one and a-quarter
per cent. in 1866, and its maximum twenty and a-half in the same
year. The depreciation of the currency, therefore, varies exceed-
ingly, follows the course of the Government securities, and tends to
increase with the amount of paper money. issued.

Want of fixity in the monetary instrument is a great misfortune
for the people; it is equivalent to a debasement of the coinage.
A depreciation of the paper money varying from one to twenty per
cent. is harder to endure than was the debased coinage of Philip the
Fair or John the Good. A constant increase of the depreciation
occasions still more serious losses, which are inevitable and univer-
sal. This depreciation has been most terrible for Italy in the later
years.

The Italian Government had scarcely established the forced cur-
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rency and paper money, before it became anxious to be rid of them;
investigations were ordered, plans were made but it was soon evi-
dent that the situation was stronger than the will.

How, indeed, could the paper money be redeemed when there
was a succession of deficits for ten years? All idea of it had to
be given up; there was nothing to do but to wait, until it became
possible from the progress of the economic condition of Italy, or
from the improvement of the National finances. Italy had to put
up with the forced currency, paper money, and depreciation until
the twelfth of April, 1883, during a period of seventeen years. If
the average depreciation be put at ten per cent. it may be admitted
that the depreciation has been a cost to the State of nearly 200
millions, and to Italy of at least two milliards, for its commercial
movement (importation) from 1866 to 1883 was more than twenty
milliards, without counting any other losses than those to be found
upon the books of the customs. It has been sought to extenuate
these losses by affirming that paper money causes a rise in the
prices of commodities and in wages. This is true for a certain period,
especially during the early period; paper money produces then
almost the same effect as an influx of the precious metals. But
this increase was not of long duration, particularly in the matter of
international exchanges. There has always been a certain tendency
to the leveling of prices; this tendency has been singularly in-
creased by railroads, telegraphs and steam navigation. The result is
that all products are subjected to the same leveling law. Other
economical facts, moreover, the means of transportation, competi-
tion of similar products, may counterbalance this artificial rise.
And this is just what has occurred, except in the case of wines.
The competition of the United States and of India has lowered
the price of grain more than the paper money raised it, and the
competition of China and Japan has done the same for the price
of silks. In the opposite direction the phylloxera has been of
greater utility in raising the price of wines than the paper money;
these views are confirmed by the state of poverty that has been ob-
served in certain regions of Italy, despite some undoubted progress.
This poverty arises in part, certainly, from the losses caused by
paper money, by the fearful cancer of depreciation, which for seven-
teen years has been a clear annual deduction from the production of
Italy of 130 millions, at least, perhaps the eighth, if not the seventh,
of the National revenue, estimated at goo millions to one milliard.

O. A. BIERSTADT.
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PRACTICAL BANKING.*

THE ORIGIN AND NATURE OF BANKING.

It is often said that the term bank is derived from éanco, the
Italian word for bench, the Lombard Jews in Italy having benches
in the market-place where they exchanged money and bills. When
a banker failed, his bench was broken by the people, and he was
called a bankrupt.

This derivation of the term, however, is probably wrong. “The
true original meaning of danco,” says MacLeod,t is a heap, or mound,
and this word was metaphorically applied to signify a common
fund, or joint stock, formed by the contributions of a multitude of
persons.”

A brief account of the first banking operations in Venice will
dispel the haze enveloping this subject. In 1171 the financial con-
dition of Venice was strained in consequence of the wars in which
the people were engaged. The great council of the republic fin-
ally determined to raise a forced loan. Every citizen was obliged
to contribute the hundredth part of his possessions to the State,
receiving therefor interest at the rate of five per cent. The public
revenues were mortgaged to secure the interest, and commissioners
were appointed to pay the interest to the fundholders and to trans-
fer the stock. The loan had several names in Italian, Compera,
Mutuo, but the most common was Monte, a joint stock fund. After-
ward, two more loans were contracted, and in exchange for the
money contributed by the citizens, the commissioners gave stock
certificates bearing interest, and which could be sold and trans-
ferred.

At this period the Germans were masters of a great part of Italy,
and the German word Banck came into use as well as its Italian
equivalent Monte. The Italians ere long changed Banck into Banco,
and the public loans or debts were called AMonts or Bancks. Thus
an English writer, Benbrigge, who wrote in 1646, mentioned the
“three bankes” at Venice, by which he meant the three public
loans, or Monte, that we have described. Likewise Count Cibrario,
who wrote a work on Political Economy in the Middle Age, says, “ it
is known that the first Bank, or Public Debt, was erected at Venice
in 1171.” Other proof of the same nature might be added to
show that Banco in Italian meant a fund formed by several con-
tributions; and the Bank of Venice was really the first funding
system, or system’ of public debts.

® This article consists of extracts from a work, now in press, on Practical Banking by the
editor of this Magazine. Copyright.
t Primciples of Ecomomical Philesophy, vol. 1, p. s47.
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“ A banker,” says Gilbart, “is a dealer in capital, or, more prop-
erly, a dealer 1n money. He is an intermediate party between the
borrower and the lender.” The difference between the rate re-
ceived by the banker, for the use of the money loaned by him,
and the rate he has to pay for it, is his profit.

“ By this means he draws into active operations those small sums
of money which were previously unproductive in the hands of pri-
vate individuals, and at the same time furnishes accommodation to
those who have need of additional capital to carry on their busi-
ness.” In other words, a bank is a means for organizing capital
whereby its full power may be utilized. The function of a bank
in storing up capital, and thus increasing its power, has been
likened to that of a dam put across a stream. Before the erec-
tion of the structure, the waters coursed their way through wood
and meadow, contributing, it is true, to the diversity and beauty
of the scene, beside satisfying a needful want of man and beast.
To the poet, the stream gave forth an unregarded music, while a
De Quincey would hearken with profound emotion and awe
to the ‘“sound-pealing anthems, as if streaming from the open
portals of some illimitable cathedral.” But by storing up the
waters, a force is collected which can be used for running the
largest factory, and thus ministering in a very potent way to ad-
vance the material prosperity of man.

There are several kinds of banks. They may be divided first into
private and public banks. Private banks are conducted by individ-
uals without incorporation. They are very numerous in our country.
The number given in the Banker's Almanac and Register, not in-
cluding brokers, was 3,387, for the year 1884. They exist in all the
States and Territories. Some of them have flourished for a long
period, and are regarded very sound, and worthy of the highest
credit. '

Chartered banks may be divided into two classes: those organized
and existing under the laws of the United States; and State institu-
tions. The latter may be again divided into deposit and discount
banks, savings banks and trust companies. Each class will be de-
scribed hereafter.

The business of banking consists (1) in receiving deposits of
money on which interest may or may not be allowed; (2) in
making advances of money, principally in the way of discounting
notes; (3) in effecting the transmission of money from one place
to another. This is true of the ordinary banks of deposit and dis-
count, both State and National.

The disposable means of a bank consists (1) of the capital paid
down by the shareholders; (2) the money deposited with it by
its customers; (3) the notes it can circulate; (4) the money it
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receives in the course of transmission, and which, of course, it must
repay at another place.

The expenses of a bank may be thus classified: rent, taxes and
repairs of the banking-house, salaries of officers, stationery and
postage. To this may be added interest upon deposits, if allowed.
. The profits of a bank consist of that portion of its total re-
ceipts, including discount, interest, dividends and commissions, which
exceed the total amount of expenses.

" THE UTILITY OF BANKING.

1. Banks are useful as 'places of security for the deposit of
money. Not long ago a Western farmer received nearly ten thousand
dollars in specie from the Government in payment for bonds. Not
regarding a bank as a safe place for depositing his gold, he put it
in the bottom of a barrel in his wood-shed, filled it nearly full of
ashes, and the remainder with straw; he then made a nest there,
filled it with eggs, and put them in the custody of a setting hen.
He thought that his sagacity was quite equal to the occasion.
After waiting a couple of weeks he concluded, one Sunday, when
having nothing else to do, that he would examine his highly origi-
nal safe in the wood-shed. The old hen was decidedly cross, and
did not enjoy his presence. Still she felt better than he did as
soon as he had plunged his arm down the side of the barrel and
found that some one had kindly relieved him of his gold. Prob-
ably he will think more highly of banks as places of deposit in
the future.

The need of a safe place of deposit gave rise to the leaving of
valuables with the goldsmiths of London. If money is deposited
in a bank and lost, even though not negligent it is responsible.
Robberies would rapidly multiply if much money were kept in
houses. The depositing of it with banks spares many a house
from the invasion of robbers.

2. A greater profit is acquired by the owners of money than
would be if banks did not exist. The allowance of interest by
“the new-fashioned bankers” has been considered the origin of
modern banking. A large amount of money, in the aggregate,
would remain idle and unproductive if these institutions did not
exist. By offering to pay interest, persons having money are in-
duced to deposit it with banks, and thus increase their gains.

3. Moreover, the payment of interest on deposits is a stimulant
to accumulate money. Were there no Savings banks, a large por-
tion of the savings deposited in them would never have been col-
lected and saved. Probably the majority of these depositors have
no thought of collecting enough to buy a bond or a few shares of
stock. Such a process of saving is too elaborate for them. But
when a way is provided for adding to their savings by simply de-
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positing their money in a bank, thousands, yes millions, of persons
in our country have availed themselves of the opportunity.

4. Another utility is that banks loan money to persons who wish
to borrow it. Loans are made chiefly to persons engaged in manu-
factures, trade, commerce, and other business pursuits. Money is
especially needful to them to conduct their enterprises. Indeed, if
they could not obtain it, they could not maintain their place in
the world of business. The credit that some mercantile houses
bave is worth more to them than the capital they actually possess.

5. Another utility is that banks save the transmission of money
from one part of the country to another. Not only is the risk of
loss from robbery and other accidents avoided, but the money is
kept in more active circulation. Were it actually sent from place
to place to effect all the payments that are daily made, a large
amount must be locked up in the process of transportation, which
otherwise would be more actively employed.

6. There 1s a saving of time in paying large debts by checks or
bills of exchange. To count the money would be a long process
in making many of the heavy payments of our time.

7. There is a less danger of error in calculation when checks are
used than when money is paid. Of course there are some risks
attending the use of checks. But in paying with money there is
also the risk of getting counterfeits, light weight, or otherwise de-
fective coin.

8. Besides, checks constitute a good record of one’s expenditure.
If an individual deposits all the money he receives with a bank,
and draws it out by checks, his check-book contains the story of
his income and expenditure. For persons who do not have busi-
ness habits this mode of keeping their money and paying their bills
is especially worth observing.

9. A bank account is very useful if a payment is disputed. In-
dividuals do not always take receipts for the money they pay, and
even if they do, sometimes lose them. If a bill be paid, but np
proof can be furnished of paying it and payment be again de-
manded, too often it must be paid a second time. But if a check
for the bill be given this is the best kind of evidence of pay-
ment.

10. If one has an account with a bank it is often a good chan-
nel for getting useful business information. If one has money to
collect or to remit, a banker, when asked, will state the best way of
proceeding. Not infrequently bank officials give valuable advice
pertaining to investments and other matters.

11. An eminent English banker,* from whose work on Banking
many of the ideas in this chapter have been obtained, has said that
“banking also exercises a powerful influence upon the morals of

* Gilbart.,

3
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society. [t tends to produce honesty and punctuality in pecuniary
engagements. Bankers, for their own interest, always have a regard
to the moral character of the party with whom they deal; they
inquire whether he be honest or tricky, industrious or idle, prudent
or speculative, thrifty or prodigal, and they will more readily make
advances to a man of moderate property and good morals than to
a man of large property but of inferior reputation. Thus the estab-
lishment of a bank in any place immediately advances the pecu-
niary value of a good moral character. There are numerous in-
stances of persons having risen from obscurity to wealth only by
means of their moral character, and the confidence which that
character produced in the mind of their banker. It is not merely
by way of loan or discount that a banker serves such a person. He
also speaks well of him to those persons who may make inquiries
respecting him; and the banker’s good opinion will be the means
of procuring him a higher degree of credit with the parties with
whom he trades. These effects are easily perceivable. It is thus
that bankers perform the functions of public conservators of the
commercial virtues. From motives of private interest they encourage
.the industrious, the prudent, the punctual, and the honest, while
they discountenance the spendthrift and the gambler, the liar and
the knave. They hold out inducements to uprightness, which are
not disregarded by even the most abandoned. There is many a man
who would be deterred from dishonesty by the frown of a banker,
though he might care but little for the admonitions of a bishop.”

THE PRESIDENT.

The president is the chief executive officer of the bank, and
presides at the meetings of the Board of Directors, but is not
necessarily the business head or manager of the institution. Some
banks have a vice-president. The vice-president in the absence of
the president assumes the functions of the latter.

In legal matters the president must sign documents conveying
real estate, and with the cashier must sign certificates of stock
issued to shareholders, and the circulating notes. He must also sign
the various reports required by the National Banking law to be
made to the Comptroller, and miust certify to that officer the ‘pay-
ment of each installment of stock. He cannot act as proxy at meet-
ings of the shareholders.

He is not required to give a bond to secure the bank in the
event of not faithfully performing his duties, but all the officials
below him give such security. It is supposed that his large pecu-
niary interest in his.bank, and his well-known standing in the com-
munity where he resides, will prove an ample guaranty. Of course,
bank presidents are sometimes recreant to their trusts, but happily
not often. It is well to believe there are persons living in every
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community whose word is as good as their bond, and for them to
give such an obligation, therefore, is superfluous. ’

The salary of a bank president varies from a very small sum to
fifteen thousand dollars a year. When his duties are very few, and
only a slight portion of his time is devoted to the affairs of the
bank, no salary is paid. This is often the case.

We have mentioned that in some cases he is the real business
head of a bank, and that in others he is not. The country banks,
so called, by which is meant in this place, the banks outside the
larger cities, are managed by the cashier. Here and there may be
found an exception. In the large cities, however, the president is
usually the chief business officer, going to the bank regularly, and
spending his time there during banking hours. He is a hard-
working officer, acquainted with all the details of the business,
and interested in all matters pertaining to the prosperity of his
enterprise. Occasionally the president of a city bank is a figure
head, and then the vice-president or cashier is the chief business
officer. :

An author, from whom we shall quote in our work, has said: “It.
is considered desirable that the president should possess an in-
dependent: income, and be free from the entanglements of trade.
Engagement in other business would distract. his attention from
the bank, and might give rise to a conflict of interests. Under the
pressure of personal embarrassment, with the means of relief in his
official hands, even a rigid sense of duty might be overcome. The
highest tone of sentiment on this point is, therefore, adverse to his
connection with the hazards of commerce. Yet several of our most
prosperous New York City banks have always been presided over by
active, enterprising merchants.

“There are other reasons why a bank president should hold
himself aloof from mercantile business. With large capital invested
in a particular branch of trade, his views might insensibly become
narrow and partial. An engrossing special interest would divert
his mind from the close study of credits generally, and make his
judgment less clear, as the condition of commerce becomes more
critical. In a season of growing stringency in the money market,
self-interest compels bank directors, in common with others, to
withdraw their attention from all affairs but their own, and thus
additional responsibility is thrown on the officers, particularly on
the president. The discounting of paper is then less strictly con-
fined to the sessions of the board. It is spread through every
hour of the day, with specialities and importunities which can be
dealt with only individually and privately.”*

The truth of Gibbons’ first remark has been illustrated in a
startling manner on more than one occasion. A bank president

® Gibbons’ Banks of New York, p. 24.



36 THE BANKER’S MAGAZINE. [ July.

ought not to be regarded morally as a very superior being. If he
is engaged in outside interests of greater pecuniary or other im-
portance to him than his bank, there is danger that he will neglect
or use it for a personal end. This has happened again and again
Within a very short time several fresh illustrations have been
added to those existing before.

It need hardly be said that a bank president should possess a
very considerable knowledge, especially of men. It is true that
many a successful bank president has had only a slight acquaint-
ance with books, but he has understood men. To have this knowl-
edge in a marked degree is a gift rather than an acquirement; yet
the less fortunate should strive, nevertheless, to acquire by deter-
mined effort that knowledge of men which is so essential to busi-
ness success,

A bank president should keep a keen watch on the movements
of trade, on the strength and weakness of those to whom money is
loaned, or who are likely to ask for loans, for on the sagacious
lending of the bank’s resources mainly depends its prosperity. Some
bank presidents read the trade newspapers with great care, and
search in every quarter for information relating to the borrowers of
money. If a considerable number of failures occur in a particular
trade they are carefully noted. A bank president told the writer a
few years ago that a great deal of tobacco had been injured in curing
during that year; and that he should be especially careful about
discounting “tobacco paper,” because he expected that a good many
failures would happen among tobacco manufacturers. This is the
kind of vigilance required for a bank manager. Still, however wisely
he may conduct the business of discounting, risks are unavoidable,
and losses will accrue.

DIRECTORS’ MEETINGS AND DISCOUNTING.

The regular meetings of Boards of Directors in most banks are
held twice a week, but in some banks meetings are held daily.
The mode of discounting paper varies much in different banking
institutions. In many of them, especially in the larger cities, the
business head, whether he be the president, vice-president or cashier.
passes on the paper.as soon as it, is offered for discount. Cus-
tomers cannot wait, money is wanted, and they are speedily told
whether they can be accommodated or not. But with the country
banks a different custom prevails. The paper is offered for discount
and is put before the directors, and they decide whether to accept
or to decline it. The president of a very profitable bank in New
York City once said to the writer, that after his bank had been in
existence for ten years it had lost only three pieces of paper, and
these were discounted by the board during his absence. He loaned
the money, and the directors at theirr meetings merely ratified the
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loans made. A board is a very convenient body for referring
paper which an officer is unwilling to accept. He does not wish
to offend the offerer by declining to discount it, and so it is re-
ferred to the board for their action. This is the least offensive
way of telling a man that he cannot be accommodated. Of course,
many cases are referred to the board for their action which may be
decided favorably. The amounts may be very large, or there may be
something peculiar about the loans, a longer time than is usually
granted perhaps may be wanted, and the cashier or president may
not wish to assume the sole responsibility. When banks hold daily
meetings the directors decide what paper shall be discounted.

At these meetings the president is seated at the head of the
table, and the cashier occupies a convenient seat near him. In
'some banks the directors have particular chairs, in others no order
of arrangement is observed. The cashier reads the minutes of the
previous meeting of the board, and after their approval the
board proceeds to other business. The cashier, records the names
of the directors present, as this fact is worth preserving. The
business transacted since the last meeting, as previously stated, con-
sisting of the discounting of paper on the responsibility of the
bank manager, is submitted for ratification. Banking institutions are
not always so particular in doing this as they ought to be, or in
examining the paper taken.

When the wrong practices of Eno, the president of the Second
National Bank of New York, were discovered, it was found that
not only did he discount paper on his sole responsibility, but kept
it in a vault down town, not belonging to the bank, and the
directors never saw it. They accepted his statement of what he
did as true, and never troubled themselves to look at the paper
discounted. Had this been done, Eno would have been obliged
‘to resort to some other artifice to conceal his fraud; or, what is
quite probable, could not have gone so far as he did, without ex-
<iting suspicion leading to his detection.

Vigilance is the price of prosperity, and this applies more em-
phatically to banking than to almost any other kind of busi-
ness. No bank manager, however long and ably he may have
served a bank, ought to be permitted to conduct its affairs without
supervision. Directors who do not direct occupy a false position
toward the public, the depositors, the stockholders and the bank
manager. The welfare of the several classes concerned in the in-
stitution demand that these officials should not neglect their duties.

Before proceeding to discount paper, it is necessary to know what
resources a bank has available for that purpose. This information
is contained in a Statement from the General Ledger. The follow-
ing form is copied from the Daily Statement Book of a bank in
New York City:
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The items are read, or the principal ones, and afterward the offer-
ings, consisting of notes on which the owners are desirous of obtaining
money of the bank. Instead, however, of reading these, a record,
previously made in a book called an Offering Book, is read to the
directors. In this book the names of the offerers are recorded
alphabetically, the amount of each note, the time it is to run, the
name of the indorser, where payable, and any other particulars re-
lating to it. In small banks the notes offered are read without re-
gard to alphabetical order.

If the amount of offerings exceeds the amount of loanable funds
of course not all can be accommodated, even if their notes be de-
sirable. But rarely does it happen when any considerable amount of
paper is offered that it possesses a uniform value. Some makers
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Aretic National Bank of the City of New York.

or indorsers are better known, and are preferred to others. What,
therefore, happens, is to select from the entire amount offered the

_ most desirable offerings, and to decline the remainder. Yet, often
the entire amount offered is not enough to absorb all the loan-
able funds. Then the bank must look elsewhere to find a way for
employing its resources. One way is to buy paper, though in buy-
ing it the board may pass on the transaction the same as would
be done if offered in the usual way for discount. This business
of buying paper is worth a brief explanation.

It is purchased by a bank of a note-broker. But where does he
get such paper to sell? Of merchants. Formerly they gave notes
only for the merchandise they bought, but in recent times they
give notes without reference to the purchase of any special mer-
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chandise, in order with the money thus obtained to discount their
bills.

Once when notes were for a longer period, and notes were al-
most universally given for purchases, they were generally drawn to
the maker’s order, and read for value received “from A B & Co.”
or whoever the seller might be. Indeed, some houses were so care-
ful lest the paper might be thought to be made paper that they
inserted the name of the seller of the merchandise in full. This
paper was sold largely in the “street” to banks and others, who
bought it with confidence because it represented an actual business
transaction. It suited commission houses and importers, because if
not willing to hold the paper until maturity, they could realize upon
it without the responsibility of endorsing it, and thus go on and
sell to a house (whatever their own private opinion of its soundness
might be) so long as the paper would sell at a rate of discount not
interfering too much with the profit on the goods or the rate of
commission. This, of course, was legitimate dealing, representing
actual merchandise transactions. So, indeed, is the making and
openly selling of one’s paper in the market, and the using of the
proceeds in “cashing” bills, legitimate, but it is dangerous and liable
to abuses. Funds so obtained can be used for any purpose, and the
developments in some recent failures have shown that the money
was often used for operations entirely outside of the regular busi-
ness of the maker, or for purely speculative purposes.

As merchants often sell their paper at six or seven per cent.
interest, and discount their own bills at seven to nine per cent,
of course they make two or three per cent. by borrowing the
money for thus paying their bills in advance of their maturity.
The broker gets a commission for negotiating the merchants’ paper,
which must be deducted from the profit of the transaction. After
deducting this brokerage, however, there is a considerable profit
from borrowing money as just described, and the business has be-
come a very large one.

In some parts of the country, Hartford, Connecticut, for example,
the banking capital is much larger than can be profitably employed
locally. Providence is another place of the kind. The banks of thqse
cities consequently invest large sums through note-brokers.

The following is the method of conducting the business in .
the largest cities. A printed or lithographed list of notes is sent
to a bank. It may contain a description of a hundred pieces of
paper and is marked “ This is for bankers’ use only.” Each piece
is numbered. If a bank wishes to see any of the pieces therein
described, they are sent on application. There is another way, how-
ever, of negotiating such paper, which may be explained here. If a
note-broker were selling all the paper given by a certain merchant,
the broker would be very careful in offering it for sale. If a banker
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has twenty thousand dollars of it, for example, and the broker knows
that he cannot increase the amount, he will be careful not to offer
more. The broker would be equally careful not to put such paper on
a printed Jist through fear that the banker would see it, and con-
cluding that the merchant was giving a large amount of paper, would
determine to buy no more. The banker, in other words, might
conclude that the merchant was issuing more paper than he ought
to issue if his name appeared very frequently on printed lists.

Sometimes the broker has the notes in his possession for sale; in
other cases he has simply a memorandum of them. In the latter
case he has a printed form, containing the name of the maker,
amount, when and where payable, indorser, and other particulars. A
list is sent to a bank containing such a description of notes, or
a broker, or agent for him, may visit a bank personally and exhibit
such a list, or the paper itself, which he wishes to negotiate. Many
banks are visited several times a day by these brokers offering the
notes of persons for sale.

It may be further added that brokers do not always get posses-
sion of the notes until they have paid for them. Several practices
exist in this regard. One practice is for a merchant to make notes
and then deliver them to a note-broker for sale. The latter may
give .a receipt or acknowledgment, or he may not. In such a case
the merchant has entire confidence in the broker, otherwise he
would not give him notes without adequate security. There are
some very good reasons for thus leaving notes with a broker when
perfect confidence is reposed in him. Very likely he has a class
of customers, retired merchants, perhaps, who buy paper occasion-
ally. They frequent his office, and, if he has notes which they can
examine, may be led to purchase, whereas they would not do so if
the broker had only a memorandum of the paper, and was obliged
to send for it before he could sell it and get the money therefor.
For this reason, therefore, sales are facilitated by entrusting the
broker—and, in truth, vast amounts are left for sale. When Alonzo
Follet, of New York, failed a few years since, he had nearly $10,-
000,000 of notes in his office, and the amount of paper that he
had sold annually was about $§ 100,000,000.

Another way is for merchants to leave their paper with a note-
broker and get immediately from him a certain amount thereon. A
merchant, for example, may leave §25000 of paper and ask for
$ 10,000, expecting the balance when the paper is sold. The note-
broker pays him this advance on account, and after selling the
paper and deducting his commission sends the balance.

Another way is for the note-broker to buy the paper, paying
therefor at the time of the purchase. A note-broker will go to a
merchant and say, “I will take so much of your paper at such a
rate.” If the rate be acceptable, the merchant will sell it to him
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and get his money. In_these cases the broker expects to sell the
paper at a lower rate, and to make more than he would if charging
the ordinary commission. Many brokers do wholly a business of this
kind—buying paper and selling it at the best rate they can obtain
or it.

The broker’s commission in the large cities is one-eighth of one
per cent.; but for negotiating leather paper, as it is called, one-
quarter of one per cent. is paid, and the same rate is paid on dry
goods and on tea paper. The rate first named, however, is the most
general one for negotiating notes.

In negotiating paper note-brokers sometimes endorse it. Follet,
whom we have previously mentioned, guaranteed all the paper
he sold, and thus became contingently liable for a very large
amount. It was said at the time of his failure that the banks
which bought it did not do so on his guarantee, but on the credit
of the makers of the notes. A bank president at that time re-
marked, “If a man were to guarantee the note of the richest man
in New York, he would be contingently liable for its payment, but
the note would be valuable because the maker was responsible.
Follet’s transactions were very large, and he handled the paper of
some of the best firms in the city. I presume the banks of the
city are now buying a million dollars of paper a day from brokers,
all bought because the maker is supposed to be good, and not be-
cause the broker endorses it.”

It may be added that banks do not buy paper of the brokers in
preference to discounting that of their depositors; but as we have
previously said, these institutions are often unable to loan all their
resources to persons who make a direct application for money.
Banks must therefore either resort to the note-brokers, or loan in
some other way.

This bought paper, as it is termed, is entered in a discount
book, separate from the DEALERS’ DISCOUNT BOOK, and for distinction
the bought-paper book is called CASHIER’S DisCOUNTs. Cashier’s
Checks are given for the paper purchased, and each day the total
payments of the CASHIER'S DISCOUNTS are credited to the “ Cashier
account” in the ledger. Each check when presented and paid is
charged to cashier’s account, which offsets the corresponding credit.
Paper discounted for dealers is posted in a DEALERS' BILL Book,
with a title page for each dealer. Paper purchased is posted in a
CASHIER’S LEDGER, with a title page for each name on the strength of
which the paper is bought, and both books, of course, are indexed.
A reference to any name can therefore readily be had, and the
amount on hand, if any, at once be ascertained.

The officers, therefore, may tell at a glance what, and how much
of any name bought, they may have on hand. Many banks have
lying on their president’s desk a small book, the leaves of which
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are made of silicate slate, with two or three leaves for each letter
of the alphabet. The names of paper purchased, with the due
dates and amounts, are written in pencil on the appropriate pages,
and the entries are corrected daily by erasures or additions, as the
case may be.

Some banks have adopted a very perfect system of recording
the information they obtain concerning the paper they buy. Books
are prepared with a page or more devoted to each name. Here
are recorded, briefly and succinctly, condensed extracts of mercan-
tile agency reports, extracts from letters that may be received re-
lating to the character and responsibility of the house in question,
synopses of conversations with merchants, bankers, and others who
have been found to know the firm, &c, &c. A voweled index
affords means of speediest reference to any desired name.

BANKING REFORM IN NEW YORK.

At a meeting of the New York Clearing-house Association, held
on Wednesday, June 4th, 1884, E. H. Perkins, Jr.,, Esq., Chair-
man, presiding, the following resolution was unanimously adopted,
viz:

Resolued, that the experience of the associated banks in the New York
Clearing-house during the recent panic, having again shown that every mem-
ber of the Association, in a time of general and serious financial disturb-
ance, is involuntarily compelled to make common cause with every other
member in the risks attending any practical expedient for general relief, or
of any effective combination for the public good; it is therefore proper and
necessary to enquire whether the methods of business, as conducted by the
several members of this Association, are uniform and correct in their opera-
tion with the public, and equitable to all the banks which are thus bound
together in the Clearing-house Association.

Mr. Geo. S. Coe, President of the American Exchange National
Bank, in presenting this resolution, made substantially the follow-
ing remarks, which were ordered to be printed for the use of the
members : .

MR. CHAIRMAN : In offering this resolution, I may at first warmly
congratulate this Association and the country at large, upon the

eat good which has been accomplished in the recent financial crisis
y means of the organized power of this combination of banks.

After the failure of the Marine Bank, followed as it was so soon,
by the announcement of the startling events connected with the
Second National, the whole community was stirred to its depths
with excitement and apprehension, fearing every form of financial
disaster. The reputation before enjoyed %y these institutions, and
the eminence of some of the men directly and indirectly involved
in their failure were such, that faith in human character was for
the moment almost destroyed.
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As bank officers, we were called here together suddenly by the
promptness of our friend Mr. Tappen, and unanimously decided to
re-establish our Clearing-house expedient for the issue of loan cer-
tificates, which had* proved so effective in former great public exi-
gencies, and we appointed a committee of safety, to provide for any
new event that might occur. Immediatcly after that meeting the
suspension of the Metropolitan National Bank was reported, which
added still greater intensity to the already inflamed condition of the
public feeling.

Under these circumstances the Clearing-house Committee were
summoned together at midnight, to examine the condition of that
institution, and to decide what action should be taken respecting
it. A fearful responsibility was thus hastily thrown upon that com-
mittee. It was impossible in a few short hours, and in the appre-
hension of further possible events, to reach a definite conclusion
upon the value of the large and diversified assets of that bank.
When we examined its books, this most important fact at once ap-
peared: that it owed some eight to nine millions of deposits, a large
proportion of which consisted of the reserves of interior banks, which
could not be imperiled or locked up for another day withouts pro-
ducing a further calamity of wide-s]:read dimensions throughout the
country. It was also evident that the consequent certain suspension
of many banks in the interior cities would .occur, and be followed
by the suspension of business men depending upon them, and by
heavy drafts upon those banks here which held similar deposit re-
serves, and that the immediate danger to our city institutions was
great, just in proportion to the extent of such liabilities and to the
amount that each bank was expanded relatively to its immediate
cash in hand. That, should the threatened wild excitement pervade
the country, a general suspension of banks, bankers and merchants
was inevitable, and in such case the magnitude of the loss to every
institution would be incalculable.

The Committee therefore came to the unanimous conclusion that
it was better to confront the risk of losing one or two millions, if
need be, by taking possession of the total assets of that bank, and
by p?inf off its depositors, rather than by waiting to incur-the
hazard of an indefinite and greater loss, by a general financial and
commercial derangement throughout the country; and that it was
their manifest duty to promptly accept this grave responsibility,
confidently relying upon their associates for approval and support.
On behalf of the combined capital and surplus of the banks in
this Association, amounting to about a hundred millions, and also
to protect thc property and assets held by them together, of more
than three hundred millions, your Committee- unhesutatingly acted,
and thus saved the nation from immeasurable calamity. The Metro-
politan Bank was obviously the key to the whole situation. When
this decision was announced the next morning, confidence was in-
stantly restored, and business resumed its even tenor. Seven-eighths
of the deposits of the Metropolitan Bank have already been paid
off. Its many shareholders have been saved from threatened per-
sonal responsibility, and time is gained in which its large property
may be more deliberately converted into money, The restoration of
confidence was as sudden as was its loss; so sudden, intdeed, that
the immensity of the danger can now hardly be appreciated.

I rapidly review these important events, Mr. Chairman, because
they have once more illustrated the power and importance of this
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voluntary Association, and have also shown how the several mem-.
bers comprising it are mutually dependent upon it and upon each
other in any great emergency, for the safety and stability ‘of their
own banks.

It must be borne in mind, that the banks in New York, holding

as they do, the reserves of other institutions and of bankers in
this city, and also of banks and bankers throughout the country,
and standing between home and foreign commerce, are the last re-
sort of this whole nation for cash reserves, and that a financial
disturbance or distrust in any t of the land, is sure to bring
upon them a greater or less demand. Acting singly and alone,.
what could each one of sixty or seventy independent institutions
have done to stem the tide which, in such an unnatural and
simultaneous call for money from every quarter of an alarmed na-
tion, must have swept over them? No time was allowed to an
bank to gather in its loaned resources, and no power on eart
could so suddenly respond to a demand that—not any natural com-.
mercial want but—general demoralization and wild panic alone had
so unexpectedly created. It is perfectly apparent that without this
combined support, each bank would have been, not only powerless
in iteelf, but the occasion of peril to others. It was only because
we were thus associated, and had in hand the printed forms and
instruments provided in past experience, that we were able, at the
tap of the drum, instantly to fall into line, and present an unbroken
front and a disciplined force, to this formidable enemy. Our num-
bers, now no longer a weakness, were thus converted into the
greatest strength, and we were able easily to carry away this heavy
and disabled member, and to relieve its creditors, shareholders and
friends from the danger of utter destruction, and also to arrest the
panic so rapidly spreading. I think the Association may well feel
groud of this achievement, which for ﬂromptness, efficiency and
readth of influence, has no superior in the annals of commerce.
. Now the Association, being of such importance, and the connec-
tion with it of each member being of this peculiar character, how
can any honorable gentleman among our number claim the right
to selfishly pursue his business in utter disregard of these delicate
relations by which the Association itself is sustained, and the busi-
ness of the nation is safel¥ conducted ? We are in a most important
sense directly responsible for each other, and cannot avoid being dis-
turbed by the ignorance, selfishness or immoral conduct of our most
remote members.

Crises will arise in the future as in the t, and it is not only
just but necessary, that we adopt such safe and uniform methods
of business as experience has approved, that we clearly under-
stand what those methods are, and freely invite from each
other the utmost scrutiny in their observance. In the light of re-
cent experience, it seems no longer credible or possible, that an in-
telligent body of men, composing an Association of such dignity
and importance as this, can deliberately consent to remain respon-
sible partners in times of peril, with those who are eager compet-
itors and antagonists in days of prosperity. The burthens, respons-
ibilities and profits of this great trust ought to be shared together
upon recognized and uniform conditions, with special reference to
the public welfare; and the only basis of competition for such
business, should consist in superior character, fidelity and intelli-
gence in its management. Thus can this Association become one
omogeneous body, composed of many members, like the govern-
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ment under which we live, and capable of efficiently performing the
highest duties, such as single financial institutions—conformably to
their political constitution—in older countries, render to commerce,
in being the safest custodians, and the ultimate resort of the money
reserves of the people.

The issue of loan certificates, although practically equivalent to
a supplemental issue of currency, exclustvely for local uses between
the members of the Assocsaiion, are only, in fact, convenient instru-
ments by which the bills receivable and negotiable securities be-
longing to one bank are readily transferred to another, in exchange
and as a substitute for its ready money. Thus covering the weaker
by the stronger, and, in fact, by all the other banks in the As-
sociation during a time of common penl. For the time being,
these certificates form a connecting medium between the banks, bv
which they all substantially become one in power, through the ebb
and flow of the vital elements which compose them, and by which
their total money in hand is made available at any special Foint of
danger. In one sense, our action was outside of law. In fact, the
law could never anticipate such experience, nor establish a union
so effective, and any legislation to enforce such generous and
voluntary co-operation would onl{v) prevent it. The occasion was
sudden and momentous, and the banks proved equal to the occa-
sion. It was the same after the panic of 1857, when, as State in-
stitutions, our similar or%nizatio_n first originated. Also in 1861,
after the battle of Bull Run, when with our colleagues in Boston
and Philadel]p‘hia, we united and furnished the Government from
week to week in its greatest extremity, a total of one hundred and
fifty millions in gold. Likewise in 1873, when the country was

ain convulsed by financial trouble. In all these great financial
disturbances—each one like the present, but originating from a
different cause—the beneficent influence and power of this Associa-
tion were fully illustrated, and some of us now present can bear
testimony to the fact that several banks here represented, owe their
continued existence to the protection afforded them upon one or
another of those important occasions.

I appeal to you members of the Association to give this subject
the most serious consideration. We are responsible not alone to
our directors and stockholders. Our resi;onsibility takes a far wider
range. Like the Bank of England in the British financial system,
the banks composing the New York Clearing-house Associa-
tion are the final reservoirs of the cash reserve of the nation,
and its refuge in commercial commotion. Every one of thé thou-
sands of banks and bankers throughout the land has intimate finan-
cial relations with us, and all the multitudes who depend upon
them are thus indirectly concerned in the stability and safety of
our methods of daily business. Every added facility of communica-
tion or of commerce only tends more closely to unite us to them,
and ourselves to each other. The very conditions of modern life
compel us to be more and more mutually dependent.

There are three special abuses to which I desire for a moment
to call your attention.

FIRST, the payment of interest upon deposits of money payable on
demand. This subject has upon several occasions in years past been
under consideration, and its total abolition has been almost unani-
mously agreed to among our banks by written contract. Yet by
the refusal of one or more members it has failed to become a
binding obligation. Like some other great reforms, this one does
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not admit of partial application or of compromise. Any attempt
to make exceptions to the prohibition among partners mutually de-
pendent, can only result in entirely releasing them all from any
obligation respecting it. Yet every banker will freely admit that
the purchase of deposits payable on*demand, operates, in some de-
gree, as an absolution of the obligation to be always in condition
to meet the contract. Both the giver and receiver of interest on
such deposits, by the nature of the business, substantially, though
not expressly, agree to such use of the money as may prevent its
immediate return.

What, Mr. Chairman, is the nature of bank deposits? Every re-
sponsible person, in regulating his own affairs, must withhold from
permanent investment, and keep in ready money, enough for his
current wants. 7Ais is kss reserve. When such sums, for greater
safety, are placed in charge of another person, they do not lose
their essential character; and when they become further aggregated,
and into the possession of a bank or banker, they are still subject
to the same immediate wants of every original owner, for the very
purpose for which he set them aside. And when these rivulets of
capital become streams, and streams gather into rivers, and flow
towards the ocean until they reach this city, where they come into
financial relations with other men in other continents, the parties
who here take them in charge assume new and-accumulated respons-
ibilities. They are subject not onR' to the necessities of the peo-
ple at home, but also to the world-wide influences of commerce.

Now there is a constant and irrepressible conflict going on in
the mind of every intelligent man or woman, between the desire to
invest their own capital so that it may earn them the utmost rev-
enue, and the necessity of retaining enough of it in ready cash, to
meet their current necessities. This question decided, each for him-
self, that portion of the total which is thus reserved becomes
charFed with peculiar functions. It is the national reserve, and the-
chief cause of financial disturbances arises from trespassing upon it.

Is it not evident, Mr. Chairman, that when these reserves are
attracted by banks and bankers who pay interest for them, they
immediately lose their peculiar character, and become, so far, at
once changed from reserves into investments, and that their original
purpose is greatly reversed? The people’s ready cash, by the very
condition of receiving interest for it, necessarily passes through the
banker into fixed forms never intended. Reserve and investment!
Idleness and work! They are adverse and irreconcilable conditions.
It is true that in the hands of sound commercial banks, some of
these deposit funds may be legitimately used for the best interests
of society, in the negotiation of business notes representing articles
of human want and subsistence, passing from production into con-
sumption. This is using the fund by promoting the very object for
which each person originally provided it. But such, we all know,
in not the tendency nor the operation of the practice now in ques-
tion. Money payable on demand with interest is chiefly loaned here
upon fixed property intended for permanent investment, and upon
bonds, stocks and other obligations made for the construction of
public enterprises and works of established purpose, whose large ex-
penditures are not again resolvable into money. They are in their
nature fixed, and they demand, not their ready cash reserve, but the
permanent savings of the people, to construct them. So that tem-
porary loans of reserved capital upon such securities are certain
to be called in when they are hardest to pay, because the ready
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money reserves so injudiciously absorbed by them, are called back
by their owners in apprehension or for the supply of their own
needs.

We all know by experience that those deposits upon which in-
terest is paid are the most fugitive and evanescent of all. Those
who placed them with us well understand their danger. While they
receive interest, they do so with doubt and suspicion of those who
allow it, and with the consciousness that they themselves are par-
tially compromising principle in placing them with those who are
willing to pay the price.

From the very start, the vicious practice of paying interest for
the custody of the people’s cash reserves, pursues such funds like
an enemy from place to place, and impairs their integrity at every

int. And when those deposits have at last concentrated in New

ork banks, the same evil overtakes them there, all tending to the
reduction of tangible cash assets to the lowest point, and to the
weakness and impoverishment of the whole country. Arrest this
practice here, at the termination of the line, and the reform will,
of necessity, run back through every link of the chain in other
cities, adding strength to the whole, to the incalculable benefit of
the nation. Every institution that accepts the reserves of the com-
munity, agreeing to return them upon instant demand, gives a full
equivalent in their faithful care. It is in duty bound to retain so
large proportion of such deposits, in actual cash, that no other
compensation can be safely allowed. Any such payment should be
taken at once as a confession that the fund is to be used 1n some
manner inconsistent with its real nature, and is to be placed more
or less in peril. Deposits so unnaturally attracted are necessarily
capricious and transitory. They fly away at the first whisper of
danger, to the detriment of the many who have touched them.
Those banks which so purchase them are objects of special dread
to their colleagues in business, while at the same time they are
continually held up as patterns of enterprise and as models for im-
itation. Differing so widely from their associates in principle and
in J)ractice the two cannot work harmoniously together, nor equally
and honorably share the burthens of a National financial system,
whose stability requires the New York banks voluntarily to stand
firmly and compactly together as one united body.

Experience among ourselves has again and again proved that the
interest-paying banks are the first to become embarrassed by any
kind of financial disturbance, even if they themselves are not the
means of ?roducing it, and that they are then almost alone in be-
ing com?e led to seek protection from the loan committee, by a
pledge of their securities.

Will a few members of this Association on the one hand, longer
continue a practice that subjects them to this humiliation? And is.
it just, on the other, for a large majority to tacitly submit to hav-
in§ their business thus drawn away, and the community periodi-
cally disturbed by associates whom, in the hour of peril, they are
compelled for their own protection to support?

There is no necessity whatever, as there is certainly no profit, for-
the banks in the New York Clearing-House, to continue this prac-
tice. Public safety, business convenience, and social needs, all ab-
solutely require the service which these banks perform. The com-
manding Yosition of this metropolis will constantly bring to it all
the capital that healthful commerce and trade can safely emplo
and any fictitious attractions only tend to false estimates of wealth,
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and betray the community into unprofitable and dangerous enter-

rises. .

P If the banks composing this body should unanimously agree to
totally abolish this practice, the business of each would not seriously
diminish, because no dealer could secure better terms by changing
from one member to another, and even if, in the course of time,
the disparity between the banks in deposits should consequently not
continue as great as now, the loss by any one in volume would be
more than compensated by a gain in Zerms, and by diminished*risk,
labor and expenses.

Taken as a whole, whatevever the banks composing this Associa-
tion pay to their dealers and correspondents as interest, is a to-
tally unnecessary and gratuitous payment. It is worse than money
thrown away, so far as, and because, it tends to divert the current
of capital of the country from its natural flow. If it be expedient
for one member to practice it, it is expedient for all; and then the
special and selfish advantage to any single one is lost. If it should
be continued after our recent experience, it must be distinctly rec-
ognized as a defect in our financial system, and a standing cause
og contention and of sharper competition among banks in their
pursuit of public favor, which must separate the two classes of in-
stitutions into known and irreconcilable divisions.

In the business indirectly done through the New York Clearing-
House, there enters another element which it is also proper for us
to consider as affecting the stability of the whole system. The
trust companies and other depositories of funds, very much of
which are payable on demand and bear interest, are receiving the
full benefit of this Association through the medium of one or
another of our members, and so they successfully compete with us
all. They thus secure every facility of exchanging their checks
with all the banks, and are by that means enabled to divert to
themselves a large proportion of the current deposits of the city
and country, which have always been regarded as a special func-
tion of banking institutions. Instead of being trust companies in the
real meaning of the term, many of them are banks of deposit, pay-
ing interest. This large volume of deposits is not only in much
greater ratio to capital than are the deposits in banks, but it is
supported by no special cash reserve of its own whatever. The
only ready means it has, consist in keeping current balances at,
credit in banks like other dealers. It thus leans upon the same
reserve as do the banks themselves. If such institutions are to
enjoy the privileges of the Clearing-House, they should certainly at
least bear the same burdens which rest upon its members, and also
contribute their full share of the reserve funds in cash, by which
the stability of the business is maintained. By a strange gener-
osity on the part of the Clearing-House Association, it enables
these lively competitors to do their business with the public upon
better terms than they can do their own, while they do not con-
tribute to the public safety.

SECOND. Another abuse to which I invite your attention is that
of recesving and crediting to dealers, as cash in hand, checks drawn
upon banks out of the city. The aggregate amount of such checks
in progress of collection by all the members of this body, is not
less than ten millions, and may average fifteen or twenty millions.

These checks cannot be converted into cash here in less time
than one week, and for that period they remain as dead assets to
the banks. How did this absurd practice arise? Simply by the

4 B
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eagerness of one bank to draw to itself the business of others by
superior inducements, an advantage which, in the nature of the
case, could be but temporary. Others, in self-defence were neces-
sarily compelled to follow the pernicious example, until the prac-
tice became general. But for this practice this large sum would
naturally lie as deposits in New York banks from their corre-
spondents throughout the country, held here for the purposes of
exchange. They are now expelled from their natural commercial
resting place, and their true position is actually reversed.

THIRD. There is still another subject of solicitude with which
we are all daily familiar. I allude to the reception of ckecks of
large amounts, drawn upon banks which particularly deal w24
brokers and operators in bonds and stocks. The sums represented in
such transactions, by the nature of the business, are of great mag-
nitude. The custom has become established of pivoting the oper-
ations of the Brokers’ Board through the banks by expressing and
accounting for their money value in detail, thus making it neces-
sary to draw upon banks the immense total that is passed from
hand to hand. They give rise to checks in sums greatly dispro-
portioned to the capital of banks which keep such accounts, and
are the occasion of constant embarrassment to bank officers, who
desire to treat their associates in the Clearing-House and their own
dealers with generous confidence, and mean at the same time to
avoid extraordinary risks. The effort has been partially made to
conduct this business by a Clearing-House arrangement where shares,
not moméy or checks, and only balances resulting from them are thus
paid; and it is the earnest desire of bank officers that this effort
should be accomplished. I believe that the experiment, if seriously
attempted, can be made successful to the satisfaction of brokers,
the relief and safety of the banks, and the good of the community.

The present mode of conducting the transactions of the Stock
Exchange adds enormously, and I %elieve unnecessarily, to the daily
volume of business in the Clearing-House, increases the .risks of
the exchanges between banks, and expresses a false idea of the
commerce of the country.

These, Mr. Chairman, are t4re¢ most important reforms. Their
adoption will remove all cause of alienation and distrust between
the banks and members of our fraternity, will unite us together for
greater efficiency and mutual protection in doing the public busi-
ness, and will make the Clearing-House Association a power for good
and a tower of strength in the nation.

Our country needs a reliable, ultimate financial resource in time
of trouble, such as every other coinmercial nation in the world
enjoys. Here it may be secured, without the danger, which is al-
ways apprehended, from anf' single colossal institution. Each one
acting independently, yet all restrained by honorable agreement, the
sixty or seventy banks composing this Association, already possess
the power to supply, if they will, this long-felt defect in the
American commercial system; and that, too, not by any deliberately
formed legal or corporate organization, more complete than we
now possess, but by the simple voluntary adherence to sound
and self-evident principles of business, using our freedom to do
right. These considerations must appeal to every man of common
justice and common sense. I present them to you now in the
belief that the peculiar circumstances which have called us to-
gether, will secure for them the most serious attention and cordial
assent.
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After further discussion, the resolution offered by Mr. Coe, was
unanimously adopted and referred to a committee of five members,
to consider and report to the Association.

The Chairman subsequently appointed the following as that com-
mittee, viz: Geo S. Coe, President American Excﬁa.ngg National
Bank; George ﬁe Potts, President National Park Bank; O. D.
Baldwin, President Fourth National Bank; John J. Knox, President
National Bank of the Republic; R. L. Edwards, President Bank
State of New York.

LETTERS TO BANKERS—BY A RETIRED OFFICIAL.
[ FroM THR ScorTish BANKING aAND INSURANCE MAGAZINE.]

'No. IIL.—To THE TELLER.

My DEAR SIR,—Until you obtained your present promotion, your
duties in the bank had been useful but unobtrusive. You had artis-
tically wielded the paste-brush. You had labored like Sisyphus at
the copying-press, and you had summed the cash-book with a pre-
cision excelling, it may be, even Babbage himself, but all the time
the great public were as ignorant of your toil as, until taught by
Darwin, we all were of our slim but heroic relative, the earth-worm.
No longer, however, is such honorable obscurity your lot. Removed
from the back shelves, you are now stuck in the window, and to the
large section of the community, which does not require advances,
you are become ke banker.

After long experience of the work, I can confidently say that the
post of teller is the lightest and least irksome which the service
offers. The merely mechanical part of your duty stresses your in-
tellect no more than would the hammering of carpet tacks, and
whenever your cash is balanced your responsiblity is over. No
arrears of work are possible, and the whole day is enlivened by
a constant stream of fresh faces and somewhat scrappy conversa-
tion.

Yet there are diverse ways of performing even the most me-
chanical task, and it is worth some trouble to acquire an easy style
of dealing with cash. How pleasant it is to see a really expert
teller counting a bundle of notes! More quickly than the eye can
follow do they flutter over, and with a pleasant click each remasns
over until the parcel is done; while you see his neighbor, the
clumsy man, making spasmodic jerks that threaten the dislocation
of his right thumb, and every few seconds a despairing clutch with
the fingers of his left hand to hold down the only half-conquered
notes. The art in its perfection is easy to learn, valuable to use,
and yet wofully uncommon.

All this, however, is child’s play, and all your work proper
could be as well done by an anrentice of a couple of years’
standing. What you have been selected for, and what you are paid
for on a scale of at least comparative munificence, is that you may
worthily represent the bank, and meet its clients in a uniformly
becoming manner. This as a body you do, but there are unfortun-
ately many exceptions, and we find men at the counter who are
remarkable neither for their good looks nor their smartness,
whose only strong points are an overwhelming sense of their own
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importance, and a marked resolution to do as little work as they
can.

Like all other evil things, bad habits at the counter begin small
and grow upon a man, and it may tend to check this beginning if
I refer to a few of the more common faults.

Be smart and active, but don’t try to do everything at once.
Some zealous tellers remind one of an octopus with his countless
arms. Cheques are ﬂ{ing through one hole, and pass-books through
another; discounted bills are shouted for, and drafts are thrown
over the counter (often to the wrong person); a half-taken pay-
ment is laid aside and another begun, until the spectator is in
a state of vertigo, and dare scarcely hope that order will ever
come out of the confusion. Depend upon it, this system does
not, on the whole, turn out a success. Errors often of a serious
and inexplicable kind are bound to happen, and more than this,
tll:e dquiet orderly man has always a bigger book at the end of
the day.

Do )};our share of the work honestly. Some people’s payments
‘are much pleasanter to take than others, and it is very easy to
be intently summing your book when you see such people enter,
so that they may go to some of the other tellers, but don’t do it.
It is unfair, and the shallow pretext being easily seen through,
;h]? man who attempts it often does not rise in the estimation of his
ellows.

Speak intelligibly to the customers. To persons who are in the
habit of frequenting banks, the phrases “long or short,” “ How will
you have it?” pronounced “Howlyavit?” or “singles,” convey a
clear meaning, but to country people and the majority of ladies
you might as well shout *“ Abracadabra.” Yet many a time have I
seen tellers vastly irritated at the non-comprehension of their cabal-
istic question.

Don’t forget that many things now quite clear would at one
time have temporarily perplexed even yourself, and don’t show too
clearly your surprise that a non-mercantile mind does not at once
grasp the full scope of your explanation about collecting charges or
other matters.

. Be gentle and courteous in manner. Don’t throw down a cheque
to be endorsed as if you were Ivanhoe at the shield of Brian
de Bois Guilbert, and order your customers. (or their representa-
tives) as if you were the aforesaid Norman and they were Saxons.
A quiet request with reason assigned is just as easy and infinitely
- pleasanter.

Don't fear to admit the ibility of error on your own part.
You are only mortal and fallible like other men, and refusal to ac-
cept evidence will deceive nobody. It might save you half-a-crown
one day, and quite as likely cost you £ 10 the next.

Write up your book decently. The most illegible scrawl with a
figure at the end may serve your purpose, but it is unfair to make
the clerks behind spend their time deciphering scrawls that rival
in obscurity the legends on Cleopatra’s Needle.

For the bank’s sake, never show that you are idle. An outpost
sentry would not carry a banjo to fill up odd moments, but would
rather look well to his gun and accoutrements, and any spare time
you may have would be better spent in almost any way than in
reading the newspapers, or visibly lounging, thus proclaiming scarcity
of business.

And above all things cultivate patience, for you need it. 1 know
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them all—the woman who does not know what she wants—the
man who ﬁ-iv& you his business in a number of separate items,
all of which could have been carried through together in a tithe
of the time—the customer who is always wrong and scarcely be-
lieves it—the merchant who sends you his week’s collection on
your busiest day—and the boy who rushes in just at closing time
with a confused mass squeezed anyhow into a bag.

If you look fairly at it, you will find some excuse for each, and
whether or not, you should bear in mind that the prosperity of the
bank is largely dependent on the impression which you as its visible
representative make.

he counter is a fest place; you are not unnoticed there by your
superiors; and you may depend upon it that the man who in face
of some difficulty shows himself to be genial, active and popular,
will stand very high in the list when a more important post is
open.

MATERIAL ALTERATION OF A NOTE.

SUPREME COURT OF INDIANA.
Nicholson v. Coombs.

The material alteration of a promissory note, made at the instance of the
payee and without the knowledge of the maker, releases the latter from all
liability on the note. The addition to an instrument of the name of a
party, as maker, is a material alteration of it.

The word ‘‘executed,” as used in an answer, charging that the note
sued upon was materially changed after it had been *‘executed and de-
livered,” implies a complete and perfect contract.

ELLIOTT, J.—To the complaint of appellant, charging that the ap-

llees, William C. Coombs, Richard F. Nugent and David S

oons, executed to him the promissory note sued on, the appel-
lees, Coombs and Nugent answered separately. The answer of the
former is, omitting formal parts, as follows: “That after he and
his co-defendant, Richard F. Nugent, had executed and delivered
the note sued on herein, and without the knowledge or consent
of this defendant, the plaintiff procured David S. Koons to sub-
scribe the said note as one of the makers thereof.”

It is urged that the answer is bad, for the reason that it does
not aver that the name of Koons was added after the note was
completed. This position is not tenable. The word executed im-
plies both a signing and delivery, and a signed note duly delivered
is a complete contract. In a. legal sense the word execute includes
delivery and implies a complete contract. Grakam v. Grakam, 55
Ind. 23, vide 28; Prather v. Zulauf, 38 1d. 155.

It is settled law in this State that the material alteration of a
promissory note made at the instance of the payee, and without
the knowledge of the maker, releases the latter from all liability
on the note. Hert v. Ockler, 80 Ind. 83; Bowman v. Mitckell, 79
1d. 84; Monroe v. Paddock, 75 1d. 422. It is also firmly settled
that the addition of the name of a party as maker is a material
alteration of the instrument. Harper v. The State, ex rel, 7 Blackf.
61; Henry v. Coates, 17 Ind. 161 ; Bowers v. Briggs, 20 1d. 139; Big-
2low on Bills and Notes, 579. The answer was unquestionably good.
The answer of Nugent is the same as that of Coombs, with the
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exception of a change in names, and the questions arising upon
it are, therefore, disposed of by what has been said in considering
the latter’s answer. There was testimony showing that the note
sued on was signed by the appellees; that it was accepted by the
appellant, and, that after this had taken place, the latter, without
the knowledge of the former, procured Koons to sign as a maker;
it cannot, therefore, be said that the finding of the trial court is
not sustained by the evidence. After the signing and delivery of
the note, the appellees could not recall it nor the appellants change
it. From that time it became a complete and perfect contract.
The silence of the makers vested no authority in the payee to
procure an additional signature to the note. The delivery of the
note closed the contract, and it was the duty of the appellant to
have kept it unchanged.
Judgment affirmed.

The above case, which was reported in the American Law Regis-
ter, was followed by an excellent review of the authorities relating
to the subject by W. W. Thornton.

Any material alteration of a bill of exchange or promissory note
without the consent of the drawer or indorser of the one, or
maker of or surety upon the other, vitiates it. No suit can be
maintained upon it as it is after its alteration, for as such it was
never executed, nor upon it in its original form, because, as origi-
nally executed it is no longer in existence. Upon this all the
writers and authorities upon this subject agree; the only difference
in them is as to what constitutes a matenial alteration. Ames, N.
& B. 434-447, and note 1; "Story on Promissory Notes, 545 (6th
ed.); Bridges v. Winters, 42 Miss. 135; S. C. 2 Am. Rep. 598; Fal-
mouth v. Roberts, 9 M. & W. 469; for all agree that an immaterial
alteration (2 Parsons N. & B. 544; Bachellor v. Priest, 12 Pick. 399;
Hubbard v. Williamson, 5 Ired. 397), or one that does not change
the legal effect of the bill or note, is not such an alteration as
will render it void. Granite Railway Co. v. Bacon, 1 f Pick. 239;
Joknson v. Heagan, 23 Me. 329; Smith v. Smith, 1 R. 1. 398; Reed
V. Roark, 14 Texas 329; Pars. N. & B. 568. '

In an early English case it was held that where a joint and sev-
eral promissory note was made by several parties concerned in a
joint undertaking, for the purpose of securing repayment of a loan,
and one of the parties signed it several days after the party did
who borrowed the money, the note did not require an additional
stamp if it was signed before the money was paid, but if it was
sighed after the money was paid an additional stamp was necessary.
*Ex parte White, 2 Deac. and Chit. 334. The note was here treated
as a valid note, although an additional name was added to it with-
out the consent of the original maker. Clerk v. Blackstock, 1 Holt.
No;a.ll:. 474, decided nothing more than this, as a careful analysis re-
veals.

In Catton v. Simpson, 8 Ad. & El 136, it was held that an addi-
tional party signing without a stamp was not bound by his signa-
ture, and that the alteration, therefore, was not material. In that
case the original note was signed by a principal and surety, jointly
and severally, and the new name was procured by the principal for
an extension of time. The original surety paid the note and sued
his principal for the money paid to his use. The principal defended
on the ground that the payment was voluntary, because the surety
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had been discharged by the alteration and had no right to pay the
note; but his defense was rejected.

In Gardner v. Walsk, 5 El. & Bl. 83, a principal and surety made
a joint and several promissory note, anll a second surety was added
-after delivery, without the knowledge or consent of the first. It
was held that the first surety was disch by the alteration,
and the opinion was expressed by the court that Catlfon v. Simpson,
supra, was not law. In Aldous v. Cornwell, L. R. 3 Q. B. 573, Cat-
ton v. Simpson, supra, is cited as an authority on the point that an
alteration will not vitiate a note unless material, and the case of
Gardner v. Walsk, supra, was referred to merely to say that it only
overruled the former case on the question whether such an alteration
as that passed upon was material. The court was somewhat severe
in condemning the earlier cases that paid no attention to the ma-
teriality of the alterations. .

It has been also held in England that if a third party, after its
execution, signs a note upon the face of it with the intention of
becoming an indorser, and for that purpose only, it does not render
the note void. Ex parte Yates, 2 De G. & ]J. (Ch.) 191. So, to a
declaration upon a note accepted, payable to the order of L, and
by him indorsed to the defendant, and by the defendant to the
?laintiﬁ, a plea that the bill was, after the indorsement by the de-
endant, materially altered, without his consent, by the insertion of
his name as an indorsee prior to the defendant’s indorsement, was
held bad, as the alteration did not vary the pature of the instru-
ment, but was a mere correction of a mistake which gave the in-
strument the effect which it was intended to have. London & Pro-
vincial Bank v. Roberts, 22 W. R. 402.

In three cases, decided at an early day im Kentucky, it was 4eld
that the name of an additional surety placed upon a note without
the prior surety or maker's consent vitiated the note. Bank of
Limestone v. Penick, 2 T. B. Mon. 98; s. C. 15 Am. Dec. 136; Bank
of Limestone v. Penick, 5 T. B. Mon. 25; Skipp v. Suggett, 9 B. Mon.
5. The principle said to be involved in these cases was the same
as in the case of the alteration of a deed; in one, after the alter-
ation, it was not the deed of the grantor, in the other, not the
note of the maker. The same point was decided in other Ken-
tucky cases; and it was said, if the maker as