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The New Year

THAT hope which, according to poetic authority, springs eter-
nal in the human breast, nay pe relied on to give us all fresh
courage to face the twelve months upon which we are just
now entering. Whether there is a more solid basis for this courage
than the perennial optimism of mankind does not clearly appear.
Hardly a month elapsed during the year just closed that did not
bring assurance from some economic or financial authority that the
worst was over and the corner had been turned. There is a proverb
which says that it is a long lane that has no turning. In the light of
our experience, a new proverb might be invented to the effect that
the turnings of some lanes are very long. If the authorities re-
ferred to were accurate in their prognostications, we have been a
long while getting around the corner of our economic depression.
Probably a more conservative view would be that we have not
turned the corner, but that we seem to be getting pretty well down
the lane, with the corner in hailing distance. Whether the worst
is over is more than any one can with surety assert. The financial
and political situation in Europe remains cloudy, and until- the
danger from this source is cleared up we can not be sure of freedom
from economic disaster greater than any yet known. KEfforts are
being made to relieve the tension on this account, and these efforts
may prove effectual; but while this threat hangs over the economic
situation in Europe, the United States, and indeed the entire world,
there is no wisdom in shutting our eyes to its dangerous character.
One thing is certain, namely, that our own economic situation
has become inextricably linked with that of Europe. Talk as we
will of our isolation, it can be no more than talk, and of the idlest
kind.

Fortunately, there are some signs of a bettering situation here
at home, especially in the decrease of unemployment and the re-
vival in the building industry. But manufacturing in many lines
still languishes, and trade, both foreign and domestic, is greatly de-
pressed. The record of commercial failures for the year is the worst

in our entire history. Our railway problem yet remains unsettled.
1
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Congress has made a considerable reduction of taxation but has
shown little appreciation of the great need of economy in public
expenditures, while the disposition to impose punitive taxes on
wealth still prevails.

The facts of the situation as disclosed by the history of the past
twelve months afford scant basis for an excessive degree of optim-
ism, but they evidence our ability to withstand, thus far at least,
a shock of unprecedented severity. Under this tremendous strain
our business has been carried on, even though in attenuated volume,
and our banks have survived. Liquidation, though still far from
complete, has been carried to an extent which makes it possible for
us to contemplate a possible future storm with much greater
equanimity than was possible two years ago when our sails were
broadly set.

The best guaranty of the future lies in a public opinion that will
insist on a policy of the strictest economy in governmental expendi-
tures, a more sweeping reduction of taxation, and the fostering of
such policies as will help in restoring the profitable conduct of in-
dustry and trade, so that the unemployed may find work.

International Financial Problems

RESUMABLY after the conclusion of the conference for the
limitation of armaments an international meeting of some
kind will take place for the purpose of dealing with financial

problems. These problems have to do with the balancing of bud-
gets, the reduction of paper currencies and the stability of ex-
change. There has been a good deal of opinion to the effect that
these are matters to be adjusted by the respective states rather than
by international agreement, but opinion is gradually veering around
to a contrary direction. Many financial experts believe that these
problems are too large to be settled in any way except through in-
ternational agreements of some kind.

Assuming that the Washington program for the limitation of
armaments shall be carried out, this will constitute a long step for-
ward in bringing about conditions that will make it possible for
some of the European countries to bring their revenues more nearly
up with their expenditures. As the heavy taxation which military
and naval outlays require renders necessary the issue of large
amounts of paper currency, the cutting off of these expenditures
will on the other hand make it possible for some of the governments
to reduce their paper circulation. The Disarmament Conference
will, therefore, be the first step and a most important one in the
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direction of international financial rehabilitation, since it will bring
about largely decreased expenditures.

It seems not improbable that following the Disarmament Con-
ference there will be a convocation of some sort to deal with inter-
national financial questions. Even should this conference be called
in the near future it is difficult at present to forecast what remedies
it may propose. These may take the form of an international bank
or agency, or some kind of a vast loan to be used as a sort of inter-
national revolving fund to be applied at the most dangerous spot
as occasion may require, or it may take the form of a manipulation
of exchange through some of the devices which have been employed
both during and prior to the war.

It has been said that opinion is tending to regard the interven-
tion of governments in international finance as a necessity. This
intervention is provided for the Ter Meulen scheme, which is in
the course of being put into operation in Europe, and which calls
for the government’s guarantee of the importers’ credits. A some-
what similar expedient is now in actual employment in the United
States through the War Finance Corporation whose operations help
in the export of American products. The fact that the proposed
Foreign Trade Financing Corporation failed to get under way in
the United States may also be taken as an indication that the finan-
cial problem at present is one too vast for private enterprise.

It is quite possible that it may not be necessary for the gov-
ernments to enter into any joint financial undertakings in the di-
rection indicated, but substantially the same purpose may be
achieved if, as a result of a financial conference officially convoked,
some method of co-operation could be devised which would have
at least a quasi official sanction such as would be conferred by the
character of a conference composed of delegates officially appointed
by the various governments interested.

Very likely the effect of some practicable plan of international
co-operation would act as a strong tonic on the world’s credit situa-
tion.

The world has arrived at the point where in international finance
each country cannot be left to work out its own salvation. A healthy
financial situation in all of the leading countries of the world is of
major importance to every country. If this fact is realized, and
effective means taken for bringing to the weaker countries the help
of the stronger, it should powerfully tend toward a restoration of
financial confidence throughout the world.

Perhaps in most of the discussion of international financial
problems a tendency has been manifested to expect too much of the
United States. Fortunate as is the financial position of this coun-
try, it is not such as to enable us to take upon our shoulders all of
the world’s burdens. We are doubtless in a position to exercise
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leadership, but effective leadership implies faithful co-operation.
The problems to be worked out are certainly great enough to call
for all the strength which the united nations of the world can offer.
If through the medium of an international financial conference such
co-operation could be brought about in behalf of a few sound and
simple financial measures, it should go far toward remedying the
prevailing distrust.

While some new forms of financial mechanism may be required
to meet what is essentially an unprecedented situation, it will prob-
ably be found that less reliance is to be placed in these expedients
than in compliance with well established principles. Economy in
governmental expenditures, and efficiency in carrying on all in-
dustry and trade, the strict performance of obligations, and a de-
termination to return to a sound currency system at the earliest
possible moment, will probably do more to restore confidence and
bring about normal conditions than any plan which the most ex-
pert financier can devise.

It may be necessary for an international financial conference
to lend a willing ear to some device to bridge over the present situa-
- tion, but it should be regarded more as a temporary expedient that
cannot permanently replace the principles upon which sound
finance has existed for the last one hundred years.

The Ter Meulen Credit Scheme

HE plan put forth at the Brussels Financial Conference, and
which was expounded by its organizer, Sir Drummond
Fraser, at the recent convention of the American Bankers

Association, is essentially a method of re-enforcing private credit
with governmental support. The necessity for such an extraordi-
nary expedient of finance, of course, arises from the shattered state
of credit in Europe following the heavy expenditures entailed by
the recent war. It goes without saying that private credit is in a
very bad way when resort must be had to such an unusual course
to sustain it.

In ordinary times the employment of government credit in this
way could not fail to be of very great service in bettering the credit
of individuals. These are not ordinary times, however. It so hap-
pens that most of the governments of Europe that would be called
upon to make further pledge of their credit are already in default
of their own obligations and in several cases to a very large amount
of both principal and interest. Under such circumstances it is diffi-
cult to see just what benefit would be conferred upon the credit of
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individuals by an oﬂ"er of governmental support. The guaranty
of a bankrupt offers but a slim reliance to the creditors.

Instead of making this further exceptional use of their credits
the debtor countries of Europe would probably help their com-
merce and industry quite as effectually by first endeavoring to re-
store the confidence of the investing world in their own solvency.
This restoration of confidence would certainly not be helped by the
creation of further obligations which could only tend to Weaken an
already depleted credit.

In certain quarters much reliance is being placed on the eﬁicacy
of the Ter Meulen credit scheme and it will be unfortunate ¥ these
expectations fail of realization. With the credit of the European
governments so badly shattered as at present, it is dlﬁiculf, howe\rer,
to see what basis exists for any other outcome.

The more closely the European credit situation is stud;ed the
more apparent will it become that however promising some of these
expedients may appear to be at the outset, they can offer little hope
of amelioration when put into practice. The way out pf debt is
to work hard, to save and to pay. It is probable that if there were
some easier way of handling one’s indebtedness it would tend to a
perpetuation of obligations and operate to discourage their pay- -
ment.

If the great burden of debt arising from the war could be wiped
out by some magical process of cancellation, it would tend to lessen
the horror with which nations are gradually coming to regard in- --
ternational armed conflicts. If the peoples of the respective coun-
tries who engage in war shall be held to payment to the uttermost
farthing, they may in time come to put a check upon the military
ambitions of the statesmen and rulers who guide their destinies.

Every humane person must regard with approval all wisely con-
sidered measures for diminishing the loss of human life as a result
of war, but it is questionable whether or not any real service to
humanity is rendered by wishing that the cost of war be either
diminished or obviated altogether. The knowledge that war is the
most expensive pastime in which mankind can engage should afford
a lesson that will in time sink into human consciousness. 1t is in-
cumbent upon the people of the respective nations of the world to
think more intensely of the expenditures which war entails before
these conflicts take place rather than afterwards. Having in mind
the tremendous loss of life and the enormous expenditure of treas-
ure resulting from the late war, the peoples of the various countries
should the more urgently demand that hereafter every possible
measure be taken to render like conflicts impossible.

Before the outbreak of the Great War many of the nations of
the world were engaged in military and naval rivalry and in trade
and territorial controversies which were certain to involve some of
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the countries in war. The statesmen and rulers of the world went
ahead with these policies without receiving any check from their con-
stituencies, who evidently regarded with approval the course that
was being taken. In view of this fact it is now rather late for those
who must pay the cost of the war to seek for some means of ridding
themselves of an obligation which their own indifference imposed.

When all is said, the fact remains that if people want war they
must pay for this expensive luxury. If they do not wish to pay
they should not only give their unhesitating support to all measures
calculated to avoid war, but insistently demand that their rulers
adopt peaceful policies.

Reinvesting Our European Loan

HE suggestions made in the December number of THE
BankERs MAcazINE and which were also repeated in sub-
stance by Mr. Vanderlip in his address before the Economic

Club in New York on November 28, for reinvesting the sums due
us from the European governments in various forms of productive:
and transportation enterprises in these countries, is well enough in
theory but unfortunately its practical application is very difficult.
The reinvestment of a sum already loaned out presupposes its pay-
ment, and there is no immediate prospect of any substantial part
of the European indebtedness to the United States being paid off.
However attractive, therefore, this proposal may be from a theoreti-
cal standpoint, it will not amount to much practically until we begin
to receive payments on account of the European debt.

As pointed out in the December number of THE BANKERS
MAGAZINE, there is another difficulty which will hinder the reinvest-
ment of these loans in Europe since they were made by the Govern-
ment of the United States and not by the bankers of the country.
It would not be difficult to devise some financial expedient to over-
come this obstacle. In a sense, so long as the loans remain unpaid,
they are being reinvested although such reinvestment is compulsory
rather than voluntary.

If the European countries that are indebted to the United States
would put forth extraordinary efforts to meet their interest obliga-
- tions and gradually to pay back some of the principal sums due,
means could doubtless be found for reinvesting these amounts in
restoring the transportation and manufacturing activities in the
countries that suffered most from the war. The confidence which
such payments would tend to restore, and the good effects of their
reinvestment in European enterprises, should gradually tend to the
restoration of normal economic conditions in Europe.
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It is not very encouraging in fostering the investment of Ameri-
can funds in the European countries to have the United States fur-
nish fresh loans for the purpose of meeting accumulated interest
obligations on the debts. The lending of money for the purpose
of paying off a loan is one of the most familiar expedients of finance,
but its efficacy is considerably weakened when such fresh loans must
be made applicable to taking up defaulted interest. This is one
reason why further European financing by American bankers fails
to attract interest.

At the first signs of returning solvency among the governments
now heavily indebted to this country, and of which indication there
could be no stronger manifestation than the taking up of defaulted
interest obligations, doubtless American banks will be eager to make
reinvestment in the productive enterprises of Europe.

Mr. Vanderlip in his New York address pointed out that the op-
portunities for the investment of American capital in certain parts
of Europe were comparable to those which have existed in the Mis-
sissippi Valley and western regions of the United States. Un-
fortunately, the political and economic conditions are far less stable
than they were in those sections of our own country. Until these
unusual risks are removed it is too much to expect that American
capital in very great volume will go abroad for investment, espe-
cially when in these times there are still so many fine opportunities
for profitably and safely investing capital at home.

Our Growing Investment Demand

NE of the notable financial developments of the time is the
large and apparently growing demand for high grade securi-
ties. Notwithstanding the fact that issues follow each other

on the market in rapid succession, they seem to be readily absorbed
and in a number of cases there has been a sharp rise in price im-
mediately after the issue was announced. If this tendency con-
tinues very long it will result in high grade bonds being offered at
a much lower rate than has been considered necessary for some time
in order to attract investors.

‘We may still be a good ways off from the old four per cent. rate
which for many years prior to the war was considered an ample
return on securities of the best class, but it can hardly be expected
that sound securities will be offered much longer on a basis approxi-
mating double the figure named.

The heavy demand for investment securities is probably due to
several causes. In the first place, our large accumulations of gold
have given the banks ample reserve funds and have tended to lower
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interest rates. The falling off in business enterprise has also tended
to add to the supply of available banking funds on lower terms.
As the demand and opportunities for employment of funds in
manufacturing and commercial enterprises have declined, the sur-
plus funds have naturally sought investment in the security mar-
kets. Another cause for the active demand for bonds is also to be
found no doubt in the disposition of those having large incomes to
divert their funds from investment in enterprise to tax exempt
securities. If this demand continues it will lead to such bidding for
securities of this character as to enhance their price unless the vari-
ous states and municipalities should take advantage of the oppor-
tunity to offer securities in such volume as would fully meet the
demand for them.

Although the United States has been criticised for its lack of
interest in foreign loans—an indifference which might easily be ex-
plained in view of our experience with many of those already made
—yet it will be found that we are gradually becoming very heavy
holders of foreign obligations. Every few months some foreign
flotation of quite large amount is announced and these offers are
readily subscribed. It is hoped that our more recent foreign in-
vestments may prove more fortunate than some of those heretofore
made, although ground for this hope hardly exists in the economic
and political conditions prevailing in some of the countries to which
advances have been made. It is even questionable whether Ameri-
can bankers have in all cases in making these loans exercised that
degree of prudence which is alone consistent with safety.

It is quite true that the lending of money abroad will tend to
foster our international trade, but it is equally true that if these
loans prove uncollectible this fact will develop a friction between
the United States and its debtors largely tending to offset the ad-
vantages of increased trade.

Regret must again be expressed that we have thus far failed
in the attempt to organize and put into operation a large interna-
tional financial corporation that would thoroughly examine ‘the
basis of all the foreign offers made in this country, and would put
these offers up to the public only after such careful investigation
as would reasonably assure their safety. In saying this it is not
intended to reflect in the least on the banks and international bank-
ing-houses that are now engaged in marketing international securi-
ties. Many of these banks and banking-houses have developed
great skill through long years of handling foreign loans, and their
integrity is beyond question. Admitting all this, however, there
would seem to be a real need for an institution of the character in-
dicated. If the Foreign Trade Financing Corporation had been
organized and had operated in accordance with the plans of those
engaged in its formation, it should not have interfered in the least
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with the existing banks and banking-houses that are handling in-
ternational securities but in time should have so broadened the
American market for securities of this character as to afford even
more business for the existing agencies than they are now handling.

&
The Taxation of Wealth

IN studying the surtaxes imposed by the new Revenue Act rang-
ing from one per cent. on incomes between $6,000 and $10,000
up to fifty per cent. where the net income exceeds $200,000,
the question arises as to the disposition those having large incomes
will show in continuously contributing such large amounts to the
Federal Government. So long as our war indebtedness remains
unpaid there must of necessity be imposed upon the country very
heavy taxes; but in time, as these debts diminish, the necessity for
such burdensome taxation will disappear.

Since we are not likely soon to receive payment of our foreign
loans, which would enable us to reduce our own public debt, we are
likely to be under the necessity for a long time of imposing heavy
taxes.. So long as this necessity exists, these taxes will be borne
with more or less toleration although statements have already been
made that the wealth of the country is not at all reconciled to con-
tributing so large a share of its gains to the public exchequer.

It will be interesting to note what effect these heavy taxes will
have in the course of time on the earnings of individuals and cor-
porations. If so large a sum must be absorbed by the Federal Gov-
ernment it may be doubtful whether the incentive to earn these large
gains will longer exist. The joy of making money solely for the
pleasure of paying it out in the form of taxes is one that has escaped
general observation.

At present, as already stated, these heavy taxes represent con-
tributions that must be made out of the accumulations of wealth
to meet our huge public debt. To this extent they are entirely de-
fensible. To the degree that such taxes are imposed with the idea
of checking the accumulation of wealth, or in effecting a redistribu-
tion of the gains of industry, the justification of such taxes may be
brought in question. Huge sums exacted from the people in the
form of taxes tend to beget extravagant appropriations by Con-
gress. Indeed, even the heavy payments required to meet our debt
obligations do not seem sufficient to restrain this propensity on the
part of the legislative body.

While no opposition is justified to the collection of taxes to take
care of our public debt, and to meet the other necessary expenses
of the Government, such objections can readily be raised against
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the taking from private individuals of a large share of their gains
to be employed in doubtful philanthropic activities initiated by the
Government at Washington. If such gains were left in the hands
of individuals they would in most cases be reinvested in other pro-
ductive enterprises, and would therefore be performing a service
to the people quite as great as would follow their use in any scheme
that can be devised by the average legislative wisdom existing at
Washington.

Productive enterprises of this country and of the world are
always in need of all the gains which industry can make, and these
gains can be better employed in the interest of the whole people at
large by leaving them in the hands of those who made them than
by pouring them into the public Treasury to be voted out and ex-
travagantly employed under the authority of the Federal Govern-
ment. The same degree of skill and financial ability required to
earn these gains in the first instance will assure their reinvestment
to the public benefit. No evidence is at hand that the Government
can possibly make such wise use of these funds as has been done
by those who earned them. Examples of inefficiency and extrava-
gance in governmental intervention in enterprise are too numerous
to justify any hope that the public would gain by diverting the
revenues of corporations and individuals into the Treasury, and

“taking them out of the productive enterprises of the country.

While very fully approving of all taxation that may be essential
to meeting the requirements of the public debt, and other justi-
fiable expenditure, the people of this country should narrowly watch
any: disposition of Congress to absorb the gains of industry solely
for the purpose of employing them in governmental schemes of
doubtful value which are certain to entail an unwise use of funds
which have been accumulated through the industry of our workers
and the skill of our captains of industry.

Federal Regulation of the Sale of Securities

AT the last annual meeting of the Investment Bankers Asso-

ciation of America there was considerable discussion of pro-

posals for regulation of the sale of securities by the Federal
Government.

Some time ago a bill was introduced in Congress known as the
“Federal Fraud Act.” Its introduction came as a result of the
joint activities of the American Bankers Association and the In-
vestment Bankers Association. This bill provides for the appoint-
ment of a Securities Committee by each of the Federal Reserve
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Banks; each committee is to keep informed as to securities sold or
offered for sale within its district, and if it is found that in the sale
or offer of securities involving use of the mails or other interstate
or foreign commerce agencies fraud is being practiced, the commit-
tee shall report to the Attorney-General who may make an investi-
gation. The Attorney-General may also proceed upon complaint
from sources other than the committee. If it is found that fraud
is being practiced, the Attorney-General, may, under the provisions
of the bill, issue an order requiring the cessation of fraudulent prac-
tices. This order would operate something like an injunction but
would be subject to review by a Federal District Court, from whose
decisions an appeal would lie.

While it is not intended that this bill shall take the place of the
blue sky laws, it would seem, nevertheless, to meet all reasonable
requirements in the protection of the public from the sale of fraudu-
lent securities.

In discussing the proposal for Federal regulation of the sale
of securities, M. A. Traylor, president of the First Trust and Sav-
ings Bank, Chicago, stated before the meeting of the Investment
Bankers Association, that while Federal supervision over the issue
of securities is urgently needed to protect the people against un-
scrupulous promoters, such legislation should not go to the extent

.of .interfering with the marketing of sound securities.

Very likely many of the so-called blue sky laws have already
gone much farther in this respect than is either desirable or neces-
sary, and it is to be hoped that some simple provision like the bill
already referred to may gradually take the place of these more
closely restricted measures which the states have already adopted.

In speaking before the Investment Bankers Association Mr.
Traylor pointed out that a fraudulent sale of securities could not
take place without an intent to defraud, and he stated that in many
cases losses were due to misguided business ventures rather than
to out-and-out frauds. He also called attention to the fact that
restrictions on the sale of securities would likely be followed by fur-
ther restrictions on commercial loans made by the banks. On this
point he said:

“If they can tell you gentlemen first what you can sell, and then
tell the investing public what they may buy, then how much farther
is it before they can tell, through the same principle, the commercial
banker upon what security he shall loan his money and under what
terms and conditions; and how much longer will it be before they
will tell us what character of proposition we shall finance, because,
after all, what is the difference between the loan I make for the
promotion of American industry and the loan made as the represen-
tative of the buyer? What is the difference? In its final analysis
there is not a bit in the world. If there is any difference at all to



12 THE BANKERS MAGAZINE

‘the trusteeship I have over deposited funds in my care, there should
be greater restrictions upon the character of loans I should make
as a ll)fgnker than of investment of the funds I have accumulated
myself.”

Both the state and Federal governments have already thrown
important restrictions around the conduct of banking, but notmth-
standing these restrictions each bank has a great degree of liberty
over the kind of loans it shall make. The theory upon which public
regulation of banking has been based has not contemplated an in-
terference of the Government in the active management of the vari-
ous banking institutions.

It is difficult to see how any substantial injury would result to
individuals if the laws relating to the sale of securities were to em-
body the principle that securities should be offered in all cases
merely for what they represent. If this simple provision were com-
plied with, the element of fraud would be eliminated in all cases.
Quite frequently a useful purpose is served by the sale of securities
which have little or no present value, but whose prospective value
is very great. Indeed, if the sale of securities of this character is
to be stopped, it will tend quite seriously to impair the development
of many enterprises. The only harm to the individual results from
the offer of securities of prospective value as if they had a present
value. After all, about the only thing necessary in offering securi-
ties to the public is that the truth shall be stated in all cases.

Excessive zeal on the part of governments to protect the indivi-
dual from the consequences of speculative investments is liable to
interfere with the development of enterprise, and probably repre-
sents an excessive degree of paternahsm

The investor who buys securities without first havmg made care-
ful investigation, or who buys with the expectation of reaping enor-
mous profits, needs but little public protection from the conse-
quences of his own acts. His most effective protection will come
from the experiences obtained through such ill-advised employment
of his money.

Much of this protective legislation arises from a pretended desire
to safeguard the “‘widow and orphan”—rather indefinite terms fre-
quently employed to justify various forms of paternal legislation.
Probably the widow and orphan lose their funds through unsound
investments less frequently than greedy and light-headed persons
who become infected with the desire to make money suddenly with-
out any thought of whether the enterprise in which they put their
money renders any service to the public or not. Such individuals
should not have much public sympathy wasted on them, but may
quite safely be left to reap the consequences of their own folly. By
getting their ﬁngers burned often enough they may learn to avoid
the fire.
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Segregation of Trust Funds

CCORDING to a provision of the Federal Reserve Act na-
tional banks acting in a trust capacity are thus required to
deal with trust funds awaiting investment:

“Funds deposited or held in trust by any bank waiting invest-
ment shall be carried in a separate account and shall not be used
by the bank in the conduct of its business unless it shall first set
aside in the trust department United States bonds or other securi-
ties approved by the Federal Reserve Board.”

A regulation to carry out this provision of the law has been
promulgated by the Federal Reserve Board.

A New York national bank that has established a trust depart-
ment objects to the requirement in question on the following

- “It therefore follows that a burden is placed on the national bank

.acting as trustee under a corporate mortgage where large sums are
deposited with it for the payment, at maturity or otherwise, of the
obligations of the mortgagor company. It may follow that the
national bank has not sufficient investments that it can release for
such purposes, in which case its activities are limited or rendered
nugatory by the idle use of the funds. - : '
.~ “We are informed that trust companies, created under the laws
of this state, are not required to make any deposits with themselves
or otherwise, other than the securities deposited with the state
authorities for the protection of private or court funds, which the
national banks in this state are also required to deposit upon as-
suming fiduciary powers, and which deposit the Harriman National
Bank has made. ' ' '

“It is, therefore, our contention and belief that the requirement
of Section 5, Regulation “F” Series of 1919, imposes a condition
upon national banks (exercising fiduciary powers) which destroys
competition with trust companies in this state by limiting our cor-
porate activities to the extent of our investments at disposal and,
therefore, the very purpose of allowing national banks to compete
with trust companies is defeated.”

Rather curiously the provision to which the New York bank ob-
jects as being burdensome is not considered sufficiently stringent by
the Orphan’s Court of Philadelphia County, Pennsylvania, which
has denied trust company powers to national banks after citing the
provision of the Federal Reserve Act already mentioned. In Penn-
sylvania trust companies are required to keep their trust funds sepa-
rate from the general assets of the bank, and the State Banking
Department requires trust funds to be deposited in separate bank-
ing institutions. '

Further grounds for refusing trust company privileges to na-
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tional banks were found by the court referred to in that provision
of the National Banking Act which renders the books of national
banks not subject to inspection except as provided in the National
Banking Act, and the Orphan’s Court of Philadelphia County also
objected to the handling of trust funds by national banks on the
ground that these institutions were conducted for profit. Objection
to the national banks acting in a trust company capacity is also
made by this court because of the wide powers which are given to
receivers of national banks in case of insolvency.

The Bankers Magazine Advertisers

HILE it is very bad taste for a publication to indulge in
self-praise, this objection, which applies to the reading
matter of a periodical, can hardly be held as embracing the

advertising pages.

Believing, therefore, that it is entirely proper to speak a good
word in behalf of the many banking institutions and other enter-
prises represented in its advertising pages, THE BANKERS MAGaA-
ZINE wishes to call attention to these announcements especially as
representing the progress made in recent years in financial adver-
tising.

In point of both quantity and quality, the advertisements
printed in these pages from month to month make a decidedly im-
pressive showing. If compared with the bank advertising of a
quarter of a century ago, it will be found that in typographical
appearance, in illustration, and especially in the character of the
text matter, these advertisements have shown an astonishing im-
provement. They not only attract the eye and hold attention, be-
cause of attractiveness from the standpoint of appearance, but they
engage interest by the messages which they convey.

Not long ago a well known banker in one of the larger cities of
the country made the statement to the editor of THE BANKERS
MAagGAZINE that the advertising was more interesting than the read-
ing matter. This statement, instead of causing irritation, was
gladly received as an indication of the high value which bankers
have come to place upon really effective forms of banking publicity.

Perhaps in no country in the world have the people come to
repose so much confidence in advertising as we now do in this coun-
try. It can be truthfully said of many publications besides THE
- BANKERS MAGAZINE that their advertising pages are the most at-
tractive and interesting features of the publication. It is hardly
too much to say that very many magazines are bought chiefly with
the object of carefully studying the advertising pages. These have
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been enhanced in interest by the use of various devices, such
as telling illustrations and the deft employment of colors, as
wel}fas by the intimate and instructive character of the message
itself.

The dignity which was formerly supposed to be an invariable
element of bank advertising has softened to the extent of employ-
ing a number of the advertising expedients in use by commercial
and manufacturing enterprises. Even with this liberalizing of bank
advertising, the banks manage to remain entirely within the bounds
of propriety consistent with the conduct of the banking business.
Undoubtedly there is a line which divides effective and proper bank
advertising from that of the exploitation of commercial wares. It
is believed that the majority of bank advertisements keep well
within this division.

From the high character of the bulk of present day financial ad-
vertising, it will be recognized that the banks are paying much more
attention than formerly to this branch of their business. Hereto-
fore the advertising of a bank has been regarded with more or less
indifference and the preparation of advertisements and the selection
of mediums were duties which have been devolved upon some minor
employee without any special knowledge of bank advertising. This
is no longer the case. In nearly all of the larger banks of the
United States at the present time the advertising is either in charge
of some one specially qualified to handle it, or the services of an
expert financial advertising agent have been requisitioned. A care-
ful examination of the numerous advertisements presented in our
advertising section from month to month will demonstrate the fact
that those now charged with the responsibility of the preparation
of bank advertisements are doing some excellent work.

The banks of the United States have been pioneers in making
their announcements to the public attractive and informative in
character, but their efforts in this direction are being adopted by
the banks of many other countries. In some foreign countries banks
have long shown an indisposition to do advertising of any kind, but
there is a marked tendency to change their policy in this respect.
For a long while the British banks were extremely conservative in
regard to the matter of advertising, but in recent years they have
become quite liberal advertisers. Advertising among the French
banks is not yet general, but there are some indications that these
institutions are preparing to follow the more liberal policies of their
British and American competitors. The banks of several other
European nations are also becoming alive to the advantages of
proper advertising representation. The Australian and- Japanese
banks have long been very liberal advertisers.

The large number of bank advertisements appearing regularly
in TaE BANKERS MAGAZINE, and covering nearly all parts of the
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globe, constitute a valuable source of information for the banks of
the United States and other countries that are seeking to employ
the best forms of bank advertising, for these advertisements repre-
sent some of the largest and strongest banking institutions in the
world. The fact that such institutions find it profitable continu-
ously to be represented in the advertising pages of TaE BANKERS
MacazINE is an evidence of the value of such publicity.

THE BANKERS M AGAZINE takes a just pride in the large number
and the representative character of the bank advertisements car-
ried in its pages from month to month and year to year. These
advertisements may be taken to represent the community of com-
mercial and financial interests which exists among the various coun-
tries of the world, and also as a harbinger of that happier time when
the nations and people of the world shall come to realize that their
interests are not antagonistic but identical.

The Bankers Magazine for 1922

NCREASED activity in presenting information relative to the
world’s progress in banking, finance and economic develop-
ment will mark the policy of THE BANKERS MAGAZINE for the

year 1922. Neither the achievements of the past nor the actualities
of the present afford any warrant for a slackening of activities for
the future. The year 1922 may or may not witness a revival of
prosperity; but even should it be an unusually quiet period, or
even—putting the worst possible face on matters—should it witness
still further depression, that is no reason for sitting still, content
with the past and despairing of the future. Whatever the year
1922 may bring forth-—and let us hope for the best—this country
and the whole world will surely move forward, either this year or
the next, or at some time. We are building for that future day, and
our policies for the coming year are already planned along lines
of more active development than at any time in the past.

At the beginning of its seventy-sixth year THE BANKERs
MacazINE finds its circulation, advertising patronage and influence
unexampled in its history; but far from being content with this
enviable situation, the publishers are determined to make the
MaGAZINE better than ever before and a still worthier representa--
tive of American banking and finance.
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ALBERT H. WIGGIN
President Chase National Bank, New York

N April 6, 1921, Mr. Wiggin became president of the Chase
National Bank, having been chairman of the board since January,
1918, and president from 1911 to 1918.

Mr. Wiggin was an assistant National Bank Examiner in Boston,
and assistant cashier of the Third National Bank of Boston, becoming
vice-president of the Eliot National Bank there in 1897. He came to
New York as a vice-president of the National Park Bank in 1899 and
was elected a vice-president of the Chase National Bank in 1904.
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The Size of Our Job*

‘“The Prosperity We All Have in Mind for the Future
Must be a World Prosperity’’

By G. A. O’Reilly

Vice-President Irving National Bank, New York

HE size of our job. This, it
seems to me, is the most impor-
tant single consideration in our

entire situation. Indeed, I am not at
all certain that it is not larger and more
important than all other considerations
put together. Much of our difficulty,
most of our miscalculations and nearly
all of our worries, are due to failure to
realize the immensity of the area over
which are spread the problems we face.
If ever a nation needed vision, the
vision which sees not only clearly but
broadly, we need it now. With proper
vision our equipment for the work ahead
would be complete. We have every-
thing else—youth and energy and un-
limited power, and wealth, and institu-
tional efficiency, a place in the world
such as nation never had before, and
to as great an extent as any nation may
hope for, the admiration and friendship
and gratitude of the world.

In the course of the past two or three
years many interesting plans have been
proposed for the improvement of the
things which are. Most of them have
fallen into the discard, and not a few
reached that unhappy destination in a
hurry. The trouble was that most of
these plans shot wildly, lacked direc-
tion, were based upon conditions which
should have been or might have been,
but which unfortunately were not. Few
of them struck a proper balance between
desirable and the possible, between in-
tention and execution. The outcome of
it all has bgen that we stand before the
world today practically without a plan
looking towards the doing of the things
which must be done before the most
annoying question mark in our lives will
be removed.

Naturally, this experience has not
been without benefit. We have learned
much about the other fellow, but more
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about ourselves. We have not succeeded
in getting rid of all our little weaknesses
and peculiarities, fortunately perhaps.
We still mix business and sentiment, but
we no longer do it just for the fun of
the thing. We still take ourselves seri-
ously, but not quite so seriously as we
used to do. We take the other fellow
seriously, too, but in his case, as in our
own, not quite so much so as formerly.
We are all ready and waiting for the
appearance of some great prophet who
will point the way and anxious to have
him outline his plan; but prophets of
this kind seem slow in putting in an ap-
pearance and, incidentally, the near-
prophets who are outlining world plans
nowadays are finding it very necessary
to watch their step. If they fail to do
this—for them, too, the discard. In
other words, three vears after the end
of war we are ready to make an intelli-
gent start towards a condition of nor-
mal business again. Rather slow prog-
ress, I should say.

At about this point in a discussion of
this kind, someone is nearly sure to say
or think something about the importance
of “looking after our own affairs right
here at home,” and to make reference
to the fact that as only above five per
cent. of our national business is foreign
we had better look after our ninety-five
per cent. and let other people settle
their own troubles. Such a person does
not need vision particularly, what he
needs is information. This is not a for-
eign trade talk, nor need the thought
underlying it have any reference to for-
eign trading or the ninety-five per cent.
or the five. It does not matter for the
purpose of this discussion whether there
is one person in this audience who sells

*An address delivered at the banquet of the
American Assoclation of Woolen and Worsted
Manufacturers, New York, Dccember 7, 1821.
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a dollar’s worth of American goods out-
side the United States or buys a dol-
lar’s worth of goods abroad. These re-
marks are being addressed to “just
Americans,” regardless of where and
what they buy or sell, Americans who
pay taxes, who pay rents, who buy
houses or build them, who buy food and
clothing or make them or sell them, who
ship goods or have goods shipped to
them, who employ and are employed,
who invest in enterprise or are respon-
sible for the investments of others, who
have seen patriotic industrious Ameri-
cans sitting on park benches out of em-
ployment and hungry, who recognize a
responsibility, a business responsibility,
to help the Red Cross and the Salva-
tion Army and the other splendid or-
ganizations operating in the interest of
distressed men everywhere. In short,
I am directing these remarks to Ameri-
cans who live in a world of which our
country is and must continue to be a
part and an exceedingly important part
too.

I am not discussing charity either.
That part of our work is being taken
care of and will be taken care of as
long as good Americans hear the call of
distress from whatever land and can
find the means to relieve it. I would
speak of the plain business features of
the case, features which must be recog-
nized and treated before prosperity will
come again to our people, and before
we will know the peace of mind which
can be built upon understanding even
though prosperity still be far off.

And how large a job is ours? As
large as the world, I should say. Some-
where on earth there may be a land in
which we have no interest, but I doubt
it.

Everybody-is familiar with the office
method of recording the extension of in-
terests by placing pins of different col-

And how large a job is ours?
As large as the world, I should
say. Somewhere on earth there
may be a land in which we have
no interest, but I doubt it.
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It is a perfectly clear case of
minding our own business, of look-
ing after our own affairs, but with
sufficient vision to trace our busi-
ness, our affairs, wherever they
may be and regardless of oceans
or seas or political boundaries.

ors at different points on a map. If we
make it the United States instead of a
particular concern and the map one of
the earth, it would be difficult to imagine
a stock of pins large enough to serve.
And, again, please understand that it
is not a question of trading with any
country but rather of being related in
interest to every country through an al-
most infinite variety of contacts and
connections and responsibilities which
need never show on the surface in the
form of what we call trade. It is not
a question either of world politics or of
showing other nations how to manage
their affairs or of imposing an American
“culture” upon the people of any land.

It is a perfectly clear case of mind-
ing our own business, of looking after
our own affairs, but with sufficient vision
to trace our business, our affairs, wher-
ever they may be and regardless of
oceans or seas or political boundaries.

The war gave us our first real touch
of the nearness of nations, and if we are
wise we will not forget the lesson. Then
American aviators piloted machines
made in England and France and Italy,
and Awerican gunners learned to feel
thoroughly at home behind French sev-
enty-fives. French teamsters taught
new cusswords to American mules haul-
ing American wagons and trucks and
ambulances. Chauffeurs from London
and Africa and India hauled British
Tommies to the front in machines made
in Detroit and Cleveland , and South
Bend. And this touch of nearness still
finds expression but in different form.
The same causes which established
breadlines in Petrograd and Vienna
have put down and out American sol-
diers on the park benches of New York
and Chicago. And it is not yet ended.

The prosperity we all have in mind



The prosperity we all have in
mind for the future must be a
world prosperity. Disease and
perfect health make poor bedfel-
lows, and nations must sleep to-.
gether even though not on speak-
ing terms.

for the future must be a world pros-
perity. Disease and perfect health
make poor bedfellows, and nations must
sleep together even though not on speak-
ing terms.

These are some of the reasons why I
say that our job is as large as the
world. Things are not as they should
be. They have been worse and will be
better. There have been ups and downs
in the past and we must not expect per-
fectly smooth sailing in the future. We
must expect the jolts.

But, however, prosperity is to come
and when, if it is to be genuine and
permanent, it must be based upon world
considerations which in the past we un-
fortunately and unwisely considered
foreign to us in every important sense
of the term. It is not a matter of de-
veloping new relationships, but of
recognizing and being controlled by
those which have existed from the be-
ginning.

And what is wrong with all anyway,
the world, I mean? Simply this—war,
and war shock, nothing else. The busi-
ness machine moves, but jerkily, not
with that smoothness which alone can
sustain good business. A demand is
created here or there, for the retailer,
the wholesaler, the manufacturer, the
need is supplied, the slack is taken up
and then movement stops. This is the
rule, not only here in the United States
but throughout the world. Business is
described as “good” or “bad,” depend-
ing upon the experience through which
the individual describing it is passing
at the particular time. And what
is true of business is true also
of industry and politics and of
nearly everything else. The whole
world establishment is disturbed, its
machinery out of alignment, and the
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worst of it all is that we who live in
the world must, if we value peace of
mind, become reconciled to the fact that
only time will remove these difficulties.

It is only now that we are beginning
to realize this “‘size of our job,” to
realize that we and our fortunes are
well within what so frequently is de-
scribed as the “area of war disturb-
ance,” and to understand that the re-
habilitation of our affairs must and will,
in the greater part, keep step with the
general rehabilitation of the world.
And the light has been slow in coming
to us. After the armistice our people
came back from Europe and pictured
for us the conditions the war had left
there. They told us that poisons had
been released in bodies politic, that the
safety devices and rules and sign-posts
by which men had learned to govern
their lives had gone or were being to-
tally disregarded, and they cautioned
us lest these same elements of disturb-
ance might cross the ocean and enter
our lives.

What they told us was true, but un-
fortunately it was not all the truth.
They mentioned Europe and the war
area. They might have spoken of the
world. What they said of Europe was
equally true of the United States. They
might have stepped abroad the next
outgoing steamer and gone back to Eu-
rope again, and told the people there
about war disturbances in the United
States, just as they had told us about
war disturbances in Europe. It was a
whole world which had been shocked,
a whole world which had suffered, and
a whole world which must be repaired.
That is why our “job” is so large. This
is why time alone can cure our ills, and

But, however, prosperity is to come
and when, if it is to be genuine and
permanent, it must be based upon
world considerations which in the past
we unfortunately and unwisely con-
sidered foreign to us in every impor-
tant sense of the term. It is not a
matter of developing new relation-
ships, but of recognizing and being
controlled by those which have ex-
isted from the beginning.
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this is why we should endeavor to de-
velop within ourselves that quality of
patience which can rest only on perfect
realization and understanding.

It was my privilege to be in San
Francisco during the great earthquake
now so nearly forgotten. It was my
privilege also to devote some time to a
study of the phenomenon which had
been presented. In a sense, it was the
greatest earthquake of all time. On a
line a few miles west of the city the
earth had been split open north and
south for a distance of two hundred and
eighty miles on land, the line then dis-
appearing in the Pacific on the north
and on the south. There was a slip,
too; that is, when the earth came to-
gether again after having been torn
apart, portions on different sides of the
break which before the shock had been
together were found to be seventeen
feet apart at the point where the slip
had® been greatest. Naturally the
seismographic instruments in the neigh-
borhood, particularly the big Vicentini,
made excellent records of the disturb-
ance. The tracings, made with almost
human intelligence, showed the begin-
ning and end of ‘the shocks. They
showed the point of greatest amplitude,
the number of components of force in-
volved, the order in which they had
been expressed, and their relative im-
portance. In short, in this record the
earthquake was analyzed and classi-
fied and reduced almost to a basis of
mathematical certainty.

A few months afterwards I returned to
Manila and in the wonderful old Jesuit
Observatory, now serving as our Gov-
ernment weather bureau, out on Calle
Padre Faura, Father Algue’s big Vicen-
tini also had a record of the San Fran-
cisco earthquake, and not only one rec-
ord but five, coming, it was reasoned,
from as many different directions and
through as many different mediums, the
latest of these being received some five
hours later than the next preceding. It
was also interesting to note that the
Manila records, while similar in char-
acteristic, were even clearer, more dis-
tinct and better analyzed than were
those made on the same general kind of
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Our people have quit worrying
about the things we would like to do
if we could but cannot. America sav-
ing the world without any necessary
reference to America’s own condition
was a beautiful dream while it lasted,
but it has gone. We now see that we
have troubles of our own, and we are
beginning to suspect that our greatest
possibility of service to the world is
to be found in such a strengthening of
our own position as will give us not
only the intention of world help but
also the power to put that intention
into effect.

instrument situated only a few miles
from the city of San Francisco.

And what is the explanation? Simply
this. It was not a San Francisco earth-
quake in any exclusive sense but a
world earthquake. The disturbance,
the convulsion of nature which had oc-
curred, took place deep down in the
heart of the earth and every particle of
matter in the earth was shaken, and a
proper instrument installed at almost
any point on the globe might have rec-
orded the shock. It is true that the
most violent manifestation of the
forces released was visible on this line
west of the city of San Francisco, but
this was only because, due to some phy-
sical peculiarity, the line on which San
Francisco was situated was more sensi-
tive to the influence of this particular
kind of seismic disturbance than other
portions of the earth’s surface.

And now the war and the analogy.
Deep down in the hearts of men some-
thing went wrong, a convulsion took
place, trouble which had been develop-
ing through the years broke out. It
could not have been otherwise. If the
hearts of men had been right what fol-
lowed would never have become pos-
sible, would never have been permitted.
The causes we need not inquire into or
consider now, but we know that men
had ceased to trust each other, that na-
tions were ever on the defensive, that
great armies and navies were being
built upon a theory which no nation of
today would recognize as properly de-
fensive. Then at the weakest point in
the situation, at the point where the
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The question might then be asked,
what do we want in connection with
this allied debt? A very reasonable
answer would be, we want it acknowl-
edged and confirmed as an honest
debt between gentlemen should be,
and then we want to hear the last
blessed word from anyone but our-
selves about cancellation. And we
want to hear the last word, too, about
the war having been “just as much
America’s war as it was the war of
Europe,” when the fact is that it was
our war only in the sense that every
fire in my block is my fire. And then,
after the situation is all nicely cleared
up, we want the privilege of treating
the debt just as we see fit. If we wish
to cancel it and forget it, that is our
affair. If we wish to spread its pay-
ment over ten or fifty or a hundred
years, that also is our affair. And if
we wish to collect the debt when we
can and use the money for the re-
habilitation of FEurope or some other

ortion of the world, as Mr. Vander-
ip suggests, that, too, will be our
affair.

movement away from peace and sanity
had been greatest, the war burst forth
and we had Belgium and France and
submarines and poison gas and the
other terrible things we are now trying
to forget.

And again the world, the whole of it
suffered shock. Again visible manifes-
tations of the disturbance were most
strikingly apparent at a particular
point or at least within a particular
area. But the actually disturbed area
was everywhere. Time was required to
fully demonstrate the correctness of
this theory, but as to its correctness
there now can be no doubt. Financial
embarrassment in the Philippines means
the war, and the inflaming of men’s
minds in India mieans the war, and the
high cost of living in Latin America and
in the United States, and starvation in
Russia and the herding together of de-
spondent peoples in Constantinople, and
the breaking out of old animosities in
Central Europe, and business disturb-
ance everywhere, all mean the war.

Yes, indeed, the “‘size of our job”
deserves serious consideration.

And what are we going to do about
it all? Nothing in particular, I im-
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agine, that we have not been doing, al-
most certainly nothing extravagant or
spectacular. The time for that has
gone. Our people have quit worrying
about the things we would like to do if
we could but cannot. America saving
the world without any necessary refer-
ence to America’s own condition was a
beautiful dream while it lasted, but it
has gone. We now see that we have
troubles of our own, and we are begin-
ning to suspect that our greatest possi-
bility of service to the world is to be
found in such a strengthening of our
own position as will give us not only the
intention of world help but also the
power to put that intention into effect.

Frequently nowadays we hear people
talking about getting back to normal.
Why should we go back to anything,
why not go ahead? The progressive
movement is best suited to our national
makeup. And what normal? That
smug, easy-going normal of 1913 weuld
hardly be recognizable if we met it on
the road today, and it certainly would
fall far short of providing a standard
towards which our present efforts and
capacities might be directed. Every
century and decade and year, and, in
these swift-moving times, almost every
day, has a normal of its own. Normal,
in any event, means nothing more than
a proper balancing of things, of money
and credit, of effort and return, of re-
sponsibility and reward. So why worry
about it?

Another institution of which we hear
a great deal is the allied debt, consid-
ered particularly in terms of possibility
of its payment. Is it not possible that
we are worrying altogether too much
about this particular obligation? If it
is pardonable to drop into the colloquial
in such a serious connection, I would be
disposed to say that as far as this debt
is concerned “We should worry.” As
things go in the world today, and as
many perfectly respectable authorities
argue, we don’t need the gold it repre-
sents anyway. Indeed, we are told that
we have a great deal more gold now
than is good for us, and we could not
get the gold represented by the debt, if
we tried ever so hard. So that point
seems settled. And we don’t need the
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goods with which the debt might be dis-
charged either. We would not know
what to do with them if we had them.
Almost certainly they would do more
harm than good through the resulting
disturbance of domestic lines of in-
dustry. And, in any event, we cannot
get these goods within any reasonable
time. So let us consider that point set-
tled, too.

The question might then be asked,
what do we want in connection with this
allied debt? A very reasonable answer
would be, we want it acknowledged and
confirmed as an honest debt between
gentlemen should be, and then we want
to hear the last blessed word from any-
one but ourselves about cancellation.
And we want to hear the last word, too,
about the war having been “just as
much America’s war as it was the war
of Europe,” when the fact is that it
was our war only in the sense that every
fire in my block is my fire. And then,
after the situation is all nicely cleared
up, we want the privilege of treating
the debt just as we see fit. If we wish
to cancel it and forget it, that is our
affair. If we wish to spread its pay-
ment over ten or fifty or a hundred
years, that also is our affair. And if
we wish to collect the debt when we can
and use the money for the rehabilitation
of Europe or some other portion of the
world, as Mr. Vanderlip suggests, that,
too, will be our affair.

Under such conditions the expression,
“We should worry,” seems to cover our
part of the situation, not classically per-
haps, but effectively.

There is no intention of being pes-
simistic in this discussion. “The size of
our job” is the subject treated, and if
we realize all of the facts of the case
we must see that the basis of true pes-
simism does not exist. An analysis of
the world situation such as might be
made by a chartered public accountant
would look pretty bad. Fortunately,
however, the problem is not to be solved
on any chartered accountant basis. We
must include elements of helpfulness
which cannot be seen or measured or
named or demonstrated, the intangibles,
we might call them. Such elements
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Remember, they said we were “too
proud to fight” and too deeply im-
mersed in money grubbing to sacri-
fice and too young and undeveloped
as a nation to measure our powers
with those of nations older and more
highly trained and organized than we,
and they were wrong, dead wrong
every time. And wrong, too, is the
man who would confine our possibili-
ties of accomplishment in this world
task which spreads out before us, to
resources and possibilities which can
be named and measured and demon-
strated.

were largely responsible for the success
of our arms during the war.

Remember, they said we were “too
proud to fight” and too deeply immersed
in money grubbing to. sacrifice and too
young and undeveloped as a nation to
measure our powers with those of na-
tions older and more highly trained and
organized than we, and they were
wrong, dead wrong every time. And
wrong, too, is the man who would con-
fine our possibilities of accomplishment
in this world task which spreads out be-
fore us, to resources and possibilities
which can be named and measured and
demonstrated.

These men you see on the park
benches today do not suggest much of
helpfulness in this task just now and

“still they are the same men who carried

our flag into enemy territory in France
after the most highly trained soldiers
of Europe had failed. And these same
men will be just as ready to carry other
of our national responsibilities once
they are given half a chance.

Down in Washington there has hap-
pened something which, if we leave the
intangibles out of consideration, must
be considered as a miracle pure and
simple. It seemed only a matter of
days since we had bewailed the fact
that not only had the war not cleansed
the souls of men but had even brought
into existence again old evils which had
been wiped out in the onward march of
civilization. The war was fought, so
they said, “to make the world safe for
democracy.” What we found was dem-
ocracies and democratic peoples glar-
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And then a miracle happened or
else the intangibles do count in the
affairs of men. A Secretary of State
of a nation without a grievance or a
quarrel or a selfish ambition beyond
its own boundaries, a nation with
wealth enough and power enough to
carry out any program which might
be suggested by any dream of domi-
nation it might entertain, this Secre-
tary of State said, “Stop, we are all
wrong. This road leads to ruin. The
war and its sacrifices point the way
not to further and deadlier strife
among nations, but to peace and san-
ity and prosperity.” And in an hour,
indeed it may have been in a minute,
the nations of the world, at his re-
quest, and apparently with scarcely a
moment’s thought, placed upon the
theory of unlimited armament the seal
of disapproval, and a new dispensa-
tion was ushered into the world of
men.

ing at each other across their political
boundaries, and straining every nerve
to bring back and fan into new life the
grudges of a thousand years. And ev-
erywhere was suspicion and nowhere a
hint of the greatness which somehow
seems to give to the most hideous im-
pression of warfare a touch of the sub-
lime. And everywhere, even in our own
country, the minds of men were engaged
in efforts to evolve still more powerful

engines of destruction and still greater.

armies and larger navies. “Defensive
measures” they were called, but in their
hearts men knew that it all meant war,
and more war.

And then a miracle happened or else
the intangibles do count in the affairs

THE BANKERS MAGAZINE

of men. A Secretary of State of a na-
tion without a grievance or a quarrel or
a selfish ambition beyond its own boun-
daries, a nation with wealth enough and
power enough to carry out any program
which might be suggested by any dream
of domination it might entertain, this
Secretary of State said, ““‘Stop, we are
all wrong. This road leads to ruin.
The war and its sacrifices point the way
not to further and deadlier strife among
nations, but to peace and sanity and
prosperity.” And in an hour, indeed it
may have been in a minute, the nations
of the world, at his request, and ap-
parently with scarcely a moment’s
thought, placed upon the theory of un-
limited armament the seal of disappro-
val, and a new dispensation was ushered
into the world of men.

Oh, yes, I know the millennium is not
vet. Nations will continue to quarrel
and bicker and play for position and
take advantage of each other, because
they are nations, not of angels but of
imperfect men, but the great point has
been made, the line has been drawn, and
the nation first to cross that line must
be ready to face a force greater than
all the combined forces in all the armies
which took part in the Great War which
has found its true answer, and let us
hope its end, in this extraordinary con-
ference of the nations at Washington.
There still remains much unsettled, and
the ultimate outcome will be far from
what the enthusiastic might wish for.
But when this wonder of accomplish-
ment has dropped upon us out of a clear
sky, what possibilities of greatness may
we not expect in the future?

[y
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The Twenty Per Cent. Rule or Why
Banks Keep a Part of the Money
They Loan '

By Glenn G. Munn

(The Division of Analysis and Research of the Federal Reserve Board has recently
conducted a survey of the methods pursued by banks in granting accommodation to their
customers. The results of this study, as published in recent issues of the Federal Reserve
Bulletin, show that the practice of requiring average balances against borrowings is firmly
established throughout tgme country, although its greatest force is felt in New York City.
The proportion required ranges from ten per cent. to twenty-five per cent., but in the
majority of cases is fixed at twenty per cent.)

(44 E are paying you the cur-
W rent rate of interest on
our loans. Why, then, do
you require us to keep a balance in our
account equal to twenty per cent. of our
loans?”” That is a question frequently
asked by borrowers—especially the un-
initiated ones, learning their first les-
sons in the methods of banks in grant-
ing credit. The new borrower is quite
apt to look askance at the propriety of
this requirement, and implies’ in his
question, that the practice is a subter-
fuge for increasing interest rates. It
looks like a case of eating one’s cake,
and having it too—at least in part.
The banker, on the other hand, has
applied this rule-of-thumb so long as
a matter of custom, that it seems quite
obvious to him. He confesses to a sense
of irritation when the borrower presses
the issue, and too often, no doubt, suf-
fers considerable embarrassment in try-
ing to give the customer the clear and
complete explanation to which he is en-
titled. The fact is, that even among
bankers, no practical banking principle
is subject to more confusion of thought
than this. There is a universal feeling
that the practice is justified, but the
reasons are often shadowy, because not
well understood. The purpose of this
article is to fully explain why a bank
must require its borrowing customers to
keep some fair percentage of its bor-
rowings on deposit. The explanation
will be covered by presenting five rea-
sons, first briefly stated, and later more
fully developed, as follows:

I

Bank operating costs are consider-
ably increased as a result of the exer-
cise by a bank of its loan and credit
functions. This additional cost must be
borne by the borrowers.

Just as soon as a non-borrowing cus-
tomer becomes a borrowing customer,
additional facilities of the bank are
brought into operation, by which in-
creased outlays are incurred. These ad-
ditional costs are those of maintaining
the loan, discount and credit depart-
ments, the salaries of the loan and
credit officers, and the proportion of
overhead charges properly allocable to
these direct costs.

The loan and credit functions consti-
tute the heart of banking. Successful
bank operation depends upon the proper
exercise of these functions, which, in
turn, elicit the best brains and talent
available. This talent must be compen-
sated accordingly. With the progress
made in recent years in the more sci-
entific appraisal of credit risks, there
has been a rapid expansion in credit de-
partment machinery in order to provide
better guidance and control of credits.
The cost of administration of the loan
and credit departments increased during
the post-war inflation period probably
more than that of any other depart-
ments of banking. Investigation will
show, moreover, that among the larger
New York banks, which extend their
credit department facilities to their in-
terior correspondents and customers, the
expense of maintaining the credit de-
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partment is greater than that of any
other department.

Obviously these costs must be cov-
ered. They are inevitably incurred be-
cause grantmg credit is not an automa-
tic process. Credit risks must be inves-
tigated and loans supervised, and natu-
rally it is the borrower who must pay
the bill. Nor is there anything peculiar
or irregular in this principle. If any
instance of borrowing is carefully ex-
amined, it will always be found that the
final cost of borrowing money, is more
than that indicated by the interest rate.
This is exemplified in the case of farm
loans, for instance, where the cost of
furnishing the abstract of title, regis-
tering the mortgage, and the agent’s
commission, is paid by the borrower.
Commercial paper borrowers pay the
note broker’s commission. Stock ex-
change brokers charge their customers
a commission for carrying debit bal-
ances on margin accounts. In the case
of bond issues, also, the obligor corpor-
ation pays in addition to the interest
rate, the expenses and commission of
the underwriting syndicate which con-
tracts to float the loan. It is not un-
reasonable, therefore, to expect com-
mercial borrowers to pay the necessary
charges incidental to the proper admin-
istration of commercial loans.

Borrowers must maintain adequate
cash working balances anyhow—suffi-
cient to insure a safe liquid position.
The twenty per cent. rule protects both
the borrower and the lending bank.

No business can operate without ade-
quate cash. From the borrower’s stand-
point it must be sufficient to permit tak-
ing advantage of quantity merchandise
purchases, favorable market prices and
cash discounts. It also must provide
for current payrolls and other operat-
ing expenses, and remove all danger of
financial embarrassment arising through
possible overdrafts. From the bank’s
standpoint, the balance must be suffi-
ciently large to prove profitable as a
checking account as well as a borrowing
account, and to insure the conservative
management of the borrower’s finances.
As a lender, a bank becomes in a real
sense a partner of the borrower, and is
interested in seeing that the proportion
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between current assets and current lia-
bilities is such as to furnish protection
for the loan. Conservative financial
management insists upon safe ratios be-
tween cash and inventories, receivables
and current liabilities.

While each business type tends to
establish a standard of its own, experi-
ence shows that for average conditions,
a cash balance equal to twenty per cent.
of borrowings, is necessary to insure a
proper margin of safety, and the liquid-
ity of the borrower’s working capital.
Just as a bank is required by law to
maintain cash reserves in proportion to
deposit liabilities, so banks, being re-
sponsible in the final analysis for the
soundness of business credit, reasonably
require that borrowers keep cash bal-
ances in proportion to their liabilities.
The observance of the twenty per cent.
rule furnishes mutual protection to bor-
rower and lender by keeping both busi-
ness and banking assets liquid.

III.

Bank are required to maintain cash
reserves in proportion to deposit lia-
bilities, such as is fixed by the banking
laws. Such reserves are not available
for loaning purposes, but are idle, non-
earning assets. The loss of interest on
reserves is a tax which is passed on to
the consumer of credit, just as other
taxes are shifted to the ultimate con-
sumer.

Although doubtless the twenty per
cent. rule antedates the introduction of
legal reserves in American banking, the
banker’s defense that the burden of
maintaining reserves against deposits
should be shifted to borrowers, remains
none the less cogent. Prior to the Fed-
eral Reserve System, national banks in
central reserve cities were required to
maintain twenty-five per cent., in re-
serve cities twenty-five per cent., and
in other cities fifteen per cent., reserves
against net demand deposits. Under
the Federal Reserve System the reserve
requirements have been reduced, being
thirteen per cent., ten per cent. and seven
per cent. respectively for banks in the
above designated types of cities. The
requirements for state banks and trust
companies range from ten per cent. to



THE BANKERS MAGAZINE

twenty-five per cent., varying according
to the banking law of the state of in-
corporation. Bank members of the
Federal Reserve System find it neces-
sary to keep an additional cash work-
ing balance in their own vaults, usually
approximating two per cent. of net de-
mand deposits. Adding this two per
cent. cash reserve to the ten per cent.
reserve legally required of member
banks located in a reserve city, the re-
sulting twelve per cent., may be taken
as an average reserve requirement for
member banks. It is probably higher
for all banks. Banks located in New
York City, however, where the full
force of the twenty per cent. rule is
felt, would, on the same basis, be re-
quired to keep fifteen per cent. of their
deposits as reserve.

Borrowers will recognize that what-
ever portion of a bank’s deposits are
set aside as required by law or by bank-
ing policy as reserve, is not available
for loan purposes, and consequently, is
not an earning asset. The Federal and
state banking laws require the mainte-
nance of reserves as protection against
credit inflation, and to insure the
liquidity of banking assets. Since banks
hold the key to the credit structure of
the nation, it devolves upon them to
safeguard credit conditions, to prevent
overexpansion, and an undermining of
confidence in their ability to pay, such
as might result in the collapse of the
structure. Just as banking authorities
demand that the banks keep reserves in
definite ratio to deposits, is it not rea-
sonable that banks require borrowing
customers to keep cash balances in
definite ratio to loans?

It may be objected at this point that
banks do not maintain a twelve per cent.
(or fifteen per cent.) reserve against a
loan made to a borrowing customer, but
only against that portion of the loan
which is left on deposit. Thus if a cus-
tomer borrows $10,000 which is placed
to his credit, presumably all but the re-
quired twenty per cent. balance will be
withdrawn, leaving $2,000. The bank
is not required to keep a reserve against
810,000, but only against $2,000, or,
instead of a twelve per cent. reserve, a
2.4 per cent. reserve.
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This is fallacious reasoning. The
error lies in the failure to recognize
that bank reserves are computed on to-
tal deposits. Deposits can not be
treated singly. Such amounts as are
withdrawn by borrowing customers
sooner or later find their way back to
the bank as deposits, if not to the same
account, then to other accounts. Any
bank statement will disclose a practical
equivalence between total loans and to-
tal deposits. Since the reserve must be
kept against total deposits, and total
deposits and total loans are approxi-
mately equivalent, it follows that the
actual reserve may be regarded as be-
ing maintained against loans.

The loss of interest which a bank sus-
tains due to the maintenance of the legal
reserve may well be considered as a tax
paid to safeguard the stability of
credit. The bank then simply commutes
this tax by shifting it to the borrower.
In other words, banks being manufac-
turers of credit, adopt the same princi-
ples of final cost determination as other
manufacturers, and shift all taxes ex-
acted of them to the ultimate consumer.
Thus the shifting of the cost of main-
taining the legal reserve accounts for a
large part (say twelve to fifteen of the
twenty per cent.) of the cost ingredients
entering into the twenty per cent. rule.
The remainder (five to eight) of the
twenty per cent.) is accounted for by
the other factors.

IvV.

Not only does it cost money to bor-
row; the right to credit in itself must
be earned. A bank distributes its total
banking power in lines of credit to its
borrowing customers. The total line
commitments must not exceed five times
the average borrowings. To maintain
a relative balance, loans must not ex-
ceed five times the average deposit bal-
ances of borrowing customers. Banks
consequently select customers as bor-
rowers, who earn the right to a credit
force by keeping balances equal to one-
fifth of their loans.

There is a distinct line of cleavage be-
tween the borrowing and non-borrowing
customer. Banks discriminate in the
selection of both. This selection is
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based ultimately upon whether such ac-
counts are likely to prove profitable.
The chief test of profitableness in the
case of a checking (non-borrowing) ac-
count is the minimum free balance, while
in the case of the borrowing account it
is the average balance against loans or
line of credit. The exact amount of the
minimum free balance which a bank re-
quires of a non-borrowing customer de-
pends upon the bank’s policy—what it
considers a profitable account in view
of that policy, which is formed by con-
sideration of such factors as the capital
of the bank, the size of the community
served, the size of the typical business
units in the community, the degree of
competition for deposits, etc.

It is safe to say that the transition
of an account from the non-borrowing
to the borrowing status is dependent
upon the satisfactoriness of the non-
borrowing account. While every non-
borrowing account is a potential bor-
rowing account, still the right to credit
must be built while the account is in
the non-borrowing stage by the consis-
tent upbuilding of the deposit balance.
Then, as soon as the transition is ef-
fected, and the non-borrowing account
becomes a borrowing account, a differ-
ent policy—a different set of factors—
governs.

Although banks are credit manufac-
turing institutions there is a limit to the
amount of money they can loan. It is
only because most accounts are non-bor-
rowing accounts that it is possible at all
for a bank to loan more to its borrow-
ing customers than they keep on de-
posit. Because of the demand for
credit among its borrowing customers,
a bank must adopt a policy of parcel-
ing out its available loanable funds
among them which will be fair to all
concerned. The principle applied is so
simple and obvious that no objection
can be raised to it. The amount of
credit which a bank can afford to grant
to a customer will depend, among other
factors, upon the size of his deposit bal-
ance as a non-borrower. For instance,
as between two applicants for credit,
one having a $10,000 balance, the other
$20,000, and otherwise equal as credit
risks, the bank must in all fairness

grant the $20,000 account a loan equal
to twice that of the $10,000 account.
The $20,000 account, by building up a
larger balance has earned its right to a
proportionally greater line of credit.
Neither customer may secure as large a
line of credit as it desires, but a rela-
tive balance is preserved as between
them. :

Experience shows that a bank cannot
extend a total line commitment in excess
of five times the average loans outstand-
ing, because it cannot manufacture cred-
it more than five or six times its avail-
able reserves (reserve requirements
ranging from nine per cent. to twenty-
five per cent. of deposit liabilities).
This means of course that it is impos-
sible for a bank to extend the total line
granted to each customer at the same
time. Most borrowers, however, are
seasonal borrowers, and borrowing
peaks for different types of business are
fairly well distributed through the dif-
ferent months of the year. Hence it is
possible for a bank to so arrange its
loan resources as to accommodate all its
borrowing customers, provided, of
course, it does not overcommit itself in
extending lines of credit. This being
true, any one customer may be granted
a credit line equal to five times its av-
erage deposits. Since the loans and de-
posits of a bank are approximately equi-
valent, it follows that if a bank fullv
commits itself, and accordingly is lo
provide for all its borrowings, each bor-
rower must keep on deposits, one-fifth
of its borrowings, in order to maintain
a relative balance between manufac-
tured credit and cash balances.

\'

Banks become morally, though not
legally, bound to insure the borrowing
customer’s credit line, provided no
change in the financial status occurs.
In part, the application of the twenty
per cent. rule may be regarded as a
premium to insure a credit force equal
to the line granted.

Once a bank establishes a credit line
for a borrowing customer, it practically
agrees, or at least, morally binds itself,
to place at the disposal of its custo-
mer, a credit force equal to the line
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granted. The customer must maintain
balances in proportion to the line, and
continuously disclose a financial condi-
tion as good or better than that which
existed at the time the line was granted.
From the standpoint of the bank, this
moral guarantee entails the maintenance
of the liquidity of its loanable funds in
order to provide customers with the un-
used portion of their lines, if called
upon to do so. From the standpoint of
the customer, the insurance of the
credit line is a powerful factor in his
financial arrangements, since it has at
its disposal a credit force equal to five
times (or more) the average balance re-
quired to keep good his credit standing.

To illustrate the advantage of insur-
ing the credit line, it is only necessary
to consider other methods of financing
the borrowing peak of a commercial
business — for instance, borrowing
through the sale of commercial paper in
the open market.

Some years ago, a group of note
brokers in New York City told their
clients that the cost of financing their
seasonal requirements could be reduced
by borrowing in the commercial paper
market instead of at the banks, since it
would be unnecessary to maintain twen-
ty per cent. balances against the loans.
Some concerns experimented with this
scheme, and while their borrowing costs
were undoubtedly lowered as long as
the commercial paper market was easy
and funds were freely offered, the plan
broke down when money became tight
and credit was restricted. Note-
brokers being unable to sell their paper
even at fancy prices, could not provide
their clients with the accommodation
needed at a most critical time. Com-
mercial paper financing does not insure
the credit line, and the concerns who
tried the experiment were eventually
forced to fall back upon the banks. It
may be said that all concerns borrowing
in the commercial paper market, keep
their credit standing good with their
banking connections in order to have a
credit line at their disposal.

Most commercial concerns have a sea-
sonal borrowing peak. The need for
additional funds for the financing of in-
ventories or other requirements cannot
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be avoided. When a bank virtually
guarantees a line of credit upon which
a customer who finds it necessary {o
borrow can depend, a real service is
performed, for which a charge is justifi-
able.

*  * ¥

It is not intended to imply that the
twenty per cent. rule has been evolved
with a fine degree of mathematical pre-
cision. On the contrary the various
shadings not only in the percentage ap-
plied, but in minimum balances re-
quired and interest on deposits allowed,
by different banks in different sections
of the country, show that twenty per
cent. (or fifteen per cent., or ten per
cent., or twenty-five per cent.) is se-
lected because it approximates the cost
of the aggregate services, which it pro-
vides—under varying local conditions.
The following is a classification of bor-
rowing accounts, based upon the various
combinations of terms which banks may
exact from them:

1. Twenty per cent. average deposit
balance against line required to be
maintained, and a prescribed mini-
mum free balance with no interest
allowed on deposits.

2. Same as (1) except that twenty
per cent. balance is required only
when borrowing.

8. Twenty per cent. deposit balance
against loans required to be main-
tained, and a prescribed minimum
free balance with no interest
allowed on deposits.

4. Same as (3) except that twenty
per cent. balance is required only
when borrowing.

5. Same as (1) and (8) except that
interest is allowed on deposit bal-
ances in excess of the minimum
free balance at varying rates of in-
terest (usually not exceeding two
and one-half per cent.)

6. Same as (5) except that interest
is not allowed on deposit balarces
borrowing.

7. Same as (1) to (6), substituting
twenty-five per cent. for twenty
per cent.

8. Same as (1) to (6), substituting
fifteen for twenty per cent.
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9. Same as (1) to (6), substituting
ten per cent. for twenty per cent.

The twenty per cent. rule is a charac-
teristically American practice. It does
not break down when supplies of cap-
ital are plentiful. Changes in the cost
of borrowing are reflected rather in the
change of interest rates. It is a rule-
of-thumb based upon experience rather
tnan upon careful scientific investiga-
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tion, but nevertheless, as explained in
this article, one which banks apply with
thoroughgoing justification. Like the
“Two for One” credit rule which has
sprung up out of experience as a prac-
tical and simple test of a safe credit
risk, so the “Twenty Per Cent. Rule”
is an experimentally derived, practical
rule-of-thumb for testing the profitable-
ness of a borrowing account.

Y
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“‘Efforts of Year 1921 to Shape the Destinies of 1922’

By ALvin W. KrecH
President Equitable Trust Company of New York

HE business year 1921 will not
be fondly remembered by those
among us who believe that the

country’s economic health is reflected
primarily in the number and the size
of dividends and extra-dividends. Nine-
teen hundred and twenty-one cannot
boast of record earnings and capacity
productions, but it can claim the dis-
tinction of having been the first post-
war year to face the seriousness of the
situation and to start the uphill job.
It has been an austere year, a year of
thoughtful planning, a year that
chastened wisely. True it is that the
individual business man is first of all
concerned with his own affairs and is
inclined to consider his own balance
sheet as infinitely more important than
the Federal Reserve Bank statement,
but after all individual prosperity can
only be the emanation of a general
healthy state of affairs. And 1921, a
year of deflation (and deflation, to quote
Professor Gustav Cassel, means not
only a reduction of expenses, it means
also a corresponding reduction of in-
comes) has done much towards bring-
ing back a healthy state of affairs. The
business community was perhaps ob-
liged to observe a rather disagreeable
diet, but the banker, who is asked to
diagnose the case, may now confidently
point out quite a number of highly sat-
isfying symptoms.

As a body politic we are splendidly
alive. The President’s message, Di-
rector Dawes’ report and Secretary

Hughes” ‘“‘thunderbolt” are splendid
affirmations of our aptness to meet seri-
ous emergencies in the most direct and
matter of fact manner. We have the
men and we have the natural resources,
and we must even admit that on closing
of subscription days, we were lately
quite under the impression that the
country’s savings have not as yet been
entirely depleted by an unhappy sys-
tem of taxation. Incidentally one may
also recall that the ratio of reserves of
our Federal Reserve Bank is about
seventy-three per cent.

The international situation is rich in
fair promises. Secretary Hughes
launched in Washington a bold “peace
offensive”” which should win for the
world the inestimable trophy of inter-
national economic understanding. Last
yvear we recorded a few shy attempts
at real world pacification, and today we
could cite a hundred instances reflect-
ing the world’s fervent desire for peace.
There is perhaps no more significant
gesture than Marshal Foch’s chivalrous
proposal that the defeated nations be
aided so that they may be re-established
commercially. Victory does not rest
after the laurels have been plucked, and
it is our imperative duty, from self in-
terest if not from any other reason, not
to abandon those who need our co-op-
eration.

I confidently hope that the destinies
of 1922 will be happily shaped by the
strenuous and courageous efforts of the
past year.



The Bank That Smiles
By Sara E. Shaver

slogans ever coined is that of

the American Telegraph and
Telephone Company, “The Voice With
a Smile Wins,” and for the most part
they back it up. No matter how cross
you may be with Central, she sweetly
says, “I’ll connect you with the man-
ager,” and has removed the barb from
your sting before you can deliver it.

In going about different cities just
notice sometime how the exteriors of
banks affect you. You invariably sense
the atmosphere of a bank from its en-
trance, windows and general outward
appearance. It either smiles or bears
the inscrutable expression of the
Sphinx—sometimes even frowns, smug
in its self-satisfied pomp and glory.
You are attracted or repelled without
knowing why. Sometimes outward ap-
pearances are deceptive just as you find
people, and the bank that frowns really
has the warmest heart, and the open
windowed bank may have an inward
grouch in one or two negative personali-
ties that belies its smiles at the surface.
Almost any day in almost any com-
munity one can easily read the differ-
ence in the drift of bank crowds.

And there are smiles and smiles. One
quickly senses the smile that comes from
the heart or the mask-like crack in a
physiognomy that expresses nothing but
insincerity. Bankers sometimes bestow
their smiles discriminatingly upon own-
ers of recognized substantial accounts
and but grudgingly smile upon the young
man or woman starting in business. But
the young man or woman with a grow-
ing thrift account today is the one who
will count tomorrow.

This big bank on the corner with a
splendid directorate and housed in a big
imposing building is outstripped by the
bank in the middle of the block, and it
can all be explained by the prevailing
atmosphere in each institution. The
big bank on the corner may be efficient,
prompt and have the most modern facil-
ities but let’s stand about for a while
and listen in on a few transactions.

ONE of the greatest advertising

Enter a timid, retiring gentleman
who approaches the railing enclosing
the officers’ space, hat in one hand, his
business card in the other. The mo-
tionless picture tells the story. The
officer approached, in his most efficient
form, is dictating an important docu-
ment. The gentleman waits what he
considers a satisfactory length of time,
withdraws and leaves the bank as in-
obtrusively as he entered. Not a word
has been spoken. The banker is so ab-
sorbed in his duties he has not even
seen the man who happens, by the way,
to be a new wholesale distributor com-
ing to the city.

Next. Enter a habitual customer of
the bank, goes to the loan window.
Without a word, the loan teller turns
to his account and awaits the custo-
mer’s next move. More smooth, silent
efficiency. Customer addresses a re-
quest to the teller who answers shortly
without an exchange of names or greet-
ings. Teller leaves cage, approaches an
officer and they enter into confidential
consultation. The officer finally motions
to the customer. The customer pro-
ceeds to the officer’s desk where evident-
ly he is informed that his loan cannot
be extended. The customer plainly at-
tempts to find out why, but is informed,
with a mask-like smile, that the bank
at all times reserves the right to de-
cline a loan or an extension without giv-
ing its reasons. The matter being dis-
missed, the customer goes back to the
window and closes the transaction where
it is discharged in machinelike efficiency
in a minimum of time.

Within a week “the bank that smiles”
in the middle of the block has a sub-
stantial new account.

A young man about twenty years of
age enters, looks about and finally ap-
proaches a teller’s window. The teller
is wrapping currency, finishes his pack-
age, then turns to the lad quickly with
a sharp, “What is it?” The lad, taken
by surprise, stammers, “I—I wanted to
open an account.” “Right over there,
window number ten.” The teller at
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window number ten was right there too
with the efficiency. “Savings or check-

ing?” “I'd like a check account,” was
the reply. “How much is your de-
posit?”’ “Ten dollars.” The

teller smiled knowingly. “How do you
get that way? A $10 check account.”
Then he smiled aloud. “You’d better
go down to the bank, they

THE BANKERS MAGAZINE

number of the employees in the bank
to the good or detriment of the institu-
tion.

Then there is the importance of
smiles and optimism in the banker’s re-
lation to the general business interests
of the locality. The banker is a man
of great influence in the community.
His face is the barometer of conditions;

‘““The gentleman waits what he considers a satisfactory length of time, withdraws and leaves the
bank as unobstrusively as he entered”

take little accounts down there, our bank
can’'t be bothered with them.” 'The
young man, furiously red, left the bank
with his shoes pointing in the direction
of “the bank that smiles.”

A bank can become flagrantly and
disagreeably efficient. It was clearly
the case with this fine, strong. old in-
stitution that should have known better.

The personality of the head of the
institution usually permeates the per-
sonality of the organization all the way
through to the latest messenger on the
pay roll. How quickly is an attitude

absorbed by impressionable young
minds. In the sunshine of smiles the
whole organization radiates cheer.

They smile easily in the performance of
little duties for customers and make the
customer comfortable and at home in
his bank. The personality of the man-
agement itself is thus multiplied by the

his word is listened to and believed as
gospel; his attitude the signal for busi-
ness to go or stop.

What if business should register a
tremor? The banker, in his calm, cool
judgment, can show his sportmanship
by smiling in the face of things look-
ing wrong and be the stabilizer of con-
ditions by offering constructive sugges-
tions for preserving the morale of busi-
ness. Why should he go into public
places, proclaim warnings and by his
funereal expression and pessimistic ut-
terances spread the propaganda of
gloom and panic which only help to
gum the wheels of business?

Let’s have a look into the bank far-
ther down the block ‘““the bank that
smiles”’—so slightingly referred to by
the new account clerk in bank No. 1.
A well designed entrance, though not
pretentious, seems to give an honest,
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well intended welcome. The bank has
not shut itself in nor the public out,
with prison-like bars. The neutral
toned hangings at the windows have a
soothing effect and you feel at ease.
You enter and look about and at once
sense the atmosphere. You are ex-
pected and welcome. A low voiced man
in uniform greets you with a smile and
“What can we do for you?” You men-
tion that you are just looking about and
dropped in to see their bank. Just as
a trial you mention that you would like
to have a check cashed but suppose that
being a stranger it would be asking too
much. Another smile—" “We’d be only
too glad if you are acquainted with any-
one in the bank or could furnish identi-
fication.” The thought goes through
vour mind—*‘Pleasant, but you couldn’t
get away with anything here.”

Next, the suggestion—" “Wouldn't you
like to meet our vice-president?” “Yes,
but isn’t your vice-president too busy
to receive casual callers?” “Mr. Schuy-
ler, in fact, all of our officers, are al-
ways glad to cultivate new friends.”
While you are awaiting his return from
the vice-president’s desk, you look about
the bank and see tellers and customers
in pleasant conversational relations. A
customer starts to leave the bank and
a messenger dashes after him to call
him to the telephone. At the new ac-
count department is that same flustered
voung man with the ten dollar bill. He
is opening a thrift account that a pleas-
ant business-like young woman has per-
suaded him he wanted instead of a
check account.

The same efficient service all around
but with a world of difference. Some-
how vou begin to think that the bank

isn’t so much of a mausoleum after all—
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when out of the president’s office walks
the man you saw waiting for recogni-
tion at bank No. 1. What a different
personality. He is not the timid, in-
obtrusive sort he appeared an hour ago.
He is on common ground with a big
man, who has a merry twinkle in his
eye and a smile that comes from his
heart. As the man passed, his bank
book dropped at my feet, wide open,
and of course I couldn’t help seeing the
$25,000 that was entered. Mr. Schuy-
ler himself picked up the bank book and
said to him, “We want you to make use
of this bank, and if anything in the
business troubles you, bring it straight
to us. Will have you meet the rest of
our officers the next time you are in.”

The man in uniform presented me
and as Mr. Schuyler grasped my hand
in his friendly, cordial way, he won me
over completely. ““So you are a stranger
in the city?” he queried. “Well, we
are glad to welcome you to ——— .
You spoke to Mr. Trumbull of a check
that you would like to have cashed. Do
you need the money today? If not, let
us collect it for you or possibly you
may wish to open an account.” (Still
the same firmness but administered
painlessly.) I grant that this would be
a satisfactory arrangement and estab-
lished a connection with a bank that was
destined to become the greatest in that
part of the country.

Dignity unmistakably prevailed but
not at the sacrifice of simple, honest-to-
goodness pleasantry. It did not kill the
life and spirit of the organization—or
prevent meeting the bank’s customers
on a common footing. You somehow
wanted to go out on the corner and
shout, “Here is a real human bank—a
bank that smiles.”

L]
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How We Made Ludington a Farmers’
Town

By A. R. Vestling

Cushier First National Bank, Ludington, Mich.

T used to be very few farmers did
I any trading or banking in Luding-

ton. To the west of our town is
Lake Michigan; to the north is summer
resort territory and poor farming land.
A part of the land to the south is also
poor farming land and is not used.

The good farming territory begins
five or six miles east of Ludington, but
in the center of this good trade terri-
tory is the village of Scottville. Far-
mers naturally stopped at Scottville be-
cause it is the closest town, and there
they did their buying and banking. Two
good banks have been developed there
and still maintain a great deal of pres-
tige. However, Ludington has been
able to get part of the farmers’ busi-
ness, and all of the banks here now
enjoy a substantial amount of farmer
trade.

There is one thing to our advantage,
but aside from that the making of Lud-
ington a farmers’ town was due to spe-
cial efforts on our part.

We have a splendid harbor, and there
is regular boat service from Ludington
to Milwaukee and Chicago, and other
lake ports, so many farmers brought
their produce to Ludington for ship-
ment. For a long time these same far-
mers took the money they received for
the produce over to Scottville and
banked it, and while they were there
did their purchasing.

Our town is divided into two sections
by a small river. Most of the business
houses are in the northern part of the
town, but most of the farmers came into
town through the south side. The two
banks we had at that time were of
course in the business center to the
north. The shipping stations were
south of the banks and the main busi-
ness center and so farmers usually
came into town to ship their produce
and left without coming into the busi-
ness section at all.
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Another condition that prevented
them from making deposits in our
banks was that most farmers arrived
rather late in the day with their loads
of produce and received their money for
what they sold after our banks had
closed.

In studying over the situation, we
saw that two things were necessary to
get the farmers’ business in Ludington.
One was to make it convenient for them
to use our banking facilities, and the
other was to change their attitude to-
ward our town by gaining their confi-
dence and interest.

To make it more convenient for them
to use our banking facilities it was ob-
viously necessary to establish a branch
bank in the south part of town in a
location where practically all of the far-
mers would pass the building as they
came into town and as they left town.
And it was obviously necessary to have
special banking hours for this branch
so that the farmers could deposit the
money which they received late in the
day.

These conditions were noted by both
of the banks here. Our bank is a na-
tional bank and according to the Michi-
gan law we cannot have a branch bank.
The other bank is a state bank, how-
ever, and is permitted to have a branch
bank. We overcame the handicap of
the law by forming a new bank with
the officers and stockholders of our bank
as owners of the new bank. It is per-
fectly legal, of course for our bank to
serve as correspondent of the new bank,
if the officers of the new bank select us
as its representative. So you see we
had all of the benefits of the branch
bank even though the new bank was en-
tirely on its own resources.

We called this new bank “The Far-
mers Bank” because it was established
entirely for the convenience of farmers.
We selected as cashier a man who knew
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a great many of the farmers and his
personal work, together with some news-
paper advertising which we did, helped
build up deposits until the bank be-
came a profitable institution in itself.
The farmers starting home from town
with considerable currency in their
pockets soon found a strong impulse to
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up entirely of apples, but we had other
displays at other times of the year made
up of other fruits and of vegetables and
other farm crops.

On the picture you will see that each
plate of apples is identified by a card
placed on it which gives the name and
address of the farmer who raised the

Display of farm products at the First National Bank, Ludington, Mich.

stop at the bank and leave the money
there where it would be safe.

This new bank took care of one of
the situations, that is the convenience
to our farmer friends, but we still had
the other proposition to take care of;
that is the gaining of the farmers’ in-
terest and confidence. This was se-
cured in the following way:

When farm products began to ripen,
we wrote a letter to all of the farmers
in what we considered our logical ter-
ritory, inviting them to bring samples
of their farm products to our bank for
display. The photograph reproduced
here will show you the facilities
we provided for displaying these prod-
ucts. This particular display is made

fruit. It was remarkable to note the
interest our farmer friends took in this
plan, and our lobby was very quickly
filled with exhibits and was kept filled
during the entire season.

I can’t say that the exhibit was of
any particular financial value to the
farmers, although it gave them opportu-
nity to display their crops to possible
customers in town, but they liked the
idea and although the first of this work
was several years ago, they still bring
in farm crops for exhibit. We give
just as much attention to these exhibits
now as we did before, and of course
continue to get the benefit from it.

The definite results to our bank that
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this plan has brought is represented by
a number of accounts in our downtown
bank in addition to those accounts which
we secured at the Farmers Bank on the
south side of town. The farmers come
in to our bank not only to bring dis-
plays of their own crops, but to see the
displays of others. There is some rea-
son for coming into the bank aside from
making a deposit or asking for a loan,

and, personally, I believe that it is im-
portant that a bank have some other at-
traction for farmers than simply a
strictly banking affair.

Ludington is a farmers’ town now
and I believe that it is entirely due to
the fact that the banks have made bank-
ing easy and convenient here, and have
shown the farmers that we have an in-
terest in their affairs.

G

Bankers Acceptances
By Robert M. O’Hara*

the meaning of the regulations

of the Federal Reserve Board

is defined as a draft or bill of exchange,
whether payable in the United States or
abroad and whether payable in dollars
or in some other money, of which the
acceptor is a bank or trust company,
or a firm, person, company or corpora-
tion engaged generally in the business
of granting bankers’ acceptance credits.
The early history of bankers’ ac-
ceptances is quite interesting. Genera-
tions ago, following the development of
Fngland’s overseas trade, there came
into prominence in London a number of
wealthy importing merchants, whose
names became so well known through-
out the world that foreign sellers did
not hesitate to make shipments to them,
against which they drew their sterling
bills which they knew would be duly
honored and paid at maturity. As time
went on, other smaller merchants de-
sired to undertake the importing busi-
ness but found that they were consider-
ably handicapped, owing to the fact
that their names were not well known
in foreign countries and that conse-
quently foreign bankers discriminated
heavily in purchasing bills drawn upon
them. As a consequence, these small
merchants were practically prohibited
from doing the business. They found,

3 BANKLER’S acceptance within

however, that by obtaining the guar-
antee of one of the larger merchant
houses in London—in other words, by
having the foreign seller draw upon one
of the well known merchants, the busi-
ness could be profitably done; and the
strong merchant houses were quick to
realize that doing this business, for
which they charged a small commission,
was highly satisfactory. In this man-
ner the large importing merchants of
London became known as merchant
bankers, or acceptance houses; and
they are today, perhaps, the most ex-
perienced and best informed class of
acceptors in England. Though the busi-
ness of accepting was gradually under-
taken by the joint stock banks of Eng-
land, it is to the merchant bankers of
London that credit is due for piloting
the way in this highly specialized busi-
ness.

Prior to the passage of the Federal
Reserve Act, national banks in this
country were not permitted to accept
time bills of exchange. The business
was practically all done through Lon-
don, a large part of it for American ac-
count. But under the provisions of the
Federal Reserve Act, the power to ac-
cept was given to American banks.

*Mr. O'Hara s mannﬁer of the bill depart-
gwnt of the Federal eserve Bank of New
ork.
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The underlying principle of bankers’
acceptances is that they should facili-
tate our foreign and domestic commerce.
They should be drawn only for strict-
ly commercial purposes, i. e., where their
proceeds have been used or are to be
used in producing, purchasing, carry-
ing or marketing goods, in one or more
of the steps of the process of produc-
tion, manufacture or distribution. Un-
der the terms of the Federal Reserve
Act and the regulations of the Federal
Reserve Board, only those bills which
are drawn in certain kinds of transac-
tions are eligible for rediscount or pur-
chase by Federal Reserve Banks. These
transactions are divided into five main
classes, viz., import, export, domestic
shipment, staples in warehouses and to
furnish dollar exchange. There are
many variations in the manner in which
our domestic and overseas trade is fi-
nanced by means of bankers’ accept-
ances. and as the operations are very
detailed and highly technical, it may
suffice to describe a few classes of
transactions very briefly.

For example, in the case of an im-
port bill: An importer in New York
wishes to buy tea from a merchant in
Yokohama. The Yokohama merchant
is not willing to make the shipment un-
less the New York importer is finan-
cially strong and is well and favorably
known to him. The seller of the tea
in Yokohama stipulates, therefore, that
the New York importer must provide
him with a commercial letter of credit,
issued by a bank or banker of good
standing, under which he may draw his
bill. The New York importer obtains
such a credit from his bank here and
forwards it to the Yokohama merchant,
who. upon its receipt, or cable advice of
its contents, is then quite willing to
make his shipment. After the latter de-
livers his goods to a steamship com-
pany and obtains from it his bill of lad-
ing, he attaches this, together with the
other necessary shipping documents, to
his draft, drawn at three or four
months’ sight on the bank which has is-
sued the credit, and sells the draft to
some bank in Yokohama at the current
rate of exchange—thereby immediately
obtaining payment in his local currency.
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The bank in Yokohama then forwards
the draft and shipping documents to its
New York agency or correspondent.
When the New York agency receives
the draft and documents, it presents
them to the drawee bank, which, after
having satisfied itself that they are in
order and that they comply with the
credit, detaches and retains the docu-
ments, which it usually surrenders un-
der trust receipt to its customer in or-
der that he may obtain the tea, dispose
of it and out of the proceeds retire the
credit in due time. The drawee bank
then accepts the draft and returns it
to the New York agency of the Yoko-
homa bank, which eithexr holds it in its
portfolio until maturity, or, in case of
need, discounts it in the open market.

In the export transaction, the parties
are transposed. In this case, it is an
exporter here who is selling to a foreign
importer and the seller is not willing to
make the shipment unless the foreign
buyer provides him with a dollar com-
mercial credit, such as I have already
referred to. The foreign buyer, there-
fore, seeks the assistance of his local
bank, which arranges for its customer a
credit with a bank here. Upon advice
of the credit, the exporter makes the
shipment, obtains the necessary docu-
ments, and draws his draft on the bank
with which the credit has been estab-
lished. The exporter then presents his
draft and shipping documents to the
drawee bank. which accepts and returns
the draft to him and forwards the docu-
ments to the foreign bank which ar-
ranged the credit. The exporter then
either discounts the acceptance at his
bank or sells it in the open market.

In the case of an acceptance drawn
against a domestic shipment, the prin-
ciple is similar. in most respects, to the
import bill already described. The
credit is provided by the American
buyer in favor of the American seller,
under which the seller draws his draft
on the buyer’s bank, with the shipping
documents attached.

Another class of eligible acceptances
to which reference has been made con-
sists of those secured by readily market-
able staples stored in a warehouse, inde-
pendent of the borrower. The owner
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of the goods draws a draft upon the
bank from which he has obtained a
credit and lodges with the bank the
relative warehouse receipt covering his
goods as collateral security. The pur-
pose of such a credit is to finance staple
commodities for comparatively tempor-
ary periods pending their distribution
into the channels of trade.

Banks may also create eligible ac-
ceptances for the purpose of furnishing
dollar exchange. Such bills may be
drawn by banks or bankers in certain
countries designated by the Federal Re-
serve Board, where the usages of trade
require the drawing of bills of this char-
acter. Their origin and purpose is
most interesting. For instance, in the
early years of trade between LEurope
and South America and, indeed, up to
the time shortly before the outbreak of
the Great War, the finances of most of
the South American countrics were usu-
ally at somewhat a low ebb. There was
at all times a demand for funds with
which to develop the natural resources
and industries of the respective coun-
tries. The South American banks, con-
sequently, carried only very small bal-
ances in London and other European
centers. The steady flow of imports
into these southern countries had, of
course, to be paid for. In the ordinary
course of trade, balances arising from
these imports would be offset, in part
at least, by the export of their natural
products. As these, however, are large-

ly of a seasonal nature, there were times

during which South American bankers
were unable to obtain a sufficient vol-
ume of export bills to cover their draw-
ings in payment for imports. This was
further complicated by the uncertainty
of the mail service. It, therefore, be-
came the custom for South American
bankers to remit only ninety day bills
on London in settlement for collections.
In this manner they obtained extra time
in which to purchase merchants’ export
sterling bills, offered from time to time
in thcir market, the proceeds of which

provided funds to retire their own
ninety day bills at maturity. It will
be observed that while such bills are in
a sense so-called “finance bills,” they
are in reality from a broad standpoint
drawn in anticipation of subsequent ex-
ports of goods, out of the proceeds of
which they are, in effect, liquidated.

Acceptances may properly be called
the currency of trade by means of which
payments are made for the huge
amounts of goods and services constant-
ly exchanged among nations. They
bring to our shores our furs from the
frozen North, our sugar and our coffee
from the sunny lands of the Equator;
they bring to us our wool from Aus-
tralasia and our silks from the mystic
Orient. They finance our huge exports
of cotton from the South, of our grain
and steel from the North. They send
into far distant lands the vast stream
of the products of our mines, of our
fields and of our factories which repre-
sent the ingenuity and industry of our
people. They foster in their infancy,
support in their progress, and carry to
a successful fruition the raw materials
and finished products which constitute
our trade with the nations of the world.

It has been said that opportunity
knocks once at every man’s door. Ap-
plying this to nations, it may be truly
said that opportunity is not only knock-
ing but clamoring at the doors of Amer-
ica. A war torn and bewildered world
is looking to America to do her part
in solving the tremendous problems of
world reconstruction; and if we are to
rise to the occasion to which the hand
of destiny has called us, it will be in
large measure by a wise, broadminded
use of our bankers’ acceptance credits
and by liberal and judicious foreign in-
vestments that we shall facilitate the
world’s return to normalcy and build
up a foreign trade and an international
good feeling which will command the
respect and admiration of all nations
and which will add materially to our
own prosperity and happiness.
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WHEN this bank was organized in 1810
there were only three banks in New York.

Through the wars and panics of over a century
it has always stood as a Gibraltar of finance.

Today it possesses not only the wealth of past
experience but the spirit of modern progress
and service.

Established 1810

THE MECHANICS & METALS

NATIONAL BANK
of the City of New York

Head Office: 20 Nassau Street

Capital, Surplus and Profits Deposits, Sept. 6, 1921
$27,500,000 $180,500,000
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Combined Statement of Condition
HEAD OFFICE AND BRANCHES

BANK OF ITALY

SAVINGS COMMERCIAL TRUST
HEAD OFFICE, SAN FRANCISCO
MEMBER FEDERAL RESERVE SYSTEM

December 30, 1921

RESOURCES

First Mortgage I.oans on Real Estate........ ..$50,079,594.05
Other Loans and Discounts 57,882,140.66 $116,911,734.71

United States Bonds and Certificates of Indebted-
ness e $20,983,484.52
State, County and Municipal Bonds....eccnne. 13,784,789.56
Other Bonds 8,406,407.86
Stock in Federal Reserve Bank 375,000.00
TOTAI, U. S. AND OTHER SECURITIES B 43,499,681.94
Due from Federal Reserve Bank 7,563,404.97
Cash and Due from Other Banks 16,386.667.84

TOTAL CASH AND DUE FROM BANKS 23,950,072.81
Banking Premises, Furniture, Fixtures and Safe Deposit Vaults 7,202,029.59
Other Real Estate Owned 341,014.65
Customers’ Liability under Letters of Credit and Acceptunces 451,468.53
Interest Earned but not Collected e 1,219,042.38
Employees’ Pension Fund (Carried on Books at).... 1.00
Other Resources e 604,409.19

Total Resources — et et e e e $f9@715§,7-479780
LIABILITIES -
DEPOSITS et e $177,867,610.68
Dividends Unpaid - RO 601,802.04
Discount Collected but not Earned...e e . 91,285.88
Reserved for Taxes and Interest Accrued._x... e 130,339.61
Letters of Credit, Acceptances and Time Dr.lfts e 451,463.53
Bills Payable, Federal Reserve Bank.......... e None
Rediscounts, Federal Reserve Bank......... ... ..o oo None
$179,142,601.74
*Capital Paid Tn..... ..o $10,000,000.00
*Surplus ... e e 2,500,000.00
Undivided thts 2,536,948.06
TOTAL CAPITAL, SURPLUS AND UNDIVIDED PROFITS 15,086,948.06
Total Liabilities $194,179,449.80
*By the issue of 50,000 additional shares of stock on July 38, 1922, the PAID
IN CAPITAL will be increased to $15,000,000.00 and SURPLUS to $5,000,000.00.

All charge-offs, expenses and interest payadble to end of half-year have been de-
ducted in above statement.

The Story of Our Growth

As Shown by a Conpnr-the Statement of Our Resources

$285,436.97
December, 1908 $2,674,004.90

December, 1912 $11,228,814.56
December, 1916 $39,805,995.24

December, 1920 $157,464,685.08
December 30, 1921 $194,179,449.80

NUMBER OF DEPOSITORS, 291,994




Banking and Commercial Law

Important Decisions of Current Interest Handed Down by State and Federal Courts
Upon Questions of the Law of Banking and Negotiable Instruments

Damages for Wrongful Dis-
honor of Check

Grenada Bank v. Lester, Supreme Court of
Mississippi, 89, So. Rep. 2.

HE plaintiff, a customer of the
defendant bank, deposited the
sum of $43.10 to his credit.

Through a mistake on the part of the
bank’s bookkeeper this deposit was
credited to the account of another de-
positor, having a name somewhat simi-
lar to that of the plaintiff. As a result
of this mistake a check subsequently
drawn by the plaintiff was dishonored
for want of sufficient funds.

The plaintiff brought suit against the
bank for damages and the trial judge
instructed the jury that, in fixing the
amount of damages, consideration
should be given to “the embarrassment
and humiliation, if any, suffered by the
plaintiff by reason of the dishonor of
his check.” The jury assessed damages
in the sum of $600. The bank appealed
and the Appellate Court decided that
the instruction given by the trial court
to the jury was erroneous, the rule be-
ing that depositor is not entitled to dam-
ages for embarrassment and humilia-
tion, in a case of this kind, unless it ap-
pears that the bank was actuated by
malice or oppression.

Since it appeared that the refusal of
the check was due to an honest mistake
on the part of the bank, the judgment
was reversed and the case was re-
manded for a new trial, for the purpose
of properly assessing damages.

OPINION

Appeal from Circuit Court, Yalo-
busha County; E. D. Dinkins, Judge.

Action by William Lester against the
Grenada Bank. Judgment for plain-
tiff, and defendant appeals Reversed
and remanded.

Caldwell & Caldwell, of Charleston,

and Stone & Stone, of Coffeeville, for

appellant.

H. H. Creekmore, of Water Valley,
for appellee.

HOLDEN, J. This is a suit for

damages by appellee, William Lester,
against the appellant, Bank of Grenada,
for failure of the bank to honor his
check when he had sufficient funds on
deposit. From a judgment for $500,
the bank appeals.

The Grenada Bank has two branches,
one at Oakland and one at Charleston,
B. S. Lester, father of appellee, de-
posited $43.10 in the bank at Oakland
for the credit of his son, William Les-
ter. At the time of this deposit the
bank had on its books the deposit ac-
counts of one “Will V. Lester” and one
“Will Lester.” In posting the said de-
posit of appellee, William Lester, the
bookeeper made the mistake of crediting
the $43.10 deposit to “Will V. Lester,”
instead of to appellee, William Lester.
About two months thereafter appellee,
William Lester, also deposited in the
Bank of Oakland $104 to his credit.
Following this, appellee drew several
small checks against his deposits which
reduced his credit on the books to
$85.10. About one month later the ap-
pellee drew a check in favor of his
father for $100, which was deposited
for collection in the said bank at Char-
leston, and forwarded in the regular
course of business for collection through
the Bank of Commerce and Trust Com-
pany of Memphis, Tenn. When the
check reached the Oakland bank the ac-
count of appellee, William Lester, did
not show a sufficient balance to cover
the check; consequently the $100 check
was returned through the same channels
to the Bank of Charleston, indorsed
“insufficient funds.” A few days after
this, complaint being made about the
check having been dishonored, an in-
vestigation by the bookkeeper at the
Bank of Oakland disclosed the mistake
that had been made by him in crediting
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the $43.10 to one “Will V. Lester,” in-
stead of to the appellee, William Les-
ter. The matter was discussed between
the parties, and the Bank of Oakland
promised to have the $100 check re-
turned to it through the Memphis chan-
nel for payment; but for some unknown
reason the dishonored check was not re-
turned, but was finally disposed of at
the Charleston bank, and the funds due
the appcllee were paid over and ac-
cepted by him. This suit was then filed
for damages for the failure of the bank
to honor the check.

The appellant bank presents two
points for reversal, viz.: First, that no
recovery can be had by the appellee,
except for nominal damages; and, sec-
ond, that the court erred in granting the
following instruction to the plaintiff.

“The court instructs the jury to find
for the plaintiff, and assess his dam-
ages at such sums, not in excess of the
amount sued for, $2,000, as they believe
from the evidence that he is entitled to
recover; and in fixing the amount of
damages the jury should consider the
damage to his financial or business repu-
tation or standing, if any, and the em-
barrassment and humiliation, if any,
suffered by the plaintiff by reason of
the dishonor of his check.”

The main objection to the instruction
is that it allows the jury to assess dam-
ages for “embarrassment and humilia-
tion”; it being urged by the appellant
that no damages for embarrassment and
humiliation can be allowed, because the
facts in the case do not warrant the re-
covery of punitive damages, which
would be necessary before damages for
embarrassment and humiliation could be
awarded.

The questions presented are of first
impression in this court, and we must
look for guidance to authority estab-
lished in other jurisdiction. The law
is, and so conceded by all, that where
a bank fails to honor a check drawn
upon it by a depositor, who has suffi-
cient funds therein to cover the check,
it is liable for damages to the depositor.
Whether such damages are nominal,
substantial, or punitive is, we think, to
be determined by the facts and circum-
stances of the particular case.
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There seems to be some conflict in
the authoritics, but the modern and bet-
ter rule appears to be that, where the
bank wrongfully dishonors the check, it
is liable for substantial damages to the
injured depositor as compensation; and
this is true, regardless of whether the
depositor is a trader, business man, pri-
vate citizen, or professional man. When
wrongful dishonor is shown, substantial
damages may be inferred, because of
the peculiar nature of the wrong; and
it is for a jury to assess reasonable com-
pensation to the injured party, if he is
substantially injured, and nominal dam-
ages, if not substantially injured. Some
authoritics say that the damages in all
of such cases are substantial, but should
be “temperate.” The assessment must
be reasonable, according to the facts
and circumstances of the particular
case, with reference to the extent of the
injury suffered by the depeositor in his
credit standing and reputation. We
think this is the correct view, and we
adopt it. Patterson v. Marine Bank,
130 Pa. 419, 18 Atl. 632, 17 Am. St.
Rep. 780; Atlanta Bank v. Davis, 96
Ga. 334, 23 S. E. 190, 51 Am. St. Rep.
139; Hilton v. Jesup Co., 128 Ga. 80,
57 S. E. 78, 11 L. R. A. (N. S.) 224,
10 Ann. Cas, 987 ; Spearing v. Whitney
Bank, 129 La. 607, 56 South, 548; &
R. C. L. 550; 7 C. J. § 425, p. 696.
The question of alleging and proving
special damages in addition to general
compensatory damages does not arise
here, and therefore is not passed upon.

Coming to the second point presented
by the appellant, with regard to the
correctness of the instruction given ap-
pellee on damages for “‘embarrassment
and humiliation”; we do not think the
evidence in this case is sufficient to war-
rant the recovery of punitive damages;
therefore the instruction is erroneous,
because no damages can be allowed for
“embarrassment and humiliation,” un-
less the facts of the case show willful-
ness of malice which would warrant
punitive damages. This court has de-
cided repeatedly that damages for men-
tal pain and suffering, such as humilia-
tion and embarrassment, disconnected
from physical injury, cannot be recov-
ered, unless allowed as a part of puni-
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tive damages. W. U. Tel. Co. v. Rogers,
68 Miss. 748, 9 South, 823, 13 L. R. A.
859,24 Am. St. Rep. 300; American Na-
tional Bank v. Morey, 113 Ky. 857, 69
S. W. 759, 58 L. R. A. 956, 101 Am.
St. Rep. 379; W. U. Tel. Co. v. Rags-
dale, 111 Miss. 560, 71 South, 818; W.
U. Tel. Co. v. Koonce, 112 Miss. 178,
72 South, 893.

The testimony in this case, viewed in
its strongest aspect for the appellee,
shows a mere mistake of the bookkeeper
in crediting the deposit to a depositor
with a similar name to that of appellee.
The conduct of the bank and its offi-
cers, in their efforts to straighten out
the matter after the mistake was dis-
covered, cannot, in our opinion, be char-
acterized as willful or malicious; there-
fore only substantial compensatory
damages could be allowed appellee by
the lower court.

For the error in granting the instruc-
tion complained of, the judgment of the
lower court must be reversed; and as
the question of liability is settled
against the appellant bank, the case will
be remanded for a trial as to the amount
of damages only.

Reversed and remanded.

@

Check as Payment in Full

Sylva Supply Company v. Watt, Supreme
Court of North Carolina, 107 S. E
Rep. 451.

Where there is a genuine dispute be-
tween a debtor and creditor as to the
amount due and the debtor tenders a
check as settlement in full, which check
is received and cashed by the creditor,
the claim is extinguished and the credi-
tor is precluded from thereafter bring-
ing action to recover the balance claimed
by him. In this case, the defendant
was indebted to the plaintiff for grocer-
ies and there was no dispute as to the
amount due. The defendant claimed
that the plaintiff was liable to him for
certain damages to his automobile,
which claim the plaintiff disputed. The
defendant tendered a check for the
amount he considered due the plaintiff,
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which check the plaintiff accepted. It
was held that the rule referred to ap-
plied in these circumstances and that
the plaintiff had no further claim
against the defendant.

OPINION

Action by the Sylva Supply Company
against W. W, Watt to recover on groc-
ery account. Judgment for plaintiff,
and defendant appeals. Reversed.

The plaintiff rendered the defendant
a statement of his account; and in re-
sponse to same the defendant deducted
$45 from the bill for damages done to
his automobile by the plaintiff’s truck
driver and mailed plaintiff a check, stat-
ing it was “in settlement of account.”
The plaintiff cashed the check, and
there was evidence tending to show that
a letter was written to the defendant
containing the information that plaintiff
would not allow said deduction, as the
damage to the car would not exceed $8
or $10, but defendant testified that this
letter was never delivered. Plaintiff
also stated that suit would be necessary
in order to settle the alleged claim for
damages. Later defendant received an-
other and revised statement of his ac-
count, and in reply thereto he again
deducted the $45, calling attention to
what it was for, and mailed his check
to cover the difference, stating that this
“balances the account between us.”

Plaintiff deposited the check and
credited same on defendant’s account,
and then brought suit for the alleged
balance of $45. Defendant denied lia-
bility and contended that the account
had been settled by reason of the ac-
ceptance of the checks as above de-
tailed.

Defendant moved for judgment as of
non-suit at the close of the plaintiff’s
evidence and again at the close of all
the evidence. Motions overruled and
exceptions.

From a verdict and judgment in favor
of plaintiff for $45 interest and costs,
the defendant appealed.

STACY, J. It will be observed that
the defendant’s claim of $456 for dam-
ages to his automobile had been brought
to plaintiff’s attention, and the parties
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were in sharp dispute about the mat-
ter. The amount to be allowed and the
method of adjustment were both in con-
troversy. It is true the grocery ac-
count was not denied, but it clearly ap-
pears that defendant’s first check was
sent “‘in settlement of account,” and the
second was inclosed in a letter contain-
ing the statement that this “‘balances the
account between us.” The item of $45
for damages to the automobile was de-
ducted in both instances. There was no
ambiguity or grounds for misunderstand-
ing defendant’s tender and offer of set-
tlement. Obviously he wanted to ad-
just all of their differences at one and
the same time. The plaintiff had its
choice, and we think it is precluded by
its acceptance and election knowingly
made. The check should have been re-
turned if the conditions of its accept-
ance were not satisfactory, or at least
the defendant should have been given
an opportunity to say whether he would
waive the conditions and allow the check
to be credited on account.

“If a check is sent in full payment of
a debt and the creditor receives and
collects it, he is bound by the condition
annexed to its acceptance. He will not
be permitted to collect the check and
repudiate the condition.” Aydlett v.
Brown, 153 N. C. 334, 69 S. E. 243.

And again in Rosser v. Bynum, 168
N. C. 840, 84 S. E. 893, the rule is
stated as follows:

“It is well recognized that when, in
case of a disputed account between par-
ties, a check is given and received clear-
ly purporting to be in full or when such
a check is given and from the facts and
attendant circumstances it clearly ap-
pears that it is to be received in full of
all indebtedness of a given character or
all indebtedness to date, the courts will
allow to such a payment the effect con-
tended for” — citing Armstrong v.
Lonon, 149 N. C. 485, 63 S. E. 101;
Kerr v. Sanders, 122 N. C. 635, 29 S.
E. 943; Pruden v. Railroad, 121 N. C.
511, 28 S. E. 849; Petit v. Woodlief,
115 N. C. 125, 20 S. E. 208; Koonce v.
Russell, 108 N. C. 179, 9 S. E. 316.
See, also, Mercer v. Lumber Company,
173 N. C. 49, 91 S. E. 588.
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Plaintiff contends that the correct-
ness of the grocery account was not in
dispute, and that the principles of ac-
cord and satisfaction are therefore not
applicable to the facts here presented
(Bogert v. Mfg. Co., 172 N. C. 248,
90 S. E. 208), but we must view the
case in all of its bearings. The parties
were caviling as to whether any allow-
ance should be made for damages to
defendant’s automobile in settling the
store account. In other words, they
were contending over the question as to
whether the two claims should be con-
sidered and settled together by deduct-
ing the one from the other and paying
the balance, or divorce the two and con-
sider them separately. Upon the basis
of adjusting both accounts at the same
time, defendant mailed his check for the
difference between the two, and this was
accepted by the plaintiff. Under these
circumstances, the facts being admitted
and not denied, we think the defend-
ant’s motion for judgment as of non-
suit should have been allowed.

Reversed.

@

Amount of Attorneys’ Fees
Recoverable

In re Harris, District Court of Pennsyl-
vania, 272 Fed. Rep. 851.

A provision in a $16,600 note for
five per cent. attorneys’ fees “if col-
lected by legal process” is reasonable.
but, under such a clause, all that can
be recovered in the way of attorneys’
fees is five per cent. on the amount of
the note that is collected through the
services of an attorney.

OPINION

In Bankruptcy. In the matter of
William Harris, bankrupt. On petition
by the Miners’ Bank of Wilkes-Barre
for review of an order of the referee
disallowing a portion of its claim. Rec-
port referred back to referee, with in-
structions.

WITMER, District Judge. The
Miners Bank of Wilkes-Barre has
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brought here for review the order of
the referee, disallowing portion of its
claim proven, in so far as the same re-
lates to attorney’s commission on a note
held by the bank against the bankrupt
and others.

A promissory note, dated April 27,
1916, for $16,500, with interest at six
per cent., payable to the bank, was
executed and delivered to it by Phillip
Harris, Sr., William Harris, and John
Reese. The note contained a power of
attorney to enter and confess judgment.
It also provided allowance for an at-
torney’s fee of five per cent. if collected
by legal process.

May 6, 1916, judgment was entered
on the note by confession in the court
of common pleas of Luzerne county.
February 5, 1918, $4,800 was paid on
account of principal. September 11,
1919, execution was issued and levy
made on the real estate of Phillip Har-
ris, Sr., which was afterwards stayed.
November 38, 1919, execution was is-
sued and levy made on real estate of
John D. Reese, realizing by sale $3,-
000, which was applied, as follows:
Sheriff’s costs, $143.40; taxes, $276.55;
applied on judgment, $2,580.25. Phil-
lip Harris, Sr., died, and his estate
paid on distribution, April 9, 1920, $8,-
576.90, leaving a balance due on the
judgment, exclusive of attorney’s fees,
$1.521.50. This balance was allowed
and awarded to the bank. The conten-
tion is that a further sum of $585 is due
and should have been allowed on the
judgment and on account of the attor-
ney'’s fees.

Where the holders of a note, provid-
ing allowance for attorney’s fee, employ
counsel to enforce collection, the com-
mission stipulated in the instrument is
usually allowed, unless such is highly
exorbitant for such services rendered.

[y
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The agreement of the parties, however,
is of importance, and governs, as in all
other business transactions.

In the present case it was provided
that an allowance of five per cent.
should be added, if collected by legal
proceedings. I take it that by this was
meant that, in addition to the amount
so collected, five per cent. should be
added for counsel’s services. The amount
of $3,000 was enforced by legal pro-
ceedings, and for such service the sum
of $150 is due and may be added to the
judgment.

That the attorney’s fee was not in-
corporated and made part of the judg-
ment on entry or revival is not impor-
tant here. The fee attached to the
judgment in the event of collection by
legal proceedings in proportion to the
amount collected, and became part of it
as costs to which plaintiff is entitled.

Referring to the money obtained
from the estate of Phillip Harris, Sr.,
and credited on the judgment, it may
be noted that, since it does not appear
that the same was obtained through
legal proceedings, in which strvices by
attorney were required, there can be no
allowance on account.

As to the balance allowed by the
referee out of the bankrupt estate, no
allowance is made, because the services
of attorney, if any, were not required,
nor had compensation for such services
matured before bankruptcy proceedings
were instituted. In re Gebhard (D. C.)
140 Fed. 571; In re Garlington (D. C.)
115 Fed. 999; In re Keeton, Stell &
Company (D.C.) 126 Fed. 429; In re
Milling Company (D.C.) 16 Am.
Bankr. Rep. 456, 144 Fed. 814.

The report is referred back to the
referee, to make distribution agreeably,
as herein indicated.

S



Hidden Treasure
By G. E. Rines

T may be because there is a tre-
mendous volume of bond and stock
issues to be absorbed, new capital

to be provided in other ways, more
mortgages to be provided for, improve-
ments and extensions to be financed; it
may be because large numbers of Lib-
erty bonds were discovered to have been
purchased by individuals who had no
bank accounts; perhaps it was the truth
brought home by the quick recovery of
France for the second time, helped in
a great measure by the contents of the
cracked teapot — whatever it was,
whether past experience or present
nced, the banking institutions of the
country are making a wise and timely
drive for the hidden talent buried in a
napkin, for the slacker dollar doing a
“Rip Van Winkle” in the stove-pipe hole
and the old stocking.

It is a splendid thing, this drive, not
only for those who as a result will put
their idle dollars to work, but also for
the banks who will get in even closer
touch with the communities they are
in a position to serve.

The right sort of thrift, like any
other idea or commodity, must be sold,
and the attitude of some of the banks,
more especially the savings banks, has
not been as conducive to propagating
the idea in the past as it might have
been—their attitude being one of con-
ferring a favor rather than soliciting
business.

Two little incidents that have come
to the writer’s attention indicate that
there is still “hidden treasure” to be
dug up. The first indication of that
truth was when one of the managers
of a large trust company in New York
just recently sold to a physician, who
never had a dollar in any bank, $10,000
worth of bonds. The money was
“drawn” from a safe deposit box and
was in small bills, the highest being in
denomination of $20.

The other incident occurred in a little
hamlet in New Jersey, which today
numbers only 1,800 population. Thirty-
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two years ago a man who kept a little
country store decided that even though
the banking town was only nine miles
distant, he would start a bank. With
what? Chiefly the prospects of “hid-
den treasure.”

This bank since it started thirty-two
years ago has prospered, and its pres-
ent president tells a little story of some
buried gold that even he had not found
in his own little community. It seems
that a year or two ago he was asked
by the wife of one of the farmers in
the vicinity how they could pay off a
small mortgage of $1,700 to a man in
New York. For twenty years this
mortgage had been on the homestead,
and for twenty years the gold necessary
to pay it had lain behind a loose stone
in the cellar. The banker looked at the
blackened gold which the woman was
asking him to transmit, and he ex-
plained to her how foolish it was to have
paid interest on the $1,700 mortgage for
twenty years, and to have allowed the
gold to lie hidden in the cellar without
acquiring any interest for it. “Well,”
she said, “we just sort of felt we would
like that gold by us.”

It had taken that man and woman
twenty years to learn to turn to a bank
for both safety, economy and service.

Perhaps it was the fact, established
to the satisfaction of our banking fra-
ternity during the war that millions of
dollars were not put into circulation,
or were put into circulation through
mere waste, that has galvanized the
savings banks into a drive for a mil-
lion new accounts. And it seems rea-
sonable to believe that the result of this
effort along these lines will contribute
to our prosperity in the future, and per-
haps it is not such a wide guess to be-
lieve that quite a substantial percentage
of the deposits which will be made by
this million new accounts will come from
the ginger jar, from inside the old
clock, from under the loose tile in the
hearth, and from the pockets of those
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who used to think that there was no use
trying to put a paltry fifty or one hun-
dred dollars to work.

It has been said, and the demonstra-
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tion of the saying is never more thor-
oughly apparent than today: that “per-
sonal and family thrift is the basis of
national prosperity.”

Ly

What Does the Average Business Man
Think of His Bank?

By Richard F. Durham

To be able to see ourselves as others see
us is always helpful even if not flattering.
In the following article the banker may read
the opinions of some average business men
on banking service. Most of these expres-
sions bear out the often-heard assertion
that banks are better understood today than
ever hefore and that the old popular notion
of a bank as a cold-blooded machine has
definitely passed on.—[Tue Eprror).

HAT do outsiders think of
W banks, bankers and banking
service? Do bankers, by their
attitude and actions, invite the confi-
dence of the average business man, or
does the latter feel that bankers are, in
general, unwilling to cooperate with
him in a spirit of friendly helpfulness,
and that, as a rule, they hold themselves
aloof from him, or are even antagonistic
toward him?

For the purpose of getting outside
opinion on bankers, and on banks, their
atmosphere and the service they render,
the editor of a monthly trade journal
has sent out a questionnaire to a num-
ber of readers of the magazine residing
in all different parts of the country, for
the purpose of determining their respec-
tive attitudes toward, and their collec-
tive viewpoint on, banks and bankmg

The questions asked are five in num-
ber, and run as follows:

1. Do you think the bank renders the
average business man as much service as
it should ?

. 2. How can the banker cooperate bet-
ter with the business man?

3. Do you find the atmosphere of the
average bank cold and repelling, or
friendly and inviting?

4. Do you think that banks are doing
all they can to promote thrift and en-
courage savings?

5. What improvements would you
suggest ?

The predominating tone of the col-
lective answers to these five questions is
highly, even surprisingly in many
cases, favorable to the banks and bank-
ers of the country at large. At least
ninety per cent. of the replies show a
commendable expression of apprecia-
tion for the services which banks and
bankers have been, and are, rendering
to business and the general public.

BANK SERVICE

The responses to the first question
show that the majority of those re-
sponding not only believe that the
banks render the average business man
good service, but are glad to express
their appreciation of the helpfulness of
that service. Some of the replies as to
whether or not banks render the service
they should run as follows, taking one
section of the country at a time:

New England:

Vermont:

“Absolutely, and it renders some
more than they are entitled to. It is
a business man’s own fault if he does
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not obtain valuable assistance from his
bank or banks.”

“Yes, our banks have been more than
liberal, granting credit when men have
only moral standing in the community
and no collateral.”

“The banks do not render good serv-
ice when they send money outside the
state and get from eight to twelve per
cent. on it instead of six per cent.,
which is the legal rate in Vermont.”

New Hampshire:

“Very often the banker goes beyond
his limits through misrepresentations of
the borrower.”

“The schemer, the smooth talker, and
the bluffer have no trouble, but average
deserving business is more often than
not discouraged because of the difficulty
in getting long time loans.”

Massachusetts:

“There are, no doubt, specific cases
where service is lacking, but there are
others where it is more than conditions
warrant.”

Eastern States:

New York:

“Many think that the bank should
let them have all the money they want,
regardless of their balances and habits.”

“We have no fault to find.”

Pennsylvania:
“I have been rendered every reason-
able service consistent with safety.”

Southern and Southwestern States:

North Carolina:
“Bank service is much better than it
used to be.”

South Carolina:

“We have nine banks, and my obser-
vation is that they are doing everything
possible to further the interests of our
town, and of the community generally.”

Texas:

“Our banks will assist any business
man who is honest, who conducts his
business in a business-like manner, and
who makes a reasonable profit on his
goods.”

“We think the average banker can
tell after talking to the average business
man for a few minutes whether the busi-
ness man believes in himself and his
proposition, and the banker as a rule
renders all the assistance the proposi-
tion will bear, and sometimes more.”

Louisiana:

“The average deserving business man
of our city is being well served by the
banks.”

Georgia:

“There is too much of a tendency to
run the banks in the interests of a few.
The functions of banks are not so gen-
erally understood as they should be.”

Middle Western States:

Ohio:

“I have never had any trouble getting
good service.”

“I believe any man who can give good
security can always get all the money
he wants.”

“The average business man gets all
the service he pays for, and then some.”

“As a rule the banks render all serv-
ice that the standing and rating of the
customer will justify. It is to the in-
terest of the banks to do so.”

Illinois:

“The bankers here render good serv-
ice, especially according to individual
deserts.”

“If every man starting in business
for himself was treated by his bankers
as I have been by mine, he would be
greatly encouraged.”

“The service is good considering the
necessary limitations imposed by the
Federal Reserve to meet the demands
of the times.”

Indiana:

“Banks here render good service to
the honest business man.”

“] have never asked a bank for help
which was not given freelv and with-
out stint.”

Towa:

“The writer has always been given
greater credit than he has really been
entitled to.”
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Western and Northwestern States:

Colorado:

“We get splendid service, in fact all
we could ask.”

Wisconsin

“Yes, but the service depends large-
ly on the way the customer handles his
account. In order that his account be
profitable to the bank he must maintain
a fair balance and be prompt in meeting
all obligations. This will have much to
do with the line of credit extended him
by the bank.”

“We have always found that we could
get any reasonable needed accommoda-
tions.”

Minnesota:

“The banks should use more common
sense in loan restrictions, as many de-
serving business men are put out of
business when, in cases of extreme nec-
essity, they are refused loans.”

COOPERATION

The answers to the second question
“How can the banker cooperate better
with the business man?” brings out the
feeling on the part of many of those
replying that many business men ought
both to their own and their banker’s
advantage, to make a more detailed
study at regular intervals, of the condi-
tion of their respective businesses and
that bankers should inform themselves
fully about the workings of various busi-
ness enterprises, and of the individual
needs of the average business man who is
engaged in those enterprises and who
calls at intervals for assistance from the
banker. It is made quite evident though
in at least eighty-five per cent. of the
replies, that there is a belief, based in
many cases on experience, that the av-
erage deserving business man can usu-
ally borrow enough to suit the needs
of his particular case. Many feel that
the banker is often too liberal in his
granting of a loan. The varied sug-
gestions, and occasional criticisms, are
brought out in some of the following
answers:

New England States:
Vermont:

“Every manufacturer should furnish
to his bank twice a year a complete re-
port or balance sheet of his financial
standing.”

“The banker should study the needs
of the individual client instead of ap-
plying hand-forged theories to the rank
and file of his customers.”

“The banker should use more dis-
cretion in making loans, and never ap-
prove one that will bring injurious com-
petition to the bank’s friends already
engaged in that particular line of in-
dustry.”

“The banks should loan their money
in their own state, and not try to get a
larger per cent. by sending it out West.”

New Hampshire:

“The banker should arrange a series
of meetings of different classes of busi-
ness men at different times for the pur-
pose of improving the relationship and
mutual understanding between the
banker and the business man.”

“I do not see how the banker goes
as far as he does in his cooperation.”

Connecticut:

“Bankers should treat the business
man as one business man treats an-°
other. Too many banks seem to think
that you do them a favor when you be-
come their client.”

Massachusetts:

“The banker should make the aver-
age man feel that the bank wants to
do business, and that he does not have
to leave his shoes outside before enter-
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ing.
Eastern States:
New York:

“The business man ought oftener to
consult and confer with his banker.”

“When a business man asks for a loan
from his banker he should be prepared
with a clear and complete statement of
the condition of his business. Loans
are frequently declined because of
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muddled statements. This means a loss
to both borrower and lender.”

Pennsylvania:

“The banker should show the small
merchant the same consideration that he
shows big business.”

Southern States:

South Carolina:

“The banker should study diligently
the nature of, and opportunity for, es-
tablished and new trade and industry in
his town and locality, and should be
personally well acquainted with leaders
of the trade and industry in the com-

munity.”

Kentucky:

“The average banker looks askance
at the small merchant.”

Georgia:

“Business men should know more
about their particular business, and
about the principles of business in gen-
eral, than most of them know. The
banker can help them in this.”

North Carolina:

“When bankers reach the point where
they realize that the only way they can
succeed is through the success of their
clients, there will be no need to suggest
any remedy.”

Middle Western States:
Illinois:

“The banker should show a more
thorough knowledge of facts pertinent
to his clients’ business, and not leave so
much to personal appraisal.”

“The banker should visit places of
business oftener ; know more about busi-
ness affairs; and know business men
better personally.”

Ohio:

“The business man should let the
banker know more about his business
affairs.”

“The matter of cooperation depends
on the frankness of the customer, and
the merit of his needs.
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Northwestern and Western States:
Wisconsin:

“Business men should be more honest
with bankers. When the business man
needs assistance he should give his
banker an honest statement of his af-
fairs, and will in most instances profit
by so doing.”

Colorado:

“We get splendid cooperation from

our banks.”

BANK ATMOSPHERE

Most of the answers to the third
question, “Do you find the atmosphere
of the average bank cold and repelling,
or friendly and inviting?” show a con-
sensus of opinion that the atmosphere
of the present day banks is as a rule
both friendly and inviting. There are,
of course, some few who take exception
to this belief, and there are many who
in past years have felt that the atmos-
phere of the average bank was some-
what cool and heavily formal, and who
note a decided change for the better.
There is on the part of not a few the
feeling that it is perhaps the hesitant
and reserved manner in which many
business men approach their bankers
which is responsible in large measure
for a feeling on the part of the former
that the banker is none too cordial.
Some of the answers follow:

New England States:
New Hampshire:

“There has been a big change for the
better in the past three or four years.”
Massachusetts:

“The old spirit was cold, but a better
day has come, and competition has
forced the banks to be more friendly
and inviting.”

Connecticut:

“A good many are cold and repelling,
but the condition has improved a great
deal in the past few years.”

Eastern States:

New York:

“We have always found our banks
friendly and polite, and disposed to be
friendly and accommodating.” -



FROM DEMOLITION TO OCCUPANCY IN NINE AND ONE HALF MONTHS

A Record in Construction

HE completion of this building for the Citizens 'I'rust Com-
any of ‘l'erre Haute, Indiana, in nine and one half months
establishes, as far as we know, a record for such a performance.
This nine and one-half months® period includes the time required
to demolish the buildings previously on the site: construct the
twelve story, skeleton steel, fireproof building; install all banking
equipment; complete the decorations and furnishings; and de-
liver the building with all mechanical equipment in operation.

We believe such a record was made possible by the fact that
we have combined in one organization an architectural depart-
ment which prepares all designs; a purchasing department which
insures prompt deliveries; and a construction department, with
trained superintendents, which works in close coordination with
the two other departments.

HOGGSON BROTHERS

Bank Builders
NEW YORK . CHICAGO




“MERIT HAS MADE THEM FAMOUS”

“YORK”

BANK
SAFE OEPOSIT

VAULTS

ASK'\

Clearing House Association....................New York

Federal Reserve Bank............ vetiecseees...New York
Chase National Bank......... . ....cciiieennns New York
Chatham & P’henix National Bank...... ceeeoane New York
Corn Exchange National Bank.................New York
Central-Unfon Trust Co.........coe0eueevannns .New York

Enmij.ire Safe Deposit Co. (Eqult.b]e Bulldlng) .New York
Equitable Trust Co. New York
First National Ban ew York
Gunrant{ Trust Co..... ..... New York
Mctiopolitan Life Insurance C .New York
International Trust Co....... ....Boston

American Natloon) Bauk. ... Francisco
American Trust Company......... .e ....8t. Louis
Reneficial Savings Fund Soclety............. . Phllndelphll
Mellon National Bank............... eeieseess Pittsburgh
Union Trust Co.............. cestenetienn «....Pittsburgh
City National Bank..... ceteean veeessss. . Evansviile. Ind.
Detroft Trurt Co............. [P veeessess..Detrolt
First Nntional Bank......... seessetrtoanenens Milwaukee
Fourth National Bank.......... eserseecnne ..Atlanta, Ga,
Guardian Savings & Trust Co..........c0vv....Cleveland
Rhode Island Iloxpital Trust Co. N ee oo Providence
Title Guarantee & Trust Co............ esesess.Baltimore
Travelers Insurance Co................ cecessssdartford
Royal Bank of Canada........ ceereasc et an s Canada
Sun Life Assurance Co.. ceeene eees....Montreal, P. Q.

“The latest development in vault design and con-
struction is represented in * YORK ” giant money
vaults installed in the largest banks and financial insti-
tutions being built today.”

**CONSTRUCTION MAGAZINE"

YORK SAFE & LOCK CO, YORK, PA.
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Pittsburgh St. Paul Saa Francisco New Havea, Coma.




THE BANKERS MAGAZINE 51

“Our banks have always stood ready
to help us in any matter upon which we
ous oil industries.

Pennsylvania:

“The banks in our town are most
friendly, and make it a point to be
aboveboard.”

“I find the atmosphere of the average
bank repelling.”

““The majority of banks are cold and
repelling, but once in a while we find
one eager to be of service.”

Southern and Southwestern States:

Texas:

“We think the average banker is
friendly and inviting, while the average
business man is hesitant and reserved,
when asking for a loan. A banker is
just as anxious to loan his surplus

money as the business man is to borrow _

it, but the banker wants to be reason-
ably sure that the loan will be paid when
due.”

“We do not find the average bank
cold or repelling in this section.”
Georgia:

“We find the banks friendly. Some
people may feel that they are on the
outside looking in, but that may be
through some fault that is as much
theirs as it is that of the bank.”
Kentucky:

“The atmosphere here differs in ac-
cordance with whether you want to de-
posit or borrow.”

Louisiana:

“We find the atmosphere of our banks
friendly and inviting.”
South Carolina:

“We find our banks friendly and in-
viting."”

North Carolina:

“We know our bankers by their first
names, and they are always trying to
help us.”

Middle Western States:
Indiana:
“The cold and repelling atmosphere
is almost a thing of the past. When a
4

business man has shown that his word
can be relied on, the bank will be as
friendly and inviting as could be de-
sired.”

“We find the atmosphere of our
banks cold.”

“We find the atmosphere of our
banks friendly and inviting.”

Illinois:

“I find the average banker, I might
say the great majority of bankers,
ready to extend any courtesy that a
man might expect.” .

“We do not believe that the cold and
repelling atmosphere that we hear so
much about exists in any real banking
institution.” :

“Our bank is exceptionally friendly
and inviting.”

Ohio:

“I have had dealings with four dif-
ferent banks, and believe that condi-
tions are as you make them. If you
are indifferent, you invite that attitude
on the part of the bank.”

Northwestern and Western States:

Wisconsin :

“In this locality I believe that every
bank makes it a point to be friendly
and to have a spirit of cooperation.”

“Bank atmosphere depends on the
way in which the banks are approached,
and on the standing in the community
of those who approach the banks.”

“I think our banks are friendly to
those who deserve their support.”

Minnesota:

“It is easier to get in touch with offi-
cials in small banks than in those of
larger cities.”

“I find the banks cold and repelling,
and frequently insulting. They seem
to think they are doing me a favor in
handling my account.”

Colorado:

“The atmosphere of the banks here is
always friendly and inviting.”

DO BANKS ENCOURAGE SBAVINGS?

Answers to the fourth question, “Do
you think that banks are doing all they
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should to promote thrift and encourage
savings?” show an appreciation of the
fact that banks have, in most sections
of the country, made an effort in these
directions by advertising, and through
various other media. The feeling ex-
ists in many cases that the banks might
intensify and carry further their efforts,
and from some localities is heard a pro-
test that the banks are not doing what
they should toward these ends. Some
of the answers read:

New England States:

Vermont:

“More extensive educational cam-
paigns about savings and thrift should
be carried on by the banks.”

“The banks promote thrift and en-
courage savings because they want your
money at four per cent. to send out
West at eight, ten and twelve per cent.”

Eastern States:

New York:

“Pay envelopes with thrift maxims
printed on them often start savings and
deposits, and, by repetition, keep the
workman’s mind on these topics.”
Southern and Southwestern States:
Virginia:

“There are two banks in this town,
and as far as I can see they don’t care
what you do with your money. There
is no guidance, and no encouragement
for children or adults to save or invest
in anything.”

North Carolina:

“The banks here, as well as their cus-
tomers. need education toward the end
of encouraging thrift and promoting
savings.”

South Carolina:

“The banks in this state are aggres-
sive in promoting thrift.”

“The banks should do more to en-
courage thrift on the part of small wage
earners.” )

Georgia:

“The banks here in the South do not
encourage thrift and promote savings as
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they should. There are few savings
banks and the people do not know the
principles of systematic saving as they
do in other parts of the country. Per-
haps the banking laws are at fault. If
so the laws should be remedied. The
banks can educate the people up to a
greater appreciation of the importance
of saving.”
Texas:

“We think that the banks are doing
all they can to promote thrift and en-
courage savings.”

Middie Western States:

Illinois:

“The bankers in our community are
doing all they can to encourage thrift.”

“Every bank in our city is doing all
it can to promote thrift and encourage
savings. Most of them are advertising
in the daily papers.”

Indiana:

“In our community a great effort is
being made by all banks, through the
many advertisements, to promote sav-
ings.”

Ohio:

“Our banks are working along the
lines of thrift and savings, and have
been for the past three or four years.”

“They are undoubtedly encouraging
savings, as their volume of business, and
consequent profits, depend on savings.”

“They might do more.”

West and Northwest:

Colorado:

“In our state the banks encourage
savings.”
Wisconsin:

“Banks here are doing everything in
their power to promote thrift and en-
courage savings. Most of them are
mailing out circular letters in which
they show people opportunities, espe-
cially for opening savings accounts, of
which they can avail themselves.”

SUGGESTED IMPROVEMENTS

Most noticeable perhaps among the
replies to the fifth question, “What im-
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provements would you suggest?” is the
suggestion that the business man make
an effort to facilitate cooperation on
the banker’s part by enabling the lat-
ter, through a full and accurate state-
ment, to get a comprehensive idea of
the business man’s status, and to draw
his conclusions accordingly. Mention
is made of course of the advisability of
advertising, and of trying to get a
closer personal touch into the relations
of banking and business with each other.
One writer suggests that the banks show
more interest in the young people in an
effort to give them a better understand-
- ing of the importance of saving. Some
of the replies to this question follow:

New England States:

Vermont:

“Banks should promote with zeal all
civic welfare in their communities
through local organizations.”

Massachusetts:

“If a retail dealer would keep his
books in such shape that they would
reflect his real standing, and then take
a statement to his bank and ask for a
credit line for given periods of time,
and then, at the end of that time, be
prepared to take up the notes, a credit
would soon be established that would
give the accommodations needed.”

“Concerns which want to borrow can
help themselves by submitting detailed
statements of their condition, advising
the bank frankly and fully of any
changes in their situation.”

“I would suggest cooperative home
patronage on the part of the banks.”

Maine:

“I think that the bank and its pa-
trons should be more intimately ac-
quainted. Perhaps the officials or per-
sons appointed for that sort of work
should put in considerable time in be-
coming personally acquainted with the
customers, so that when the time comes
for a loan it will not be necessary for
that cold unpleasant feeling, with talk
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of referring the matter to the board,
ete.”

Eastern States:

Pennsylvania:

“I do not believe that the average
business man handles the financial end
of his business as carefully as he should,
with the result that the banks have not
the confidence in him that they might
otherwise have.”

Georgia:

“Banks now have such a wonderful
power that their conduct is a matter of
public and general interest. It is hoped
that the time may soon come when more
people will look on the banks as friends,
and not as enemies. Your banker
friend, in studying his duties and re-
sponsibilities, is taking a step in the
right direction.”

Mississippi:
“Place every loan possible at home,

and use the banks to build up your own
city.”

Northwestern States:

Michigan:
“l suggest more courtesy to the

young people. Get them to understand
the necessity of saving.”

GENERAL CONCLUSION

The responses to these five questions
show that, where there is criticism di-
rected at the relations between banker
and business man the burden of any
blame is felt to attach just as much, if
not more, to the business man as the
banker. Many who answered the fore-
going questionnaire have quite obviously
the feeling that the business man all
too often neglects, in his relations with
his banker, to keep his end of the bar-
gain as he should. There is the feeling
that the banker will go half way, or
often more than half way, and that if
the busincss man will only meet him
on the middle ground, all will be well.

8y



Currency Inflation and Public Debts

NDER this title the Equitable
Trust Company of New York

has just published a timely and
instructive study prepared by Prof.
Edwin R. A. Seligman, giving a large
amount of historical and statistical in-
formation relating to the debts and cur-
rencies of the leading nations of the
world. . Professor Seligman’s study is
introduced with an illuminating pre-
fatory note by President Alvin W.
Krech of the Equitable Trust Company
of New York, from which the following
partial extracts are made:

“Currency inflation and public debts
form a vexing problem which has called
forth the liveliest discussion not only
in the ranks of economists, but also
among business people who find in the
fluctuations of the foreign exchanges a
constant reminder of the financial diffi-
<ulties which confront the world. In
asking Dr. Seligman to prepare for our
enlightenment an historical sketch of
currency inflation and public debts, we
believed that a study of the past might
well help us to understand better pres-
ent-day conditions. Dr. Seligman’s
timely paper and his conclusions drawn
from the lessons of history have en-
couraged us to present here, under the
guise of a prefatory note, a few obser-
yations.

1. As is clearly pointed out, there is
no such thing as a medium of exchange,
money or currency which is not subject
to fluctuations in value; gold, silver,
copper, all fluctuate. Fiat money
fluctuates not merely in accordance with
the laws of supply and demand; the de-
termining factor of its fluctuations is to
be found in the credit of the issuing na-
tion, and as every emission of such cur-
rency is the consequence of impaired
national credit, it is, in effect, a step on
the road to the possible repudiation of
existing debts. As a consequence each
step towards repudiation affects ad-
versely the class which has invested its
savings in obligations solvable in the
forced currency, while it has a contrary
effect upon the debtor class. For in-
stance, the borrower of, say, one thou-
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sand Austrian crowns which before the
war represented, we will say, one hun-
dred days’ labor, may now repay the
debt with one day’s labor.

“But if such obligations were to be
ultimately redeemed at par all the steps
previously taken on the road to a pos-
sible repudiation would have to be re-
traced. The important thing to remem-
ber is that, in retracing the steps when
the currency has been permitted to de-
preciate for the length of time and to
the extent that has taken place in Eu-
rope, the debtor class is made bankrupt
through the process of re-establishing
the value of the currency just as the
creditor class is injured by the depre-
ciation of the currency; but it makes a
vast difference in democracies, where
the majority rules, “whose ox is gored.”
One thing seems clear, however, that,
intrinsically, lands, buildings and other
tangible property are only temporarily
and indirectly affected one way or the
other, inasmuch as their transferable or
market value merely registers the cor-
responding domestic value of the me-
dium of exchange.

“2. The pound sterling would be at
parity with the American dollar even
though not convertible into gold (ex-
cept as affected by the balance of
trade), provided the British Govern-
ment debt were in a fair way to progres-
sive liquidation. The same is true of
the French franc. The trouble with
these forced issues is that they are
mere evidences of the fact that the
credit of the nation is impaired, and it
may be argued that the pound sterling
and the franc will resume their upward
trend to parity only when and so long
as the national debt continues to de-
crease or the national wealth to in-
crease.

“8. A stable currency, that is to say,
a currency based upon its interchange-
able value with gold at parity, however
desirable, does not seem to be essential
to free commercial interchange of cred-
its and commodities.

“It is within the experience of the
present-day banker and exporter that
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business was safely and constantly con-
ducted, between Colombia and Mexico,
for instance, on the one hand, and the
United States on the other, in spite of
the fact that in the case of Colombia
the value of its paper currency had
fallen progressively to the extent of

99-100’s of its gold standard, and in the

case of Mexico the paper currency had
been entirely extinguished. The fact is
that a country which has no currency
whatever, or the currency of which is
totally valueless, can nevertheless con-
duct and engage in foreign trade just
so long as it has something to export.
Under such circumstances the currency
used must of necessity be foreign cur-
rency, and foreign countries can deal
with the nationals of countries whose
currency is valueless, and deal safely,
so long as the integrity of the persons
with whom they transact business is
sufficiently established and those per-
sons are in control of exports sufficient
to enable them to obtain foreign cur-
rency having an established value. This
is precisely the method now pursued by
the Austrian, German and Polish manu-
facturer who is dependent upon the im-
portation of foreign raw materials for
the conduct of his business.

“4. The extraordinary currency in-
flation of the various late belligerent
governments of Europe is setting up
new and wholly factitious channels of
world trade. Temporarily at least the
trade of those nations having curren-
cies nearest to so called parity is be-
ing violently wrenched from them by
the industrial nations which are reck-
lessly hurrying along the road to ex-
treme inflation and financial ruin. The
reason for this lies primarily in the fact
that the purchasing power of the de-
preciated currency is for a time much
greater at home than abroad during the
progress of its depreciation, particular-
ly when prices of vital necessities such
as food, housing and transportation are
controlled and fixed below cost of pro-
duction and the government absorbs the
loss by the further issue of currency.
In other words, the home currency will
buy more labor and domestic raw mate-
rial combined for export purposes than

ALVIN W. KRECH
President Equitable Trust Company of New York

the quoted international exchange would
lead one to believe.

“As to Germany, the question is fre-
quently asked, is her progressive in-
flation part of a sinister scheme to avoid
obligation, or, as stated by the Ger-
man Minister of Reparation, a catas-
trophe resulting from the sale of the
mark as a commodity in order to ob-
tain the necessary means of affecting
the reparation payments? In either
case, where will it all end, and how can
this miserable business be brought to a
conclusion?

“How can any nation be expected to
clean house and start afresh until cer-
tain essential conditions have been es-
tablished? Dr. Seligman does not un-
dertake to answer these questions. They
belong to the realm of politics and
statesmanship. How, for instance, can
France be expected to relax her hold
upon Germany until she, who for over
forty years lived under the constant
fear of invasion; who suffered most
when war occurred and invasion came;
until she feels a sense of security either
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through an effective international guar-
anty or otherwise? Are the statesmen
of the Allies equal to the task? Can
they lead their peoples to adopt a
course of conduct which, though vitally
necessary, may seem (but only at first
blush) inimical to self-interest, involv-
ing as it would the surrender of un-
doubted rights and the assumption of
new and unaccustomed obligations?

L I N B

“Europe must be given a true peace
capable of bringing back faith in the
future, without which her most strenu-
ous efforts must remain sterile. Europe
canrot live without a peace full of
serenily, without good-will among ils
several nations; there is not one nation
in Europe which can live without the
good-will of the other nations.”

After making a thorough examination
of his subject, Professor Seligman
reaches this conclusion:

“The final conclusion from our study
is that just because of the interdepend-
ence of all great commercial countries
in modern times, debt payment and cur-
rency reform have become international
problems. It is. not by impoverishing
Germany, or preventing Poland from
buying raw materials at what is to them
grossly inflated prices, that any re-
covery is to be expected. No one can
improve his own condition by impover-
ishing his customer. Nor can countries
like Great Britain and the United
States expect to benefit by an insistence
on the immediate payment of the debts
due to them by the Allies. Whatever
arguments for the retention of these ob-
ligations may be advanced from the
point of view either of possible politi-
cal pressure or of a guarantee against
some conjectural economic necessity of
the future, it is obvious that such gigan-
tic debts can be paid at present only
through the medium of exports of goods
from the debtor nations, a process which
is bound to react disastrously upon the
creditor nations by curtailing their ex-
ports. What has already happened to
Great Britain in the shipping and coal
industries is symptomatic of the perils
attendant upon our pressing for im-
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mediate or speedy payment of the Allied
debts.

“Two things only will make it pos-
sible for the world to get on its feet
again. One is for each country which
has fallen into the quagmire of fiat
money to set its face resolutely against
further temptations, to reduce as far
as possible its military and naval ex-
penditures and to puts its fiscal house
in order by a prompt and vigorous ap-
plication of taxation with a view of re-
establishing budgetary equilibrium. But
a taxation as excessive as that encoun-
tered today even in the United States,
not to speak of the rest of the world,
cannot be continued without hazard.
No country can long endure the appli-
cation of so large a part of the social
income for purely unproductive con-
sumption without suffering a marked
retardation in the tempo of its economic
progress. For it is only out of the set-
ting aside of an appreciable surplus of
annual production that a nation’s cap-
ital can be replenished and the eco-
nomic resources strengthecned. Where
this surplus is destroyed, or even nib-
bled into, by the conversion of the pro-
ductive consumption of a normal eco-
nomic life into the unproductive con-
sumption of government outlay for mili-
tary or naval purposes, the results are
sooner or later bound to be disastrous.
In the long run, political security can-
not be purchased at the cost of eco-
nomic debility. The beginning of wis-
dom is thus obviously some method of
limiting armaments, a result that can
clearly be achieved only by interna-
tional agreement. In such an agree-
ment even a country like the United
States must be prepared for a policy
to give and take and, if necessary, must
be willing to recede from its old-time
political policy of aloofness and isola-
tion.

“But, in the second place, the neces-
sary budgetary equilibrium will be
made possible only and concurrently
with a stabilization of the exchanges.
This is also from the very nature of the
case an international problem which
must be met by international methods
that it is not our function here to dis-
cuss.
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“It is clear then that in the solution
of the world’s present economic and
fiscal problems the United States must
also play its part. The solution can be
achieved only by a realization of the
fact that as this gigantic conflict was
universal in its scope and in its effects,
so the remedy must be equally universal
in character. Whether we desire it or
not, we have all become integral parts
of a stupendous world mechanism, no
portion of which can cease to function
without inevitably affecting the activity

]
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of the rest. The slogan of economic
and fiscal reform must be: ‘Set your
own house in order, but join with your
neighbors in setting the world house in
order.” To this imperious demand prac-
tical policies must be adjusted; for the
sake of this economic necessity old
shibboleths must be discarded and out-
worn political programs relegated to
the dust heap. Not aloofness, but con-
structive co-operation in both politics
and economics must henceforth become
the watchword of the United States.”

The New Revenue Law

T last Congress has passed and
A the President has signed the
new Revenue Bill. Perhaps
the accomplishments of the new law
were as well stated as they possibly
could be in an address by Honorable
Frank W. Mondell, the Republican
House leader who said:
Now, Mr. Speaker, what have the con-
ferees agreed upon? Just what is the effec