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HE ANNUAL REPORT OF THE COMPTROLLER OF THE CURRENCY

to Congress is as usual a document that gives an intelligent

and exhaustive view of the field of banking operations in the United

States. Naturally much of the report is a reiteration and continua-

tion of what has appeared without much effect upon legislation in

previous years, but this continued reiteration strengthens the truth

of all that has been said before, and brings it to bear with renewed
cogency upon the minds of Congress and the general public.

The amendments of the organic law suggested by the Comptroller
naturally become matters of necessity from the facts and figures col-
lected through the operations of his office. They are based on the
accurately prepared statistics, derived from reports made with the
utmost care and formality to insure correctness. Probably in no
public department in the world is there more power used with greater
care and intelligence to secure the facts relative to the banking busi-
ness than is constantly employed in the office of the Comptroller of
the Currency. The suggestions of this official should therefore
receive the attention of Congress.

The general inferences which he draws from the facts upon which
he bases his daily judgments in particular cases must necessarily be
of greater value than the comparatively hasty deductions which Con-
gressmen might make from the same facts, biased as they are apt to
be by local prejudice or favoritism for some personal measure.

The Comptroller deals with the banks of the whole country, not
only in a purely statistical way, but necessarily at times interferes
officially with their practical banking operations. He has his eye
constantly on the dead line, which no bank can cross without seri-
ously risking its continued existence. He knows the temptations, the
accidents, the adverse financial laws, that constantly drive some banks
in this direction. His judgment as to the methods of reducing these

1
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dangers must have more data to act upon than that of any other per-
son in the United States, be he banking expert or otherwise. Besides
the facts and figures which he publishes or will supply to any one who
applies in a proper manner, he has the practical daily experience,
impossible to impart, except in the form of deductions and suggestions.

The value of the amendments of the banking law, and the
suggestions as to the relations between this law and other financial
laws of the country, is therefore most obvious. Each one of them
is a deduction from carefully prepared and reported statistics. They
will be commented on in the order of their importance as it appears to
the Editor of the MAGAZINE.

The sixth and seventh recommendations are that National banks
be organized in places of less than 2,000 inhabitants with a capital of
$25,000, and that National banks be permitted to establish branches
in places where no National bank is already established and where
the population does not exceed 1,000. '

The argument underlying these recommendations is that the
growth in the number and capital of National, State and private
banks throughout the United States has kept pace with that of wealth
and population and that this indicates in a general way the popularity
of the banking business. But notwithstanding this recognition of the
utility of banks as a whole by the business public, the National banks
as such are made the subjects of general and sweeping denunciation.
Complaints against the national system, the Comptroller says, were
originally based upon its being an invasion of the rights of the States,
but that this ground of protest has of late given way to another and
that is the excessive capital required to organize even the smallest
national association. The minimum of $50,000 capital makes it impos-
sible to organize a National bank in many sections of the country on
account of lack of this amount of surplus capital. Therefore the
recommendation that the minimum capital be reduced to $25,000 in
places with less than 2,000 inhabitants.

The recommendation of branch banks is a natural corollary of this
reduction of the minimum capital, to supply banking facilities to a
still smaller class of localities needing banking facilities. The subject
js surrounded with difficulties, and yet the recommendations are in
themselves excellent and should be carried into effect.

The Comptroller perhaps goes rather too far in assuming that the
opposition due to State antipathy has been entirely superseded. It
has more likely merged in the other objection to the national system,
that it does not furnish needed facilities. The antagonistic reasoning
is perhaps more like this: If there were no National banks then there
would be less reason for keeping up Federal restrictions on the organ-
ization of State banks. If these restrictions were abrogated State
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banks could furnish greater facilities and use local credit with more
advantage.

The National banks do not and can not under present law furnish
these facilities, and their existence prevents the State banks from so
doing. The opponents of the national system would gain the banking
facilities by doing away with the system. The Comptroller seeks to
remove their opposition by changing the law so as to enable National
banks to accomplish the necessary result. This plan will not of course
reconcile the State bankers, but it will go far to take away from them
the constituency who now make the opposition of the State bankers
very important. They now tell their actual and would-be customers
that they must limit their accommodations because the Federal law
in the interest of National banks prevents them from using their credit
as effectually as they might. But if the field of action of the National
banks was so enlarged as to accommodate these customers present
and prospective, the reason for this form of attack would be removed.

The recommendations are in the right direction therefore, but they
may not go far enough. The question of extending banking facilities
80 as to afford accommodation at the lowest possible rates of interest
to the largest number of enterprising people whose capital may exist
in rather intangible form, is a most difficult one. In all sections of
the country there is a numerous class of small borrowers who cannot
be accommodated by banks as at present constituted. These are
obliged to go to the individual money lender who takes the risk the
bank can not take, and charges interest accordingly. It is among
this class of money lenders between the banks and this numerous class
of borrowers of informal credit that the so-called money sharks are to
be found. These men borrow from the banks and relend. They are
often connected with the banks as officers, directors, stockholders or
depositors. Whenever, justly or unjustly, they are accused of extort-
ing excessive interest or of unduly taking advantage of debtors, they
push the blame back on the banks and the banking system, and the
mass of those who believe themselves rightly or wrongly to be op-
pressed blindly ascribe the blame to the banks and the laws that gov-
ern them.

The National banks from their high credit and superior safety,
naturally, as a class, get the best and most numerously endorsed
security, and the distressed debtor finally comes to look upon them
as the part of the machine from which the unbearable pressure comes.
The debtor in distress accuses the money shark, he in turn says the
private or State bank is pressing him, these last say the national
system makes it impossible for us to do otherwise.

Can this state of things be very much changed? Would it be bet-
ter if the State banks were permitted to issue circulation? Is not the
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very largest profit from the use of money derived from the class of
transactions that lies below the sphere of ordinary bank facilities ?
As long as human nature is as it is, will not the hard grinding attor-
ney and constable be a necessity in the collection of debts? The
banks share in the profits of this necessary business. They will
always share in the abuse which is the concomitant of wnngmg
. money due from the extravagant or the unfortunate. o

But though it is a hard school through which the enterprising
poor man has to learn how to accumulate capital, it is the one in
which all who have become capitalists have learned to be so. It sifts -
out the worthy from the failures, and the process can not probably be
much improved upon.

It is probable, however, that while banks can not be relied upon to
abrogate the ultimate causes of these complaints, measures like those
recommended by the Comptroller will change their direction. The
debtor in trouble through fault or misfortune will not be so easily
deceived as to where the fault lies. FLEDGEBY cannot so easily con-
vince the distressed TWEMLOW that it is RiaH the Jew who wants
the principal of his debt. The debtor will learn the wholesome lesson
that he must himself bear the burden of his misfortunes, his improvi-
dence, his lack of energy or his folly, and that it will not lighten this
burden to abuse the banks for forcing his creditor to press for pay-
ment.

The reduction of the minimum of capital and the establishment of
branch banks will enable the National banks to do a great deal of
business directly which they now do through State and private banks,
and no doubt these classes of institutions will strongly oppose legisla-
tion of this kind.

The first, second and third recommendations of the Comptroller
are in the nature of further restrictions upon the conduct of business
by managers of national associations. These recommendations are
founded upon an examination of the causes of failure of 330 National
banks since the commencement of the system in 1863, the results of
which examination are given in full in the report.

The Comptroller has found that the main cause of failure has been
insufficient attention to their duties by officers and directors, in many
cases lapsing into dishonesty.

Looking more deeply into the underlying reason for the existence
of this mismanagement and neglect, it will no doubt be found to be
in the system of free banking by general law as opposed to monopoly
banking by charter. Nothing relieves the system of banking in the
United States from the charge of monopoly, as does this list of fail-
ures. It must be expected that where men of no banking experience,
who become possessed of sufficient capital, can start a bank and
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assume its management, that a certain proportion will prove failures.
Monopoly banking being subjected to less competition can secure
greater profits and employ a greater degree of skill in management.
The failures in our National, State and private systems of banking
are the price paid for freedom from monopoly. They must be
expected under any possible degree of supervision. This is no reason
for not aiding the vigilance of the Comptroller’s office in any reason-
able way.

The recommendations now made are, first, that the loans to execu-
tive officers and employees be restricted in amount, secured properly
and only made after reference to the board of directors and separately
recorded ; second, that loans to directors not executive officers must
be secured ; third, that the directors be required to make an examina-
tion of the affairs of the bank once a year on a day selected by the
Comptroller, and make to him a report thereof on a blank to be fur-
nished. These are all very well in themselves. Generally speaking,
however, any increase in restrictions imposed on National banks has
a tendency to increase the distinction between them and all other
banks. So long as banking capital can be employed with fewer
restrictions in State banks the latter will tend to increase in numbers
and National banks to decrease. Naturally the strongest and most
select banks only will continue in the national system. If the same
restrictions could be imposed on all bankers then this objection would
not arise.

The first recommendation might be criticized on the ground that
the President and Cashier are executive officers. The former is
always and the latter frequently a director. Why should loans to
them be restricted any more than to any other borrower ?

The second recommendation seems superfluous, inasmuch as the
law proposed could be evaded as readily as the present law, which we
presume requires all loans to directors as well as to others to be prop-
erly secured.

The third recommendation might prove valuable in fixing the
responsibility of directors in case of failure. It is to be feared, how-
ever, that it will have a tendency to make responsible men hesitate to
accept the office.

The eighth and ninth recommendations are to reduce the tax on
circulation to one-fourth of one per cent. per annum, and to permit
the issue of circulating notes to an amount equal to the par value of
bonds deposited. Congress should at once enact laws in accordance
with these recommendations. They would give a more immediate
impulse to business, with less debate, than any conceivable banking
measure. (For the text of the Comptroller’s Annual Report see pages
695-713 of the December number of the MAGAZINE.)
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THE REPORT OF MR. CARLISLE, Secretary of the Treasury,
printed elsewhere in this number, is 8o plain and convincing a state-
ment of the financial situation of the United States that no one but
a prejudiced partisan can fail to endorse in the main the conclusions
he draws and the recommendations he makes.

Notwithstanding the deficit of revenue which has continued for
the last fiscal year and which it is estimated will continue to prevail
for the next if present business conditions remain unchanged, there
i8 every reason to believe with the Secretary in the probability of an
improvement in business conditions and such a consequent increase of
revenue as will render any new imposition of taxes unnecessary.
Therefore as Congress has waited so long without relieving the Gov-
ernment from the inconvenience of an inadequate revenue, it might
as well remain inactive a little longer and let the country grow out of
the difficulty without legislative assistance. And in advance of the
advice given by the Secretary this seems to be the very course that
Congress was about to adopt.

The report further contains some extremely judicious remarks
upon the general subject of raising revenue, which, whether made the
basis of action by the present or the next Congress, cannot fail to
recommend themselves to all thinking men.

But it is not so much the province of the MAGAZINE to concern
itself with that portion of the report relating to the tariff. It isin the
recommendations of the Secretary with regard to the currency that
more interest will be taken by our readers. In this portion of his
report Mr. CARLISLE forcibly and clearly portrays the evils of the
system of paper issues redeemable on demand by the Government.
Not only the necessity of keeping up an adequate gold reserve at a
great expense is deprecated, but also the pernicious consequences of
the business interests of the country forming the habit of relying on
this Government reserve to carry on our entire foreign trade. This
consequence consists in the apprehensions excited by every diminution
of the reserve, resulting in hoarding gold and currency and raising
unduly the rates for money. The losses arising from these causes to
the business community far exceed the great expense the Government
is put to in issuing bonds to maintain the gold reserve.

The Secretary points out that since the resumption of specie pay-
ments in 1879 the entire volume of legal-tender notes and Treasury
notes of 1890 has been redeemed in gold, and over ninety-eight mil-
lions of them have been redeemed twice over. To obtain the neces-
sary gold the public debt has been increased to an extent requiring
the payment of annual interest amounting to sixteen millions of dol-
lars. The notes for the redemption of which this indebtedness has
been incurred remain unpaid.
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If this strain upon the finances of the country to maintain the
legal-tender notes at par were to be the last, the process would have
been ruinous enough. But there is every reason to think similar diffi-
culty may repeatedly occur. An immense surplus in the Treasury
kept up by heavy taxation will of course maintain the credit of the
legal-tender notes, but this remedy is worse than bond issues, as it
has a tendency to prevent any return to economy in appropriations.

A system of currency that entails heavy taxation or an increase of
the public debt from time to time in order to secure public confidence
in its redemption, ought certainly to be reformed. '

Mr. CARLISLE advocates a retirement of the legal-tender notes so
gradually as not to cause any apprehension of an undue contraction
of the currency. He does not in this report recommend any bank-
note system to take the place of the retired notes. In regard to the
National banks he confines himself to the recommendations of the
President and the Comptroller of the Currency, viz., branch banks,
reduction of capital, and of taxation on circulation. Perhaps his
experience with the diverse opinions of Congress when he was before
that body at the last session to enforce the reasons for the recommen-
dations as to reform of the banking system, which formed a part of his
annual report for 1895, have made him despair of action in that
direction.

There certainly is a conflict of interests, at least on the surface,
between the various classes of banks in the United States that will
render the passage of any general measure of bank currency reform
difficult if not impossible.

On the whole this last financial utterance of the retiring Adminis-
tration is as replete with sound knowledge and approved principles as
any financial report since those of HAMILTON or GALLATIN.

THE QUESTION OF CURRENCY REFORM, if it is ever seriously taken
up by Congress, can not be considered on narrow lines. If it is deter-
mined to retire Government notes and to relegate the currency issuing
function to the banks, the interests not only of the National banks but
of State and private banks will have to be taken under advisement.

By the last report of the Comptroller of the Currency there were
in the United States on October 31, 1896, 3,679 National banks, 1,944
State banks and 3,552 private banks—in all 12,175. Besides there
were 764 Savings banks that do very much the same kind of business.

The influence of 8,496 State and private banks will obviously have
more weight than that of 3,679 National banks.

In giving the currency issues to banks the interests of all classes
will have to be considered. The attempt to bring all the banks of the
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country under the present restrictions of the national banking law
would, it seems probable, prove futile in Congress. The State and
private banks do business in a more liberal manner than the National
banks are allowed to do. They are not subjected to so many restric-
tions or to such a rigid system of reports or examinations. There is
in consequence a larger number of failures among the banks outside
of the national system, but not so appreciably larger as might be sup-
posed from the comparative freedom from restrictions.

There is probably a limit to the effect of Government supervision
in preventing failures. Beyond that point it does not produce suffi-
cient additional results to justify the excess of examinations; while
on the other hand they become a useless expense and an annoyance.

The time has passed when there is anything to be made by start-
ing banks for fraudulent purposes. The commercial and banking
laws of the several States are generally well administered, and irregu-
larities are as a rule punished by the ordinary machinery of the law.

The repeal of the ten per cent. tax on State bank circulation would
- be an extreme measure in favor of State and private banks, but even
among these there are many who would be hostile to such a measure.
Probably the majority of the banks of the country, not only National
but also State and private, would dread a measure that would cer-
tainly tend to unsettle credits all over the country.

The other extreme measure would be one requiring a deposit of
bonds for all circulation issued by the banks under the formalities and
regulations now made necessary by the national banking law. This
would be difficult for the State and private banks to conform to and
would increase the bank currency sufficiently to fill the gap caused
by the retirement of the legal-tender notes.

A measure, to gain the support of the banking capital of the whole
country, must be made up of provisions that will form a compromise
between the unnecessary severities of the national banking law and
the free license of issuing notes that would be given by the repeal of
the ten per cent. tax. »

It is to be hoped that no‘ measure will be considered by Congress
that does not have, to some extent at least, the approval of the bank-
ing community. The bankers of course do not object to a proper
degree of restriction, if they can see some corresponding benefit.
Many of the banking bills introduced in Congress seem to be drawn
without much reference to the easily determined wants of the banks.
They contain provisions that are calculated to arouse the opposition of
the banks in that they seek to force them to give the Government an
entirely unnecessary degree of interference with their affairs.

The two or more classes of banks in the United States, operating
under different laws, can be brought under one uniform law if Con-
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gross sees fit to grant the necessary privileges with a moderate amount
of restriction. The whole National Banking Act should be thoroughly
revised, and the provisions distasteful to the State and private banks
should be repealed. The provisions in the laws of each of the States
that now work satisfactorily should be embodied in the revised
national banking laws. To this should be added a provision for the
issue of a safe and elastic currency, and every bank should be given
power to establish branches in accordance with its capital. The com-
pleted measure should be such that all the banking capital of the
country will find it to its advantage to seek investment under it.

A liberal treatment of banking capital by the laws of the country,
while preserving necessary restrictions, will do much to insure perma-
nent prosperity.

THE NON-ACTION OF THE PRESENT CONGRESS upon the import-
ant question of currency reform appears to be probable. The session
closes March 4, and no one appears to have any well-grounded hope
that in the next month and a half more will be accomplished than the
passage of the ordinary appropriation bills, and perhaps the country
will be agitated by the marking out of changes in the tariff to be made
by the succeeding Congress.

Never before in the history of the United States was there a more
pointed issue in any presidental campaign, or one so distinctly brought
before the minds of the people. The friends of currency reform have
the most emphatic right to claim that if the decision of the popular
vote under a republican form of government ever has any weight, that
the voice of the people in the last campaign makes it incumbent upon
their Representatives and Senatorsin Congress to take up and as soon
as possible place the financial laws of the country upon a sound and
scientific basis. ,

The election of Mr. MCKINLEY should not be considered as a per-
sonal victory. His personal record or popularity had little to do with
it. It was the principle of sound money and sound finance, as
opposed to the conflicting monetary laws under which the nation, in
spite of its resources and business energy, has been gradually led into
a position of great financial danger, that aroused the majority of the
people to make the decision they did. This result too was in great
part due to the hope that reformative action would be prompt and
immediate.

There are of course many specious excuses that can be made for
the inaction of the present Congress. They are about to retire from
power, they were elected under a different state of popular opinion,
they do not desire to interfere with the work of their successors who
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come directly from the people. Aboveall, the short time that remains
of their existence does not give scope for the proper consideration of
8o important a question as that of the currency.

It has been considered one of the defects of the Constitution that so
long a time elapses between the election of Representatives and the
date of the session of Congress. Unless an extra session is called
more than a year intervenes between the one event and the other. It
often happens that a Congress elected one November upon a given
issue finds by the next December that this issue is practically dead.
The individual Representative in such case is very apt to consider him-
self as bound to nothing that involves any great public question, and
busies himself entirely with the merely private and local interests of
his constituents, from attention to which he hopes to secure re-election.
This state of things tends to make the House of Representatives a
body devoted to petty measures tending to the direct or indirect
emolument of its members, and to a very great extent indifferent to
questions of universal importance.

The majority in the present Congress secured their elections in
1894 because of the dissatisfaction of the people with the Adminis-
tration in power on account of the consequences of the financial panic
of 1893. They were no doubt in their first session handicapped, both
actually and politically, by the danger that their measures might be
vetoed by a President of the opposite party. But in this second ses-
sion they have the recent declaration of the popular voice to endorse
them in passing a measure reforming the evils which affect the cur-
rency and this they can de with little fear of being opposed by the
retiring Administration.

It should be the duty of Congress to carry out the will of the
people, and there is no reason why a retiring Congress when necessity
calls should not seek to embody this popular expression in their enact-
ments as well as the Congress elected when the vote was cast. The
necessity that some enactment looking to the reform of the existing
monetary laws of the country should be at least attempted, lies in
the danger that the real purport of the victory for sound money in
November will be forgotten or belittled by the less important interests
of politicians or of particular classes of the people. Already indica-
tions in this direction are becoming manifest. The different and
opposing interests that see profit or loss in contemplated changes of
the tariff are already filling the air with the din of their conten-
tions.

Politicians who scent in tariff agitation a chance to make them-
selves of importance with the contending parties show a desire to
minimize the dimensions of the agitation for currency reform. The
defeated advocates of free silver are recovering from the first effects
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of their rout, and are claiming that it was a defeat hardly to be dis-
tinguished from a victory. And by the delay in clinching the decla-
rations of the victorious platform in favor of sound money through
legislative enactment, the advocates of so-called bimetallism are
entitled to make this claim.

In fact the sole action taken in Congress since its meeting in
December, in regard to the money question, has at this writing been
far more encouraging to the advocates of silver than to those of the
single gold standard. The Senate, in taking initiatory steps for the
calling together of an international monetary conference to secure
international bimetallism, was no doubt going through a solemn farce
for a political, purpose. It was good politics for the Republicans of
the Senate to do this to help out the Colorado Senator who stood by
them in the late campaign, and at the same time to reconcile as far
as possible the shaky records of many other statesmen upon the silver
question in the past with their present attitude of opposition to the free
coinage of silver.

The old stalking-horse of an international monetary conference
may well be called upon to revisit the glimpses of the moon, to serve
this very useful purpose. But though the object of this action is
manifest and the futility of any hope of bringing about the establish-: ~
ment of international bimetallism equally so, yet the effect on those
desiring to keep up the agitation about silver will be immense. Any-
thing that has the semblance of a fact in their favor is of great
importance to these agitators. They have been living for years on
- allegations incapable of proof and prophecies equally incapable of ful-
fillment. An international monetary conference in the near future
will be a bright bow of hope that will keep the silver party in board,
clothing, lodging and washing for some time to come. Judging from
claims made on less substantial grounds, it will afford them a fine
opportunity to claim the victory in November.

In the face of this attitude of Congress it behooves the business men
of the country, if they desire any real reform of the financial laws,
to keep up the efforts necessary to secure it. The subject must not
be allowed to drop. The sound money organizations should continue
their efforts. The Indianapolis plan of united action among the com-
mercial bodies and business men’s associations of the United States is
a good one and is the more opportune as the necessity for it becomes
more manifest. The business men, bankers and capitalists, backed
by the expression of the popular will in November, can now give Con-
gress the benefit of their experience and advice without being accused
of running counter to the interests and wishes of other classes. The
public mind is subject to forgetfulness, and the success of currency
reform depends upon continuous agitation wisely conducted.
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REAL ESTATE SECURITY FOR BANK LOANS made by a commer-
cial bank seems to be a subject upon which no fixed and rigid rules
can be safely formulated. It is no doubt true that as a general prin-
ciple all good bankers will avoid loading their institutions with assets
which can not be readily converted into money, and all real estate in
times of financial pressure is not as a rule a very convertible asset.
Yet on the other hand good real estate is in many senses the very best
security. g

One alleged cause of the unpopularity of the National banks is
that the provision of law preventing them from accepting real estate
as security except in certain specific cases prevents them from giving
accommodations to the agricultural classes, who generally have very
little except land to offer as the basis of loans.

There is very little reason to question that the growth of State and
private banks is due to the fact that they can and do make judicious
loans to parties whose credit is almost wholly based on the possession
of land. .

Perhaps when the subject is carefully considered the assertion that
acommercial bank should never make loans on the basis of real estate
will be found to be at the present time at least altogether too broad,
and it may follow that there is reason in the demand that the laws
restricting National banks in this respect will bear considerable modi-
fication.

These laws were first enacted in 1863 and have been continued
without change for thirty-three years. When the draft of the first
national currency Act was made these restrictions were -clipped
almost entire from the free banking laws of Ohio and New York.
Their presence in these laws was due to the abuses in the use of real
estate as security which had arisen when the country was new, when
there were vast tracts of land unsettled and uncleared and held simply
for purposes of speculation. With the settlement of the country and
the growth of cities and towns, the improvement of the wilderness
into productive farms, many of the objections to this form of security
have passed away.

There are still and always will be distinctions and grades in the
value of real estate, but are there any more than exist between the
different classes of stocks, bonds and other forms of investment?
Real estate as well as all forms of property may be classed all along
the line from gilt edged down to worthless. Bankers are permitted
by law to use their own judgment as to making loans on all forms of
collateral other than real estate.

There is no sweeping law, that because some stocks and bonds can
not be readily converted into cash in times of stringency, they should
eschew stocks and bonds altogether as collateral. There are losses
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also on commercial paper pure and simple, but this does not lead to
the prohibition of loans upon it.

The mistake seems to have been in adopting a classification of real
estate adopted during a period thirty-three years ago very unlike the
present one in respect to the general value of land, and adhering to it
without any allowance of just distinctions brought about by the
improvement of this kind of property. That real estate as security
for loans might not be left more to the judgment of the individual
banker than it now is by law, can not be easily denied. The fact is
that for a number of years the State bankers have exercised these
powers of discrimination, and have loaned money on real estate of the
proper character almost as freely as upon good stocks and bonds.

Neither is the basic proposition against bank loans on real estate,
that it cannot be converted into cash in times of panic, altogether
true. There is some real estate upon which money can be raised at
any time as easily as upon the best classes of other securities. It all
depends upon the situation and the state of the title. When the
Second National Bank of New York city was near failure during the
panic of 1884, one of the directors saved the bank by raising money
on the security of the Fifth Avenue Hotel.

There is plenty of real estate in all our cities and towns and every-
where in the country that if the title is clear can be turned into money,
or what is the same thing can be mortgaged for money, when it
might be impossible to sell stocks and bonds. This is not, however,
altogether the direction this consideration should take. If by a com-
mercial bank is meant one that confines its business to the discounting
or purchase of commercial paper, based on actual goods or commer-
cial business, then of course all other forms of security for loans,
accommodation paper, loans on collateral, etc., should be excluded.
But there is no bank in the country, commercial or otherwise, that
does business in this virtually exclusive manner. There is too much
competition to permit it.

It therefore appears no more than just that banks of the ordinary
character should be permitted to use their money in such safe and
profitable ways as may offer in the locality in which they are located.
If real estate readily convertible at any time is offered to a National
bank, why should it be forbidden to accept it ag a basis for loans any
more than stocks or bonds of a good class? The State and private
bankers, the trust companies, and of course the Savings banks, do this
with approximate safety. Why should not the National banks be per-
mitted to do the same ?

The amount of land in the country makes it a very important
item in the calculations of all business men. Of course many banks
that have failed have been found to be loaded up with unsalable real
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estate, but as many more have had among their assets worthless
stocks and bonds and uncollectible business paper. This is no argu-
ment whatever against the taking of good stocks and bonds as collat-
eral and it should not be against taking good real estate.

The causes of failure in the cases where worthless assets of any
kind are found always lie behind the taking in of such assets. A
business man who has abused the confidence of the bank of which he
may be an officer or director often attempts to cover up irregularities
by handing in worthless stocks or bonds or real estate of no value.
Real estate taken for debt is apt to be defective in title, heavily mort-
gaged, or of little intrinsic value, and this is for the very reason that
if a business man has good real estate, he can always sell or mort-
gage it himself and pay his debts.

There is reason to believe, therefore, that the restrictions upon the
free taking and holding of real estate by National banks tend to
cause the very disasters they are supposed to prevent. The taking of
real estate should, like the taking of all other forms of security, be
left to the judgment of the management of the bank. Any bank
management that would tie up its funds by loans on inconvertible
real estate, if there were no legal restrictions, would do so notwith-
standing these restrictions.

The parts of the national banking law relating to real estate loans
and holding real estate should therefore be much remodelled or per-
haps entirely abrogated.

THE REPORT OF THE DIRECTOR OF THE MINT for the fiscal yea:
1896 contains the statement that the standard silver dollars are being
counterfeited. These spurious coins generally contain silver of prac:
tically the same weight and fineness as the genuine coins issued from
the mints, and sometimes they contain a slightly greater amount o:
pure silver. The Director adds that counterfeiters can make 100 pe:
cent. by putting in circulation coins of exactly the same weigh
and fineness as the genuine dollar. _

The counterfeits already discovered have varied slightly from th
genuine, but it is a common device of counterfeiters to make sligh
differences in their first issues either of paper or coined money
‘When these slight earmarks are taken notice of by experts and th
public informed by publication, the counterfeiters then make th
necessary corrections in their die and the public is likely to b
more deceived than ever.

The making of false silver dollars of this kind involves the employ
ment of considerable capital, and there is no limit to the extent t
which the work might be carried on except the greater risk of detec
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tion in a large establishment. Within the borders of the United
States, in the wilder portions of the country, a mint might be safely
operated for a long time without detection, and across the border in
British America, or in Mexico, this business might be carried on for
a long time in safety. ‘

The Director recommends the making of new designs for the sil-
ver dollar with letters instead of milling around the edges. While
this might do for the future there would be so many dollars of the
old pattern in circulation that the counterfeiters need not depart from
the old design for years.

If counterfeiters of American coin are detected in foreign coun-
tries there would of course be no difficulty in bringing them to justice
under the extradition laws now in force. If this work is permitted
to go on extensively it might in the course of a few years depreciate
the currency to some degree. In all probability the seriousness of the
offense and its dangerous consequences to the monetary system will
insure great efforts at detection and punishment. The Government
itself can easily discover and throw out such counterfeits, knowing
the peculiarities of its own dies, but they may entail great loss on an
innocent public.

That the Government of the United States coins and makes legal
tender a dollar of such inferior actual value that counterfeiters can
use the required amount of silver and still make 100 per cent. profit
on circulating the coins, is a fact that strongly condemns this part of
our currency. Both the Government and the counterfeiters should
find better employment than making dollars whose bullion value is
worth but one-half of the face of the coin.

THE PRESIDENT IN HIS MESSAGE to Congress repeats the recom-
mendation of the Comptroller of the Currency, that the banking law
be amended to permit National banks to establish branches. The
Comptroller suggests the restriction of branches to places having a
population of less than one thousand, but the President merely says
in small communities.

These qualifications are probably made to avoid the appearance of
competition with State banks, but the main object of the establishment
of branches would be defeated to a considerable extent by these restric-
tions. This object is to bring in new capital to places where the rates
of interest are too high or where money can only be obtained through
middlemen. If the rate of interest is to be generally reduced a wider
competition than this must be allowed. To permit the establishment
of branches only in places now destitute of banks would not relieve
many localities where the existing banks have a practical monopoly.
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Before Congress decides on this part of the Comptroller’s recom-
mendation, a list of all the cities, towns and villages and other places
where a bank might be required should be drawn up, with the popu-
lation of each as nearly as can be obtained, with the names of the
existing banks, if any, in each place. This list can be readily made
up from the BANKERS’ DIRECTORY, which contains all the places in
which banks are already located and also the names of many business
localities which as yet have no banks, but ‘where branches would
probably be able to do a profitable business. Some additions might
perhaps be made to the last-named class of localities.

It would be discovered from an examination of such a prepared
list that there is much inequality in the distribution of existing bank-
ing capital. This inequality is the cause of the ready development
of the natural resources of one section of the country, while natural
resources of equal or superior value lie unexploited in another.

It would also be found that the criterion of -population in places
having no banks is not altogether a just one in deciding where
branches of National banks are needed. And it is still more unjust
to prevent their location in towns or villages or cities that already
have banks. If there is any advantage in permitting branch banks,
it consists in their capability of distributing capital, unused in one
place, among other places where such capital is required.

The banks of the country to-day are intensely local. They are
governed by local customs and traditions in the manner of loaning
their money and in the rates of interest charged. Even if a bank
borrows money from some other centre to loan at home, it uses it
according to the existing customs in its own locality. If there are
two or more competing banks in a place they arrange among them-
selves the terms of their competition, so that the public gets no
benefit. That is, rates of interest may be very low in the eastern
money centres and the banks in a western or southern town may
have no difficulty in borrowing. They will not however be apt to
borrow more than they can loan at the usual rate of interest charged
in their locality. It is against their policy to lower the rate of interest.
On the other hand the bank in the large money centre or elsewhere,
where capital is plentiful and rates of interest low, no matter how
eager it might be to do so, can not loan directly in the high interest
sections. It must act through the solvent banks already established
there. If it could establish an agency or branch of its own in those
localities, it would at once be able to lower the interest rate prevailing
there.

The effect of branches, if they are permitted to be freely estab-
lished wherever there is a demand for capital, would be to equalize
the interest rate throughout all parts of the country. Just as the
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introduction of the uniform National bank currency abrogated at once
the rates of domestic exchange prevailing when the currency was
furnished by local State banks, the free establishment- of branches
would equalize the interest rate. A rate of ten or twelve per cent.
in one section and of one or two per cent. in another would become a
thing of the past.

The establishment of branches without restriction would also tend
to equalize the circulation of money. It would probably put an end
to the excessive accumulation of funds in the money centres at one
time, and undue stringency at another.

But none of these effects would be experienced if branches are to
be established in the homoeopathic doses suggested in the Comptroller’s
report, being excluded from places where banks of any kind already
exist and confined to places having less than one thousand inhabitants.

The reason of these suggested restrictions is not difficult to find. The
establishment of branch banks means a new kind of competition, and
bankers think there is enough of this already. The Comptroller de-
sires to reduce this to a minimum. He would not let the contemplated
branches interfere with the bank capital already established in any
locality whether represented by a National, State or a private bank,
and would confine the operation of foreign capital to places having no
capital of their own. Perhaps he considers that, securing this slight
foothold, the branch system will have a chance to make its ad vantages
8o evident that there will be less opposition to its ultimate extension.
There is some plausibility in this view, but on the other hand a pro-
ject intrinsically valuable often has its reputation ruined by a trial
under adverse or cramped conditions. If National banks saw little
advantage in establishing branches in new and untried localities where
the conditions were all unknown, this would at once be assumed as
an unanswerable argument against the branch system. It would be
said that it was not suited to our own institutions, and would proba-
bly be altogether abandoned.

It is therefore worth while to consider what the objections would
be to granting the unlimited privilege to National banks of establish-
ing branches in any place they saw fit to use their surplus capital.
The first objection would naturally come from the banks now existing
in places where the rates of interest are high. They would perceive
at once that the surplus capital of places where rates were low would
at once come into competition with them. They would therefore, on
the principle of letting well enough alone, oppose this innovation with
all their power. But in doing this they would in reality be acting on
a superficial view of the merits of the subject. Banks doing business
in a locality where the rate of interest is too high, because they employ
only as much capital as can be used without lowering this rate, are

2
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in reality placing a check on the possible growth of the wealth and
prosperity of the section they represent. With increased capital the
business and industries of the surrounding population would thrive
to a greater extent, and this in the end would increase the banking
business, and the profits of all the banks. Moreover under present
conditions many of these banks find use for all their capital during a
portion of the time only. At some seasons of the year they keep
large balances comparatively idle in the hands of their agents in the
financial centres. In order to get high rates on a part of their capital
for a part of the time, they have to take low rates on another part for
the remainder of the year. There is no gain in this over taking a
more moderate rate all the year around, which would be the result
of the free competition of capital from all parts of the country which
would take place in every locality if the unlimited establishment of
branches by National banks were permitted. 'What would be appar-
ently lost in one direction would be more than made good by the
increased prosperity of the population using the banks.

Another objection would come from the banks other than National,
because the National banks alone would enjoy the privilege of estab-
lishing branches. This would reveal at once the weakness of a State
bank charter which can only grant power to do business within the
State unless permitted to establish branches in other States by ena-
bling Acts of those States. But as the national banking laws impose
no bar to State banks entering the national system, if the privilege of
establishing branches were found to be profitable any State or private
bank could put itself on a par with the National banks by taking a
Federal charter. The free branch system would thus tend to the
homogeneity of the banks of the country. But even if these objec-
tions had any real validity, they should not be considered by Congress
as of sufficient importance to defeat the free organization of branches
by National banks.

The defect in the banking system for which the remedy of
branches is proposed is that there are large sections of the country
in which the natural resources are undeveloped because of the
insufficiency of the capital at the disposal of the inhabitants. This
insufficiency exists both where there are banks and where there are
not. It is the benefit to be conferred on the people that is to be con-
sidered of prime importance. It has been also a cause of reproach
to the banks that they can not as now organized supply capital to the
extent needed at reasonable rates of interest. The branch system is
advocated because it will benefit the country and at the same time
lessen the unpopularity of the banks. The objections arising from the
fear of competition are a part of the imperfection of the present sys-
tem, and should not be suffered to stand in the way of improvement.
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ANNOUNCEMENT.—The Fifty-fourth consecutive volume of
the BANKERS’ MAGAZINE begins with this issue. It has been
thought proper to mark the event by a renewed effort to increase
the value of the publication to the bankers of the country, who con-
stitute the bulk of our patrons. This does not mean that the im-
provements in the contents of the MAGAZINE are to stop with the
initial number of the year; on the contrary it is hoped to make each
issue better than the one which preceded it.

The first of a series of articles treating of the great European
banks is commenced in this number, and the series will be continued
in several succeeding issues. As these papers have been prepared by
European experts in banking and finance, and are to be especially
illustrated, it is confidently expected that they will present the most
concise and comprehensive outline history and analysis of the Banks
of England, France and Germany ever published.

All of the special features that have achieved popularity in the
past will be maintained, and several new and valuable ones will be
added. The department devoted to the discussion of foreign bank-
ing and financial topics is a new feature that will prove of especial
interest to American bankers.

The Department of Practical Banking has also been greatly im-
proved by the addition of a number of State and National bank
examiners, experienced bankers and expert accountants, to our regular
staff of contributors. Bankers who may have new and tested forms
of bookkeeping and improved methods of accounting as well as other
safeguards and suggestions likely to be of service to their fellow
bankers, are invited to furnish them for publication in this department.

Although the closing of the old year and the opening of the new
have been marked by unpleasant developments in banking, in parts
of the country, the MAGAZINE does not see any cause for alarm.
Business conditions are in the main on a sound basis; the position of
the country with reference to its foreign trade is exceptionally for-
tunate, and the Treasury situation, so far as the gold reserve is con-
cerned, is more satisfactory than it has been for a long time.

The popular verdict of November, for which honor is due to the
conservative States of the West and South, as well as the East,
marked a distinct progress in the line of a sound currency, and this
progress will go on until all the elements which are dangerous and
a hindrance to prosperity will be removed from our financial system.

Aggressive work yet remains to be done in this direction, and it
will be the aim of the BANKERS’ MAGAZINE to continue to present
the very best thought and the fullest information on the currency
question, and to retain its position as the most practical and useful
publication devoted especially to the banking interests.



CASH HOLDINGS OF THE BANKS.

In his recent annual report the Comptroller of the Currency has given the
result of the inquiries sent out by him to all the banks and trust companies
in the United States, requesting returns of the money and currency held by
each on July 1, 1896.

The total number of banks to which the circular was sent was 12,962.
Replies were received from 5,723 only, and the returns showed that these banks
held money and currency amounting to $413,124,849. Of this $189,558,331
was gold and gold certificates, $8,254,612 silver dollars, $7,399,073 fractional
silver, 839,663,596 silver certificates, $13,126,018 Treasury notes of 1890,
$131,327,375 United States notes and currency certificates and National
bank notes.

The returns made included 3,458 National banks and 2,265 State banks,
and most of the larger banks were apparently included in these numbers, as
the average cash per bank was $72,186.

To approximate the cash held by the remainder of the 12,962 which did
not report the following method has been taken. Another statement given
by the Comptroller of the Currency showing the resources of 9,456 banks for
about the same date gives the total cash held at $512,341,963. This state-
ment shows an increase of 3,733 banks over those sending in returns for July
1, and an increase of $99,217,114 in the cash held by 9,456 banks over that
held by the 5,728. The 3,733 banks therefore appear to have held on an
average £23,900 in cash as against the §72,186 average held by the 5,723 banks
reporting for July 1. There still remain of the 12,962 banks in the country
3,506 not heard from at all, and the cash held by them will have to be
estimated.

Inasmuch as the average cash of the 3,733 banks was but little over one-
third of the average of the 5,723 banks, it seems fair to assume that the banks
not reporting at all had as a rule a still smaller average, and although it is
probably too large, this average cash held by each of the 3,506 non-reporting
banks has been estimated at one-half of the average of the 3,733 group of
banks, that is at §11,950.

On this estimate, and classifying the cash held on the basis of the per-
centage shown by the returns of the group of 5,723 banks that reported for
July 1, the 12,902 banks of the country appear to have held cash classifled as
follows:

Gold coin and certiflcates. ......ocovuiiiiiiiiiiiiiiieiiinnierereriirneneiens 854,008,163
SHlver dOLAB....ovviriiiiietiieiins sevarennsiessacraentostasesasansanseancen 11,061,130
United State8 DOteB.. ......ovviiiiiiiiiiiiiiiiiiiirteiietneeesssnsseirassenns 175,978,682
National bAnK NOteS......iviiiiiiriiierieiieietisenesornssiasosnssssssennnes 81,888,617
Sflver certificates. ........coovviiiiiiiiiiiis tiviiii i e 53,140,218
TreASUrY NOLEB. ..uvvvvr vuneisecreseruossearsacessssasassorssnsssessrorannans 17,588,864

The item of fractional silver has been omitted, as it is of comparatively
little importance in the comparisons about to be instituted. The items given
form as near an approximation as can be made, from the obtainable data, to
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the character of the money and currency actually held in all the banks of the
country on July 1, 1896.

The reports of the Treasury for the same date show the character of the
money in circulation outside of the Treasury but including that in the banks
to have been as follows:

Gold coin and certificates. ..........cocevviiiiiiiiiiiiiiteieiniiiiiiieneaes $498,440,242
BIIVer dOMATB. .. .oviiiiteieiiiiiiiiiiiiieeiesieaiesasesentiscennsescancsrnne 52,175,998
United BtateB NOteS. ...c.v.vineiriiereresstrsessossanssosssssissssssnssncss 257,207,858
National bADK DOteB.........oivivvireaiiiertrtereanisecerecesssssansssnnns 215,881,027
Silver certiflcates...........oviiiiiiaiiieereieieiiiieriisstsiiiieniieranans 881,250,500
TTeasury DOTeB........c.ciiiiitsuiireniiitessieranesrncssasnssennsesssarssnee 95,817,361

In order to arrive at the actual money in the hands of the people, whether
hoarded or in circulation, it is only necessary to subtract the items held by -
the banks from those reported by the Treasury as in circulation outside the
Treasury. This being done the result showing character and amount of cash
in the hands of the people is as follows:

Gold cofu and certificates..............cooviiiiiiiiiiiriiiiitiiiiiieiiiennne $244,441,179
Silver doliars....... .. 41114818
United States notes 81,818,676
National bank notes. 188,445,810
Silver certificates.. .. 278,110,201
TICASULY MOUBB. .. ..u.tinuietiaeiannsienasiornasssessssansaosssssennssonsanes T1,728,407

The larger part of the gold certificates was held by the banks, in fact the
amount of these certificates held by the banks exceeded the amount said to
be in circulation by the Treasury statement. This is explained by the fact
that the gold certificates held by the banks are made up of two kinds, those
issued by the Government and those issued on behalf of clearing-house asso-
ciations. The bulk of the gold in the hands of the people was therefore in
the form of coin. As very little of it is usually seen in circulation in any part
of the country, except in California and some of the mining States, it is prob-
ably much of it hoarded and only paid out on extraordinary occasions. As-
suming this to be so it will be seen that the greater part of the work of ordi-
nary payments made from day to day must be done by the silver certiflcates
and National bank notes.

Of $331,259,509 silver certificates $278,110,291 were in the hands of the
people, or about eighty-four per cent. Of $215,331,927 National bank notes
the percentage in the hands of the people was about eighty-five per cent.
The following table shows the degree of popular circulation of each form of
money:
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The gold and legal-tender notes are held in the greatest proportion by tt
banks. They hold this class of money for reserves and pay out in preferen
silver dollars, silver certiflcates, Treasury and National bank notes. The fc
lowing table shows the amounts held by the banks and in'the hands of tt
people with the totals and the percentage of the total that each item form
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It will be observed that gold and legal-tendet notes form about eighty p
cent. of all the money held by the banks. This forms their reserve and
seldom disturbed. The remaining twenty per cent. is the fund from whi
most of the demands made on them are met. Every day about the san
quantity is paid in as is paid out, and the reserves are only reduced when t}
demands for cash made on the bank happen to exceed the cash deposited.
gold is seldom used in ordinary transactions, the money used between t!
people and the banks is principally National bank notes and silver certificate
with a smaller amount of Treasury notes, legal-tenders and silver dollars.

1t is also evident that the gold in the hands of the people forms a reserv
if it may be so called, which would be used in general circulation if it we
not for the abundance of paper currency. If for instance the legal-tend
notes were retired by the Government, how would it affect the situation as
stood on July 1, 1896. It would take $175,978,662 from the banks a
81,318,676 from the people, in all $257,297,358. The legal-tender nof
would either be retired by an issue of bonds and these bonds might be sc
for gold, or the Treasury might redeem the notes in gold. In either case t
gold would take the place of the notes; there would be a greater tendency
circulate gold in ordinary cash payments, and the general stock of mon
would be rather increased than diminished by the transaction, as a part
the gold now hoarded would come into circulation. A retirement of t
legal-tender notes would cause little if any contraction of the circulati
medium in the hands of the people.

The Comptroller of the Currency in his investigation of the use of chec
in the business of the country arrives at the general conclusion that eigl
per cent. of the business of the country in which payments are made is ¢
ried on by the use of checks, the other twenty per cent. being settled by p
ments either in coin or currency. If the whole $906,158,771 of cash in 1
hands of the people were issued but once each day it would therefore rep
sent twenty per cent. of the whole volume of receipts and payments. Addi
the other eighty per cent of payments by check, and the whole daily volu
of business would be $4,530,293,850. But of course all of this money is 1
used every day, while some of it is undoubtedly used many times over.

The clearings of the country might afford some test for estimating -
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daily volume of business if all checks passed through the clearing-houses.
But probably a very large proportion of the checks daily drawn do not reach
the clearing-houses.

If the proportion that the whole volume of business bears to the clearings
could be even approximately ascertained then it would not be a difficult mat-
ter to arrive very nearly at the amount of money actually required to per-
form it. The quantity of money would be that necessary to make payments
and maintain reserves. By reserves are meant not only Government and
bank reserves but the money that every dealer, business man and individual
citizen thinks it necessary to keep for any occasion that may arise, expected
or unexpected. These reserves play a very important part in determining
the amount of money required. The habits of people differ greatly and
investigation might show different amounts so laid aside in different coun-
tries. No data have ever been collected, as yet, to show the average amount
of cash carried by the people in their personal possession from day to day or
the average reserve which without any idea of hoarding each one maintains
to meet the unexpected.

It is plain that there is no lack of currency to supply all who require it for
use, but scientific results as to the amount of money required for a given
volume of business have not yet been reached. There is nothing that con-
fuses the investigation more than a form of currency that is not redeemed
when used. Checks make the payments for which they are drawn and are
then cancelled. Their amount can be accurately traced and determined.
When determined the volume of business done by them is known. If the
currency of the country were issued by the banks, under some plan giving
elasticity of issue and retirement, the rise and fall of the volume of the notes
would be an index of the voluine of business that could be relied on. But
with legal-tender notes and silver certificates it is almost impossible to tell
whether their volume is redundant or deficient.

IMPROVED BANKING METHODS.—AS compared to the total number of
banks, the per cent. of those suffering from defalcation is really very small;
but the number of such cases might be still further reduced by the gen-
eral adoption of the precautionary methods in use in the best managed
banks.

In somie of the most recent cases of this kind the sums embezzled have
been very large, and the peculations have extended over a long period with-
out discovery. The Union National Bank, of New Orleans, was robbed of
612,000 by two individual bookkeepers, assisted by outside parties. Had
not the failure of another bank led to a run, their stealings might have gone
on indefinitely without discovery.

An expert who examined the books of this bank has been engaged by the
BANKERS' MAGAZINE to prepare a description of the methods used in con-
cealing the frauds, and also a full explanation of the devices adopted by the
reorganized bank to prevent the recurrence of similar crimes.

Every bank owes it to its depositors and stockholders to adopt the very
best system of bookkeeping and management, and though the entire preven-
tion of defalcations is impossible, their frequency and extent may be greatly
circumscribed by employing the proper safeguards.
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HELPFUL HINTS DERIVED FROM EXPERIENCRK.

EARNINGS AND EXPENSES.

To the shareholders in a bank no accounts are of greater interest than
those relating to its expenses and earnings, and one would expect to find
those accounts the most carefully kept.

But how little, as a rule, can the bank officer tell you about the details of
the expenses and earnings of the institution under his care. Ask him what
the bank’s expenses are per year for salaries, rent, interest paid, taxes or
other items of expenses, and he can tell you nothing by a ready reference to
the books, but in most cases is compelled to make up a statement after long
and laborious search through the journal, or among the expense tickets
themselves. It is the same with regard to the earnings, discount, interest,
rents, exchange, etc.

Sec. 5136 of the National Bank Act commits the general conduct of the
business of a bank to the board of directors and authorizes them to adopt
by-laws regulating the manner in which its business shall be transacted.

One of the important duties of the board, in my judgment, is that of pre-
scribing the form of books of account and records to be used by the bank
and also the several heads or subdivisions of accounts under which the busi-
ness shall be kept. It is especially important that account of the earnings
and expenses should be kept in the most systematic and detailed manner, so
that complete information on any point can be easily and quickly obtained
from the ledger without reference to any other book or record.

Expenses should be kept in an itemnized form on the ledger, under at least
three titles, viz.: ‘‘Current Expenses,” which may include rent, light, heat,
printing, stationery, etc., and also salaries, though these should properly form
a separate division; ‘‘Taxes,” which may include taxes paid Federal, State,
county and city governments on the business itself as well as those paid upon
bank building or other real estate; ‘‘Interest Paid,” which may include
interest paid on deposits, bills payable, interest rebated, ete. ‘‘Other Ex-
penses,” as attorney fees, court costs, examiners’ fees, and other items of an
unusual or extraordinary character.

Earnings should be kept in itemized form under at least six heads, viz.:
‘‘Discount,” which should include all profit taken at the time a discount is
made; ‘‘ Exchange,” which should include all sums derived from this branch
of the business, and which may include collection charges; ‘‘ Interest,” which
should include all sums collected on loans as interest accruing after maturity,
interest on United States bonds; ‘‘ Rents,” which may include rents received
from bank building or other real estate; ‘‘ Premiums” ; ‘‘ Other Earnings,”
which may include sums received from unusual sources, as on items charged
off, etc. Other sub-heads or divisions of both expenses or earnings could be
made as deemed expedient.
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These several accounts of expenses and earnings should be under the
direction of the board of directors, and no counter entries (except for cor-
rection of errors) should be permitted to be made except at stated periods,
and then only upon the order of the board of directors made at a meeting of
the board and recorded in the minutes of their proceedings. The ledgers
should be of the balance-column form, all entries carefully itemized so that
the directors or the examining committee may readily inspect the accounts,
scrutinize each item, and easily prove the footings. Monthly, quarterly, or
half-yearly meetings of the board of directors should be held at which the
Cashier should be required to submit a written statement of the earnings and
expenses for the period just expired. This statement should be examined by
the board, compared with the books and if found correct and satisfactory
filed and spread upon the minutes as approved. The Cashier should then be
directed to make proper entries in the books to carry all earnings to ‘* Profit
and Loss Account”; to charge all expenses to profit and loss, and if there
were losses to be charged off they should be described and the Cashier in-
structed to charge them to profit and loss. The same rule should prevail
regarding dividends and additions to surplus. The balance remaining in
profit and loss should be carried unchanged until the next period came
around. It would seem that were these rules strictly adhered to the direc-
tors would possess a much better knowledge of the condition of the bank and
be forced to take an active part in its management. The Cashier would also
by this means have at stated periods, at least, the formal assent of the direc-
tors to his acts, and be relieved of a large part of the responsibility imposed
upon him under the customary methods. It is to be understood that these
suggestions are not intended to dispense with discount and examining com-
mittees and a careful and regular performance of the duties belonging to such
committees. It is especially desirable that the rule of no counter entries in
these accounts be allowed. A violation of the rule has been known to have
afforded opportunity for false entries and false statement of profits whereby
the directors have been induced to declare dividends entirely unjustified by
the actual condition of the bank.

The forms given herewith are offered as suitable for carrying out some

of the suggestions here made. H. J. WHITMORE.
LIKCOLN, Nebr.

FOoRM OF CASHIER'S SEMI-ANNUAL REPORT OF EARNINGS AND EXPENSES.

LINCOLR, Neb,, Dec. 81, 1898.
To the Board of Directors of the Third National Bank of Lincoln, Nebr.
GENTLEMEN :—I beg to submit the following statement of the earnings and expenses of
the Third National Bank of Lincoln, Nebr., for the six months ending Dec. 81, 1898, viz.:

$15,628.15
1,281.25

8,258.80

650.00

1,625.85
Total earnings during perfod..........ccocvivvivienennenne. ) $22,422.05
Balance in profit and loss account from last period....... 1,725.12

Total undivided profits...........coovvviiiiveiiriiiniennns 324.,147 17
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Total expenses

Net undivided profits. $20,723.02

1 would recommend that instructions be given to carry earnings to undivided profit
(P. & L.) account: that expenses be charged to said account and the following losees be
charged off, viz.:

ForM OF MINUTES OF DIRECTORS' PROCEEDINGS AT SEMI-ANNUAL MEET-
ING ON REPORT OF CASHIER ON EARNINGS AND EXPENSES.

The Cashier, Mr. __.......ccoiiirmmeniiiininnannnn . submitted a statement of the earnings and
expenses of the bank for the six months ending ........cooeiviiiiiiiiinannn. .. , 180...., which
was received, examined and upon motion approved and ordered spread upon the minutes of
this meeting. Said statement is as follows, viz.:

On motion it was ordered that all earnings for the last six months be carried into profit
and loss account, and that the expenses as shown by said report of the Cashier, aggregating
thesumof $.....coeeemeeeii..l. be charged to said profit and loss account.

It was further ordered that the following items be charged to the profit and loes account,
a8 losees, viz.:

It was further ordered that §........................ be transferred from profit and loss
account to surplus, and that a dividend of .......... percent. payable ...............cc.oceiiiianen
be now declared, and the same charged to profit and loss account, and that the balance remain-
ing in profit and loss account be so carried until the end of the next semi-annual period.

A THREE-COLUMN BALANCE LEDGER.

The object of the three-column balance ledger is to show the exact balance
of the account at every posting. The ruling is the same as that of an ordi-
nary ledger with the balance column set in the middle of the page. Some
bookkeepers prefer to carry the additions in an extra column to the left as
shown in the form. Others think it better to make the additions in lead
pencil in the posting columns. This is more a matter of taste than of any
special importance. The balance column is run as follows: The balance is
placed at the head of the column on the same line as the first posting. The
next posting, whether debit or credit, is made on the following line, and the
balance which results from this posting is made at once and in ink in the
balance column on the same line as the posting. Each posting, as it comes,
is made on its own line, and the balance resulting therefrom is made in the
balance column on the same line. It should be observed that the balances
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are to be made in ink and at the same time as the posting. Overdrafts are
entered in red ink. The balance column can be proved at any time by add-
ing the posting columns as shown in the form. The balance column has
several advantages. It shows the balance at a glance at any moment, it
makes it more difficult to juggle the account, and the executive officer can tell
by glancing down the column exactly how the customer’s account has been
running. A proof sheet can be taken off the ledger quickly and at any date.

Another way of ruling this ledger is to throw the balance column to the
right of the page instead of the center. Some prefer to have two balance
columns alongside of each other, one for credit and the other for debit bal-
ances. For the general ledger two columns would be necessary.

DISCOUNTS FOR TRANSIENT CUSTOMERS.

It often happens that a bank will discount a note for a party who is not a
regular depositor. What is the best and simplest manner of crediting the
proceeds so as to preserve a record of the transaction and, at the same time,
avoid filling up the individual ledger with a number of accounts that will
have only this one discount entry? An easy way is to open an account on the
individual ledger with the heading ‘‘ Transient Discounts.” Credit the net
proceeds of the note to this account and give the man for whom the note is
made a Cashier’'s memorandum check for the net proceeds. The man can get
this check cashed at once at the paying teller's window or he can deposit it in
his own bank or get a draft on New York with it or he may, for that matter,
take it away with him and use it when he sees fit. When the check comes
back to the bank it is charged to ‘‘ transient discounts.” The account ‘* tran-
sient discounts” will always show how many of these chegks are outstanding
and for what amounts and, when it happens that all the checks are in, the
account ‘‘ transient discounts” will balance. The account will also show a
complete record of the amounts that have been done for transient customers.
A couple of forms are shown herewith. The memorandum checks used for
this purpose should be distinctively printed and bound in a separate book,
the stub of each check showing the drawees name, date, amount and so on.
It may be added that the extended entry of the note showing the calculation
in full is made on the regular discount book the same as if it were done for a
regular customer.

TRANSIENT DISCOUNTS.

1897, 1807,

Jan.| 2|1 In«um Jan.| 2 1.J.M. Robinson...... 1404 |73
o4 ' 2‘719 64‘ 8 2 F.W.Merchant..... 1 64115
1m:3; ‘ 214 12 ‘1 8!J.B.Jones.......... 1244 12
n:zi . 1]641 15 11 4|J.W.Riggs......... Lo2imele
9.8 |40 1 |9 b5!A.G.Farmer....... U |17
10‘0 ' wm (10 6 F.W.Prince........ o84 | 73
RAER 1672 14 | 10 7 Browthg.Co......l 4|281|78
iu 7 e 73( 10| 8 |Hinds &Co.......... (1|
o a3 @1 a1 Lo | 913|487 41
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Transient Discount Check.

No. 1. Jan 2, 1807, No. 1. GARDEN, Md., Jan. 2, 1897,

U
: i
J. M. Robinson. : ) §§ ' HOME NATIONAL BANK OF GARDEN, Mbp.
- Tyt
2 J. M. ROBINBON......coiiuereeiruerennnnsassonsnncnns or order,
$1464.73 ga
zA Fourteen hundred and sixty-four ¢ dollars, $14684,%,.
3 JonxN SMiTH, Cashier.

'
i
|
|
r

FORM OF DAILY STATEMENTS.

On this interesting subject a National bank examiner writes as follows:

I have at hand the December number of the MAGAZINE in which you
give a form for daily statement, which does not however appear to cover the
ground sufficiently for all practical purposes, and I enclose a form which
while it does not cover everything that we would like to see in daily state-
ments still contains enough for general use. You will note that all items which
enter into the calculation of legal reserve direct follow each other, thus mak-
ing it convenient to calculate legal reserve daily in a few moments; and on the
other side the items on which reserve is calculated also follow each other.
* No doubt the banks in the larger cities have these forms very complete but
many country banks have very little method.”

RBSOURCES.

Loans and diBcounts.. .. .....ccciiiiiiiiieiraresetertorns seserertscirosnses $05,000.00
L0 s 7 750.60
United States bonds to secure circulation....percent................... 12,500.00
United States bonds to secure deposits....percent........cceoeeuvviennn. 10,000.00
United States bonds on hand....peroent ........cccoveveeriecencserennns 5,000.00
Premium on United Btates bonds.........c.covvieiteinrreescecsrecansesass 2,750.(0
Stocks, securities and clafms.............ccciiiiiiiiiiiiiiiiiiiiiiiieiaees 14,000.75
Banking house. .......coveeviritirrrrsresssiscssscnsssssesscaones $8,000.00
Furniture and fAXtUres..........ccivveineiiriemmicronesanesenses 2,000.00 10,000.00
Other real estate and MOrtAZES. ......ccvivviiiiiinirarisrnenssseraansee 7,500.25
Due from approved reserve agents, viz. :

National Bank of Republic, New York.........ccveveeviiieianieciaaens 6,280.10

First National Bank, ChiCBZ0........c.cccveiiiivuiiinreaiennoreroareanans 4,500.00

N. W. National Bank, Minneapols.........ccceeeviiiinnceteenennnnnnns 12,000.00

Legal reserve to-day 283§ per cent.
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LIABILITIES,
Capital stock paid In. .
Burplus fund. ......cocciiivieteienertirsetteitettsstsisriarncitaiiacasissnes
Other undivided profits, viz.:

Due to approved regerve AgeNts, VIZ.: . ....cciiiieiniiieienscistisscioncs  srencaenes
Shoe and Leather National Bank, Boston...............occiieiinnnnns 780.60

..............................................................................................

Due to other National banks...........c.ooveriiiemviiiiiiirerineeriinees 12,000.00
Due to State and private baDKS. ......o.vviiiiiiiiiiiiiiiiaiiannsicssanaes 3,101,50
Dividends unpaid..........coociiiiiiniieanieninnnne beereneenasresoniininee 50,00
Individual deposita, viz.:

Bubject tocheCK.........cviiiiiiiiiiiiiiiiiiii i enieiene $48,875.06

Demand certificates .....oeviviiiiiiiiiiiirniiiininnsiecnnses 11.10

Time certificates. .

Certified checks.. .

Cashiers’ checks. .........oovviiiiiieiiiiiiiniiiinisisieienens 305.50 99,001.65

DIFFERENCES IN EXCHANGES—AID FROM THE CLEARING-
HOUSE.

It seems practicable to save much of the time now spent in looking for
large differences in the exchanges by some method of tabulating such differ-
ences by the clearing-house.

There might be for instance a mimimum limit of one dollar fixed, all banks
redeeming through the clearing-house being compelled to report at ten or
before eleven A. M. any difference in excess of such limit in their exchanges
of that date.

The clearing-house might then tabulate the differences and a copy of such
table might be presented to each redeeming bank with theu- balances or
receipts in the afternoon.

Any baok having a difference in their checks received similar to any dif-
ference in the table might then with a great probability of success look for
their difference in that bank, and as above stated much time would be saved.

The expense of any such arrangement would probably be saved in supper
money alone. L. N R.

On the same subject another correspondent writes as follows:

‘¢ As to the matter of differences in the exchanges our clearing-house has
the following rule:

¢All errors and claims arising out of the exchanges must be ad]usted
directly between the banks and not through the clearing-house.’
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The rule works this way. Between a quarter and half-past nine the run-
ner gets back to the bank with the checks that he has received at the clear-
ing-house fromn the other banks. The checks are carefully ticked off by the
list which comes with each package; the additions are also proved. If any
‘error is found it is reported directly through the telephone to the sending
bank, and the clearing-house has nothing at all to do with it. If the amount
is trifling the sending bank, say, is to fix it, and our teller makes out a charge
ticket and puts this ticket through the work as if it were a regular check on
that bank. If the error is against us the sending bank makes out a charge
ticket the same way. If the error is a large one our runner stops past the
sending bank and exhibits the list and points out the error. We settle with
the clearing-house the same as if the list were right. Suppose, for example,
a check is listed ten dollars too much. We telephone the sending bank and
tell themn we will charge them ten dollars through the exchanges next day.
It is true that in our settlement with the clearing-house we are charged the
ten dollars, but we get it back again by charging it directly to the sending
bank. If we choose we can have the runner call at the sending bank and
get the ten dollars the same day. In the same way if a check is not good our
runner takes it to the sending bank before eleven o’clock and gets the money
for it. This system lets the clearing-house entirely out of the business of cor-
recting errors. We have the following additional proof of the correctness of
the amount charged us through the clearing-house. After the teller has
examined the signatures and endorsements the checks go to the individual
bookkeepers who list them on their cash-books. The summation of the indi-
vidual cash-books proves the correctness of the clearing-house amount. If
there is a disagreement it is looked up then and there. It does not take very
long to discover the most obscure error.”

Our BANKING 8YsTEM.—The history of banking in this country shows
the necessity for sound banking under modern conditions of the following
requisities: Consolidation, practical or legal, of banking institutions;
Government regulation and supervision, and uniformity of regulation.
These qualifications our national banking system has, and it would be unwise
to nullify their power by giving State banks greater opportunity for growth.

But there are serious defects in the national bank system. In the first
place, it does not afford adequate banking facilities in agricultural communi-
ties. To remedy this defect the following reforms are advocated :

1. Provision for the establishment of branch banks. A small country
village which could not put up the capital necessary to operate a separate
bank might easily sustain a branch of a large city bank. A separate bank
with smaller capital than now permitted would not be nearly so effective as
a branch bank, for it would require a full equipment of officers and more
capital than would be required for the branch. The branch would have the
advantage, also, of actual identity of interests with the parent bank.

2. Introduction of the Scotch ‘‘ cash credit” system or some similar safe
plan to render borrowing easy to persons of small credit. This would greatly
increase the usefulness of the system in the more backward sections of the
country.

3. Either the abolition of the bond security system of issues or the exten-
sion of the limit to, say 125 per cent. of the par value of the bonds.—Prof.
Sidney Sherwood in ‘* Review of Reviews.”
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THE CHARTER OF THE BANK OF FRANCE.

The bill extending the Charter of the Bank of France until the close of
the year 1920, which was introduced in the French Chambers on Qctober 31,
has thus far had comparatively smooth sailing. The committee of twenty-
two which was appointed on behalf of the various branches of the Chamber
is unanimously in favor of the continuance of the existing banking system,
although some of them desire amendments in the conditions governing the
bank under the new charter. The only opposition to the extension of the
charter came from the socialist deputies, none of whom were chosen on the
committee. Fifteen of the committee favor the bill as it was introduced, and
the demand for amendment appears to come rather from the conservatives
than the radicals. M. Rouvier, one of the committee and the author of the
bill presented several years ago, expresses the hope that the bank will apply
the clause relative to the discount of agricultural paper with great prudence,
in order not to tie up the resources of the bank for long periods. The com-
mittee made considerable progress at its first meeting. The proposal of the
bill, for the payment to the State of one-eighth of the profits from the dis-
count business, was amended so that the payments shall not fall below a fixed
minimum. An amendment was adopted also, admitting a larger number of
shareholders to the general assemblies of the bank. Under the present char-
ter, small shareholders have no voice in the annual meetings, the voting
power being limited to the two hundred shareholders with the largest hold-
ings. A motion to limit the issue of notes to the amount of cash holdings
was rejected. The committee seem disposed to accept the view laid down in
the report of M. Cochery in submitting the bill to the Chambers, which con-
tained the following:

‘¢ Between the existing system, perfected and complete, and that of a bank
of State, our decision ought not to be doubtful. It has seemed to us that it
would be a great imprudence to renounce the double guarantee which is
afforded by an establishment independent in’' itself but placed under the
supervision of the State, for the purpose of conferring on the State itself the
privilege of issue and of the granting of credits, with all the responsibilities
which would result from it. It is not only because the public administration
would not have the necessary aptitude for weighing commercial credit and
adapting the conditions of credit to the situation of the market, but especially
because it would find itself assailed with demands and propositions of all
sorts, tending to draw it away from the rules of prudence which a bank of
issue should observe. Solicited to accord the support of its credit to private
enterprises, exposed to the permanent temptation of covering deflcits in the
budget by new issues of notes, the State would run the risk of transforming
the bank note by degrees into paper money and permitting to go abroad the
metallic reserves which constitute one of the foundations of our credit and
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national power. In spite of the guarantees which might be given that the
State would not be in fact led to such extremities, the danger would none the
less exist. We ought not to weigh for a moment a system involving such
possibilities against one tested by nearly a century of prudent management
and subjected to the most severe and difficult tests.”

Two plans are under discussion regarding the extension of agricultural
credit. One of them proposes that the bank admit agricultural paper to dis-
count with two signatures, for three, six, nine and twelve months, and that
the endorsement of a syndicate be considered equivalent to two signatures.
The other plan, proposed by M. Rouvier, proposes the creation of a distinct
establishment for giving agricultural credits longer than the usual com-
mercial credits. It is proposed to confer upon this new establishment the
40,000,000 francs which the bank has agreed to advance without interest to
the Government. This plan would have the advantage that, in case of the
failure of the scheme, the bank would not be compromised.

THE USE OF SILVER AND SMALL NOTES.

An interesting discussion took place at the last meeting of the Society of
Political Economy of Paris, on November 5§, on the question whether silver is
preferable to bank notes of small denominations. The chief defender of
small bank notes was Prof. N. C. Frederiksen, who declared that small notes
were much more convenient than silver and had proved popular in the United
States, Scandinavia and Canada. Silver, he maintained, was a bad reserve,
whether in the hands of the public or the banks. It would be better to sell
silver for the purpose of buying gold and to issue notes in its place. The
mere perinission granted by the Dutch Government to the Bank of Holland
to sell silver, when the exchanges became unfavorable in 1882, effected an
immediate restoration of confldence. Prof. Frederiksen referred to the unsuec-
cessful efforts of Secretary Carlisle to force silver dollars into circulation in
the United States, and combated the popular theory that small bills are dan-
gerous during crises. He said that they were better kept in circulation and
less frequently presented for redemption than the notes of large denomina-
tions. M. Raffalovich declared himself a partisan of small silver. He did
not have much fear of counterfeiting, because of the difficulty of executing
good counterfeits, and the dangers of putting them in circulation without
detection. He found silver much more convenient than paper upon his last
visit to Russia, and thought that it was better that the subsidiary money
should possess half the intrinsic value it represented rather than none at all.
M. Homberg did not regard the fact that smmall notes remained long in circu-
lation as a recommendation. He believed that security against counterfeit-
ing as well as the regulation of the volume of circulation depended upon the
frequent return of the notes to the bank of issue. M. Mercet, in discussing
the new project for the Charter of the Bank of France, expressed fears of the
results of the large issues of small notes. The proposed increase of the limit
of circulation to 5,000,000,000 francs he feared would result in the saturation
of the circulating medium of the country, and that this danger would be
increased by the issue of a large volume of small notes. One of the speakers
suggested that the power of issuing small notes should be held in reserve as
long as possible by any national bank which had not already used it, in order
to form an available resource in a time of national or economic crisis.

]
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CURRENCY REFORM IN AUSTRIA-HUNGARY.

The Governments of Austria-Hungary are proceeding with the retirement
of Government paper money and the strengthening of the gold standard in a
manner which affords an instructive example to the United States. The
Vienna correspondent of the ‘‘ London Economist,” in the issue of December
5, gives the following summary of proposed legislation:

““The experts of the Austrian and Hungarian finance departments have
held a series of conferences in which the text of the new currency laws has
been arranged. Preliminary arrangements were made between the Finance
Ministers in the summer. There are at present four bills that will be laid
before the Austrian Reichstrath and the Hungarian Reichstag. The first
arranges for the withdrawal of the State notes still in circulation, amounting
to 112 million florins. For the redeeming of this amount the old proportion
will be maintained, and Austria’s share will be 78.4 million florins, Hungary’s,
33.6 millions, both amounts to be deposited in gold with the bank, which will
give the Governments partly silver and partly bank notes in exchange. The
notes of the State will be replaced by eighty million florins in notes of ten
crowns each, and by thirty-two million florins in silver coins, worth five
crowns each. Another bill provides for the coining of these five-crown silver
pieces, a third bill makes arrangements for the printing of the ten-crown
notes, and a fourth deals with the necessary changes in the currency and
standard treaty between Austria and Hungary, necessitated by the currency
reform.”

CO-OPERATIVE ASSOCIATIONS IN GGERMANY.

The rapid growth of co-operative banking and trading associations in Ger-
many from 1895 to 1896 is set forth in an interesting manner in the October
number of La Revue des Banques. The whole number of the Schultze-
Delitsch associations increased from 11,141 in 1895 to 13,005 on May 31, 1896.
The popular banks increased from 6,417 to 8,069; the remaining increase was
in other forms of co-operative societies. The number of the banking associa-
tions in 1889 was only 2,929, and in 1892, 4,401. Accounts have been received
for the operations of the year 1895 fromn only 1,068 of these banks, with
525,748 members. They show credits granted to the amount of 1,659,705,785
marks ($400,000,000), a capital and reserve of 163,484,900 marks, and deposits
of 467,127,041 marks. La Revue des Banques, in discussing these flgures,
declares that they demonstrate how great are the savings of the working
classes and how important is the capital which is constituted by these sav-
ings. It is predicted that in the course of another century these co-operative
banks will dispose of resources which will be enormnous.

THE FINANCES OF TURKEY.

M. Alfred Neymarck, a financier of high authority in Europe, suggests, in
his own paper, Le¢ Rentier, of November 27, 1896, that Turkish finances shall
be taken in charge by an international commission such as that which con-
trols the finances of Egypt. The history of this successful experiment in
modern finance, which is not very widely known in the United States, is set
forth by M. Neymarck as an object lesson for the powers in dealing with
Turkey. Egypt was, in 1876, in a deplorable financial condition, staggering
under the weight of heavy taxation, while a large portion of the taxes was
dissipated by corrupt administration instead of going to meet the public obli-
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gations. A high officer of the English Treasury was sent to Egypt after the
Government bought the Suez Canal shares of the Khedive, who recommended
the unification of the debt, and the management of both the collection and
disbursement of public funds by a board of control with English subordinates.
The Khedive objected to this form of control, but accepted that of an inter-
national board, which energetically carried out the reforms recommended by
the English official. The credit of the country was restored, its obligations
were met, the funds which had fallen to thirty-seven per cent. were raised to
par, and taxation was simplified and lightened. The large holdings of Turkish
obligations in France, including the shares of the Imperial Ottoman Bank,
and their quotation on the international exchanges, make it of great import-
ance that something should be done to prevent the defalcation of interest and
ensure their restoration to par. M. Neymarck suggests that an international
commission of the Ottoman debt be established, composed of a representative
from France, England, Germnany, Russia, Austria and Italy, and possibly of
Belgium and Holland. This commission would be charged with the investi-
gation of Turkish finances, the unification of the debt, and the control of
future collections, disbursements and loans. M. Neymarck regards such a
solution of the problem as the only one which will do justice to all holders of
Turkish securities and prevent manipulation by speculators and particular
financial institutions.
THE CRISIS IN PORTUGAL.

Portugal has been subjected during the past few months to a severe crisis
in exchange, which has recalled the panic of 1891. Gold has risen to a high
premium, largely on account of the crisis in Brazil and the diminution of
exports from Portuguese colonies, which would have placed gold at the com-
mand of the Lisbon market. The high price of gold bills, intensified by the
monetary stringency in England, France and Germany, threatened to increase
the burdens of the Treasury in the payment of interest on the debt held
abroad and to cause grave perturbation to commerce. The Governor of the
Bank of Portugal assembled the managers of the banks and the leading
private bankers of Lisbon and secured an agreement that exchange on London
should mot be sold above 39% and should not be bought below 393. This
agreement was to have continued until March 31, but it resulted in such a
pressure upon the banks that they were obliged to suspend it. The agree-
ment was in effect only about ten days and the bankers furnished £300,000
sterling in exchange, but the Treasury and the flour mills were able to make
provision for their inmediate wants, the latter for the purchase of foreign
grain, and comparative calin fell upon the market when the banks were left
free to buy and sell at their own terms. This fact strengthened the impres-
sion that the scarcity of bills of exchange was availed of by bullion dealerc
for speculative purposes. M. Gieorges Bourgarel, in discussing the results of
the crisis in I’ Economiste Europeen of November 28, says that the problem of
agricultural and industrial exports has been considered with greater attention
and that the public understand that its solution constitutes the correct means
of alleviating the evils which affect the economic and filnancial situation.
New markets are being sought for wines in the African colonies and in Brazil
by #ending special agents to those countries, similar efforts are being made to
push the sale of olive oil, and the processes of extraction of the oil are being
modifled in order to permit competition with the oils of Italy.
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THE SPANISH WAR LOAN.

The prompt response of the Spanish people to the call for subsecriptions
for a popular loan of 400,000,000 pesetas has greatly strengthened the confi-
dence of the Spanish Ministry in the resources of the country, although it has
not had a marked effect in raising the rate of exchange of Spanish paper.
Exchange with other countries is at a premium, which indicates a discount
of 25 per cent. from the gold value of Spanish obligations. The new loan,
which would be valued at about $80,000,000 if exchange were at par, is actu-
ally worth only about $60,000,000 in gold. The Spanish Government made
several applications to foreign bankers before appealing to a popular sub-
scription, and the feeling in Spain over the success of the loan and against
‘‘ the usurers beyond the Pyrenees” is much like that in certain portions of
the United States against ‘‘foreign syndicates.” The Rothschilds, how-
ever, subscribed for 5,000,000 pesetas of the new loan and various Madrid
brokers probably had other foreign orders. The total subscriptions were
594,000,000 pesetas, of which Madrid alone subscribed 305,489,000 pesetas.
The apportionment was made upon the basis of awarding the full amount to
those who subscribed for less than six shares. Subscribers for six shares
received five, and those for more than six two-thirds of their subscription.
The subscriptions were payable in installinents, but the first payments
brought 91 per cent. of the entire amount into the Treasury. An evidence
that the savings of the Spanish people are greater than has been supposed is
found in the fact that the advances at the Bank of Spain were only 70,000,000
pesetas (814,000,000 at the gold parity) higher than usual. It is proposed to
strengthen and readjust the finances of the Government with the proceeds of
the loan, as well as to provide for military operations in Cuba. It was
reported early in December that 150,000,000 pesetas would be devoted to
reimbursement of the advances made by the Bank of Spain to the Treasury
of Cuba; 100,000,000 pesetas to the redemption of Cuban bonds; 50,000,000
pesetas to the repayment of advances made by the Bank of Paris; 31,000,000
pesetas to the repayment of advances made by the Tobacco Company; and
20,000,000 pesetas to the payment of the cost of transport of the troops.
1f these plans are carried out, they will relieve the Bank of Spain from much
embarrassment, add to the value of its circulating notes, and tend to raise
the rates of exchange.

BANKING AND FINANCIAL NOTES.

—Negotiations between the Governments of Austria-Hungary and the
officials of the Austro-Hungarian Bank, regarding the renewal of the charter,
which expires on December 31, 1897, are still going on. The (Government is
demanding a greater power of intervention in the affairs of the bank than
the officials are disposed to grant. The bank does not wish to separate the
two boards of directors at Vienna and Buda-Pesth to such a degree as to
prevent unity of action in important matters. It also insists upon the right
to fix the rate of discount without reference to the Government. It is prob-
able that an agreement will be reached between the finance ministers of the
two governments and the bank after a few more conferences.

—The demand for money and the reduction of the metallic reserves of
the Swiss banks make it probable that they will shortly advance the discount
rates to five per cent.
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—Mr. Sprenger van Eyk, the Minister of Finance of Holland, in reply to
an interrogatory during November, regarding the attitude of the Government
towards international bimetallisin, made the following statement to the
Chambers: ‘‘The Government has already, on the occasion of the budget
of 1895, expressed its readiness, as have preceding ministries, to do all which
could be expected from it to contribute to the success of an international con-
ference which should have for its object an agreement upon the subject of
bimetallism. It seems to us impossible to give more efficient testimony of
the interest which the monetary question inspires. Efforts which were inop-
portune on the part of the Government, in view of the object which it desires
to see attained—that is, an international agreement upon an extended scale—
would be useless and might easily do harm rather than good.”

—The three banks of issue in Italy are making arrangements to found
an institution, with a capital of 50,000,000 lire ($10,000,000), for assuming the
locked-up assets which have come to them fromn the Roman bank as well as
from their own operations. The capital of the new institution will be con-
tributed, 30,000,000 lire by the Bank of Italy, 12,000,000 lire by the Bank of
Naples, and 8,000,000 lire by the Bank of Sicily.

—Some criticisin is being directed against the Bank of Belgium because of
the disproportion between its liabilities and metallic reserve. The bank lost
3,800,000 francs in one week recently, while its circulation increased 16,900,000
francs. This reduced the proportion of cash to about twenty-one per cent.
of the circulation. There was a gain in the metallic reserve during the week
following this heavy loss and no serious alarm seems to have been excited.
The discount rate of the bank has stood for some time at 3 p. ¢. C. A. C.

FINANCIAL PANIC IN JAPAN.—W. R. Townsend, the special agent recently
sent to Japan by the San Francisco Bureau of Foreign Cominerce to col-
lect date with reference to matters affecting the interests of American manu-
facturers, has submitted his report. He says that in the last two months
there has been a panic in Japanese financial circles, but the worst is now
over. After the war with China speculation was rampant. Thousands of
stock companies were floated and shares boomed. Everybody invested, but
the collapse soon came. The native banks have shut down indiscriminately of
late and merchants have received no accommodation. Heavy stocks of mer-
chandise were thus thrown back on the market and warehouses are crowded.

Over 70 per cent. of the import business of Japan is controlled by foreign
houses, a loss of 3 per cent. within three years. Little credit is allowed by
importers. Freights from England and Continental Europe are lower than
from America, consequently the bulk of the business is done with English,
French and German houses. While there is a temporary stringeney in the
money market, there is no disposition to handicap industrial progress. The
Railway Congress, which opened on December 14, will probably remain in
session for two months. Already a hundred applications for charters for new
railroads have been flled, and it is said that over forty will be granted. In -
the first week in December contracts were made for eighteen American loco-
motives. Heretofore English rolling stock has been used exclusively. Amer-
icans will shortly receive the privilege of flling applications for trade marks
and patents, although little protection is promised in regard to the latter.
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THE BANK’S HISTORY.

While the Bank of England may to some extent be regarded as the natural
outcome of the important commercial and financial position attained by
England in the nineteenth century, the iinmediate and precise causes con-
nected with its establishment were of a somewhat different nature and re-
flecting against rather than in favor of British financial prestige.

A system of banking had of course existed in (Great Britian for many yvears
prior to the establishiment of the National Bank in 1694 ; the business being
carried on for the most part by men who were known as goldsmiths. Of such
undoubted character and wealth were many of these men that immense sums in
all were intrusted to their keeping by the British public, the usual rate of
interest received being about six per cent. The greater part of these moneys de-
posited with the goldsmiths it became in time the general practice to advance
to the crown at rates of interest higher than those originally paid to the public.

For years this plan worked well enough until during the reign of the
Stuart monarch, Charles II., the English people learned by bitter experi-
ence the penalty of putting their ‘‘trust in Princes.” The event of many
years previously when Charles I. seized the money of private individuals,
deposited in the mint—then at the Tower of London-—was well-nigh forgot-
ten, and the goldsmiths, content with exacting high rates fromn the Govern-
ment of Charles I1., were apparently not greatly anxious as to the security of
the principal. Hume the historian relates, however, that in the year 1672
when the Court was in dire straits for money ‘‘the King had declared that
the staff of Treasurer was ready for anyone who could find an expedient for
supplying the present necessities. Shaftesbury dropped a hint to Clifford,
which the latter immediately seized and carried to the King who granted him
the promised reward together with a peerage. This expedient was the shut-
ting up of the Exchequer and the retaining of all the payments which should
be made into it.”

As the result of this measure, which was so suddenly taken that practi-
cally no warning of the danger was given, confusion and panic prevailed ;
the goldsmiths, who had placed practically the whole of their funds with
the Crown, were ruined and as a natural result their elients with them. A
general outcry followed ; but although the storm of indignation was such that
the King was ultimately compelled to make a compromise by allowing six
per cent. to the creditors, the actual principal (some three millions odd) was
never repaid.

The blow thus given to the credit of the State was such that for many
years it was difficult for succeeding monarchs to raise from their subjects any
other moneys than were compulrory under the current laws of taxation. Such
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was the position in 1694 when the Bank of England was first founded. In that
year the Government of William I1I. was greatly in want of funds to carry
on the war with France, and the question of raising a large loan became a
pressing necessity. At first, however, there appeared to be little hope of its
being obtained. The faith of the people had been too rudely shaken twenty
years previously for them to again readily entrust their ‘‘savings” to the
Government.

At this juncture Wm. Paterson, a shrewd Scotchman—afterwards destined
to failure in the Great Darien expedition—mooted the scheme which was to
result in the establishment of the Bank of England. Briefly expressed, Pater-
son's plan was to apply to the business of banking the joint-stock principle.}
A company was to be formed and out of the capital raised a loan was to be
made to the Government. After much opposition from many quarters—not
least from the goldsmiths who probably feared the destruction of their busi-
ness—the scheme for the establishment of such a company was approved, and
on July 27 the Bank of England was incorporated by Royal Charter. Here
is a brief analysis of this original Charter as recorded in Gilbart’s ‘‘ History
and Principles of Banking:”

* The Act of Parliament by which the Bank was established is entitled, * An Act for grant-
ing to their Majesties several duties upon tonnage of ships and vessels and upon beer, ale and
other liquors; for securing certain recompenses and advantages in the said Act mentioned to
such persons as shall voluntarily advance the sum of fifteen hundred thousand pounds towardsx
carrying on the war with France.” After a variety of enactments relative to the duties upon
tonnages of ships and vessels, and upon beer, ale and other liquors, the Act authorizes the
ralsing of £1.200,000 by voluntary subscription, the subscribers to be formed into a corpora-
tion and be styled * The Governor and Company of the Bank of England.’ The corporation
were to lend their whole capital to the Government, for which they were to receive interest
at the rate of eight per cent. per annum and £4,000 for management ; being £100,000 per annum
on the whole. The corporation were not allowed to borrow or owe more than the amount of
their capital, and if they did so the individual members became liable to the creditors in pro-
portion to the amount of their stock. The corporation were not to trade in any * goods, wares
or merchandise whatever, but they were allowed to deal in hills of exchange, gold or silver
bullion, and to sell any goods, wines or merchandise upon which they had advanced money,
and which had not been redeemed within three months after the time agreed upon.’™

.

Notwithstanding the circumstance already alluded to of the weakened
credit of the British Government, the scheme for the flotation of the Bank wa.s(
a complete success, the whole of the subscription being made within a few
days. As George Clare, in his ‘‘ Money Market Primer,” writing of this
period, says:

** At this conjuncture however, the strong religious and political convictions of a part of
the community came to the belp of the country. In the city of London there were many
wealthy men—dissenters mostly—who were willing rather than see the land onco more deliv-
ered into bondage to place their whole fortunes at stake. It was proposed to raise £1,200,000
by public subscription and to lend the whole of it to the Government at eight per cent inter-
est, the lenders to be incorporated by Royal Charter and to have power to issue notes on Gov-
ernment security to the extent of the sum lent. The idea of putting all their eggs into one
basket was probably not quite relished by intending subscribers, but the capital was never-
theless soon raised. In those days good investments were after all a rarity, and the new
undertaking, backed up as it was by the guarantee of a Government that scemed honestly.
bent on paying its way and supported by the best-known merchants of the City of London,
appealed with success to the sentiments and to the pockets of capitalists, and by its happy
combination of patriotism with eight per cent. gratified at once their love of country, their,
love of gain, and their hatred of tyranny and Popery."

It may be noted in passing that not only was this loan to the public of
£1,200,000 the foundation of the Bank of England. but it was also practically
the commencement of England’s national debt.
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ROYAL EXCHANGE, LONDON.
Opposite Bank of England, Threadnecedle Street.

A few of the more important clauses of the original Charter of the Ban
have their place here, and it is interesting to note that many of these poini
still remain the essentials of the present Constitution of the Bank. Amon
other items the Charter of July, 1694, provided:

*“That the management and government of the corporation be committed to the Go
ernor, Deputy Governor and twenty-four directors, who shall be elected between March
and April 25 of each year, from among the members of the company duly qualified.

That no dividend shall at any time be made by the said Governor and Company, save on
out of the interest, profit or produce arising out of the said capital, stock or fund, or by su«
dealing as is allowed by Act of Parliament.

They must be natural born subjects of England or naturalized subjects; they shall ha'
in their own name and for their own use severally, viz., the Governor at least £4,000, the De
uty Governor £8,000, and each director £2,000 of the capital stock of the said corporation.
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ors for the management of the affairs of the company, and for the appointment of all agents
and servants which may be necessary, paying them such salaries as they may consider rea-
sonable,”

That thirteen or more of the said Governors or directors shall constitute a court of direct- {

OPPOSITION TO THE BANK OF ENGLAND.

Mention has already been made of the fact that the scheine for the founda-
tion of the Bank of England did not pass into law without a considerable
amount of opposition, an opposition which was renewed again and again at
successive periods when the time for the renewal of the Charter was at
hand. From the day of its foundation to the present date no institution has )
probably been made the subject of more severe and even hostile criticism .
than has the Bank of England, and it may on the whole be said that not only
has the Bank borne the ordeal well but at times has even thrived upon it.
At no time in its history, perhaps, has this criticism and opposition had a
more beneficial effect than was probably produced at the very commencement
of its career. As we have already seen the scheme for the foundation of the
Bank excited considerable natural opposition on the part of the goldsmiths

HALL OF THE BANK.

who feared loss of both business and prestige, but the opposition was by no
means confined to them alone. Francis's history of the Bank tells us that it
appears from a pamphlet published by Mr. Godfrey, the first Deputy Gov-
ernor, that ‘* Some pretend to dislike the bank only for fear it should disap-
point their majesties of the supplies proposed to be raised.” That ‘‘all the
several companies of oppressors are strangely alarined and exclaim at the
Bank and seem to be joined in a confederacy against it.” That ‘‘ others pre- .
tend the bank will join with the Prince to make him absolute.” ¢ That the
concern had too good a bargain and that it would be prejudicial to trade.”
Another writer of that period, according to Francis, says, ‘‘ Some prophetic
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politicians intimate their apprehensions that an institution of this kind
would soon become a mere creature of Government; that on any sudden
emergency, or even general panic, the Bank might be unable to answer the
demands of its creditors; and that the future of the National bank must be
attended with national ruin.”

Looking back as one is able to do now upon the two hundred years of
the Bank’s existence, remembering the occasions when time after time
the Bank of England has proved to be\l
the very right hand of the British Gov-
ernment, and remembering, also, the
many important periods of crisis in Brit-
ish flnance when the Bank has been
literally the saviour of the situa.tion,’
these many arguments against its founda-
tion are fraught with peculiar interest.
But however extraordinary such oppo-
sition may now seem it can not by any
means be regretted. There i8 no doubt
that from the very first it served as a
stimulus to those who were to initiate
and guide its management. Openly
expressed fears that the Bank’s exist-
ence would prove a short and disas-
trous one doubtless stimulated the man-
agement to proceed with exceptional
caution, and to establish the business of
the company upon the soundest basis
All the hostility and scepticism heapec
upon the new enterprise by the schem
ing and the ignorant alike resolved it
self as it were into a challenge against the future of the Bank, a challeng
which the directors accepted and gallantly maintained.

ROTUNDA OF THE BANK.

THE FIRST PREMISES AND RENEWED OPPOSITION.

Acting doubtless in this spirit of business caution the directors of the Ban
of England made a comparatively humble start so far as their first premise
were concerned. No trace of the present magnificent structure (of which a
illustration, prepared especially for the BANKERS' MAGAZINE, is presente
in this number) was to be found in the offices of the seventeenth centur
when the Bank was founded. First in Mercer's Hall which was occupied bt
a few months, and afterwards in Grocer’s Hall (since razed to the ground) tl
Bank of England commenced its operations, which were conducted entirely !
one room, directors, principals and clerks alike all sharing the same apar
ment, which is described by an essayist at that date as presenting ‘‘ an ar
mated scene of orderly activity.” We shall refer later when speaking of t]
present condition of the Bank to the staff employed and the salaries pai
The following details taken fromn Francis’s ¢* History of the Bank of Englanc
are interesting, as showing the total number of employees and salaries pa
during the first year of the Bank’s existence:
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Clerks. Salary.
Secretary'soffice.......................... 3 £390
Accountants..... ................ ... 11 1,120
Cashbook........ ............... e .9 910
Discount office..................... .. ..., 3 250
Exchequer............. ...l 2 160
Tellers... .......... cciiiiiiuiinennnnnnn. 25 1,330
Forsilver,ete................... .., 1 180

54 £4,340 N

It will be seen from the foregoing that even the high officials of the Bank
could have received nothing very extraordinary in the. way of salary, and as
a matter of fact the largest amount received by the principal of any of the
departments appears at that time not to have exceeded £250 per annum.
The Bank therefore did not err on the side of extravagance at the commence-
ment of its history.

The effect of the new Bank was evident within a short time from its comn-
mencement, and as affording an evidence of this it may be mentioned that
within a few months of its establishment, rates of discount on foreign bills
fell to a point considerably under the usurious rates to which the community
bad long been accustomed. Its effect as a powerful aid to the Government!
was also quickly experienced in the increased vigor with which the war with|
France was carried on. At the beginning of 1694 Government bills were
at g discount of twenty-five to thirty per cent. The Bank, however, took _
these bills at par with the result that ere long the discount upon them actu-
ally gave way to a premium. Successes thus achieved, however, so far from
quieting opposition merely directed it into fresh channels. The Bank of,
England had been essentially a Whig project, and when the importance of'
the undertaking was
fully recognized organ-
ized attempts were made
by the Tory party to es-
tablish a rival institu-
tion.

Some of the details
connected with this rival
scheme are worthy of no-
tice here, illustrating as
they do the bitterness of
the controversy which
raged around the Bank
of England in its earli-
est years. Moreover,
although in after years the renewal of the Bank charter frequently met with
much opposition, the particulars about to be recorded apparently afford the
only instance when any noteworthy attempt was really made to actually
found a rival establishment.

Improving upon the idea of the Bank of England’s original capital of
£1,200,000, the Tory party in 1696 resolved to establish a much larger bank -
with about double the capital of the Bank of England. Such capital was to be '

THE DIVIDEND OFFICE.
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advanced to the Government in a manner similar to that by the Bank already
started. but its notes and so on were to be advanced entirely on the security
of land at three per cent. Hence the new institution was to be called the
‘‘ Land Bank.” In spite of much natural opposition from the Bank of Eng-
land—which was certainly entitled to consider the project as an infringement
of its own Charter—the temptation of securing a new loan was too great for
the Government of that day and the project was sanctioned by an official
Act. But it was one thing to pass an Act of Parliament and quite another
to find the necessary capital. It would seem either that the faith of the pub-
lic in the new scheme or in the originators of it was of the smallest, for
although the subscription list was headed with £5,000 on behalf of the King,
the total of other subsecriptions only just exceeded £2,000. The project was
thus doomed to early failure.

Some idea of the bitterness which entered into the discussion between
these two rival institutions is to be found in the pamphlets of that period.
Francis, in his ‘ Bank History,” gives the following from one of them, which
we reproduce here. While the humor is obvious, the ill feeling towards the
Bank of England is yet more apparent. The tract or pamphlet was headed:
‘“The Trial and Condemnation of the Land Bank at Exeter Change for Mur-
dering the Bank of England at Grocer's Hall.”

At this trial, a will is supposed to be produced reading as follows:

“Know all our creditors by these presents, that we, the Governor and Company of the
Bank of England, being weak in body, through the wounds received from the Land Bank at
Exeter Change, to whom we lay our death, but of as good sense as ever we were, finding our-
selves impaired in our credit and reputation, and despairing of recovery, do make our Last
Will and Testament. 1st. We bequeath our soul to the devil, in order to serve the publick
out of our creditors’ money : and as to the qualities of our mind, we dispose of them as fol-
lows, namely, all our skill in foreign exchanges, and our probity and candour in making up
the accounts of the loss thereof, we give to all and every of our directors, except four or flve
jointly and severally to hold to them, and to their successors, as heirlooms and indelible monu-
ments of their skill and probity for ever. All our obstinacy and blunders we give unto our
present Governor, upon trust, that he shall employ one equal part thereof, as one of the Lords
of the Admiralty, and the other part thereof as Governor of the Bank of England. All our
oaths, impudence, &c., we give unto our present Deputy Governor and our dear Sir Henry
Furnese, to hold in joint partnership during their lives, and the survivor to have the whole.
All our shuflling tricks we give to our dear 8ir Willlam Gore. Al our cynicalness and self-
conceit we give to our directors, 8ir John Ward, and 8ir Gilbert Heathcote, equally to be
divided betwixt them, share and share alike, as tenants in common. All our blindness and
fear we give unto our dear Obadiah Sedgwick—and we also give him £3 in money, to buy him
a new cloth coat, a new half beaver hat, a second hand periwig and an old black sword, to
solicit with in the lobby, and also to buy him a pair of spectacles to write letters to Lords with,
As to the residue of our temporal estate, (besides the said £5,) we dispose thereof as followeth :
Imprimis—We devise to our own members (when they shall have paid in their whole £100 per
cent.) our fund of £100,000 per annum charged and chargeable, nevertheless, with the sum of
£1,200,000 for which it stands mortgaged, by Bank bills, in full satisfaction of all their great
expectations from the probity and skill of our directors, advising them to accept a redemp-
tion thereof by Pariiament whenever they can have it. Item—All our ready moneys, before
any of our debts are paid, we give to our executors, hereinafter named, in trust, that they
shall, from time to time, until 1st August, 1696, lend the same into the Exchequer upon con-
dition to defeat the establishment of the Land Bank ; and from and after the said 1st August,
then to lend out the same into the said Exchequer upon security of premises to establish our
executors the next session, instead of the Land Bank and for such other premiums as our said
executors can give to themselves for doing thereof. And we do direct our said executors to
continue to stock and pensions already allowed to our past friends—they know where. And
after all our ready money so disposed, we leave the residue of our effects for payment of bills
and notes, at such days and hours, and in such manner and proportion, and with such prefer-
ences, us our executors shall think fit. And we do hereby constitute our directors executors
of this our will giving each of them power, out of our cash, to discount their own tallies, bills
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and notes at par, and the bills and notes of other of our creditors at the highest discount they
can get for the same. And our body we commit to be burned, with all privacy lest our credi-
tors arrest our corpse. In witness whereof we have hereunto set our common seal 4th May,
1606,

To this effusion was appended the following supposed epitaph:

‘** Here lies the body of the Bank of England, who was born in the year 1684, died May 5,
1696, in the third yearof its age. They had issue legitimate by their common seal 1,200,000
called Bank Bills, and by their Cashier two million sons of called Speed’s notes,”

Such is a specimen of the coarse and vulgar nature of the attacks upon
the Bank in the seventeenth century, attacks which from all impartial
histories appear never to have been based upon even the barest substratum
of truth and to which the career of the Bank has from year to year given
the most effective reply.

In 1697—three years after its establishment-—we find difficulties surround-

THE LOTHBURY COURT.

ing the Bank, difficulties which arose partly from the scheme of the Land
Bank and still more from the recoinage of the silver. Into the first matter
it is not necessary to enter here. While the recoinage was proceeding money
became very scarce. Moreover the Bank was placed in this predicament. The
old coins had been diminished by clipping and filing—many of the shillings it
is stated contained only threepence in silver—and counterfeit coins had also
been clipped and flled. This clipped money had been taken in by the Bank
at full value and the natural consequence was that when the notes came in
there was not sufficient cash to meet them. Announcement had therefore to
be made that cash would only be paid in instalments of ten per cent. once a
fortnight and afterwards three per cent. once in three months. To further
meet the evil, calls of capital to the extent of twenty per cent. were made on
the proprietary with the result that the first crisis in the Bank’s history was
successfully passed.
THE AcTt OF 1708.

One of the next landmarks in the Bank’s history is the Act of 1708, by
which it was made unlawful for any association of more than six partners to

X
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carry on any banking business in England and Wales. The effect of this Aect
was to give the Bank of England a practical monopoly in joint-stock banking,
a monopoly which it may be mentioned in passing, lasted for more than a cen
tury. While there is no doubt that the effect of this Act was greatly t«
restrain the progress of joint-stock banking in the country, it is perhaps a cir
cumstance not wholly to be regretted at that stage of financial affairs in the
country. It is certainly worth recording that although for more than i
century the Bank enjoyed this exclusive monopoly, the privilege neve
appears to have been in any way abused—a statement which can be made i
the case of few other monopolies.

In the year 1709, which was one of much financial stress to the Britis!
Government, fresh terms were entered into with the Bank of which the mos
important points were the reduction of interest upon the original £1,200,00
advanced to the Government from eight to six per cent., with an annue
allowance of £4,000 for managing the national debt. The Bank was als
allowed to increase its capital to over £4,000,000 and its Charter was renewe
until the year 1733-—a period which a few years later was, in recognition ¢
the services of the Bank, extended to 1742.

THE YEAR OF THE SOUTH SEA BUBBLE.

It has been stated on a previous page that the number of concerns intr
duced to actually rival the Bank of England have been few in numbe
Among them must be named the famous or rather infamous South Sea Cc
which in the year 1720 was the means of producing one of the severest financi
panics in England of which we have authentic account. With the details
the South Sea Bubble we are not now concerned. We have merely to no
that not only did the Bank of England stand clear of all the reckless spec
lations entered into at that period, but during the height of the panic 1
learn that when credit on every side was failing and trade and commer
were well-nigh at a standstill, the Bank of England was described as the ‘‘o
hope of the Nation,” and the directors were persuaded, at the instance of §
Robt. Walpole, to come forward and render assistance, which in one form a
another was promptly done. Thus early in the Bank’s history we find t}
the money market, which in times of calm was always ready to offer eritici:
_ upon the Bank, was only too glad to turn to it in times of need. Instan:
* of such applications for assistance from the period of the South Sea Bub!
. in 1720 down to the Baring crisis of 1890 have been too numerous to be stai
here. A few of the more noteworthy instances to be given later must sutfi

REMOVAL TO LARGER PREMISES.

Prior to the year 1852, the court of directors had carried on their busin
in the hall of the Grocers’ Company. Commencing their career as we h:
seen in an unostentatious manner a high position had been gained. W
fifty-four assistants, whose duties and salaries we have already alluded to,
business of the Bank had prospered to such an extent that enlarged prem
were absolutely necessary. Franecis, in his history of the Bank, says:

“On January 20, 1782, it was unanimously resolved to erect a hall and office in Thr
needle Street ; and the site chosen for the new editice was that of the house and garden o
John Houblon, first Governor of the Bank. The structure was contracted for by Dut
Townshend, eminent builders of the day, after designs by Mr. George Sampson. On Tt
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day, August 8, at one o’clock in the afternoon, the new building was commenced ; a stone, on
which the pnames of the directors were placed, being made the foundation for one of the
pillars. Twenty gunieas were presented to the workmen for distribution; and on June §,
1734, business was commenced in that edifice, the present importance of which is unparalleled
in the history of monetary establishments. Notwithstanding the sagacity of those who gov-
erned its conoerns, it may r bly be questioned whether they imagined the time would
everarrive when its buildings would ococupy three acres; when the movements of Its Govem-‘
ors, in the words of the historiographer of London, would influence the whole body of the
public, its offices expel a church from its site, and emulate the palaces of emperors; when
their determination, according to Richard Cobden, would affect all the markets in the world .
and the representatives of commerce in the East and the pioneers of trade and civilization in
the West, watch earnestly and anxiously the proceedings of the directors of the Bank of Eng-
land. ‘1 happened to be travelling in Turkey and Greece, in the spring of 1837, said this
gentleman, in his evidence on Banks of Issue, ‘and I saw in the little island of 8yra, the Greek
merchants there, with their telescopes in their hands, looking out anxiously for the arrival
of a vessel from Trieste, giving an account of the proceedings of the Bank of England, as a
merchant on the exchange at Manchester would watch tor the arrival of the mail to know
what the next step to be taken by the Bank directors would be; and we know that in the
message of the President of the United States in 1837 and in the addresses of some of the Gov-
ernors of the States, New York in particular, the Bank of England was not only mentioned
by name, but a considerable space given to the discussion of its policy."'"

RENEWAL OF THE CHARTER IN 1742,

It is not necessary in completing this brief sketch of the Bank's history
to relate the events surrounding each renewal of its Charter. Suffice it
to say that from the date mentioned above down to the famous Act of 1844,
of which we shall have to speak in detail later, the periods for the renewal of
the Bank Charter were always (notwithstanding the growing recognition of
the Bank’s services to the State) made the occasions for driving a bargain
with the Bank, and for renewed opposition from somne section or other of the
business community jealous of the Bank’s privileges. In the year 1742, for
example. a condition for the renewal of the Charter for twenty-two years
was that the Bank should lend to the Government free of interest the sum
of £1,600,000, a 8emand which was agreed to. By this Act of 1742 it may also
be noted that the law made death the penalty for any persons forging, coun-
terfeiting or altering any bank note, bill of exchange, dividend, warrant or
any bond or obligation under the Bank seal. The numbers destined to pay
this death penalty in later years was appallingly large.

A NARROW ESCAPE FOR THE BANK.

One of the penalties necessarily entailed by the growth of the Bank, and
its importance to the State, was that in any periods of civil disorder it became
a prominent and likely institution to be attacked by mob violence. Some !
recognition of this possibility, it will be seen from our illustration of the
exterior of the Bank, is to be found in the enormous strength of the structure |
which in some respects may even be said to resemble a fort.

That the Bank was not destroyed at the time of the Gordon riots in 1772
may be said to be due more to chance than to anything else. As a matter of
fact the riot from the very first was so badly organized by its leaders that the
importance of an attack upon the Bank does not appear to have occurred to
the rioters until almost at the close of the riots, and by that time the directors
had been enabled to take such precautions that the feeble attack then :
attempted was easily repelled. The attack was made almost immediately
after the burning of Newgate; but before the arrival of the rioters at the
Bank the military had been summoned and were in readiness outside the

‘




50 THE BANKERS' MAGAZINE.

walls of the establishment. A strong force including the officers of the Bank
were also mustered inside, ‘‘old inkstands had been even cast into bullets,
and an additional force was placed upon the roof to open fire upon the assail-
ants.” Such determined action was not lost upon the rioters whose attack
proved a feeble and almost bloodless affair. .

Ever since the danger then escaped by the Bank, a military force has slept
within its walls. They enter the building about sunset and retire some time
prior to the opening of the doors in the morning. A dinner is provided for
the officer in charge.

SUSPENSION OF SPECIE PAYMENTS IN 1797.

The reason for the suspension of specie payments by the Bank in the year
1797 may be briefly summed up in the statement that the directors at that
period had two courses open to them, either to merely regard the interests of
the proprietors whom they represented or to boldly acknowledge a still wider
responsibility and loyally support the credit of the Government of that day,
whose demands for monetary accommodation pressed severely upon the Bank.
The latter course was adopted and whatever the Bank may have temporarily
lost in prestige, owing to the suspension of specie payments which followed,
was more than compensated for ultimnately by the intimate relation which it
was felt had been established between the State and the central banking
institution.

It must not be supposed, however, that the loans advanced immediately
prior to the suspension of specie payment were either recklessly made or lightly
regarded. On the contrary the correspondence of that period between the
officials of the Bank and the statesman, Wm. Pitt, testify to continued
remonstrances from the Bank at the manner in which it was being crip-
pled through the repeated demands made upon it by the Government.
Here, for example, is the copy of an extract from communieations between
the Bank and the Government in July, 1796. In a letter from Mr. Pitt to
the Governor of the Bank request is made for an advance of £800,000 on the
consolidated fund, with the announcement that he will be compelled also to
request a further advance of £800,000 on the same security in the following
month. That the directors of the Bank perceived the gravity of the situation
may be seen from the following memorial drawn up by them in reply to Mr.
Pitt’s letter:

“The Court of Directors of the Bank of England, fully sensible of the alarming and dan-
gerous situation of the public credit of this Kingdom, and deeply impressed by the commu-
nication made to them by the Right Honorable William Pitt, are very willing and desirous to
do everything in their power to support the national credit; but in complying with the
request made them by the Right Honorable William Pitt, they think they should be wanting
in their duty to their proprietors, and to the public, if that compliance was not accompanied
with the following most serious and solemn remonstrance, which, for the justification of their
court, they desire may be laid before his Majesty's cabinet: ‘They beg leave to declare,
that nothing could induce them, under the present circumstances, to comply with the demand
now made upon them, but from the dread that their refusal might be productive of a greater
evil; and nothing but the extreme pressure and exigency of the case can in any shape justify
them for acceding to the measure; and they apprehend that, in so doing, they render them-
selves totally incapable of granting any further assistance to Government during the remain-
der of this year; and unable even to make the usual advances on the land and malt for the
ensuing year, should those bills be passed before Christmas. They likewise consent to this
measure in a irm reliance that the repeated promises so frequently made to them, that the
advanoces on the Treasury bills should be completely done away, may be actually fulfilled at
the next meeting of Parliament and the necessary arrangements taken to prevent the same
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from ever happening again, as they conceive it to be an unconstitutional mode of raising
money, what they are not warranted by their charter to consent to, and an advance always
extremely inconvenient to themselves.’ "

The evening of Saturday, February 24, 1797, says Francis in his ‘‘ History
of the Bank of England,” was a gloomy period for most of the merchants and
traders of London.

**More than all must the directors of the Bank have felt their important and responsible
position. They had seen during the week a heavy demand made on their diminished cash.
They had marked their small stock of bullion decreasing day after day. They had witnessed
and participated in the dismay which preyed upon the people. They knew that the demand
would continue unless some method could be adopted to check it; and they felt that the
period had arrived when, for the first time in their history, they must altogether cease pay-
ment of their notes; for the first time since 1007 they must fail in meeting the demands of their
creditors, On the following day, Sunday, a cabinet council was held at Whitehall; and it is
said that the only occasion in which the monarch violated the Sabbath was this great one.
He attended the council at this important crisis; and the presence of royalty gave a high
sanction to tbe proceedings. Immediately after the meeting the members of the Govern-
ment, met the Governor, Deputy Governor, Mr. Thoruton and Mr. Bosanquet in Downing
Street, to inform them of the result of their deliberation, when the following resolution was
communicated :

At the Council Chamber, Whitehall, February 26, 1797, by the Lords of his Majesty's most
honorable Privy Counctl:

‘*Upon the representation of the Chancellor of the Exchequer, stating that, from the
result of the information which he has received, and the enquiries which it has been his duty
to make, respecting the effect of the unusual demands for specie that have been made upon
the Metropolis, in o« q of ill-f ded or exaggerated alarms in different parts of the
country, it appears, that unless some measure is immediately taken there may be reason to
apprehend a want of sufficient supply of cash to unswer the exigencies of the public service,
that the directors of the Bank of England should forbear issuing any cash in payment, until
the sense of Parliament can be taken on that subject, and the proper measures adopted there-
upon for maintaining the means of circulation, and supporting the public and commercial
credit of the Kingdom at this important conjuncture; and it is ordered that a copy of this
minute be transmitted to the directors of the Bank of England; and they are hereby required,
on the grounds of the exigency of the case, to conform thereto, until the sense of Parliament
can be taken as aforesaid.”

Great as was the excitement following the suspension of gold payments,
the panic which followed was not so disastrous as might have been looked
for and so far from the Bank suffering any lasting shock to its credit the
reverse was before long experienced, for two things were made very apparent.
The first was that payment would never have been suspended but for the
loyal support given to the State, while an examination of the management
of the Bank brought out in a very striking manner the real soundness of its
position and the prudence and sagacity of its management. There is little
doubt that a resumption of specie payments could have been made at a com-
paratively early date, but the Government, who by this time appear to have
become alive to the immense importance of the Bank, passed a series of bills
known as the ‘‘ Restriction of Payments” Acts by which the return to full
specie payments was successively deferred until 1821.

PEEL'S CURRENCY BILL.

The famous Act known as Peel’s Currency Bill, passed in the year 1819,
is another noted landmark in the Bank of England’s history. By this Aect it
was provided that the Bank shall from February 1 to October 1, 1820,
deliver on demand gold of standard fineness, not less than sixty ounces in
exchange for bank notes at £4 1s. per ounce. From October 1, 1820, to
October 1, 1821, the same plan to be adopted, but gold to be at the rate of

%
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£3 19s. 6d. per ounce. From May 1, 1821, to May 1, 1823, the mint price of
gold of £3 17s. 104d. per ounce to be the rate with the adoption of the same
plan, and from May 1, 1823, the notes to be paid in the gold coin of the Empire
if required. The Bank however of its own will returned to full specie pay-
ment at an earlier date.

THE FINANCIAL PANIC OF 1825.

The precise causes leading up to the panic of 1825 must always remain a
matter on which the opinion of finanial authorities differ considerably. All,
however, are agreed in determining that the wholesale circulation of £1
notes by private bankers had much to do with it. The circulation by these
means became redundant and prices of securities and commodities alike
began to rise. In the year 1822 also a reduction had been accomplished in
the rate of interest on a portion of the national debt and this fact alone pos-
sibly did something to stimulate the feverish rush which commenced for
securities paying high rates of interest. From the nature and details of the
mad speculations of the years 1823-25 it might almost seem that our modern
species of company promoters and swindlers were then first generated. Cer-
tainly the schemes devised and the methods then employed are such as in
modern times have hardly been improved (?) upon. Into the details of the
speculation we need not enter here, being merely concerned with the part

[ played at that period by the Bank of England. Projects innumerable were

, put forth to attract money from a guileless public, one, for example, it is

: stated, being the promotion of a company ‘‘ to drain the Red Sea and recover

I the jewels left by the Egyptians in their passage after the Israelites.” Besides

. such a scheme as that, ‘‘ Deep Level ” mining and other projects of the pres-

. ent day pale into commonplace affairs. In the crash which followed bank
after bank in the country broke down. Prominent financial houses in Lon-
don had to bend before the storm and that national bankruptey must have
followed but for the aid received from the Bank of England is shown by the
testimony of men of that time. Some idea of the assistance afforded by the
Bank may be gathered from the fact that during the height of the crisis the
discounts of the establishment arose within a few weeks from five to fifteen
millions sterling. -

THE BANK'S MONOPOLY SURRENDERED.

In the year 1826 the Bank was practically compelled to relinquish its
monopoly of joint-stock banking in the country. An Act of that year con-
tained the following provisions:

1. Banks of an unlimited number of partners may be formed and carry on all descrip-
tions of banking business by issuing notes and bills payable on demand, or otherwise, pro-
vided that such corporations or partnerships should not have any house of businees or estab-
lishment as bankers in London, or at any place within sixty-five miles of London; and that
each member of such corporation should be liable for all its debts of every description con-
tracted while he was a partner, or which fell due after he became a partner.

2. No such banking company was to issue or re-issue, either directly or indirectly, within
the prescribed distance, any bill or note payable to bearer on demand ; or any bank post-bill ;
nor draw upon its London agents any bill of exchange payable on demand; or for any less
sum than £50; but they may draw any bill for any sum of £50 or upwards payable in London
or elsewhere, at any period after date or after sight.

3. Such banking panies are forbidden by themselves or their agents to borrow, owe
or take up in London, or at any place within sixty-five miles of London, any sums of money
or any of their bills or notes payable on demand ; or at any time less than six months from




THE BANK OF ENGLAND. 53

the borrowing therof; but they may discount in London or elsewhere any bill or bills of
exchange, not drawn by or upon themselves or by or upon any person on their behalf,

4. The Bank of England was authorized to establish branches at any place in England.

5. The rights and privileges of the Bank of England were to remain intact and unaltered
except 8o far as varied by the Act.

Thus it will be seen that the bank still retained its former rights within a
radius of sixty-five miles from the Metropolis. At the time the Act was
passed there is no doubt that in its spirit the directors of the Bank were cer-
tainly led to believe that no joint-stock bank should be allowed to open with-
in that radius. Very soon after the bill had become law, however, it was
decided that the letter of the Act permitted joint-stock banking in London
provided such banks did not contract a note issue, and although strong
remonstrances were made by the Bank of England directors the London,

‘Westminster and other banks were speedily formed. The privileges of note X

issue within sixty-five miles fromn London it may be stated here is among the
few provisions of the Bank Charter retained to the present day.

TaE LAST BANK CHARTER.

A reference to the last occasion on which the renewal of the Bank Charter
was discussed, must suffice to close our brief history of the Bank, while an
examination of the Act of 1844 will also lead us at once to a consideration of
the Bank as at present constituted, no really important enactment by law
affecting it having been made since that date.

With regard to the renewal of the Charter, the important feature was
that instead of the renewal being for a fixed period it was made for an
indeflnite time, provision being made that after 1855 the Charter shall be
terminable at any time upon a notice of twelve months. This provision, at
first demurred to by the directors of the Bank, was ultimnately accepted and the
sum of £120,000 was arranged to be paid annually by the Bank to the public,
such amount to be deducted from the sum allowed by the Government to the
Bank for the management of the national debt.

A W. K
LONDON, January, 1897.

[The succeeding paper on the Bank of England, to be published in the February num-
ber of the BANKERS’ MAGAZINE, will deal with the administration of the affairs of the
Bank under the Bank Act of 1844, which marked a new epoch in British banking. The
actual workings of both the Issue and Banking departments will be described at length,
and the weekly statements fully analyzed. This will be of especial interest, showing as it
does the practical operations of this great Bank under existing laws. .

Other notable features of the concluding paper will be-the relations of the Bank to the
money market, and the means used to influence interest rates and to prevent the undue ex-
portation of gold.

A description of the interior of the Bank will be given, and many valuable details as to
its mangement and personnel.

A sketch of the present Governor of the Bank, and a portrait from a récent photo-
graph, will also be presented in the February number.] .

ML



*THE COMPTROLLERS OF THE CURRENCY.

BIOGRAPHICAL SKETCHES OF ALL THE CHIEF SUPERVISING OFFICERS OF
THE NATIONAL BANKING SYSTEM.

As a supplement to the steel-plate portraits of the Comptrollers of the Currency, here-
tofore sent to all subscribers to the BANRKERS' MAGAZINE, the following brief biographical
sketches of the several Comptrollers will be found of interest.

HUGH McCULLOCH.
Appointed May 9, 1863.

HueH McCuLLocH, the first Comptroller of the Currency, was born in
Kennebunk, Me., December 7, 1808. His father was one of the large ship
owners of New Engiand who were ruined, or nearly ruined, by the War of
1812, and one of the first lessons that the son had to learn was that for what-
ever headway he made in the world he must depend on himself. His father
was, however, able to pay the expenses of his preparatory education and of a
little more than one year’s study in Bowdoin College.

Leaving college in his sophomore year, he taught school for a couple of
years, and having in this way earned and saved a few hundred dollars, he
commenced to study law in Kennebunk. He completed his legal course in
Boston, and in 1838 went wegt.

In June, 1833, he arrived in Fort Wayne, Indiana, which was then one of
the few civilized points in a magnificent wilderness. Here he made his home
until 1863.

In the autumn of 1835 he organized and became the Cashier and managing
officer of the Fort Wayne branch of the State Bank of Indiana. The next
year he became a director of the bank. He continued in these offices until
the expiration of its charter in 1857.

In 1855 a new bank was chartered, and Mr. McCulloch became its Presi-
dent. Both banks were sound and solvent from their organization.

In May, 1863, Mr. McCulloch was appointed Comptroller of the Currency
by President Lincoln, at the request of Secretary Chase. He was, from his
banking experience, familiar with the fleld of action, but in accepting the
office he had to make considerable pecuniary sacrifice.

He organized the office of the Comptroller of the Currency, but in per-
mitting the establishment of new National banks he exhibited extreme con-
servatism. His reports for 1863 and 1864 show that he deprecated a too rapid
growth of the system, by repressing the organization of new National banks,
his policy being to encourage the conversion of the existing State banks into
national associations. He recommended the amendments of the law of 1863,

*NOTE.—A brief history of the organization of the Bureau of the Comptroller of the
Currency, and of its practical workings, will be given in the next number of the MAGAZINE.
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made in 1864, by which pressure was brought on the State banks to secure
their conversion.

In March, 1865, he was appointed Secretary of the Treasury. His attempt
to retire the legal-tender notes, with a view to the early resumption of specie
payments, was the striking feature of his administration. He at first received
the support of Congress in this policy. But a great change in public opinion
forced him to relinquish it. He retired from the Treasury, March 4, 1869,
when General Grant became President. From 1870 to 1880 he was the head
of a banking house doing business in New York and London. In 1880 he
retired from business and lived thereafter on a farm in Maryland, near Wash-
ington, only once emerging from his retirement to resume for a brief period,
at the reqnest of President Arthur, the office of Secretary of the Treasury.
His death occurred May 24, 1895, near Washington, D. C.

FREEMAN CLARK.
Appointed March 21, 186}.

FREEMAN CLARK was born in Troy, N. Y., March 22, 1809, and commenced
active life as a merchant. In 1837 he was elected Cashier of the Bank of
Orleans at Albion, N. Y.

In 1845 Mr. Clark removed to Rochester and became President of the
Rochester Bank, and Treasurer of the Monroe County Savings Bank, and
later President of the Monroe County Bank. He also held the office of
Treasurer and Director of the Rochester, Lockport and Niagara Falls Rail-
road; President and Treasurer of the Rochester and Genesee Valley Railroad
Co. ; Director of the Mobile and Ohio Railroad Co.; Treasurer and director
of the Home Telegraph Co. and was a director of the Western Union
Telegraph Co. He was also one of the first directors of the Fourth National
Bank of the City of New York and also a trustee and subsequently Vice-
President of the Union Trust Co. of New York city.

In addition to his extensive business connections Mr. Clark took an active
part in political affairs. He was Vice-President of the Whig State Conven-
tion in 1850, and acted as President, and was a delegate to the Whig National
Convention in 1852. He was Vice-President of the first Republican Convention
in New York State in 1854. In 1856 he was a presidential elector and in
1862 was elected as a Representative from New York to the Thirty-eighth
Congress, serving on the committees on Manufactures and Invalid Pensions.

Mr. McCulloch having been ‘appointed Secretary of the Treasury, there
was a vacancy in the Comptroller’s office, and Mr. Clark was appointed to
the position by President Lincoln, March 21, 1864.

At the end of his term as Comptroller Mr. Clark returned to New York
State, where he continued to take a prominent part in political affairs. In
1867 he was elected to the New York State Constitutional Convention, and in
1870 he was elected a Representative to the Forty-second Congress and
served on the Committee on Appropriations. In 1872 he was re-elected to
the Forty-third Congress and was a member of the committee on Foreign
Affairs.

His death occurred at Rochester, N. Y., June 24, 1887.
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HILAND R. HULBURD.
Appointed July 24, 1866.

HiLANxp R. HULBURD was born in 1828 or 1829, at Worthington, near
Columbus, Ohio. His father was the Reverend Hiland Hulburd, a Presby-
terian clergyman of note. )

Mr. Hulburd graduated at an early age fromn the Western Reserve College
at Hudson, Ohio. He married the youngest daughter of Moses B. Corwin, of
Urbana, Ohio, the latter being for ma.ny years a member of Congress, and
brother of Thomas Corwin.

Mr. Hulburd studied law in the office of Anthony Howard Dunlevy, of
Lebanon, Ohio, and was admitted to the bar. In 1855 he was appointed
Registrar of the Bank Department of the State of Ohio. In 1865 he became
Deputy Comptroller under Hugh McCulloch, and in 1866 was appointed
Comptroller to succeed Freeman Clark, and continued in office until 1872.
From 1872 until the date of his death he spent most of his time in New York
city. During the last years of his life he was connected with the oil interests
of Pennsylvania, having his office at 35 and 37 Broad street.

He lost his life in a notable marine disaster—the burning of the steamer
Seawanhaka on Long Island Sound, June 28, 1880.

JOHN JAY KNOX.
Appointed April 24, 1872.

JoHN JAY KNoX, by reason of the length of his service in the Bureau,
and the conspicuous ability which marked his administration of the affairs of
the office, will always occupy a most prominent place among the distinguished
occupants of the office. He served as Comptroller or Deputy continuously
for a period of seventeen years.

Mr. Knox was born at Knoxboro, New York, March 19, 1828. He grad-
uated at Hamilton College with the class of 1849,

His first practical knowledge of banking was obtained in the Bank of
Vernon, N. Y., of which his father was President for more than twenty years.
He afterwards assisted in organizing banks at Syracuse and Binghamton,
under the free banking law of New York, thus becoming familiar with the
theory and practice of that excellent law which was destined to be so largely
embodied in the National Bank Act of later years.

In 1857, associated with his brother, Henry M. Knox, who afterwards
became Public Examiner of Minnesota, he established a private bank at St.
Paul, which they conducted for six years.

Mr. Knox came into prominence by his contributions to the financial dis-
cussion preceding the establishment of the national banking system, his
papers on this subject having attracted the favorable attention of Secretary
Chase. He thus early defined the essentials of. paper currency to be: first,
safety; second, elasticity; third, convertibility, and fourth, uniformity.

Mr. Knox began his service in the financial department of the Government
as a clerk under Treasurer Spinner, but was soon transferred to the office of
Secretary Chase as a disbursing clerk. He held this position for three years,
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and then went to Norfolk, Va., to become Cashier of the Exchange National
Bank, but the climate of the South did not agree with him and he returned
to Washington and was placed in charge of the Mint and Coinage correspond-
ence of the Treasury. In 1866 he was sent to San Francisco to make an
examination of the branch Mint in that city and performed his work so well
that his report was included in the Annual Report of the Secretary of the
Treasury for that year, and was favorably adverted to by Secretary McCul-
Joch. The same year (1866) Mr. Knox examined the Mint at New Orleans
and discovered a defalcation of §1,100,000 in the office of the Assistant Treas-
urer of the United States. While at New Orleans Mr. Knox acted for some
time as Assistant Treasurer. He was appointed Deputy Comptroller by Sec-
retary McCulloch in 1867, and in 1872 was appointed Comptroller by Presi-
dent Grant, and was twice reappointed.

It has been alleged that the so-called secret demonetization of silver in
1873 was due to the work of Mr. Knox. But a careful investigation will show
that there was no secret about it. In consequence of his relation to the Mint
service Mr. Knox prepared a bill codifying the Mint and Coinage laws, and
on April 25, 1870, Secretary Boutwell submitted the bill to Congress. The
reports accompanying the bill (there were two of these reports, one contain-
ing more than one hundred pages), were printed by order of Congress. The
first report gave the reason for the discontinuance of the coinage of the silver
dollar. It was fully discussed, and the paragraphs in the report covering this
point were printed with headlines in capital letters.

As Comptroller Mr. Knox displayed great ability. His contributions to
the literature of finance, embodied in his reports, in his numerous papers
published in RHODES’ JOURNAL, and in his public addresses, forin a most
valuable compendium of banking in this country.

Mr. Knox resigned his ofice on May 1, 1884, to become President of the
National Bank of the Republic, New York, continuing in that position until
his death, which occurred at his home in New York, February 9, 1892.

Among the well-known works by Mr. Knox are his *‘ History of Banking
in the United States,” printed in RHODES' JOURNAL OF BANKING, and soon
to be published in book form, and his *‘ United States Notes.”

HENRY W. CANNON.
Appointed May 12, 1884.

HENRY W. CANNON, who was appointed Comptroller on the resignation
of Mr. Knox, was born at Delhi, N. Y., in 1850. After being educated at
the schools in the vicinity of his birth, he became a clerk, and later was a
teller in the First National Bank, of Delhi. In 1870 he accepted a position
with the Second National Bank, of St. Paul, Minn., and the following year
removed to Stillwater, in the same State, where he organized the Lumber-
men’s National Bank, of which he was Cashier and managing officer for
thirteen years. While connected with the bank he was also identified with
many other important business enterprises, being Secretary of the Chamber
of Commerce, and Secretary, Treasurer and General Manager of the (+as and
‘Water companies, whose affairs were prosperous and well managed.

Mr. Cannon, while engaged in banking in Minnesota, purchased and ex-
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changed large amounts of Government bonds for his bank and others of that
State, during the refunding operations of the Government, and also negoti-
ated the sale of large amounts of bonds for the city of 8t. Paul.

Early in his term as Comptroller a panic was experienced by the banks of
New York and several other cities, the situation requiring great care and dis-
creet administration of the affairs of the Comptroller’s office. These require-
ments were met by Mr. Cannon in a manner that enhanced his reputation as
a financier. During his term the charters of nine hundred and seventy-one
National banks, having a capital of more than $270,000,000, expired, most of
them being renewed. His conduct of the affairs of the Bureau, and his
views on the currency, were in accord with the high standard of his immedi-
ate predecessor.

Though urged by the President and Secretary of the Treasury to continue
in office, he resigned February 1, 1886, to accept the position of Vice-Presi-
dent of the National Bank of the Republic, of New York. After serving in
this capacity for several years he secured a large interest in the Chase National
Bank, of which he is President. The success of the bank under his manage-
ment has been remarkable, the volume of business showing continued gains.

President Harrison appointed Mr. Cannon as one of the representatives of
the United States at the last International Monetary Conference, held at
Berlin, for the purpose of considering means for the promotion of an inter-
national agreement in regard to the enlarged use of silver as money. He has
also served upon the U. 8. Assay Commission on various occasions, and is the
author of a number of valuable pamphlets on monetary subjects. Mr.
Cannon has frequently addressed organizations of bankers and various com-
mercial bodies upon financial topics. In the panic of 1893, and in subsequent
financial flurries, he has done important work as a member of the New York
Clearing-House Cominittee in aiding the banks to allay excitement and up-
hold credit. Mr. Cannon is at present chairman of the above commmittee.

WILLIAM L. TRENHOLM.

Appointed April 20, 1886.

.

WiILLIAM LEE TRENHOLM, the sixth Comptroller of the Currency, was
born in Charleston, 8. C., February 3, 1836, and is the son of Geo. A. Tren-
holm, Secretary of the Treasury of the Southern Confederacy.

He was educated at the South Carolina College, and at once engaged in
mercantile pursuits, becoming a partner in the commercial house of John
Fraser & Co., of Charleston. Later he entered the firm of Trenholin Bros. &
Co., of New York, and Fraser, Trenholm & Co., Liverpool, England, resid-
ing in that country for two years during his connection with the latter firm.

When the Civil War broke out, Mr. Trenholm entered the Confederate
army and served throughout the war in the South Carolina State troops.

At the close of the war Mr. Trenholm again engaged in business at
Charleston. He was on two occasions elected to public office on issues in-
volving local commercial interests.

Mr. Trenholm early took ground against the Government purchases of
silver and in favor of improving and popularizing the national banking
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system. His views on these subjects were presented so clearly and so ably
as to attract public attention.

In November, 1885, Mr. Trenholm was appointed a Civil Service Com-
missioner, filling that office satisfactorily until his appointment as Comp-
troller of the Currency. The period embraced in his term of office was one
of moderate prosperity to the banks and the country. One of the points that
engaged the attention of the Comptroller at this time was the rapid payment
of the public debt and the consequent decrease of security for National bank
circulation. On August 12, 1886, the Comptroller held as security for circu-
lation of National banks $103,351,650 of three per cent bonds, out of a total
of $127,470,200 of such bonds outstanding. All these bonds were called for
redemption before July 1, 1887, at an average rate of between nine and ten
million dollars a month. The withdrawal of these bonds as a basis of circu-
lation and the substitution of others bearing a higher rate of interest was a
proceeding which required great tact, and Mr. Trenholm’s administration of
the office at this trying time did much to maintain the financial equilibrium.

Since his retirement from office Mr. Trenholm has been President of the
American Surety Company, in New York, one of the leading surety companies
of the country, having total capital and resources aggregating over
$5,000,000.

EDWARD 8. LACEY.
Appointed May 1, 1889.

EDWARD 8. LACEY was born in Chili, Monroe county, N. Y., November
26, 1835. His grandfather, Samuel Lacey, was orderly sergeant and major
of a regiment of Vermont infantry in the War of 1812. His father, Edward
D. Lacey, fllled several offices of trust and honor, and emigrated with his
family to Michigan in 1842, and located at Charlotte, Eaton county.

Edward 8. Lacey received a good common school education, which was
supplemented by a course at Olivet College. When eighteen years of age he
began his business career as salesman in a general store at Kalamazoo, Mich.,
where he remained for four years. Returning to his home he was elected

.register of deeds, a position he filled for two terms, when he formed a co-

partnership in the banking business with Hon. Joseph Musgrave. The pri-
vate bank thus established was in 1871 succeeded by the First National Bank
of Charlotte, of which Mr. Lacey was director and Cashier, and subsequently
President.

He has been interested in many business operations, and has been uni-
formly successful. He took a prominent part in the construction of the
Grand River Valley Railroad, of which he was a director and for many years
treasurer.

Mr. Lacey was the first Mayor of Charlotte, and contributed largely to its
systems of permanent improvements. He entered political life as a Repub-
lican, in 1860, and has occupied many positions of trust in his county and
State. He was a delegate to the National Republican Convention in 1876,
and elected in 1880 and 1882 to the Forty-seventh and Forty-eighth Con-
gresses, from the Third Congress District of Michigan, and during the cam-
paign of 1882 served acceptably as Chairman of the Republican State Com-
mittee of Michigan. He was an active and efficient member of the Commit-
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tee on Coinage, Weights and Measures, and Postoffices and Post Roads while
in Congress, and of the Assay Commission in 1884.

In the Forty-eighth Congress Mr. Lacey delivered a speech on the silver
question which gave him conspicuous recognition among students of mone-
tary questions at home and abroad. He declined to become a candidate for
a third term, and decided to retire to private life. He was urged, however,
for the United States Senate by his friends, and although their efforts in his
behalf were unsuccessful he made a credible show of strength.

In 1889 he was appointed Comptroller of the Currency by President Har-
rison without any solicitation on his own part. His long experience as a
banker eminently qualified him for this position, and the duties of the office
were administered with great efficiency and ability. The policy he pursued
toward the National banks was both vigorous and conservative, tending to
the protection of shareholders and the public alike. He resigned in 1892 to
accept the presidency of the Bankers National Bank, of Chicago, one of the
most successful of the newer banks of that city.

Mr. Lacey has led a very busy life, and whether in the conduct of his own
private business, in the service of his State, or the halls of Congress, he has
been a close student of questions affecting the silver problem, the currency,
and banking institutions of the country. His life work has been in the finan-
cial world, and the benefits that have resulted therefrom have been national
in character and of manifest service to the country. Mr. Lacey was married
in 1861 to Annetta C., daughter of Hon. Joseph Musgrave, of Charlotte, Mich.

ALONZO B. HEPBURN.
Appointed July 27, 1892.

ALONZO BARTON HEPBURN was born at Colton, N. Y., July 24, 1846,
He entered Middlebury College in the class of 1871.

His first public office was that of School Commissioner in St. Lawrence
county, which position he held for three and one-half years, resigning to
take his seat in the New York Assembly, January 1, 1875. He was re-elected
to the Assembly for five successive years, during which period he served on
the Commitees on Railroads, Insurance, Judiciary, Ways and Means, and
other important committees. His attention was devoted to business and
financial interests rather than to politics.

He was the author of many important and salutary laws relating to
insurance, railways, etc. As Chairman of the Insurance Committee he
introduced, among other important measures, and secured the passage of
a law making life insurance policies non-forfeitable after the payment of
three annual premiums, and requiring the companies upon application to
issue paid-up insurance to an amount which the surrender value of the policy
would purchase at regular rates.

In 1883 Mr. Hepburn was appointed Receiver of the Continental Life
Insurance Co., and closed up its affairs.

He was Chairman of the Railroad Investigating Commission, created at
the instance of the Chamber of Commerce of the State of New York, took
over six thousand pages of testimony, and reported to the Legislature several
important measures which became laws—among them the Act creating the
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present Railroad Commission, an Act regulating the use of proxies, and
an Act defining and regulating annual reports, compelling a continuous
balance-sheet. Prior to this Act the railroad reports had been a source of
confusion rather than of information to an investigator.

He was appointed Superintendent of the Banking Department of the
State of New York in April, 1880, and held the office for more than three
years, His administration of the affairs of this important office was con-
spicuously successful, as evidenced by the large increase of resources, reserve
and surplus of the banks and trust companies during his term. There were
no bank failures in the State of any importance during his incumbency.

In June, 1889, Mr. Hepburn was appointed National Bank Examiner for
the cities of New York and Brooklyn, and made a most creditable record in
this capacity.

President Harrison appointed Mr. Hepburn Comptroller of the Currency
on July 27, 1892, the selection meeting with approval by the banking inter-
ests of the country, as his fitness for the place was generally recognized.

As Comptroller of the Currency Mr. Hepburn's course was characterized
by that same judicious and conservative spirit that had previously marked
his official career.

In his Annual Report for 1892 Mr. Hepburn recomnmended the funding of
the public debt into bonds bearing a lower rate of interest, and having
twenty, thirty and forty years to run, the bonds to be used as a basis for
National bank circulation. He also took strong ground in favor of maintain-
ing a sound national currency.

With the incoming of a new Administration Mr. Hepbum resigned his
office to accept the presidency of the Third National Bank of New York.
His management of that institution has greatly added to its prosperity. The
increase in the bank’s business under his careful direction is a strong proof
of his capability as a managing officer. Mr. Hepburn is a banker of the best
type, and is thoroughly well informed, both by study and experience, in
regard to all the details of the business.

Mr. Hepburn furnished many valuable suggestions in forming what is
known as the ‘‘ Baltimore Currency Plan,” proposed by the American Bank-
ers’ Association. He is in sympathy with all wise and well-directed efforts
for promoting currency reform, and represented the Chamber of Commerce
of the State of New York at the recent monetary convention at Indianapolis.

JAMES H. ECKELS.
Appointed April 3, 1893.

JaMes H. ECKELS was born at Princeton, Illinois, November 22, 1858.
He attended the public schools of that city and graduated at the High School
in 1876. In 1879 and 1880 he attended and graduated from the Albany, N. Y.,
Law School. In 1881 he commenced the practice of law at Ottawa, Illinois,
and continued the same until April 3, 1893, when he was appointed Comp-
troller of the Currency by President Cleveland, to succeed Hon. A. B. Hep-
burn, resigned. He entered upon the duties of his office April 28.

Mr. Eckels was without any banking experience whatever, and his appoint-
ment was criticized on that ground at the timhe it was made.
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Within little more than thirty days of his appointment the country was
plunged into a violent financial panic, due to the fear that the Government
would be forced to suspend gold payments. Failures of National, State and
private banks followed in quick succession, rendering the year 1893 one of
the most memorable in the history of bank failures in this country.

During this trying ordeal Mr. Eckels discharged the duties of his office
with admirable skill, completely disarming the opposition invoked by the
appointment.

His Annual Report for 1893 showed that 158 National banks, with a capi-
tal stock of $30,300,000, had suspended during the year. In the preparation
of his Annual Reports Mr. Eckels has followed the best precedents of the
Bureau, and has contributed a large amount of well-arranged information,
statistical and otherwise, in relation to the banks of the country. Special
investigations in regard to the proportion of checks and currency used in
business transactions, and also as to the kinds of money on deposit in the
banks, have formed interesting features of his reports.

Considering the very trying conditions prevailing at the beginning of his
term, it must be said that Mr. Eckels has made a good officer, and aside from
that fact he will bear comparison with any of his predecessors for the care
and thoroughness of his reports and the soundness of his recommendations
touching amendments to the currency and banking laws.

Mr. Eckels also performed a most valuable public service in the last presi-
dential campaign, and for his work done at that time he deserves to share
with Secretary Carlisle the honor of holding a large part of his party in line
for sound money, thus preventing a free silver victory. His speeches on the
currency issue were marked by great familiarity with the issues involved,
and they undoubtedly had an important and beneficial effect in deciding the
contest between the gold and sflver standard.

Mr. Eckels is generally popular with the bankers of the country, and very
many of them would be pleased to have him continue in office under the new
Administration, if he so desires.

SHERMAN ON GREENBACKS.—In a letter addressed to Albert H. Walker,
of Hartford, Conn., under date of Dec. 3, Senator S8herman thus expresses
himself in regard to the proposed retirement of the legal-tender notes :

My DEAR SIR:—Your kind note of the 28th ult. is received. I do not sympathize with
the movement proposed to retire United States notes from circulation. I believe it is easy
to maintain a limited amount of these in circulation, without danger or difficulty. The
wmaintenance in circulation of $346,000,000 United States notes, supported by a reserve of
$£100,000,000 gold, not only saves the interest on $244,000,000 of debt, but is a vast con-
venience to the people at latge. The best form of paper money is that which is backed by
the Government, and maintained at the specie standard. The absolute security of these
notes was never called in question, after the resumption of specie payments in 1879, until
the reserve was being trenched upon, to meet deficiences in current revenue, brought about
by what is known as the Wilson Tariff law of 1894. Very truly yours,

JOHN SHERMAN.

There can be no doubt as to Senator Sherman’s ability to pronounce sound
opinions in regard to the currency, but those who do not agree with him polit-
ically charge that he sometimes modifles his real opinions for the sake of
political expediency. The position taken in the above letter would seem to
afford some ground for this view.



BANK NOTE ENGRAVING.

The earlier specimens of bank-note engraving, as compared with the elaborate
and artistic productions of the present day, were crude and rude indeed. Between
the Continental notes of the Revolutionary period and the Government issues of
to-day, and even between the bank notes of fifty years ago and the present National
bank bills, there is almost as great a contrast as there is between ‘‘ block-books” of
the fifteenth century and the fine typographical products of the nineteenth century.
In bank-note engraving America assumed the initiative and has steadily kept in
advance of other countries. It is within the last two decades that the Bank of
England discarded its simple, inartistic and easily counterfeited notes and adopted
our advanced ideas. The Bank of France and those of other European countries
have been cqually slow in this line of progress,

Jacob Perkins, the inventor of engraving on steel, is also the father of bank-note
engraving in this country. His discovery of the transferring process made it pos-
sible to produce, at reasonable cost, steel bank-note plates, with vignettes and
decorations capable of almost infinite combinations, thus giving the banks through-
out the country issues which by their beauty appealed to the eye and the taste and
necessitated that counterfeiters should be first class engravers. Not but that
counterfeiting has been frequent, for what one engraver has done another can do;
but the constant progress in the art, and the introduction of intricate and expensive
machinery for some portions of the work, have lessened the number and the danger
of counterfeits year by year, while the art itself has now reached a point of per-
fection beyond which further progress seems impossible.

The invention of the transfer process, the introduction of the lathe work, the
employment of superior designers and engravers, and the great demand for plates
in every section, all competing with each other in issuing the handsomest bills, very
soon made bank-note engraving a most important industry in this country. For
awhile a half dozen or more concerns engaged in the business of supplying the bank
notes and later was formed by the combination of these the American Bank Note
Company, which has long held a monopoly of the business. as well a8 of the similar
elaborate engraving of plates for checks, drafts, certificates of stock, bonds, etc. It
also controls much of the other finer sort of engraving required by business men,
corporations, and mining and manufacturing companies,

The processes of bank-note engraving are interesting. All the pictures, such as
portraits, views, copies of celebrated paintings, or vignettes of whatever character,
are engraved by first-class artists in line engravings upon small pieces of plate,
which are softened and annealed. When the engraving is finished, and the proof
satisfactory, the plate is hardened, and is then transferred to another plate, or more
frequently to a steel cylinder, which, when hardened in turn, presents a raised
impression, which will in a few minutes cut by pressure or by rolling under heavy
pressure, a duplicate of the original plate on the plate finally to be used in printing.
This is an important part, but by no means the whole of the work. Other portions of
the plate for the note have been cut by machinery, and transferred to the plate ; the
‘‘counters” on which the figures of the denomination of the note are printed have
been put in by lathe-work patterns, and indeed the greater part of the plate itself,
is now done by machinery, leaving, if anything, only the large figures indicating
the denomination to be cut in by the engraver. The plate, thus completed by
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various transfers, is now bhardened, and is ready for the printer, With numerous
skilled workmen at work upon the different parts of a plate its production is now
the work of but a few hours where the engraving of a vignette occupied days.
The plates for printing, as made by the transfers, are thin plates of steel, with
sometimes two, three, or four notes on a plate, and sometimes a single note. Notes
of large denominations, one hundred dollars and upward, requiring fewer impres-
sions than the lesser notes, are sometimes engraved on copper.

In printing from the plates, the same care is necessary as in the best plate print-
ing, and special presses are used which will register every impression taken, so that
not a single sheet can be abstracted by dishonest persons during the process, After
printing, the sheets are dried, and are subsequently pressed under hydraulic pres-
sure. The numbering of the notes with red or other colored figures is done by a
curious machine, which itself appears to have some knowledge of figures and which
counts accurately. :

The present system of the United States Treasury and National bank notes has
done away with the vast variety of designs formerly used by State banks. What-
ever the face of the National bank note may display, as to State, city or name of
bank, etc., the backs of all these bills, according to denomination, display the same
designs, which, for different denominations, is a copy of one of the historical pic-
tures in the rotunda of the Capitol at Washington.

Sro\ams ABouT BANKERS.—In the Detroit, Mich., ‘“ Evening News,” C. F. M. tells the
following entertaining stories about bankers :

A receiving teller in a certain Detroit bank was balancing his cash at the close of the
day’s business, and set a pile of currency rather close to the wicket. The Cashier came
along and thinking to impress the young man with the importance of being careful to
guard against sneak thieving, he quietly slipped off the top package of $250, unnoticed by
the teller, and took it to his own desk, where he put it in a pigeon hole, intending when the
young man announced that he was short $250 in his cash to refund the money and preach a
sermon on thoughtlessness. But unfortunately for the receiving teller, the Cashier’s wife
came in her carriage and invited the Cashier to have a drive before dinner. The Cashier
took the drive and went home. The sermon was preached the following morning, after the
young man had worked all night trying to find the shortage in his cash.

In the days of John P. Hogarth, Natlonal bank examiner, he was examining a bank in
Detroit when he ran acroes an account that had been continuously overdrawn for three
months. The Cashier was out of town and the President was temporarily holding down his
chair, but like some other bank presidents he knew very little about the banking business.

¢ see that Smith & Co.’s account is overdrawn,’’ remarked Mr. Hogarth. *‘ Now, that
is wrong and should be stopped. You ought to have them make it good in some way.’’

¢ Certainly,’’ replied the bank President, ‘‘I will attend to it the first thing in the
morning.”’

Next day he sent for the head of the firm and said : .

¢ Mr. Smith, your account is overdrawn several hundred dollars, and the bank
examiner says it has got to be made good.’’

¢ Well, I don’t know what to do,’’ said Smith.

¢ It must be fixed up in some way,’ said the bank President. ‘‘lLet me see—suppose
you give us your check for the amount ? *’

This was agreeable to Smith, who left his check. Soon afterwards the bank examiner
came in.

¢ Well,” he said, ‘ how about that overdraft ? '’

¢ Oh, that’s all right,’’ said the bank President. ‘ 8mith was in to-day and gave me his
check for it.””

The bank examiner discovered that Smith had gone to the window and ‘deposited his
own check. This made a corresponding debit and credit, and left the overdraft exactly
where it was before !



Digitized by GOOS[Q



G B



GEORGE M. REYNOLDS.

GeEOrRGE M. REYNoLDs, President of the Des Moines National Bank, of Des
Moines, Iowa, whose portrait appears in this issue of the BANKERS’ MAGAZINE, has
received most flattering mention as a candidate for appointment by President-elect
McKinley as Comptroller of the Currency.

That none but a trained banker, of sound and tried abilities, should be placed in
this responsible position is so obvious a proposition as to require no elaborate argu-
ment to sustain it. Nor is the force of this statement at all lessened by the wise
administration of the present occupant of the office, who was selected by the Presi-
dent despite his lack of practical knowledge of banking affairs. Though the
experiment of choosing one not a banker as the head officer of the national banking
system, with its vast responsibilities, proved a fortunate venture in this particular
instance, the experiment is too hazardous to bear repetition. So intimately is the
national banking system interwoven with the business interests of the country that
an injudicious appointment in this department of the administrative affairs of the
Government might easily work incalculable mischief in a very brief time.

The chief supervising officer of the National banks should be a banker, and not
only that, but one whose financial ideas are matters of public record, and whose
sagacity and executive ability have stood the test of practical experience,

Iowa is a typical American commonwealth, free from the taint of strange politi-
cal delusions, Its people are, as a rule, prosperous and contented, and the almost
unequalled fertility of its soil and the energy and industry of the people have fur-
nished a solid basis for the legitimate growth of banking and other business enter-
prises,

Mr. Reynolds has therefore been fortunate in his environments, which have sup-
plemented the stability of his character and his natural and acquired endowments
in developing those business qualities so generally recognized and admired by those
who know him best.

To the people of Iowa and the West Mr. Reynolds needs no introduction, for he
is known by leading representatives of the banking men of the country. For
several years he has been a regular attendant at the conventions of the American
Bankers’ Association, and at the last convention held in St. Louis was elected a
member of its executive council.

Mr. Reynolds is a native Iowan and began his banking experience in 1879 at the
age of seventeen as a clerk in the Guthrie County Bank, now the Guthrie County
National Bank, of Panora, Iowa, of which his father was one of the organizers and
in which he was largely interested. Mr. Reynolds, on account of his ability, was
soon granted privileges seldom enjoyed by young men entering & bank, for at the
end of the first year he was allowed to pass upon loans and assume other responsi-
bilities which gave him valuable experience.

Hec remained with this bank for seven years, when in 1886, in order that he
might have a wider field for the exercise of his abilities, he removed to Hastings,
Nebraska, and with others organized a loan and trust company. He remained in
Nebraska only two years, for he and his father having purchased the stock of those
active in the management of the Guthrie County National Bank, Mr. Reynolds
returned to Panora to assume the duties of Cashier of the bank in which he began

3
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his career. He occupied this position for five years and won for himself a reputa-
tion for ability and conservatism as a banker. His skill in the conduct of the affairs
of this institution soon attracted the attention of bankers of larger cities, and he
received many offers of more responsible positions.

In 1898 he accepted the cashiership of the Des Moines National Bank, of Des
Moines, ITowa. He showed such skill in handling its affairs during the trying times
of 1898 and the following year of depression in business that he was elected to the
presidency of the bank in 1895. Mr. Reynolds has, by his wise management of this
bank, not only made an enviable reputation as a careful, conservative and progres-
sive banker, but hag made the Des Moines National Bank one of the largest
National banks in the State.

Mr. Reynolds is affable and courteous, keen in discernment, quick in decision
and firm in the discharge of any duty. His candidacy for the comptrollership is
urged not only by the press of the political, banking and business interests of Iowa,
but he has the support of the Iowa delegation in Washington and many prominent
public men in different sections of the country, and is endorsed by many of the
influential bankers of the large cities, both East and West. It is generally believed
that he has an excellent chance of receiving the appointment. As a student of
financial and business problems, he has a thorough knowledge of the conditions pre-
vailing in the different sections of the country, as well as the causes leading to
them, If he should be appointed Comptroller, he would administer the affairs of
the office in a manner acceptable to the Administration and satisfactory to the
bankers and the people of the country.

A LiBeraL Bankine SysteM.—William L. Royall, of Richmond, Va.. has
written a letter to Chairman Walker of the House Committee on Banking and Cur-
rency, stating that what the South, North and West want is & liberal banking sys-
tem rather than any particular system. Mr. Royall thinks that if amendments can
be made to the National bank law abandoning the ‘‘requirement of Government
bonds as a basis for circulation, and allowing the banks to issue notes upon their
own assets up to the limit of their capital, but still subjecting them to the control
of the national Government, we should never hear again about the financial ques-
tion, but on the contrary, peace and content, so far as finances are concerned, would
obtain in those regions.”

Mr. Royall believes the entire S8outhern vote would be given to a bill allowing
the Treasury to issue low-rate Government bonds to take up legal-tender and
Treasury notes, providing such a bill would repeal the 10 per cent. tax on State
bank notes.

In regard to this Chairman Walker said: *‘There is no difficulty in complying
with the suggestions made by Mr. Royall, and at the same time strengthening
rather than weakening the national system, providing the banks will assume pre
rata the current redemption of the legal-tender notes in proportion to the notes the
banks are allowed to issue against their assets, If any general bill is reported by
the Banking and Currency Committee it will probably follow these lines.

The effect of abolishing the 10 per cent. tax on State banks, with the existence
of the legal-tender notes, the Treasury notes, and the silver dollars, it would give
us financial chaos. If they were not in existence it would give us a far better bank-
ing system than we have to-day.

With a very small tax, say two mills on the dollar, to create a safety fund, it
would be in every respect as safe as the present system. There are in fact no cur-
rency notes issued by banks anywhere in the civilized world, that I can recall, that
are not so issued, except in the United States.”



THE DENATIONALIZED BANKING SYSTEM.

The madness and folly shown in popular remedies for the cure of financial ills
are now a great wonder and form the subject of much ingenious speculation.
When the time comes for history to pass its judgment upon this period of our
national existence, it is & question whether the greater marvel will not be the mad-
ness and folly shown in persistent neglect of the just grievances of the people.

That the attachment of the South to the free silver movement is more a bychance
than a genuine affection is demonstrated by the circumstances attending the renomi-
nation of President Cleveland. He was a known opponent of free silver and during
his first term recommended the repeal of the Bland- Allison silver coinage Act. The
professional politicians in great number were opposed to his renomination and
brought to bear against it every available influence. At this juncture he publicly
reiterated his antagonism to free coinage, but in spite of this popular support of his
candidacy was so strong as to beat down the politicians and carry the convention.

‘What then turned popular sentiment in the South so strongly in favor of free
silver that all the influence of the Administration and all the appeals of the northern
wing of the Democratic party could not withstand it ? The fact that every other
resource seemed to have been exhausted and the only practical hope of decisive
action on the currency question was that held out by the silver movement.

When the election of 1892 placed the Democratic party in control of every
branch of the Government, the hope of the Southern people was high that some-
thing would be done to alleviate the conditions under which they labored and open
to them the opporjunities which the people of other sections enjoyed. Without
understanding the case clearly, but with a distinct consciousness of unjust treat-
ment, they put their trust in leadership without much consideration of details, as
the people always do when they have the opportunity. The result was bitterly
disappointing. Tariff reform degenerated into a mere scandal which excited only
anger and disgust. Nothing was done to carry into effect the platform recommen-
dation of the repeal of the prohibitory ten per cent. tax on State bank issues. So
far as the carrency question was concerned the efforts of the Administration had
purely negative results, The silver purchase law was repealed and with it the
increase of the volume of Treasury notes, but no alternative source of currency
supply was opened. The only positive policy that touched the real grievance of
the Southern people and which seemed to have practicability as a political move-
ment, was that offered by the free silver propaganda. Isit any wonder then that
the mass of the Southern people were willing to try it ?

That they have a grievance in the oppressive regulations of the National bank-
ing law has long been admitted. That system was not founded on banking princi-
ples but with the special purpose of making a market for Government bonds. It
based issues of National bank notes on a single kind of asset and taxed every other
species of bank circulation out of existence. The issues were so conditioned as to
take away from bank-note circulation all capacity of response to the varying
Tequirements of trade, so that the baneful results which attend both plethora and
famine are alternately produced. While the latter attracts most attention it may
be doubted whether the former is not often the worse in-its effects. The principles
of management shown in the organization and conduct of some of the industrial
trusts now so common, indicate a deep corruption of business enterprise. and there
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seems to be an intimate connection between such manjfestations and the frequent
accumulation in financial centers of piles of bank funds in excess of all legitimate
business needs.

The necessity for the hard conditions imposed by the national banking law has
long since passed away, but nothing has been done to relax them. On the contrary
the efforts of the Government, sustained by heavy taxation, were for many years
exerted to diminish as much as possible the quantity of the one asset available for
note emissions,

Between 1881 and 1891 the bonded debt of the United States was reduced from
$1,689,567,750 to $610,5629,120. In 1878, when there were 1,840 National banks,
with a capital amounting to $487,781,551, their note circulation was $344,582,812 ;
in 1891, when the number of banks had increased to 8,578, with a capital of $665,-
267,865, bank-note circulation had declined to $125,660,861. The process not only
makes the asset scarce but at the same time makes it so costly that it does not pay to
issue notes unless a high rate of interest can be exacted from borrowers.

. While the law tends to extinguish the capacity of the banks to furnish supplies
of currency, it at the same time contains provisions which restrict the usefulness of
the banks. It is universally admitted that the S8outh and Southwest contain large
resources the development of which would naturally invite the extention of bank-
ing operations in that direction. Doubtless such would be the case but for a
_very peculiar provision of the luw.

The national banking system is national only in name, while in fact it is rigidly
confined to local fields of operation, All the usual business of a bank must be trans-
acted at the place named in its charter. The courts have decided that under the
law a bank can not even arrange to have checks upon it cashed anywhere else. No
matter how bank funds may congest in cities or in particular sections, there is no
way by which the banks of those sections can extend their transactions to regions
where there is a greater demand for banking facilities. A transfer of funds from
place to place goes on but it is by means of loans effected by banks whose local
fields make such an active demand as to furnish two banking profits for the sake of
obtaining the supply. The effect, according to Chairman Walker of the House Cur-
rency Committee, is to make the cost of loans and discounts in the South and West
fully two per cent. above the normal rate.

The unfairness of these unnatural conditions imposed by law is an old story. In
the 1874 edition of the American Encyclopedia it is remarked that ‘‘ the distribution
of national banking capital throughout the country is very unequal and based on no
sound or equitable principles.”

Many years have elapsed since then and the duty of the people to submit to this
state of affairs is still more enlarged upon than the duty of the Government to
reform it.

According to the report of the Comptroller of the Currency for 1895 there are
2,901 National banks with a capital of $586,725,882 in the North and Northwest and
only 814 with a capital stock of $126,848,950 in the South and Southwest. The dis-
parity is, however, much greater than would appear from these figures, for in the
latter sections capital is massed in a few great cities and over the greater part of the
vast area banks are few and small. There are only ten National banks in all Missis-
sippi and only nine in Arkansas, In 1860 Louisiana was the fourth Btate in the
Union in point of banking capital and the second in point of specie holdings, under
a State banking law regarded by experts as a model of scientific legislation. And
now with a population of 1,190,000 the capital stock of its National banks amounts
to $8,660,000, little more than half the bank capital of Vermont with a population
of 388,000 !

Taking together every item of bank capability—the capital, surplus, and
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deposits of National banks, State banks, stock Savings banks, loan and trust com-
panies and private banks—and we have such contrasts as these, in the ratio of bank
funds to population: New Hampshire, $226.58 ; North Carolina, $9.56 ; Vermont,
$158.44; Alabama, $7.40; Maine, $188.83; Arkansas, $6.90. The aggregate bank
fund of all kinds for the thirteen Southern States amounts to $414,024,881. Penn-
sylvania alone has $661,176,881 and Magsachusetts has 8887,449,028,

But even that does not tell the story. Unless a community is large enough to
support a bank of its own it is excluded by law from having any banking facilities.
And so. over a large area of the South and Southwest, almost primitive conditions
of barter prevail, Payments are made in kind, for there 18 no money. Instead of
going to & bank for funds the farmer gets credit for goods at the country store or
gets supplies from the commission merchant who handles his crops, submitting to
charges at every step which cut a big hole in his profits at the best of times and in
bad times leave him in debt. Unless the transactions of & community are carried
on by money payments it cannot save or develop the interests which induce caution
and conservatism in dealing with questions of financial policy. The report of the
Comptroller of the Currency shows Savings bank deposits for New England
amounting to $771,859,616 ; for the Middle Stsates, $797,897,074 ; for the Southern
States $0,618,848. The contrast explains the difference between the sections in their
attitude toward the free silver movement.

Such is the so-called national banking system. Could there be a more effective
arrangement to foster agrarian discontent and to incite popular movements menac-
ing the stability of our institutions ? HExRY J. FoRD.

SkwickLEY, Pa., Jan. 2, 1807.

LoAN8s OF THE UNITED StaTES.—The first loan made by the United States was
made payable in tobacco. The loan was authorized by a resolution of the Conti-
nental Congress on December 28, 1777. The length of the loan was indefinite, and
the amount authorized was $10,000,000. The amount issued was $181,500, which
sold at par, with interest at 5 per cent. This was received on June 4, 1777, from'
the Farmers General of France. The purpose to which the loan was applied was
the ‘‘ purchase of supplies and to aid in the building of cruisers to prosecute the
War of the Revolution.” The interest on $158,682.89, the balance of this loan,
ceased on December 81, 1795, when it was merged into the general account of the
French debt. In those days tobacco passed as currency between the colonies. In
1789 Secretary Hamilton found the Treasury without funds. On his own responsi-
bility he negotiated a loan for $191,608.81. It sold at par with 8 per cent. interest.
The first issue of this loan was on September 18, 1789, and June 8, 1790, was named
as the date of final redemption, and the duties on imports and tonnage were set aside
to meet it. The money was obtained from the Bank of New York and the Bank of
North America. A third loan followed under the Act of Congress of March 26, 1796,
It was negotiated by President Washington, and the amount issued was $55,000.
The contract for the loan provided for its repayment on terms similar to those of
the preceding loan, the revenues derived from duties on imports and tonnage being
pledged for its redemption, There was in the Treasury at the time a sum not
exceeding $50,000. Other loans followed in quick succession, and their history, as
recited in Register of the Treasury Tillman’s report, contains invaluable informa-
tion for students of Government finances.

A most interesting and complete historical review of all the loans of the United
States was begun in RHODE®’ JOURNAL for October, 1898, and will be continued in
the BANKERS' MAGAZINE during the year 1897,




*THE BANK OF ENGLAND’S DISCOUNT RATE.

(Continued from December number, page 657.)
EFFECT OF CHANGES IN RATE.

Having briefly considered the cause of changes in the rate of discount, we will
now study some of the effects. Of these the most important would be in relation to
the commerce of this country. because, as we have seen, the greater part of our
trade is carried on by means of borrowed capital.

Every change in the price of money must of necessity react upon the value of
commodities. Merchants purchase goods on the presumption of being able to bor-
row capital at all times. If borrowing becomes difficult or disorganized, the whole
trade of the country suffers. Of course. profits made on the purchase or sale of
goods are considerably affected by the fluctuations in the rate. If a merchant has
to pay a higher rate for the loan of capital than he has estimated in a contract, his
profit might be reduced to nothing.

Trade would become restricted if they were abnormally high, because merchants
would find it difficult to obtain a correspondingly higher value for their com-
modities.

If, however, we get low rates of interest, production would be stimulated, and,
a8 & consequence, trade would be active, but a high rate of interest does not materi-
ally affect commerce, although great fluctuations may be detrimental.

A high rate would stop speculation, and this at times is beneficial to the country.
It would be the means of preventing a certain amount of circulating capital being
converted into fixed, that is, expended in the construction of railways, mines, docks,

‘and other similar undertakings. In such cases capital would not be reproduced for
& long term of years.

We find reference made in financial journals as to the price of capital in relation
to trade., They inform us that at times the rate of discount should be reduced in
order to afford relief to the mercantile community. This demonstrates how closely
the trade of this country is associated with the value of money.

Mr. Bagehot has stated that ‘‘ Lombard street is by far the greatest combination
of economical power and economical delicacy that the world has ever seen.” It is
the centre or the money market of the whole world. All demands for capital are
supplied from this centre.

If a foreign Government wishes to borrow capital, the rate of interest prevailing
in Lombard street would first be ascertained. If the rate was high, the Government
would wait for a more favorable opportunity. Every nation wishes to borrow
cheaply, and therefore avoids a market where money is dear.

The English market has beeun invariably a cheap one for borrowers, and there-
fore foreign States have found it advantageous to borrow here, rather than in Paris,
Berlin, or New York.

This is seen from the average rates since 1845 :

1845-B4.....enivnniiiiiiiieniinas £3 8 8 | 187884.....cciiiiiiiiiiiiiieienne £ 3 8
1855-B4.......0ccvuiiiiiiinieaiianannns 4 14 8 | 1885B4......iiiiiiiiiiniiiieiiiennns 3 8 2
1885-Th.ooorvvenninnniierannanannnnanes 318 5

* From * Banks and Banking,” by H. T. Easton. London: Efingham Wilson.
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The rate of interest allowed by the banks for money on deposit is determined by
the bank rate. The London banks generally allow 11§ per cent. below bank rate
unless the rate is very low, when there is only a difference of 1 per cent. We have
explained elsewhere the reason of this difference. The London banks and discount
houses announce in the daily papers their deposit rates the day after the bank rate
is fixed.

If a high rate of interest is allowed, we should expect to see the deposits in
banks increase, but if low the deposits would tend to decrease, because the deposi-
tors would naturally find other investments for their capital. It may, however,
happen in consequence of the dificulty of finding employment for capital, and also
in consequence of a want of confidence, the deposits in banks may increase, although
the rate allowed is only 1§ per cent.

The value of money in the London market soon affects the rates prevailing in
other great commercial centres, such as Paris, Berlin, Vienna, Amsterdam, and New
York. The changes in the bank rate are soon reflected in the foreign exchanges.
Thus, with a high rate prevailing in the London market, we should observe that
the exchanges would gradually tend in favor of this country. This is in consequence
of capital being sent here for investment.

‘We might say that London is the great clearing-house of the world. More bills
of exchange are drawn upon London than any other commercial centre, and such
bills are a favorite investment on the Continent. The holders of such bills profit by
the variation in the rates of exchange.

Mr. Goschen refers to this subject in his book on the foreign exchanges, thus :
** We now come to the fact which it is very important clearly to appreciate, that at
any moment there is in the hands of bankers and exchange dealers a large amount
of bills on foreign countries, held partly for the purpose of speculating on a rise or
fall in the price of bills, but to a very large extent solely for the sake of the interest
which is to be made on them. Bills on England, owing to the high rate of interest
which they often bear as compared with continental rates, are a favorite investment
abroad. In Paris, Berlin, Frankfort, Hamburg, and other continental cities, the
bills on England held by bankers and joint-stock companies often amount to many
millions sterling, and a very large sum remains in their hands for several months, in
fact from the time when the bills are drawn to the time when they fall due.”

The changes in the rate of discount have a considerable effect on the Stock
Exchange, where vast amounts of capital are lent fortnightly, and consequently
such changes soon affect the value of securities. If rates are low, speculation
increases and more purchases are effected. Various stocks are bought because the
rates of interest on such stocks are higher than the rate which the borrowers pay to
the banks,

Supposing £10,000 Colonial Stock is purchased and the stock bears 4 per cent.
interest, and 21¢ per cent. is paid for the loan of capital advanced on it, then the
purchaser gets 13§ per cent. by the transaction if he is able to borrow from one set-
tlement to another.

Again, a low rate encourages speculation, because, the brokers being able to bor-
row cheaply, there is a tendency for all securities to rise.

The rates charged for *‘ carrying over” stock on the Exchange fluctuate with the
bank rate of discount, and if such rates are high, speculation is checked and the
price of securities falls, -There is therefore a close connection between the rates for
money and the price of securities.

We will briefly consider the effect upon some of the securities dealt in on the
Stock Exchange. At the head of such securities would be British Government
Funds, which are particularly sensitive to changes in the rate of interest. They
form a floating security in the money market. The large financial houses are able
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to borraw capital from the banks against Consols, and, if the average rate of
interest in the market is higher than the rate on Consols, there would be a tendency
for the price to fall. The holders would prefer selling their stock and lending capi-
tal in the open market,

If, again, the banks offer a high rate of interest for deposits, the holders of
Government Stock might prefer selling to get the higher rate. With a high market
rate prevailing the banks would be inclined to sell Government Stock in order to
lend the proceeds to bfll brokers, and thus secure a more remunerative return for
their capital.

Again, the price of Treasury and Exchequer Bills is largely affected by the mar-
ket rates for money. These securities like Consols are utilized by discount houses
as cover for advances made by banks to such institutions. We therefore find the
price of these securities fluctuating with the market value for capital.

Mr. Giffen refers to this as follows: ‘‘There is a close connection between the
short loan and the speculation in securities. The funds of the short loan market
are employed partly in holding securities, and where these funds are diminished or
increased from any cause, however temporary, there is an immediate effect on the
price of some securities. But the great mass of securities will only be affected by
more permanent changes in the rates obtainable for money in other markets.”

In recent years the connection between the Stock Exchange and the banks has
been of a more intimate character. It bas been stated by the ** Economist ” that an
additional £9,000,000 of capital was lent by the banks on the Stock Exchange for
the year 1889.

Large amounts of stock are deposited with the banks by stockbrokers against
money lent for the fortnightly account, a certain margin being provided to cover
- contingencies, When the settlement arrives, a fresh loan is made and the stock is
carried over for another fortnightly period. It is easy to understand how the rates
for money must affect the price of securities which have not been bought by the
public, and therefore do not represent actual purchases or sales.

Credit is also an important force in connection with the Stock Exchange. If at
any time a rumor gets abroad that the banks intend to refuse loans on certain
securities, the price of such securities falls considerably. The withdrawal of loans
by the banks from the Stock Exchange would have a most disastrous effect. It
was stated quite recently that certain banks intended curtailing their loans on the
Stock Exchange, and even that rumor almost created a panic.

Any increase in the value of money would tend to increase savings, and as a
large portion of such savings would be invested on the SBtock Exchange, prices
would therefore rise, On the other hand, a low rate of interest would act as a
check on savings, and this effect is reflected in the price of securities.

The value of money in the market does therefore exercise a great influence upon
all interest-bearing securities,

A Took AHEAD.—There are substantial reasons for hoping that the year 1897
will witness a revival in business in this country. Barring the continued deficit in
the Government revenues, which will probably be remedied by the incoming
Administration, and which is a cause of no immediate concern, the situation is most
favorable, For the past year the net gold imports were more than $30,000,000, the
Treasury gold reserve is near the $140,000,000 mark, and the volume of our exports
is unususlly large, an especially heavy increase in manufactured products being
noted, the per cent, of this class of exports to the total now being the highest ever
recorded. The foreign exchange situation has been so favorable that the year has
been turned without gold exports, and large foreign borrowings on the security of
sterling are reported.
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GEN. D. B. AINGER.

COMMISSIONER OF THE MICHIGAN STATE BANKING DEPARTMENT.

Michigan is one of the Middle Western States having an efficient system of super-
vision of its State banking institutions. Failures of State banks are infrequent and
indeed some of the chief commercial centres of the State have escaped such unwel-
come visitations entirely at seasons when failures were common in other parts of
the country. Careful supervision of the banks has contributed to this fortunate
condition of affairs, but it is chiefly due to the general good management-of the
banks and to the stable business conditions that generally prevail throughout the
State.

The total resources of the State banks of Michigan are nearly $100,000,000, and
the office of supervising them is an important one. For several years past this
work has been done very satisfactorily by Hon. T. C. Sherwood, who resigned
recently to engage in active banking business, Upon his resignation Gov. Rich
appointed Gen. D. B. Ainger, of Charlotte, as his successor. This appointment is
one the fitness of which will, it is confidently expected, be made amply manifest in
his discharge of the new duties devolving upon him. The MAGAZINE is pleased to
be able to present a portrait of Commissioner Ainger in this issue.

Gen. Ainger has had a varied and interesting career. From his early manhood
until the present time he has in several instances rendered honorable service to the
United States Government. He has also served his own State with distinguished
credit. He is a native of Ohio and was born at Bellevue, March 9, 1844,

He bad not yet attained his majority when the War of the Rebellion began, and
he enlisted as a private in the Twenty-third Ohio Infantry, a regiment in which he
had as fellow soldiers Rutherford B. Hayes and William McKinley, both destined to
serve in the future as Presidents of the United States,

After the war he became a newspaper publisher, and for twenty-five years pub-
lished papers in Ohio and Michigan, Under President Hayes he held the position
of Postmaster of Washington, D. C., and he retained that position under President
Garfield. During the Administration of President Harrison, Gen, Ainger was
appointed National Bank Examiner at large, by Comptroller Edward 8. Lacey, in
which capacity he had a wide and varied experience. He examined hundreds of
*banks in Ohio, Tennessee, Kansas, Oklahoma, Indian Territory, Maryland and
Michigav. and the work was performed in a manner highly satisfactory to the
department, It is claimed that his reports were particularly accurate and conscien-
tious and that no bank which he examined failed afterwards without his reports
having given warning of their unsafe condition. It was because of this expericnce
and equipment that Governor Rich tendered him the appointment as Commissioner
of Banking without solicitation on his part and the selection was highly commended
in banking circles and by the press of the State. From 1887 to 1891 Gen. Ainger
was Adjutant-General of the State of Michigan, having been appointed to that
position by Gov. Luce. His long experience with business so exacting as the pub-
lication of newspapers, and in the discharge of public duties in the national and
State offices which he has held, render him a well-equipped man for any public
duty. For the past four years he has been Deputy Auditor-General of the State,



BANKING LAW DEPARTMENT.

IMPORTANT LEGAL DECISIONS OF INTEREST TO BANKERS.

All the latest decisions affecting bankers rendered by the United States Courts and State Courts
of last resort will be found in the MAGAZINE'S Law Department as early as obtainable.

A is also directed to the *‘Replies to Law and Banking Questions,” included in this
Department. .

NATIONAL BANKS—STATE STATUTE.
h Supreme Court of the United States, November 30, 1896.
MCCLELLAN vs. CHIPMAN. TRADERS' NAT. BANK vs. BAME.

A State statute forbidding conveyance of property in contemplation of insolvency is not in
conflict with any of the provisions of the National Bank Act.

Mr. Justice WHITE delivered the opinion of the court.

Although these two cases were brought here by separate writs of error, they
depend on the same facts, and involve the same legal question, and were passed
upon by the court below in one opinion. (159 Mass, 868, 84 N. E. 879.) We shal?
therefore consider them together.

The Traders’ National Bank, a corporation orgamzed under the banking laws of
the United States, carried on its business in the city of Boston. The firm of Dudley
Hall & Co., composed of Dudley Hall and Dudley C. Hall, were likewise engaged
in business in Boston, and were customers of the bank, having a deposit account
therein, By an understanding between the bank and the firm, made to induce the
latter to keep its deposit account with the former. the firm was to be considered as.
entitled to a line of discount on its paper to the extent of $20,000. On October 16,
1890, the partnership then being in the enjoyment of its full agreed-on discount,
borrowed from the bank an additional sum of $12,500, which was evidenced by a
note of Dudley C. Hall at one month, indorsed by the firm, and secured by the
pledge of certain shares of the Atna Mining Company and by two notes of that
company, amounting to about $2,600. When this note matured, on November 16,
1890, a new demand note in an equal amount was given in renewal thereof, and was.
secured by the same collaterals, On December 17, 1890, payment of this note was
demanded, and, the debtor being unable to meet it, a new note at two months was
given, the sum thereof was passed to the credit of the firm, and the old note was
debited, canceled, and surrendered. This new note was drawn, like the preceding
one, by Hall, and indorsed by the firm, and was secured, not only by the same col-
laterals, but also by a conveyance of two pieces of land made by Dudley C. Hall to
A. D. McClellan, a director of the bank, he giving to Hall a writing, in which it
was declared that the conveyance was made for the sole purpose of securing the
note held by the bank, and that on its payment the land would be retransferred. In
March, 1891, the firm suspended payment, and the members thereof were adjuged
to be insolvent under the insolvency laws of the State of Massachusetts, and made
to their assignees an assignment of all their property. as required by the statutes of
the State. In May the assignees brought a writ of entry against McClellan to
recover the two pieces of land.

Sections 96 and 98 of chapter 157 of the Public Statutes of the State of Massa-
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chusetts, relied on by the assignees to sustain their action to recover the land, are as
follows :

‘“Sec. 98. 1f a person, being insolvent or in contemplation of insolvency, within
six months before the flling of the petition by or against him, with a view to give a
preference to a creditor or person who has a claim against him, or is under any lia-
bility for him, procures any part of his property to be attached, sequestered or seized
on execution, or makes any payment, pledge, assignment, transfer or conveyance of
any part of his property, either directly or indirectly, absolutely or conditionally,
the person receiving such payment, pledge, assignment, transfer or conveyance, or
to be benefited thereby, having reasonable cause to believe such person is insolvent
or in contemplation of insolvency, and that such payment, pledge, assignment or
conveyance 18 made in fraud of the laws relating to insolvency, the same shall be
void ; and the assignees may recover the property or the value of it from the per-
son 8o receiving it or 8o to be benefited.

Sec. 98. If a person, being insolvent or in contemplation of insolvency, within
six months before the filing of the petition by or against him, makes a sale, assign-
ment, transfer or other conveyance of any description of any part of his property to
a person who then has reasonable cause to believe him to be insolvent or in contem-
plation of insolvency, and that such sale, assignment, transfer or other conveyance
is made with a view to prevent the property from coming to his assignee in insol-
vency, or to prevent the same from being distributed under the laws relating to
insolvency, or to defeat the object of, or in any way to impair, hinder, impede or
delay the operation and effect of, or to evade any of said provisions, the sale, assign-
ment, transfer or conveyance thereof shall be void, and the assignee may recover
the property or the value thereof as assets of the insolvent. And if such sale,
assignment, transfer or conveyance is not made in the usual and ordinary course of
business of the debtor, that fact shall be prema facie evidence of such cause of belief.”

The action was tried before a jury, and there was a verdict in favor of the sur-
viving assignee, and exceptions were filed and allowed. While these exceptions
were pending before the Supreme Judicial Court, the Traders’ Bank filed its bill in
equity against the surviving assignee of the estate of Dudley C. Hall and Dudley
Hall and A. D. McClellan, setting up its right under the conveyance made to
McClellan, the bringing of the writ of entry, and the fact that the bank had not
been made party defendant therein. The bill charged that the complainant, as a
National bank, was entitled to take the conveyance of the real estate to secure the
debt of Hall, and that the provisions of the statutes of Massachusetts which were
relied on by the assignees were in conflict with sections 5186, 5187, Rev. St. U. 8.
The bill prayed that the assignee and McClellan be permanently enjoined from pro-
ceeding under the writ of entry and the exceptions filed therein; that McClellan be
ordered to apply the proceeds of the property to the payment of the note and loan
secured thereby. After due pleading, the issues tendered were reported by the pre-
siding justice for the consideration of the full court upon certain questions of law
reserved, and the full court affirmed the verdict of the jury and judgment thereon
in the writ of entry case, and dismissed the bill in equity.

8o far as concerned the Federal question, the court held that there was no conflict
between sections 5186 and 5187 of the Revised Statutes of the United States and sec-
tions 96 and 98 of chapter 157 of the Public Statutes of Massachusetts. Both cases
were brought here by writ of error. )

The only Federal question for our consideration is whether there was conflict
between the statutes of the United States and the provisions of the general law of
the State of Massachusetts referred to, and heretofore fully set out. Two proposi-
tions have been long since settled by the decisions of this court :

- First. National banks ‘‘ are subject to the laws of the State, and are governed
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in their daily course of business far more by the laws of the State than of the Nation.
All their contracts are governed and construed by State laws., Their acquisition
and transfer of property, their right to collect their debts, and their liability to be
sued for debts, are all based on State law. It is only when the State law incapaci-
tates the banks from discharging their duties to the Government that it becomes
unconstitutional.” (Natsonal Bank vs. Com, 9 Wall, 862.)

Second. ‘‘Natiomal banks are instrumentalities of the Federal Government
created for a public purpose, and as such necessarily subject to the paramount
authority of the United States, It follows that an attempt by a State to define their
duties, or control the conduct of their affairs, is absolutely void, whenever such
attempted exercise of authority expressly conflicts with the laws of the United
States, and either frustrates the purpose of the national legislation, or impairs the
eficiencies of these agencies of the Federal Government to discharge the duties for
the performance of which they were created.” (Davts vs. Bank, 161 U, 8, 288.)

These two propositions, which are distinct, yet harmonious, practically contain a
rule and an exception—the rule being the operation of general State laws upon the
dealings and contracts of National banks ; the exception being the cessation of the
operation of such laws whenever they expressly conflict with the laws of the United
S8tates, or frustrate the purpose for which the National banks were created, or impair
their efficiency to discharge the duties imposed upon them by the law of the United
States, The provisions of the statutes of the United States upon which the plain-
tiffs in error rely are as follows :

‘“The national banking association may purchase, hold and convey real estate
for the following purposes, and for no others :

» » * * * » * * » *

Second. Such as shall be mortgaged to it in good faith by way of security for
debts previously contracted.

Third, Such as shall be conveyed to it in satisfaction of debts previously con-
tracted in the course of its dealings.” (Rev. 8t. § 5187.)

The argument is that, as the statute permits National banks to take real estate for
given purposes, therefore the Massachusetts law, which forbids a transfer of prop-
erty, with a view to a preference, in case of insolvency, where the transferee has
reasonable cause to believe that the transferror is insolvent or in contemplation of
insolvency, in no way controls the contracts or dealings of a National bank. But
this position denies the general rule just referred to, and amounts to asserting that
in every case where a National bank is empowered to make a contract such contract
is not subject to the State law. In the case in hand there is no express conflict
between the grant of power by the United States to the bank to take real estate for
previous debts and the provisions of the Massachusetts law, which, although allow-
ing, as a general rule, the taking of real estate as a security for an antecedent debt,
provides that it cannot be done under particular and exceptional circumstances.
Nor is there anything in the statutes of the State of Massachusetts, here considered,
which in any way impairs the efficiency of National banks, or frustrates the purpose
for which they were created. No function of such banks is destroyed or hampered
by allowing the banks to exercise the power to take real estate, provided only they
do 80 under the same conditions and restrictions to which all the other citizens of
the State are subjected, one of which limitations arises from the provisions of the
State law which, in case of insolvency, seeks to forbid preferences between credi-
tors. Of course, in the broadest sense, any limitation by a State on the making of
contracts is a restraint upon the power of a National bank within the State to make
such contracts ; but the question which we determine is whether it is such a regula-
tion as violates the Act of Congress. As well might it be contended that any cone
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tract made by a National bank within a State in violation of the State laws on the
subject of minority or coverture was valid because such State laws were in conflict
with g¢he Act of Congress, or impaired the power of the bank to perform its func-
tions. Indeed, reduced to its last analysis, the position here assumed by the plain-
tiffs in error amounts to the assertion that National banks, in virtue of the Act of
Congress, are entirely removed, as to all their contracts, from any and every control
by the State law. The argument that the concession of a right on the part of a
State to forbid the taking of real estate by a National bank for an antecedent debt,
under any circumstances, implies the existence of a power in the Btate to forbid
such taking in all cases, begs the question, and amounts simply to a restatement of
the proposition already answered. Aslong since settled in the cases already referred
to, the purpose and object of Congress in enacting the National bank law was to
leave such banks, as to their contracts in general. under the operation of the State
law, and thereby invest them as Federal agencies with local strength, while at the
same time preserving them from undue State interference wherever Congress, within
the limits of its constitutional authority, has expressly so directed, or wherever such
State interference frustrates the lawful purpose of Congress, or impairs the efficiency
of the banks to discharge the duties imposed upon them by the law of the United
States.

It is said that section 98 of the Massachusetts statutes is in conflict with the
statutes of the United States in so far as it provides that, ‘‘ If such sale, assignment,
transfer or conveyance is not made in the usual and ordinary course of business of
the debtor, that fact shall be prima facte evidence of such cause of belief ;” that is,
the belief on the part of the creditor of the insolvency of the debtor by whom the
transaction was made. The reasoning is that, as the United States law allows the
taking by a bank of real estate for an antecedent debt, and the State statute makes
such taking of real estate prima facie evidence of a reasonable belief on the part of
the bank of the insolvency of the debtor from whom the real estate is so taken,
therefore the State law violates the National bank law, since it attributes to the
doing of the act which the National bank law authorizes, a presumption which vir-
tually annuls the contract unless proof be made to the contrary. But this view
gives to the words ‘‘ ordinary course of business” in the State statute a strained and
unreasonable construction. The State statute does not provide that the mere fact
that a security is taken for an antecedent debt renders the contract one not in the
actual course of the debtor’s business, thereby engendering the presumption of
knowledge on the part of the creditor, but affixes such presumption only to cases
where the particular nature of the dealings between the parties is such as to make
the contract not one in the actual course of business, from which fact the statutory
presumption arises, However, this objection does not arise on the record before
us, since the Supreme Court of Massachusetts held that the effect of the charge of
tbe trial court was substantially to instruct the jury that, before the plaintiff in the
entry suit could recover, he must satisfy the jury by a preponderance of evidence
that Hall, at the time of the conveyance, was insolvent.

The claim that the security vested in the bank by the conveyance of the land is
taken away from it in violation of the United States law, because, under the Massa-
chusetts law, a contract by a debtor giving a fraudulent preference to one creditor
over another is voidable, and not void, is without merit. This contention concedes
that, if the State law rendered the transaction void, there would be a valid exercise
of State authority. But the power to do the greater necessarily carries with it the
right to do the lesser. Nor is there anything in the opinion of this court in Davis
ve. Bank, supra, which supports the argument of the plaintiffs in error. There the
conflict between the State and the Federal law was found to be express and irrecon-
cilable, bringing that case, therefore, under the exception to the general rule, The
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opinion carefully confined the ruling there made to such a case, 80 as to render it
inapplicable in a case like she one now before it. It said :

* It is certain that, in so far as not repugnant to Acts of Congress, the contracts
and dealings of National banks are left subject to the State law, and upon this
undoubted premise, which nothing in this opinion gainsays.”

And the whole opinion was qualified by this language :

‘“ Nothing, of course, in this opinion is intended to deny the operation of general
and undiscriminating State laws on the contracts of National banks, so long as such
laws do not conflict with the letter or the object and purposes of congressional
legislation.”

Finding no conflict between the special power conferred by Congress upon
National banks to take real estate for certain purposes and the general and undis-
criminating law of the State of Massachusetts subjecting the taking of real estate to
certain restrictions, in order to prevent preferences in case of insolvency, we con-
<lude that the judgments of the Supreme Court of the State of Massachusetts were
right, and they are, therefore, in both cases affirmed.

LIABILITY OF OFFICERS AND DIRECTORS—CONSTITUTIONAL PROVISIONS.
United Btates Circuit Court, District of Washington, September 29, 1896.
MALLON vs. HYDE.

‘The provision in the Constitution of the State of Washington that officers and directors of
banks receiving deposits with knowledge that the bank is insolvent shall be individually
liable for such deposits, is self-executing.

An action under this constitutional provision may be maintained by a depositor ; the right
of action does not inure to the bank nor become an asset of the bank which a Receiver
is entitled to control.

This was an action to recover money deposited in an insolvent National bank,
commenced in the Superior Court of the State of Washington for S8pokane county,
and removed to the United States Circuit Court by the defendants. The complaint
alleged that the defendants are officers and directors of a National bank now in
charge of a Receiver appointed by the Comptroller of the Currency ; that they each
assented to the reception of the money on deposit, by the bank, with full knowledge
on their part that the bank was then insolvent, or in failing circumstances. The
petition for removal states that, by the plaintiff’s statement of his case in his com-
plaint, it appears that there is a Federal question involved, for that the action is
brought to enforce against the defendants a provision of the Constitution of the State
of Washington making any officer or director of a banking institution in this State,
who shall receive or assent to the reception of deposits after he shall have knowledge
of the fact that his bank is insolvent, individually responsible for deposits so received,
which the defendants claim to be either not applicable to National banks, or in con-
flict with the laws of the United States. Argued and submitted upon a motion to
remand, and upon a general demurrer to the complaint.

HANFORD, District Judge: The points advanced in support of the demurrer are:
First, the constitution does not create a right of action in favor of an individual
depositor whose money has been taken in by an insolvent bank, and, until there
shall be supplemental legislation providing means to enforce the same, this section
of the constitution lies dormant; second, all depositors similarly situated have
equal rights with the plaintiff, and as they are all creditors of the bank, and repre-
sented by the Receiver, the right of action, if any, exists only in favor of the
Receiver, for the benefit of all.

It is my opinion that the obvious intent and purpose of the people of this State,
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as expressed in the section of the constitution under consideration, were to insure
honesty in conducting the business of the moneyed institutions of the State, and the
greatest possible degree of security to those who should become depositors therein ;
and to the extent of establishing permanently a rule of individual responsibility for
losses resulting from bad faith, or deceit practised in dealing with customers of a
bank, it was intended to not rely upon the legislature to make suitable laws. The
section reads as follows (Article 12, § 12):

‘ Any President, director, manager, Cashier, or other officer of any banking
institution who shall receive or assent to the reception of deposits after he shall have
knowledge of the fact that such banking institution is insolvent or in failing cir-
cumstances, shall be individually responsible for such deposits so received.”

This fixes individual responsibility clearly enough, and there is no necessity for
legislation providing special means for its enforcement, since the general laws of
the State are amply sufficient in affording a remedy by civil action for every case in
which one person becomes legally responsible to another.. The responsibility in
such cases i8 not in favor of the State, nor the bank, nor its general creditors. It is
for the benefit of those particular depositors whose money is taken under such cir-
cumstances 88 to constitute a fraud. The injury done by the fraudulent cenduct
of the bank officials is the basis of liability, and the injured party is the one entitled
to redress. Therefore the right of action upon the liability does not inure to the
bank, nor become an asset of the bank which a Receiver is entitled to control. This
case is clearly distinguishable from Wilson vs. Book (18 Wash, 676, 48 Pac. 989), in
which the Supreme Court of this State held that the additional liability imposed
upon stockholders by the eleventh section of article 12 of the constitution is not a
primary liability, but the stockholders of banking corporations are, to the extent
prescribed, liable as sureties for the debts of the corporation. and that creditors can
not sue them to enforce such limited liability without having first exhausted their
remedy against the principal debtor, and that money collectible from stockholders
belongs to the trust fund for the payment of debts, which a Receiver of an insol-
vent bank is entitled to receive and disburse. There is good reason for holding that
the liability of stockholders, which was obviously intended to constitute a reserve
fund to reinforce the capital of a banking corporation for the security of its credi-
tors, should be recoverable by a Receiver appointed to take charge of its assets and
settle with its creditors. I find no difficulty in bringing my mind to yield assent to
the authority of that decision, But it does not appear to me to be applicable to a
case involving responsibility to depositors for losses resulting from fraudulent con-
cealment of the insolvent condition of a bank. Demurrer overruled.

TAXATION OF NATIONAL BANK STOCK—INJUNCTION—JURISDICTION
OF FEDERAL COURT.

Circait Oourt of the United States, Eastern District of Pennsylvania, September, 1396.
THIRD NATIONAL BANK OF PITTSBUR®% vs. MYLIN.

A National bank may maintain a suit in equity for an injunction to restrain State officers
from collecting a tax illegally assessed upon its shares.

This was a suit in equity by the Third National Bank of Pittsburg against
Amos H. Mylin, Auditor-General, and Samuel M. Jackson. Treasurer of the Com-
monwealth of Pennsylvania, to restrain them from collecting a tax assessed upon
the shares of stock of said bank. Defendants filed a plea to the jurisdiction aver-
ring in substance that *‘ these proceedings make, form and constitute an interference
with the policy of the revenue laws of the Commonwealth of Pennsylvania,” and
that under the Act of March 18, 1811, the plaintiff had a remedy in the court of
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Dauphin county, at Harrisburg. To this plea the bank filed a replication taking
issue, and this was the only point argued.

ACHESON, Otrcust Judge: It is hardly necessary to say that the merits of this
controversy are not now to be considered. The plea goes only to the jurisdiction of
the court. In disposing of it little need be said beyond a mere reference to some
authorities, which, I think, are decisive against the plea. Undoubtedly the suit
arises under the Constitution and laws of the United States, for the plaintiff’s
alleged rights for which protection is here sought are based upon the Fourteenth
amendment to the Constitution, and upon section 5219 of the Revised Statutes of the
United States. The construction and application of both are involved here. Most
stress is laid upon the objection that this suit is really against the State of Pennsyl-
vania, while not nominally so. But, according to the averments of the bill, the Act
of assembly under which the defendants are proceeding is violative of the Four-
teenth amendment to the Constitution, and also contravenes section 5219 of the
Revised Statutes of the United States. If this be so, then the defendants, while
claiming to act in their official capacities, are proceeding without lawful authority.

The case therefore falls directly within the principle of the decision of the Sup-
reme Court of the United States in the case of Osborn vs, Bank (9 Wheat. 788), which
was reafirmed in Pinnoyer vs. McConnaughy (140 U. 8, 1, 10, 11 Sup. Ct. 699), that,
where grounds of equity jurisdiction exist, an injunction from a circuit court will
lie to restrain a person who is a State officer from performing an act directed by an
unconstitutional law of the State, when such act would destroy or violate the rights
of the complainant,

Thus Mr, Justice Agnew, of the SBupreme Court of Pennsylvania, sitting at nis
prius, held that the Auditor-General and Treasurer of the State could be restrained
by injunction from collecting an illegal tax imposed by the State upon stockholders
in a National bank (Markoe vs. Hartransft, 8 Am. Law Reg. [N. 8.] 487).

A court of equity, at the suit of a National bank, will restrain the imposition
and collection of an illegal State tax because of the trust relation in which the bank
stands to its stockholders, and to avoid a multiplicity of suits (Cummings vs, Bank,
101 U. 8. 158).

The present bill not only discloses these grounds for equitable relief, but also
the further ground that a cloud upon the bank’s title to real estate has been
imposed or is threatened (Union Pacific Raslway Co. vs. City of Cheyenne, 118 U. 8.
516, 525, 5 Sup. Ct. 601),

The existence of a special statutory mode of redress under the law of the State
is no bar to the equity jurisdiction of the circuit court of the United States (Barber
vs, Barber, 21 How. 582, 592). To the foregoing authorities, which require the
overruling of the plea, may be added the decision of the circuit court of appeals for _
this circuit in Gregg vs. Sanford (12 C. C. A. 525, 65 Fed. 151). And now, September
4, 1896, the plea is overruled, with leave to the defendants to answer the bill within
thirty days. ‘

LIABILITY OF STOCKHOLDER—TRANSFER OF STOCK—DELIVERY OF
CERTIFICATES. '

Supreme Court of Tennessee, October 28, 1896.
COX vs. ELMENDOREF, et al.

Where a stockholder in a National bank transfers his stock and delivers the certificates
thereof with a blank power of attorney duly executed to the President of the bank with
a request that the President make the transfer on the books of the bank, and the Presi-
dent receives the same and promises to have the transfer made on the books, the trans-
ferrer will not be liable as a stockholder upon the subsequent failure of the bank, though
the President neglects to make such transfer upon the books.
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MCALISTER, J.: On November 12, 1804, the First National Bank of John-
son City was adjudged insolvent by the Comptroller of the Currency, and com-
plainant appointed Receiver of its assets. The capital stock of the bank was
$60,000, divided into shares of the par value of $100 each. The bank was largely
indebted, and in order to meet its liabilities the Comptroller of the Currency, under
the provisions of the National Banking Act, ordered an assessment of the shares of
stock belonging to the individual shareholders to the full measure of the capital
stock of the company. This bill was flled by the Receiver against defendant
Mrs. M. A. Elmendorf to enforce the collection of $2,000 assessed upon the defend-
ant’s stock in said bank, The bill charged that on Novemher 12, 1894, when the
bank failed, the defendant Mrs. Elmendorf was the owner of twenty shares of stock
of the par value of $100 each, amounting to the sum of $2,000, which stood upon the
books of the bank in her name, and that she had failed and refused to pay the said
assessment, The defendant answered, and denied that she was the owner of the
stock at the time alleged. The court of chancery appeals found the facts to be as
follows, viz.:

‘“The proof shows that prior to January 22, 1894, Mrs, Elmendorf was the owner
of said shares of stock, but she claims that on that day she sold and transferred the
stock to one Preas, Mrs. Elmendorf having agreed to sell her stock to Dr. Preas in
consideration of his taking up, or rather assuming, a debt of $1,050 which she owed
to the bank, and a debt of $250 which she owed to another bank, and paying her the
residue in money ; and, Dr. Preas having made the necessary arrangements with
the respective banks, Mrs, Elmendorf, in company with a kinsman, Mr. Cure, went
into the First National Bank of Johnson City on January 22, 1894, and stated to the
President, Mr, Crandall, that she had sold her stock, and wanted to transfer it.
Thereupon the following indorsement on the back of the certificate was signed, to
wit: ‘For value received, the undersigned hereby assign and transfer unto J. H.
Preas the twenty shares of the within-mentioned capital stock, and do hereby con-
stitute and appoint to be true and lawful attorney irrevocably for and
in name and behalf to make the necessary transfers on the books of the com-
pany. Witness my hand and seal at Johnson City, January 22, 1894. [Signed]
M. A. Elmendorf, Witness: J. W, Cure.’ She handed her stock certificate, with
this appearing on the back of it, to Mr. Crandall, the President of the bank, and told
him she wanted him to make a proper transfer to Dr. Preas, and fix it up all right ;
and he said, ¢ All right; I will attend to it.” Asa matter of fact, however, he did
not make any transfer upon the books of the company or upon the stock register,
and the same day, after this transaction, Dr. Preas went into the bank, and by an
arrangement between him and Mr. Crandall, President of the bank, the stock certi-
ficate was attached as collateral to the note of $1,050 which Dr. Preas executed in
assuming the previous debt of Mrs. Elmendorf. He subsequently sold the stock to
Mr. Penland, and it was attached to a note that Penland owed the bank, and was in
that condition when the bank failed. The stock certificate on its face provided that
it was transferable only on the books of the corporation in person or by attorney, in
accordance with the by-laws of the corporation, and on surrender of the certificate.
It is proper to say that at the failure of the bank Mrs, Elmendorf’s name still re-
mained upon the stock register among the rest of the stockholders.”

The question presented for determination is whether, upon the facts stated, Mrs.
Elmendorf is liable, as apparent owner of the stock, for the assessment made by
the Comptroller of the Currency. \

In the case of Whitney vs. Butler (118 U. S, 660, 7 Sup. Ct. 62), the question
before the court was ‘‘whether, under the statute and the facts especially found. the
defendants were liable to be assessed for the debts, contracts, and engagements of
the bank. The statute declares that the capital stock of a National bank shall be

8
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transferable on its books in such manner as may be prescribed in the by-laws or
articles of the association ; every person becoming a shareholder by such transfer
succeeding in proportion to his shares to all the rights and liabilities of the prior
holder (Rev. 8t. § 5189.)

The by-laws of this association provide that its stock shall be assignable only on
its books, subject to the restrictions and provisions of the statute; that a transfer
book be kept, in which all assignments and transfers of stock shall be made ; that
each certificate should state on its face that the stock is transferable only on the
books of the bank; and that, when a transfer is made, the certificate shall be
returned and canceled and a new one issued ”

The court of chancery appeals found there had been no formal proof of the by-
laws of the company in the present case, but that, for the purposes of this case, they
assumed the statement in the stock certificate as sufficient proof of the by-laws upon
this subject. In the case already cited Mr. Justice Harlan said :

“In the case before us the personal presence of defendants at the bank was not
required in order to secure their release from liability as shareholders. Besides, the
certificate of stock authorized them to act by attorney. Through their agents, the
brokers who sold the stock, and through whom they received the money and paid
for it, they surrendered the certificate and power of attorney to the President of the
bank, he receiving them to acknowledge not only that defendants had parted with
all title to the stock, and had been paid for it, but also that it had been purchased
at public auction by Eager. He knew equally well that the surrender of the certi-
ficate and the delivery of the power of attorney and the certificate from the probate
court could only have been for the purpose of having it appear, by means of a
transfer on the books of the company. that Whitney’s executors were no longer
shareholders. The right to have the transfer made, and thereby secure exemption
from further liability, was secured to the defendants both by the statute and by-
laws of the bank. They did all that was required by law as preliminaries to such
transfer. Nothing remained to be done except for some officer of the bank to make
the necessary form of entry on its books. If, when the agents of defendants
delivered the certificate and power of attorney to the President of the bank, the
latter had given any intimation of a purpose not to make the transfer promptly, or
had avowed any intention to postpone action until a sufficient amount of stock was
obtained to fill Coburn’s order, it may be that the failure of defendants to take legal
steps to compel a transfer would. in favor of creditors of the bank, have been

. deemed a waiver of the right to an immediate transfer on the stock register. But
no such intimation was given ; no such avowal was made ; no objection was made
to the power of attorney as to the discharge of defendants from liability. 8o far as
the records shows, nothing was said or done by the bank’s officers to raise a doubt
in the minds of defendants’ agents that the transfer would be made at once.”

The Court concludes, viz.: ‘ We are of opiniont hat, within a reasonable con-
struction of the statute, and of all the objects intended to be accomplished by the
provision imposing liability upon the shareholders for the debts of National banks,
the responsibility of the defendants must be held to have ceased upon the surrender
of the certificates to the bank ; that the delivery to its President of the power of
attorney was sufficient to effect. and intended to effect, as that officer knew, a trans-
fer of the stock on the books of the association to the purchaser.”

In the case of Snyder vs, Foster (19 C. C. A. 414, 78 Fed. 186), it appeared that
one Snyder subscribed for 50 shares of the stock of a National bank, borrowing the
money to pay for them from Collins, the Cashier of the bank. As collateral security
for the money so borrowed, Snyder indorsed over the certificate ‘to Collins, and left
it with him. A few months later, Snyder sold the stock to Collins for the amount
of the loan and accrued interest, the certificate remaining in Colling’ hands. The
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bank was solvent at the time, and 8o continued for five years, during which Collins
collected the dividends on the stock, as shown by the bank’s dividend books; but
the stock was never actually transferred to Collins on the books of the bank. The
by-laws of the bank provided that dividends should be paid to the stockholders in
whose name the stock should stand ; that certificates should be issued by the Presi-
dent and Cashier, and that, when stock was transferred, the certificate should be
canceled, and a new one issued. Long after the sale of Snyder’s stock to Collins,
the bank became insolvent. An assessment was made upon the stockholders, and
the Receiver of the bank, finding Snyder’s name as a stockholder on the books of
the bank, brought suit against him. Collins was dead at the time of the trial. It
was held by the United States Circuit Court of Appeals for the Fifth circuft that it
might be inferred as a fact from the evidence that the bank had notice of the trans-
fer of the stock by Snyder to Collins, and the termination of Snyder’s relations to
the bank as a stockholder, from which fact the legal presumption would follow that
the bank would cause such acts to be done in relation to the transfer as its officers
were called on to do, and that the jury should be permitted to draw such inferences.
Judge Boarman, in delivering the opinion of the court in the case last cited, made
this observation respecting the case of Whitney vs. Butler, to wit: *‘It seems to
have been the purpose of the court in that case to ground the opinion largely, if not
entirely, on the broad doctrine that & shareholder in good faith, who has done all
that a prudent business man should do, will not be held responsible for the neglect
and carelessness of an officer of the bank.”

We think these principles are conclusive of this case, and that Mrs. Elmendorf,
having sold her stock, and in good faith surrendered the certificate to the President
of the bank, with a blank power of attorney attached, upon the promise of that
officer that he would attend to the transfer, she is absolved from any liability inci-
dent to the subsequent ownership of that stock by other persons, Affirmed.

COLLECTIONS—INSOLVENCY OF INTERMEDIATE COLLECTING AGENT.
S8upreme Court of North Carolina, Nov. 24, 1898.
NAT. CITIZENS' BANK OF NEW YORK vs. CITIZENS' NAT. BANK OF RALEIGH.
Where paper is indorscd ¢ for collection ”’ the bank receiving payment thereof i3 liable
for the amount to the owner, unless it has remitted the proceeds to the bank from which
it received the paper before it had knowledge of that bank’s insolvency.

MoNTGOMERY, J.: The drawer of the check lived in Raleigh, N. C., and the
payees lived in New York city. The check was deposited by the payees in the
plaintiff bank, in New York, and by the plaintiffs sent on to the Bank of New
Hanover, at Wilmington, N. C., with indorsement, ‘‘For collection for account of
National Citizens’ Bank of New York,” the plaintiffs, The check was sent by the
Bank of New Hanover to the defendant bank, at Raleigh, with the additional indorse-
ment, “For collection, account of Bank of New Hanover, Wilmington, N. C.”
The defendant bank entered a credit on its books to the Bank of New Hanover, for
the amount of the check, fifteen minutes before the registration of the deed of
assignment made by the Bank of New Hanover on account of insolvency. The
money was collected on the same day the credit was given. The balance on the
reciprocal accounts between the New Hanover Bank and the defendant bank, after
the credit of the amount of the check, was in favor of defendants. The plaintiff
bank and the Bank of New Hanover kept no reciprocal accounts. On the contrary,
the plaintiffs would send to the Bank of New Hanover matters for collection, and
when collected the New Hanover Bank would remit the proceeds to the plaintiffs.
The New Hanover Bank did not have on its ledger any account with the plaintiff
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bank. It kept only the record of its transactions with the plaintiffs on its collection
register. Upon the facts (which his honor found by agreement), judgment was
entered for the plaintiffs, and the defendants appealed from the judgment.

There was no error in the rendering of the judgment. The defendant saw, from
the indorsements on the check, that it was the property of the plaintiffs, and that
the New Hanover Bank was merely an agent to collect it for the plaintiffs, (Boykin
vs. Bank, 118 N. C, 568.) If there ever had been any conflict in the decisions of
this court on the subject-matter embraced in this opinion before the case of Boykin
v8. Bank, supra, was decided, that opinion would seem to have resolved the doubt.
It was held in that case, in substance, that, wherever it appeared on the face of a
paper that it was in the possession of a bank for collection, the proceeds of the col-
lection were the property of the owner, and that the actual collecting bank is liable
to the owner in case of the insolvency of any intermediary bank which has received
it for collection, unless the actual collector had remitted the proceeds, or its equiva-
lent, to the bank from whom he received it, before he had knewledge of that bank’s
insolvency. Simply entering credits on mutual accounts between the actual collect-
ing banks and their intermediaries will not protect the actual collector of such drafts
and checks from the demands of the owner, under the circumstances of this case.

For their own convenience, it may be well for the banks and collecting agencies
to observe such rules; but they will not be allowed to work injury and loss to
owners of checks and drafts, who send them out to be collected and the proceeds
returned to them. Of course, a bank which had received a check or draft from an
agent bank of the principal would be protected, if it had sent to the agent, before
the agent’s known insolvency, or the principal’s demand, the funds, or their equiva-
lent, collected on the paper. We are aware that this is not the rule in all the States
of the Union.

The counsel of the defendants read to us the opinion of the S8upreme Court of
Tennessee in the case of Howard vs. Walker (92 Tenn. 452), in which the opposite
view of this subject is taken, but we will abide by our own decisions.

The contention of the defendants that the check was not the property of the
plaintiffs can not be sustained. The complaint alleged that it was the property of
the plaintiffs, and it was not denied in the answer, except by legal inference. The
defendants averred that the title to the check, as a matter of law, passed out of the
plaintiffs to the Bank of New Hanover, when the former sent it to the latter for
collection.

This is not a sound proposition of law ; for, as we have seen, the indorsement
was restricted. The plaintiffs having been in possession of the check, and having
alleged in their complaint that they were the owners of it, the presumption is that
it was their property ; and, this presumption not having been rebutted, the finding
of his honor was correct. No error.

KNOWLEDGE OF OFFICER— WHEN NOT IMPUTED TO BANK.
Court of Errors and Appeals of New Jersey, November 17, 1896.
GRAHAM vs. ORANGE COUNTY NATIONAL BANK.
It an officer of a bank, who is also a member of its discount committee, take part in dis-
counting a note made to him individually for an unlawful purpose in which he partici-
pated, his knowledge of such illegality is not imputable to the bank.

GARRISON, J.: The case upon which the court below directed a verdict for the
plaintiff was this: Grabam, the defendant in the suit, had made a note payable to
and indorsed by G. W. Murray, which was discounted by the plaintiff, At the
time the note was thus discounted, Murray, the payee of the note, was President of
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the plaintiff corporation, and, together with its Cashier, constituted the discount
committee, The defense was that Murray knew that the note was given to raise
funds for an illegal purpose, and that his knowledge was imputable to the bank,
The law upon the subject of imputable knowledge is laid down by this court in
the case of Willard vs. Denise (50 N. J. Eq. 482).

In the case before us Murray did not act at all for the bank, His conduct was
actuated wholly by personal reasons; and, if he knew that he was taking part in
an unlawful transaction, the bank can not be charged by his guilty participation.

Thig disposes of the only error assigned. The judgment will be affirmed.

COLLECTIONS—FAILURE TO NOTIFY INDORSER OF DISHONOR—
LIABILITY OF BANK.
Supreme Court of Wisconsin, November 24, 1896.
MERCHANTS' STATE BANK vs. STATE BANK OF PHILLIPS.

A bank receiving paper for collection is liable to its customer for any loes resulting to him
by reason of its failure to give the indorser notice of dishonor.

The sum which the customer is entitled to recover of the bank is prima facie the amount of
the notes.

Plaintiff, as indorsee of notes due August 4, sent them to defendant bank for collection.
Prior to their receipt by defendant, the bank building was burned, but on August 1 the
bank resumed business, and notifled the maker of the notes. The notes were not paid
at maturity, but defendant failed to protest them for non-payment. The notes were
returned to plaintiff August 8, and the indorsers were on that day notified by plaintiff
of the non-payment. Held, that the defendant, having undertaken the collection of the
notes, is not excused from liability for its negligence By reason of the confusion conse-
quent upon the fire.

The plaintiff was the indorsee of several promissory notes made by the Jump
River Lumber Company, which were payable at the defendant bank in Phillips,
and became due on August 4, 1804. On July 26, 1894, the plaintiff mailed the
notes to the defendant for collection. On July 27, 1894, and before the notes
were received by the defendant at Phillips, the entire city of Phillips, including the
defendant’s banking house, was destroyed by fire. Defendant’s vault was not des-
troyed, and on August 1, 1894, the defendant resumed business, in a tenative way,
in a temporary structure. The notes were received, and entered upon the defend-
ant’s collection register, and the maker notified on August 1, 1894, They were not
paid at maturity, and the defendant failed to protest them for non-payment. On
August 8, 1894, the defendant returned the notes to the plaintiff, who at once noti-
fied the indorsers of their non-payment. The indorsers denied liability on the
ground of the failure to give them timely notice of non-payment, and refused to
pay them. They were all solvent persons, August 22, 1894, the estate of the
maker of the notes went into the hands of a receiver. The plaintiff had judgment
for the amount of the notes. The defendant appealed.

NEwMAN, J.: Three questions are presented on this appeal: (1) Were the
indorsers discharged of liability by the failure of the defendant to notify them of
the dishonor of the notes ? (2) Was the failure of the defendant to notify the in-
dorsers negligent under the circumstances ¢ And (8) was the plaintiff entitled to
recover the whole amount of the notes? It is certainly the law that, in general,
notice of the non-payment of negotiable paper at maturity must be given not later
than on the next day after its dishonor. (2 Am. & Eng. Enc. Law, 414 ; Daniel, Neg.
Inst. [4th Ed.] §§ 1088, 1089.)

Longer delay in giving the notice can be excused only when prevented by over-
whelming calamity or unavoidable accident. (Jd. §31067, 1088.) It is evident that
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no such cause prevented the defendant from giving such notice. The calamity
which struck the defendant and the city of Phillips had nothing to ‘do, apparently,
with its failure to notify the indorsers. That was the work of a few minutes only,
and directly-in the line of the business which it had re-established after the fire. The
indorsers were released by the failure to notify them of the dishonor of the notes.
Probably it was within the defendant’s option, under the circumstauces, whether
it should undertake or reject the office of collecting these notes. But, having elected
to undertake it, it was bound to the exercise of reasonable deligence in its perform-
ance. This it failed to do. This was negligence. The plaintiff is entitled to recover
such sum as it has lost by reason of the defendant’s negligence. That sum is, prima
JSacie the amount of the notes. (Daniel. Neg. Inst. [4th Ed.] § 829.)

There was no evidence to mitigate damages. The indorsers were solvent ; the
maker is insolvent. It does not appear whether the maker’s estate, now in the
hands of a receiver, will pay any part of the note, nor how much it will pay. Per-
haps it should have gone in mitigation, if it had been shown how much the dividends
properly applicable thereto would pay. But no such proof was attempted. The
plaintiff deposited the notes in court for the benefit of the defendant, so that it may
be reimbursed so far as the proper dividends may go.

The defendant was not prejudiced by the failure of the plaintiff to proceed
promptly against the maker. It does not appear that there was ground for an
attachment by which advantage could be gained ; and the time was too short to
gain a preference by judgment and execution. No error is discovered. The judg-
ment of the circuit court is affirmed.

NOTES EXECUTED BY CORPORATE OFFICERS—INDIVIDUAL LIABILITY—
RECOVERY ON NOTE.
Court of Appeals of New York, October 20, 1896.
FIRST NATIONAL BANK OF CITY OF BROOKLYN vs. WALLIS, ¢t al.
Where a note is that of the officers of a corporation individually, a bank discounting the
same is not precluded from recovering against the makers, because it had first brought
an action against the corporation thereon, deeming the note that of the corporation.

ANDREWS, C. J.: The character of the plaintiff as a bona fide holder of the note
is not affected by any misconception it may have been under when it discounted it,
as to the legal import of the promise ; that is to say, whether the note was the obli-
gation of the Wallis Iron Works. or of the persons who signed it in their individual
names, with the addition of the names of their respective offices.

The bank discounted the note at the request of its cuStomers, the payees, before
maturity, paying full value, without inquiring as to the nature of the principal
obligation, and it is entitled to enforce it against the defendants as individuals, if on
its face it was their promise, and not the promise of the corporation of which they
were officers.

It may be admitted that if the bank, when it discounted the paper, was informed
or knew that the note was issued by the corporation, and was intended to create
only a corporate liability, it could not be enforced against the defendants as individ-
uals, who, by mistake, had executed it in such form as to make it on its face their
own note, and not that of the corporation.

But, according to the rules governing commercial paper, nothing short of notice,
express or implied, brought home to the bank at the time of the discount, that the
note was issued as the note of the corporation, and was not intended to bind the
defendants, could defeat its remedy against the parties actually liable thereon as
promissors,
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It appears that the bank discounted the note on the credit primarily of its cus-
tomers, the payees, making no inquiry as to whether it was a corporate or individ-
ual obligation, and having no knowledge on the subject.

In law it was the individual note of the defendants (Bank vs. Clark, 189 N. Y.
808; Bank vs. Clark, 189 N. Y. 815), and the form of the promise is quite consistent
with an intention to create an individual liability.

The fact that the bank sued the Wallis Iron Works on one of the notes of this
kind is not a material circumstance. That note matured, and suit was brought
thereon, subsequent to the discount of the note now in question. The view there
entertained by the plaintiff of the legal nature of the obligation did not conclude
the bank from enforcing the note now in question according to its real character.

If the fact of the former suit and the pleadings therein were admissible on the
question of the knowledge of the bank, when it discounted the present note, that it
was issued for and was intended as a corporate obligation, the existence of such
knowledge has been negatived by the course of the trial. °

‘We think the judgment is right, and it should, therefore, be affirmed. All con-
cur. Judgment affirmed.

SET-OFF—COLLECTION.
Supreme Court of New Jersey, November 5, 1896.
STATE PEOPLE'S BANE AND TRUST COMPANY (Prosecutor) vs. TUFTS.

The relation between a bank and its general depositors {8 that of debtor and creditor, and
the bank may set-off against a general deposit a debt due to it from the depositor.

A sent to a bank for collection a writing which appeared to be a note made by one of the
bank’s depositors, and indorsed by A to the bank for collection, payable to the order
of A. Without trying to collect the note, the bank remitted to A the amount of the
note, and charged the same to the depositor’s account. The depositor really owed to
A the amount of the note. Held, that the transaction operated as an assignment by A
to the bank of the debt mentioned in the note, and that the bank could not recover
from A the amount paid him, even though the note had been signed by the depositor’s
clerk without authority. (Syllabus by the Court.)

Dixon, J: This certiorar: brings up a judgment of the Passaic common pleas, in
rendering which the court, sitting without a jury, disallowed a set-off claimed by the
defendant. This action of the court is now the subject of complaint. The set-off
arose in this way: The plaintif had sent to the defendant, an ordinary bank of
deposit in Passaic. a note of which, with its indorsements, the following is a copy :
‘“$67.50. Rutherford, N. J , February 18, 1894. For value received, April 1, 1804,
after date, I promise to pay to the order of James W. Tufts, sixty-seven dollars and
fifty cents. The considerativn of this and other notes is certain soda apparatus and
appurtenances described in contract between me and the said James W. Tufts,
bearing date January 8, 18904, and which I have received of said James W. Tufts.
Nevertheless it is understood and agreed by and between e and the said James W.
Tufts that the title to the above-mentioned property does not pass to me, and that
until all said notes are paid the title to the aforesaid property shall remain in the said
James W. Tufts, who shall have the right, in case of non-payment at maturity of
either of said notes, without process of law to enter and retake immediate possession
of the said property, wherever it may be, and remove the same. C. W. Knape, per
MacNeil. Payable at the Bank. Due April 1,1804.” Indorsed: ‘‘Pay
People’s Bank and Trust Company, for collection on my account. James W. Tufts,
Boston, Mass.” Attached to above note: ‘‘ James W, Tufts, Boston: No protest.
If not paid, ascertain reasons. Take this off before presenting.”

Without making any attempt to collect the note from Knape, and without any
solicitation on the part of the plaintiff, the defendant on April 4, 1894, sent to the
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plaintiff, in Boston, a draft on a New York bank for the amount of the note. and
charged the same to the general account of Knape, who was a depositor in the de-
fendant bank. Some time afterward Knape, on being informed of the charge, by
the balancing of his bank book, stated to the defendant that the signature to the in-
strument had not been authorized and would not be sanctioned by him, and he de-
manded that the charge be annulled. This had not been done at the time of the
trial, nor had Knape sued the defendant for the amount of the charge. The plain-
tiff was first notified of the situation several months after the payment. The defend-
ant now seeks to recover from the plaintiff the amount paid.

In arguing the cause before us, counsel for ihe defendant treats the writing upon
the back of note as a commercial indorsement of negotiable paper. But evidently it
is not of that character, for it neither transferred the title of the note, nor guaranteed
payment. It was a mere delegation of authority to the defendant to collect the
amount of the note for the plaintiff. The claim of the defendant against the plain-
tiff cannot be tested by the peculiar rules of the law merchant, but must depend
on the general principles of the common law. Under these principles the most for
which the defendant can contend, as a basis for its claim that the plaintiff shall re-
turn the money which it voluntarily paid him, is that it acted upon a false represent-
ation which it had a right to believe and act upon. Hence the question arises, was
it shown in the court below that such a false representation had been made? Now,
it seems to us that the only propositions on which the defendant acted are these:
That Knape owed the sum stated in the note, and that, if the defendant paid that
debt to the plaintiff, it could offeet the same against Knape’s deposit. On these
points we find in the case no room for controversy. All the evidence produced at
the trial tended to establish the proposition that, when the note was sent to the de-
fendant, Knape owed the amount thereof to the plaintiff for the very consideration
mentioned in the instrument; the only dispute there being as to whether MacNeil
had authority to sign a note therefor. When the plaintiff accepted from the defend-
ant payment of that debt, it passed, as a chose in action, to the defendant, as legal
owner, whether the instrument was a valid note or not. (Gen. St. p. 3591, section
840 of the practice act); Gerls vs. Manufacturing Co. 57 N. J. Law, 482, 31 Atl. 401)
The instrument identified the debt, and the indorsement became operative as an
assignment thereof. In that situation the defendant, being Knape’s debtor for the
amount on general deposit (Pott vs. Clegg, 16 Mess. & W. 821 ; National Bank vs.
Insurance Co. 104 U. 8. 541), and being his creditor for th¢ amount mentioned in
the writing, was legally entitled to set off the one debt against the other, and could
be made to pay to Knape the balance only (Gen. St. p. 8109, * Set-Off'; Bank vs.
Hughes, 17 Wend. 94; Falkland vs. Bank, 84 N. Y. 145; Bank vs. Jones, 119 111, 407,
9 N. X. 885).

This right the defendant exercised, and having thus applied the debt to the satis-
faction, pro tanto, of what it owed Knape, it cannot recover the same from the
plaintiff. The judgment below was right, and is affirmed, with costs.

REPLIES TO LAW AND BANKING QUESTIONS.

Questions in Banking Law—submitted by subscribers—which may be of sufficient general inter-
o8t to warrant publication will be answered in this department.

A reasonable charge is made for Special Replies asked for by comspondeuls—m Dbe sent promptly
by mail. See advertisement in back part of this number.

Editor Bankers' Magazine: IoN1A, MICH.. Dec. 11, 1808.
SIR :—A sends B his check on the First National Bank of S— tor $100, B deposits the
check in the First National Bank of I— and receives credit for same. The bank receiving
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the check sends it to the First National Bank of D—, who in turn sends it to the First
National Bank of 8—, on whom it is drawn. The latter bank receives the check, charges it
to A’s account, and it is duly returned to A with his vouchers at the end of the month
marked paid. The First National Bank of S— returns to the First National Bank of D—
its draft on its correspondent in New York, but before the draft reaches New York the First
National Bank of S— suspends payment. Query: On whom does this loss fall? There is
no question that due diligence was used by all parties. B claims that his check has been
paid and that as the First National Bank of D-— accepted the draft from the First National
Bank of 8—— that the loss should fall on the First National Bank of D-— in whose hands the
draft was when the bank suspends; that the transaction so far as he is concerned is ended
when his check is paid ; that B and the First National Bank of I— are also released und can
not be made creditors of the First National Bank of 8——. Was the check really paid if the
draft sent in payment was not good ? F. A. SESSIONS, Cashier.

Answer.—The fault by which the amount of the check.was lost appears to have
been that of the First National Bank of D, which sent the check to the bank on
which the same was drawn. There are a number of recent authorities which hold
that the drawee bank is not a suitable agent to which to transmit the check for col-
lection ; and that if it is shown that the amount of the check could have been col-
lected had an independent agent been employed, the bank forwarding the check
will be liable for the loss. (Merchants’ Nat. Bank vs. Goodman, 109 Pa. St. 422 ;
Drorers’ Nat. Bank vs. Provision Co, 117 111, 100 ; First Nat. Bank vs. Fourth Nat.
Bank, 56 Fed. Rep. 967 ; German Nat. Bank vs. Burn, 12 Colo. 589.) In this case
it appears that the collection could have been made had the check been sent to some
other bank in S:'and the First National Bank of D would therefore seem to be
liable for the amount. But under the rule which prevails in New York and many
other States B would not look to the First National Bank of D, but could hold the
First National Bank of I, which in turn would have recourse over against its cor-.
respondent. (Montgomery County Bank vs. Albany City Bank, 7 N. Y. 459.) Under
the rule of the Iowa courts, however, his remedy would be directly against the
bank at fault. (Guelich vs. Nat, City Bank, 58 Towa, 454.)

Editor Bankers' Magazine: SPRINGFIELD, Mo., Jan. 8, 1807,

SIR :—Will you please inform me whether it would be a violation of the lJaw for the Cash-
ier of a State bank to endorse, as Cashier, the note of a customer and have the same dis-
counted for him in another bank, when the same is done without risk or loss to the bank of
which he is Cashier.

Answer.—It is apparent that the endorsement of such Cashier would be, so far
as the bank is concerned, an accommodation endorsement; and the rule is well
established that the officers of a corporation, whether a banking or other corpora-
tion, have no authority to execute or endorse paper for the accommodation of a
third person. (Daniel on Negotiable Instruments, Sec. 886 ; Aetna Nat. Bank vs.
Insurance Co. 50 Conn. 168 ; Morawitz on Corporations, Sec. 889.) It is plain there-
fore that the Cashier would have no right to make the endorsement indicated, and
the bank taking a note so endorsed, with knowledge of the fact, could not hold the
other bank liable upon the paper.

Editor Bankers® Magazine : CINCINNATI, Objo, Dec. 29, 1806,
S1R :—Where a Cashier of a National bank is employed by the year,and the bank fails, can
he recover of the Receiver the amount of his salary for the unexpired part of the year,
A. B. C.
Answer.—It has been held that the Cashier of a National bank can not be chosen
for any stated term: but he holds his office at the pleasure of the board of directors.
( Westerzelt vs. Mohienstecker, 58 BANKERS' MAGAZINE, 674 ; Harrington vs. Bank,
1 Thompson and Cook, 861.) As, therefore. the time of his employment is not
definitely fixed, there is no ground upon which he could recover for any period
beyond that in which he was actually engaged in performing the duties of Cashier.



PENNSYLVANIA BANKERS’ ASSOCIATION.

SECOND ANNUAL CONVENTION, HELD AT PITTSBURG, DECEMBER
16 AND 17, 1896.

The Pennsylvania Bankers' Association, which was organized at Philadelphia,
December 17, 1896, met in annual convention st the Pitttsburg Club Theatre,
Pittsburg, December 17, the convention also continuing on the following day.
In the absence of President R. H. Rushton, who was detained at his home in Phila-
delphia on account of illness, Thomas P. Day, Vice-President of the association,
and Cashier of the People’s National Bank, Pittsbury, presided.

After prayer by Rev. Mr. Young, of the First Presbyterian Church. Mayor
H. P. Ford made an address welcoming the bankers to Pittsburg in cordial terms.
Reuben Miller also addressed the bankers in behalf of the Pitisburg Clearing-House
Association. Iu the course of his remarks he said :

From public speeches and in the press we too often hear and see the word banker used as
if it were synonymous with robber or usurer; whereas, the truth is that the capital stock
of our banks i8 in nearly every case an aggregation of small amount used and held by many
individuals, and that the province and duty of the banker i8 to receive these small holdings.
as capital, and the other, and oftentimes larger amounts in deposit for the use of thoee, who,
without such assistance, could not undertake to give employment to the many who consti-
tute the bone and sinew of the land.

President Rushton’s annual address was read by Mr. Day. It was in part as
follows :

In the matter of membership the result of the first year has far exceeded the expecta-
tions of your officers. The names of 358 banks, bankers and trust companies appear upon its
roster, which represents fully 50 per cent. of the active financial concerns of the State. In
comparison with the field for work Group VIII. presents the largest membership figures,
having 117 out of a possible 209, and Group VII. the lowest peroentage, showing 21 out of 81,
due to the delay in organization. The percentages of membership of the different groups,
compared with the possible membership, are as follows: Group I, 87 per cent.; Group II, 40
per cent.; Group 1II, 48 per cent.; Group 1V. #4 per cent.; Group V. 27 per cent.; Group
V1. 50 per cent. ; Group VII. 28 per cent. ; Group VIII, 58 per cent.

The receipts of the association from dues amounted to $3,045, which sum has enabled the
officers to push the work without embarrassment, and the close of the year's operations
leaves a fair balance in the treasury. Thus far the dues have proved ample for the require-
ments of the association.

The work of the association is worthy of the best efforts of every person. In formu-
lating and perfecting the rules by which the business of banking is to be conducted with
economy, efficiency and safety, we shall not only be doing our duty to those we more
immediately represent, but we will render most important service to the public. We know,
from our individual experience, how abeolutely true it is that there is8 no antagonism
between capital and legitimate enterprise. It is our function to gather up and accumulate
the surplus savings of the community, and to lend them out to those who can profitably
make use of them, We are thus brought into touch with every branch of industry, and
acquire an interest of our own in every other man's business. We share in their prosperity,
and suffer with them in their adversity. By fostering enterprise: by lending credit to
those worthy of confildence ; by checking unwise speculation, and by refusing help to wild
and hazardous schemes, we shall conserve and advance our own interests, and we will also
be doing our part in promoting the prosperity of the people of Pennsylvania.

The reports of the secretary and treasurer were then read. The treasurer’s
report follows :
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TREASURER’S REPORT.

T the Pennsylvania Bankers’ Assoctation :
Gentlemen—I have the honor to submit the following report of my receipts and expendi-
tures during the past year:
Reoceived from banks and bankers—
256 at $10 annual dues............ sersessassess PPN snsesiasssasaanessasannne $2,560.00

97 at $6 annual dues................ . . 485,00
TotAl..vieiiieieiinnaiiiiiieeinenennniniennns N $3,045.00
Disbursements as per accompanying vouchers............cc.ocvvvevennnnes .. 2,683.99
Balance on hand.............c.oovvviiiiininnen teessetrranan teeereeiranes $511.01

Resepectfully submitted,
WM. L. GORGAS, Treasurer.

Resolutions were offered by William Hackett, of Easton, relating to the recom-
mendations in the Annual Report of the Comptroller of the Currency, and referred
to the council of administration. The resolutions were subsequently withdrawn by
Mr. Hackett.

Col. Hugh Young, National Bank Examiner of the Pitisburg district, delivered
an interesting and valuable address on ‘‘ The Troubles and Anxieties of Bankers,”

J. T. Brooks, Vice-President of the Pennsylvania Railroad Co., read a paper
favoring the issue of all credit paper by the banks instead of by the Government.

Resolutions of regret for the absence of Comptroller Eckels, and expressing
appreciation of his eminent services as Comptroller, were offered by Mr. Hackett
and were adopted.

The following resolutions were offered by James H. Willock :

Resolved, That it is the sense of this association that the following changes should be
made in the existing law :

First—The provisions of the Act of July 12, 1802, imposing limitations upon the reduc-
tion and increase of National bank circulation, should be repealed.

8econd—The annual tax on circulating notes of National banks should be reduced from
one per cent. to one-quarter of one per cent.

Third—National banks should be permitted to count the notes of other National banks as
part of their legal reserve.

Fourth—National banks should be permitted to issue circulating notes to the par value
of the bonds deposited, and such notes to be redeemable at the United States Treasury and
their own counters in gold coin.

Fifth—United States legal-tender notes and Treasury notes of 1890, now in the Treasury,
should be cancelled and destroyed forthwith ; and, as fast as new circulation is taken out by
National banks hereafter in exocess of the amount now outstanding, the remaining United
States and Treasury notes should be redeemed and not reissued.

Sixth—The recommendations of the Comptroller of the Currency, in his recent annual
report to Congress, that in places of less than 2,000 inhabitants National banks should be
permitted to organize with a capital stock of not less than $25,000, with a corresponding
reduction of the United States bonds required to be deposited with the Treasurer, and that
in towns and villages where the population does not exceed 1,000 inhabitants, and where no
National bank is established, National banks may be permitted to establish brancbes, under
proper regulations and restrictions, have our hearty approval.

After considerable discussion the fourth section of the resolution was amended
to make the notes redeemable at the bauks’ own counters and not at the Treasury.

The form of statement from borrowers adopted by Group IX. of the New York
State Bankers’ Association was adopted by the convention.

SECOND DaY’s SESSiON—BANQUET.

The first business of the second day’s session was the fixing of a time and place
for holding the next convention. It will be held at Williamsport, in September.
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The committee on nomination of officers prepared the following report, which
was adopted :

President—Thomas P. Day, Cashier People’s National Bank, Pittsburg.

Vice-President—William Hackett, Cashier Easton National Bank, Easton.

Secretary—A.. D. Clark, Cashier Kane Bank, Kane.

Treasurer—8. R. Shumaker, Cashier First National Bank, Huntingdon.

The following delegates were chosen to represent the association at the next
convention of the American Bankers’ Association:

James C. Pinkerton, Assistant Cashier, Bank of North America, Philadelphia.

James H. Willock, President, Second National Bank, Pittsburg.

R. M. Henderson, President, Carlisle Deposit Bank, Carlirle.

H. C. Parsons, President, West Branch National Bank, Williamsport.

J. J. Foulkrod, Cashier Manayunk National Bank, Philadelphia. -

David Jameson, Cashier Citizens’ National Bank, New Castle.

J. A. Herron, Alexander & Co., Monongahela City.

D. 8. Kloss, Cashier First National Bank, Tyrone.

The thanks of the convention were extended to the Duquesne and Pittsburg
Clubs, for offering the use of their club houses, and to the Pittsburg Clearing-House
Association, and to the presiding officers for their fidelity in admunistration.

After the business session the bankers visited East Pittsburg, Braddock and
Homestead. At East Pitisburg the party took lunch at the club house, as the
guests of George Westinghouse, after a tour of the Westinghouse industries had
been made. The Edgar Thomson and Homestead steel works were also inspected.

The Pittsburg Clearing-House Association tendered a banquet to the delegates, at
the Monongahela House, on Wednesday evening, December 16, which was a most
enjoyable feature of the convention. W. R. Thompson acted as toastmaster, and
introduced the several speakers of the evening in a particularly felicitous manner.

No Gorp CerTIFicATES.—The following letter from the Secretary of the Treas-
ury, addressed to Franklin Haven, President of the Merchants’ National Bank,
Boston, was made public on Dec. 14:

S81r:—Replying to your favor of the 24th of November, written in behalf of the Boston
banks, asking for the issue of gold certificates, under the authority granted in section 12 of
the Act of July 12, 1882, I am not yet prepared to give the necessary order.

After the reserve has once fallen below one hundred millions, and the issue of such certi-
ficates has becn stopped, it is not certain that the Secretary of the Treasury, especially in
view of existing conditions, would be justified in resuming their reissue. It has heen the
experience of the department in the past that the normal increase of the gold reserve caused
by the exchange of paper currency for gold is checked by the issue of gold certificates, and
in fact upon various occasions considerable amounts of gold have been withdrawn by the
presentation of notes for redemption and immediately redeposited in exchange for gold certi-
ficates. Moreover, the House of Representatives in the Fifty-third Congress, at its third
seesion, passed a bill discontinuing their issue entirely, and it is the intention of the depart-
ment to present the subject again at a very early date. As the amount of gold reserve i8
largely determined ‘from time to time by the available amount of paper,in circulatiqn, it
secms inadvisable, at this time especially, to increase the volume of that currency by the
issue of gold certificates. J. G. CARLISLE, Secretary.

Recommendations in regard to legislation on this subject will be found in the
Annual Report of the Secretary of the Treasury, printed elsewhere in this number.

BANKING LEGISLATION.—On January 11 the House passed the following: To amend
the Act authorizing the appointment of receivers of National banks; providing that no
National bank shall be organized in cities of 50,000 inhabitants with less than $200,000 cap-
ital ; in cities of 30,000 with less than $100, 000 in cities of 6,000 with less than $50,000, and
in cities of 3,000 with less than $20,000.



WORLD OF FINANCE.

CURRENT VIEWS ON MONETARY AFFAIRS.

SOUTHERN BANKING NEEDS,

‘“ The Evening Post"” (New York) has been carrying on an interesting discussion
of this topic in recent issues. In its correspondence some of the underlying reasons
for the popularity of the free-silver idea have been pointed out. These are said to
be the alternating plethora and scarcity of currency at certain seasons, and the
inability of the farmers to secure loans on real estate. It is cited that a farmer will
be refused a loan by a National bank on real estate security, on the ground that such
loans are illegal. He is forced to go to a broker and get the money, paying 8 or 10
per cent. But the broker, who is in good credit at the bank, easily procures the
money at 6 per cent.

A Southern correspondent of the ‘‘Post” says:

* Go into any country district in those sections and you will find that neighborhood trade
goes on mostly without money. Payments are largely made in kind. Exchanges of service
are effected by a looee and costly credit system revolving between the farmers and the cross-
roads store. If there is a bank in the country town it is an agency by which the rich men of
the locality can lay out their money at interest. Money may be borrowed on mortgages and
perhape some business accommodations can be obtained by traders, but of banking as an
agency for financing the processes of agricultural production thereisnone. * + =

I have yet to meet the man who would not acknowledge that the quality of universal cir-
culation at par possessed by National bank notes i8 a great improvement over the old State
bank system. The true reason why the National bank syatem is disliked is that it is not really
National in its provision of banking facilities. * * .

As for those who think that the first duty is to get rid ot the greenbacks, let me ask them
whether an instance can be found where a mass of Treasury notes which have taken the place
of money as a circulating medium bave been retired except in connection with an adequate
provision of bank issues. At the cloee of the War of 1812 the operations of the Government
were clogged and the whole fabric of industrial relations deranged by the outstanding issues
of Treasury notes. The problem of disposing of them was solved by Alexander James Dallas
in establishing the second Bank of the United States. Asa matter of practical politics such
a problem can be solved in no other way. Provide for the money supply and you have a free
hand, for the people do not bother about the source of the supply if as a matter of practical
experience they find sufficient forthcoming for reasonable needs. But until such provision
is made it is not at all likely that any new attempt to retire the greenbacks will be any more
successful than previous attempts have been. The way to cure our financial ills is by a
reform of the National banking system, and I do not belleve there is any other way.”

The retirement of the Government legal-tender paper is only a preliminary step
toward the complete reformation of the currency. To postpone the settlement of
this issue will be to invite a renewal of the free-silver agitation which has so long
vexed the people. Popular opinion has decided for the gold standard, and it is the
immediate duty of Congress to make the verdict effectual.

THE BEST SYSTEM OF BANKING.

The National banking law, in my opinion, has afforded us the best system of
banking ever inaugurated, and this same law modified, so as to admit to its provis-
ions the State banks of the country, will be the best foundation upon which to build
a currency for the future.—John W. Faxon, First National Bank, Chattanooga, Tenn.
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NO HALF-WAY MEASURE WILL DO.

If experience can teach any lesson, it is that it would be an act of supreme mad-
ness to temporize further with financial folly. The way to cure the fiat money de-
lusion is not by being subservient to it, but by reaching and removing the griev-
ances which give to it the strength which makes it dangerous. The country needs
a safe and stable banking system which will furnish an adequate supply of currency
and will meet all the requirements of coin redemption. To obtain this reform no
half-way measure will do.—Pyttsburg Chronicle-Telegraph.

HAVE BRED EXTENSIVE DISASTER.

They who think Government legal-tender notes the cheapest form of credit cur-
rency have only to estimate the public and private losses of three years of distrusr
and depression, and the infinitely greater losses we have escaped so narrowly. No
shock of private credit ever bred disaster so extensive, It is the problen of the next
generation to take the Government out of its perilous position as a great bank of
issue, with inadequate reserves.—Portland Oregonsan.

AN IMPORTANT ISSUE.

The solid South is broken, even the color line is broken, It is the most hopeful
_period that I have witnessed since the Civil War. Right-minded men may now lay
away their prejudices with the struggle that just ended. Find out wherein we
may reconstruct the financial system of the country, and then join together, and by
the force of united public opinion bring about the removal of the artificial con-
struction to our mutual benefit. Of all the issues which must come to the front in
the immediate future, I believe that the reconstruction of the banking system is the
most important. Had that been undertaken when it became so manifest to the few,
a8 it did a few years since, we should have had no silver craze, or we might have
been saved the disaster and panic of recent years.—FEdward Atkinson.

BANKS AND THE CREDIT CURRENCY.

The common remark is heard, ‘‘If the Treasury notes shall be retired, money
will be made scarce, and if bank notes are substituted, the bankers will control the
volume of money.” Mere nonsense! The Treasury notes are not money. They
are credit. And credit of the costliest kind. The country has sacrificed hundreds
of millions to maintain it. Now, the rational way is to substitute another kind of
credit for Government credit. Substitute notes issued by responsible persons, whose
business it will be to redeem them—thus relieving the Government of the burden.
Tax private credit with this duty, instead of throwing it upon the public Treasury.
For government has not that kind of credit which is available for the banking busi-
ness. But there is immense private credit. It ought to be used; and, used, it
ought to be held to strict accountability, under Government regulations. Then
credit currency would be abundant enough. Observe that notes are but credit cur-
rency, whether issued by the Treasury or by banks. And credit currency must
always be supported by the party that has issued it. Maintenance of the national
Treasury as a bank of issue costs the country immense sums. The Treasury should
be taken out of the banking business, and private capital should be called in‘as a
basis of credit.—Portland Oregonian,



ANNUAL REPORT OF THE SECRETARY OF THE
TREASURY.

TREASURY DEPARTMENT,
W ABHINGTON, D, C., December 15, 1896,
f1R :—1 have the honor to submit the following report :

RECEIPTS AND EXPENDITURES.
Fyscal Year 1896.

The revenues of the Government from all sources for the fiscal year ended June 30, 1896,
‘were $400,475,408.

The expenditures for the same period were $434,678,654, showing a deficit of $25,208,245.

In addition to the ordinary revenues collected during the year the cash in the Treasury
was increased by the following sums: From the sale of one hundred million four per cent.
thirty year bonds issued under Act of January 14, 1875, $111,106,246, and from the issue of four
per cent. bonds in liquidation of interest accrued on refunding certificates converted during
the year. $4,130, making a total of $111,170,376. The securities redeemed during the year on
account of the sinking fund were as follows :

Loanof 1882...........cc00000eeen
Loan of July and Angust. L.
Loan of July and August, 1861, oontlnned at 8% percent..........
Loan of 1888.........000iiirennninnniinns Cerraaees cinenns [
Funded loan of 1881....

Fractional currency and notes.
National bank notes.......

eree

As compared with the fiscal year 1805 the receipts for 1898 increased $19,102,205. There was
a decrease of $4,015,852.21 in the ordinay expenditures,

Fiscal Year 1897.

The revenues of the Government for the °
current fiscal year are thusestimated upon

The expenditures for the same period are es-
mated as follows:

the basis of existing laws: i For the civil establishment....... $107,000,000
From castoms. .................. . suaooon  For the military estanlishmicht’! ” 80000000
From internal revenue............ 150,000,000 ! Fg: ;’l;:g'l:'imh? .s'e'r.vioe ll(l)%:wo
From miscellaneous sources...... 20,000,000 | For interest on the p 87,000,000
P ] §0B. ... i 90,798,120 'or postal service................. .m
Total estimated revenues..... $40T./91% | Or & Sefeis of oo expenditures a&m}g

Fiscal Year 1898.

It is estimated that upon the basis of existing laws the revenues of the Government for
the fiscal year 1808 will be $421,227,076.

‘The estimates of appropriations required for the same period, as submitted by the several
executive departments and offices are, exclusive of sinking fund, $466,946,047, or an estimated
deficit of $48,718,970.

The foregoing estimates of receipts and expenditures for the fiscal year 1888 are made
upon the assumption that there will be no substantial change in existing business conditions,
and that the present scale of public expenditures will not be reduced. 8S8uch estimates, even
when made under the most favorable circumstances, involve so many elements of uncer-
tainty that they can be regarded only as showing probable results, but the dificulty of
reaching satisfactory conclusions, espeoially as to the amount of receipts, is greatly increased
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at the present time by the unsettled condition of business, and the impossibility of fore-
seeing the changes that may occur before or during the year beginning on July 1, 1887, 1f
our ordinary business activity should be resumed, and the consumption of articles subject to
taxation should increase to its normal proportions, the receipts for that year will of course
be much larger than is here estimated, and there may be in fact no deficiency in our revenues.

OPERATIONS OF THE TREASURY.

According to the report of the Treasurer of the United States, the total available assets
of the Treasury at the opening of business on July 1, 1895, were $812,627,722. Of this sum
$579,247,868 represented deposite held for the redemption of outstanding certificates and
Treasury notes, and the remainder, amounting to $233,379,859, constituted the general fund.
At the close of business on June 80, 1898, the deposits held for the redemption of certificates
and Treasury notes were $547,330,073, and the general fund $308,354.348, making a total of
$855,685,321.

The aggregate receipts for the year asshown by the warrants, including the ordinary rev-
enues, the proceeds of louns, and the deposits for certificates, were $820,852,810. The corre-
sponding disbursements were $748,809,469. In the fifteen months ending with September the
redemptions of United States notes and Treasury notes in gold amounted to $192,972,205. The
net gains of gold to the Treasury during the same period, exclusive of the proceeds of the
sale of bonds, were $96,138,902. Uncurrent gold and silver coins of the face value of $5,452,724
were transferred during the year from the Treasury to the mint for recoinage. The redemp-
tions of National bank notes were nearly $108,000,000, the largest in ten years, and with the
exoeption of three years, the largest since 1879.

STATISTICS OF FOREIGN COMMERCE.

The following table, prepared by the Bureau of Statistics of this department, exhibits
the principal features of the trade returns for the fiscal year 1808,

. -+, Increase.
' 1895. 1896. —. Decrease.

Imports:
Merchandise: Dutiable $863,283,785 saw 787,470 | +$8,528,675
Free 368,738,170 ,-404 +41.21 084

!
l
$731,960,085 778, 724674 | +$4‘1 54. oo
5% | R e
1
Gold $36,384,760 $38,626,085 ¢ —32.859 695
Bx silver 20,211,179 28,777,186 48,666,007
xports i .
Merclmndlse Domestlc ......................... $793,392,600 $863,200,487 -+-$09,807,
Forelgn ...... ..o " P 14145,566 19,406,451 +5.200; (4
B X3 7 1 : $807,538,185 $882,608,938 ‘ +$75 068 Ti3
GOId..... civiiiiienir tieriiiiratiiiiiiinieirieans | $66,488,481 112,400,947 | 845,941,468
SIVer...ociiiirieieeirirereirietiiiriieieiiisenens 47,206,286 $ 641: 670 13,246,384
| ;
Imports for consumption...............oveveeeeee..: $781,162,001 3759(“084 -+ 828,581,903
pButles 4 | ‘147:w1,218 156,104,589 | 8,203,381
Ad valorem of duties:
On dutiable..........cccovivnennnnn. per cent.' 4.7 30.94
On free and dutiable............... " i 20.28 20.56
Tonnage: Entered............covvviinnvinninais tous 19.2049156 20,087,046 —+1,002,131
Cleared 19,750,548 | 21,1!!),843 . 41,560,297

The most gratifying features of this comparison of trade in the two years are to be found
in the exports of domestic produce and merchandise, and in the revenue from custom duties
on imports. It was in 1880 that the value of domestic exports passed for the first time the sum
of $800,000,000, and only three times was that figure attained in the ten years from 1880 to 1889.
Since 1890 the value of exports has not fallen below $830,000,000, except in the single year 1885.
This increase in the aggregate value of exports has occurred in spite of a general and remark-
able decline in the prices of the articles exported—a decline that has with few exceptions
affected the entire range of domestic product. The conditions under which $868,200,000 were
exported in 1896 are not unlike those of 1891, when the domestic exports were $872,200,000; but
the excess of cxports over imports in 1891 was only $27,354,087, while in 1896 it was $88,475,813.

' 80 large an excess of exports prepared the way for rates of foreign exchange more favorable
to this country, and contributed largely to the recent heavy movement of gold from Europe
to the United States in settlement of the trade balances. While the export of gold during the
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fiscal year 1808 was greatly in excess of the import, the import in 1807 promises to more than
turn the scale in favor of this country.

In 1860 the value of domestic manufactures exported was $40,845,802, constituting about
one-eighth of the total exports of domestic merchandise. 1n 1876 the value of this class of
exports reached $100,000,000, and in the following year attained $133,963,540. From that year
until 1800 there was little change in this value. From 1890 to 1808 there was a growth of about
$20,000,000, and from 1868 to 1806 nearly $70,000,000 have been added—a remarkable increase, and
making the manufacturee more than twenty-gix per cent. of the entire domestic export. The
details of this movement will be found in the tables printed by the Bureau of Statistios of
this department in the annual report on ** Commerce and Navigation of the United States.”

The average ad valorem rate of duties, under the tariff law of 1800, was about fifty per
cent. The ad valorem rate in 1806 was 80.94 per cent., producing a revenue of $156,104,509 from
imported goods. Imported sugar yielded $30,808,140.

THE CURRENCY,

The redemption of United States notes and Treasury notes in gold during the fiscal year
amounted to $158,655,956 and the total exports of gold amounted to $112,400,847. During the
months of August, S8eptember, October, November, and December, 1865, the withdrawals of
gold from the Treasury by the presentation of notes for redemption amounted to $97,624,575;
and on the 6th day of January, 1808, the reserve having been reduced to $681,251,710, a circular
was issued calling for subscriptions for $100,000,000 in United States four per cent. bonds of the
same date and character as those sold in February, 1805. The result of this was a sale of bonds
to the amount of $100,000,000, maturing thirty years from February 1, 1805, bearing interest
at four per cent. per annum, for which there was paid into the Treasury in gold coin and gold
certlificates on account of principal. premium, and interest, the sum of $111,166,232.65, making
the average price $111.168, and the average rate of interest received by the purchasers 8.39¢
per cent. per annum.

Since March 1, 1808, United States bonds to the amount of $262,815,400 have been issued and
s0ld for $208.481,804.90 in gold. while during the same time notes have been redeemed in gold
to the amount of $457,039,855, and on the first day of December, 1808, there was free gold in the
Treasury to the amount of $131,510,352. Since the resumption of specie payments on the 1st
day of January, 1879, United States notes to the amount of $470,400,867, and Treasury notes
issued under the Act of 1880, to the amount of $86,428,881, making $556,019,868 in the aggregate,
have been redeemed in gold, and since August 1, 1863, Treasury notes to the amount of $85,-
121,722 have been redeemed in silver, and the notes so redeemed have been cancelled and re-
tired from circulation.

Making no deductions on account of the loes or destruction of notes, the total amount of
United States currency in existence on the 1st day of December, 1806, was $468,858,208, consist-
ing of $346,681,016 in United States notes, and $121,677,280 in Treasury notes of 1890, and, conse-
quently, it appears that the entire volume of such notes has been once redeemed in gold, and
more than $88,561,000 have been twice redeemed.

RETIREMENT OF THE LEGAL-TENDER NOTES.

In tormer communications I have called the attention of Congrees to this subject and
have earnestly urged the necessity for early and effective legislation to provide for the per-
manent retirement of these notes as the only certain means of securing the stability of
our currency and relieving the Government from periodical financial embarrassment, and,
although I can add butlittle to the suggestions heretofore made, the matter is, in my opinion,
of such vital importance as to justify a recurrence to it in this report. Our experience since
the resumption of specie payments has so thoroughly demonstrated the impolicy of attempt-
ing to maintain the circulation of these notes as a permanent part of our currency, that
further argument upon the question seems to be unnecessary, except for the purpoee of
again pressing the subject upon the attention of Congress and urging the prompt adoption
of such measures as will, within a reasonable time, elimate this element of weakness from
our system.

The use of these notes as a circulating medium compels the Government to provide a
large gold reserve for their current redemption, and as they are reissued when redeemed,
such reserve must be replenished from time to time, in order to afford the public a reason-
able assurance that no default will be made in the discharge of our public obligations. The
difficulty of procuring gold for this purposee is greatly increased at the very times when its
possession is most necessary, and, consequently, the Government, being at such times entirely
deprived of gold receipts from the ordinary sources of revenue, is compelled to issue and sell
bonds upon terms less favorable than might be procured under other circumstances. The
annusl interest upon the addition to the public debt which has been made to procure and
maintain the reserve amounts to $16,812,616, and the aggregate of the principal and interest

7
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at the maturity of the bonds will be more than $341,000,000, and yet the notes themselves, on
account of which this enormons indebetdness bas been incurred, will, if our present policy is
maintained, remain unpaid. But it can not be safely assumed that this will be the whole
measure of the burden imposed upon the people ; because, it provision is not made for the
cancellation of this currency, it is reasonably certain that emergencies will hereafter arise,
from time to time, compelling the issue and sale of additional bonds to replenish the reserve,
thus increasing our interest-bearing debt, without in the least diminishing our obligations
on account of the notes.

The maintenance of a policy which neceesarily imposes upon the Government the burden
of furnishing gold at the public expense to all who may demand it for use or hoarding at
home, or for export to other countries, can not be justified upon any ground of expediency
or sound financial principle, and even if the periodical and frequently recurring demands for
gold did not weaken the foundations of our entire currency system, thus impairing confi-
dence and depressing business, it would nevertheless be the duty of all who are charged with
any degree of responsibility for the adoption of proper financial methods to insist upon the
reformation of our laws on this subject at the earliest possible day. The issue and redemp-
tion of circvlating notes is not a proper function of the Treasury Department, or of any
other department of the Government. While the Government has power to borrow money,
it is not its duty to issue public obligations merely for the purpose of providing a paper cur-
rency for use in the transaction of business, nor has it the constitutional power, in my
opinion, to make its promises legal tender in the payment ot private debts. S8uch a policy,
even if sanctioned by the Constitution, instead of imparting strength and stability to our
currency system, seriously endangers it by the introduction of political and partisan con-
siderations into the management of a subject which ought to be regulated entirely by the
business interests of the people and by the laws of trade and the principles which control
honest commercial intercourse.

Although the actual ability of the Government to redeem its notes promptly in gold
coin may be undisputed, still the question whether they will be or ought to be 8o redeemed
must always be open to public discussion, and it is well known that the constant agitation of
this question during the past few years has upon several occaslons greatly imperilled the
safety of our entire currency system. 8o long as the United States notes remain in circula-
tion, questions as to the mode snd manner of their redemption, and as to the means of pro-
curing and maintaining a coin reserve for that purpose, will be made political issues, and so
long as these questions remain in politics public confidence in the stability of our currency
must be more or less disturbed. Even if the agitation of these questions affected only the
value of United States notes, the consequences would be sufficiently serious to justify a
demand for their permanent retirement, but the character of our currency is such that what-
ever creates a doubt or suspicion concerning their prompt redemption in gold on presenta-
tion, {ly impairs confid in the whole volume of our circulation and inflicts much
greater injury upon the public than could possibly result from the failure of ordinary bank-
ing institutions to redeem their paper. Every menace to the gold reserve, and every mani-
festation of a formidable public sentiment in favor of the redemption of our notes otherwise
than in gold coin, at once alarms the whole business community, depresses trade and industry,
and impairs the value of our public and private securities in all the markets of the world.
There is but one absolutely certain way to remove this delicate and dangerous question from
our party politics, and that is to retire and cancel the notes. All attempts to hoard them
permanently by the Government must fail, for the obvious reason that our people will not
consent to be taxed merely for the purpose of accumulating and holding a large and useless
surplus in the Treasury. Besides, the notes must be withdrawn from circulation in order to
be hoarded, and when withdrawn from circulation, it would be far more advantageous to the
public to cancel them than to keep them on hand as a constant temptation to induige in
unnecessary and extravagant expenditures.

FurtRE DANGERS PROPHESIED.

We must not be deluded into a feeling of security by the fact that there has been a sus-
peunsion of gold withdrawals during the last few months and a large accession to our stock of
gold from abroad during the same time, because there is no sufficient reason to believe that
this condition of affairs will be permanent, if our existing system is maintained. The favor-
able change in the rates of exchange which stopped withdrawals and exports and turned the
current of gold shipments in our direction was due to causes having but little, if any, con-
nection with our actual or prospective financial situation. These causes were temporary in
their character, and can not reasonably be expected to operate in our favor for any great
length of time while our currency remains in its present unsatisfactory condition. Fluctua-
tions in the rates of exchange are producted by causes beyond the control of official power,
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and one of the misfortunes of our present situation is that whenever these rates reach a
point at which it is more profitable to export gold than to purchase bills for the settlement
of our balances abroad, the Government is compelled to furnish the gold, or fail to maintain
the standard of value established by law ; in fact, the abandenment of that standard, and the
legal or practical recognition of silver as the basis of our monetary system would not relieve
the Government from the obligation to procure coin by the issue of bonds, or otherwise, for
the redemption of its notes. Until the notes are permanently retired, or the obligation to
redeem in coin 18 wholly repudiated, a large reserve must be provided, and this reserve,
whether it consists of gold or silver, being subject to the demands of all who desire to
exchange notes for coin, must be replenished from time to time by such means as the
Government is able to command. No system of coinage that can be devised will furnish the
Government with eitber gold or silver, unless it pays for it with means already collected by
taxation, or by contracting an indebtedness to be paid by the people in the future.

1 am thoroughly convinced that the retirement and cancellation of United States notes
of both clasees, under such reasonable limitations and restrictions as to time and methods as
Congress may see proper to preecribe, or as a prudent Secretary of the Treasury wouid adopt
in the exercise of his official disoretion, would not result, either permanently or temporarily,
in an injurious contraction of the currency. No Government, however despotic, can pre-
scribe the exact amount of currency its people shall use in the transaction of their business,
and every attempt to regulate this subject by arbitrary rulee in the form of legislation, or
otherwise, i8 a departure from true economic principles. The people, if left free to conduct
their business affairs in their own way, will always decide for themselves how much money
they need, and, unless prevented by artificial obetructions, the necessary amount will always
be supplied either from their own resources at home, or through exchanges abroad. The
volume of business transacted determines the amount of money and credit required, and
whenever the volume of business demands an additional supply of money or an extension of
credit, the demand will certainly be complied with, provided the laws do not interfere to pre-
vent it. As rapidly as our notes are redeemed and canceled, gold, or a currency as good as
gold, will take their places in the circulation, if the interests of the country require it.

With a hberal commercial policy, promoting the profitable introduction of our large sur-
plus products into the markets of other countries, and a sound currency system, promising
safe investments for foreign capital in our domestic industries, we may confidently rely upon
the operation of the natural laws of trade and finance for an abundant supply of good money
to transact all the business of the people and fully develop the great resources at our com-
mand. Assoon as the resumption of specie payments had become assured, and the agitation
of that question had ceased, gold began to iow into this country in large amounts, and from
1878 to 1881, both years included, our net gain from imports alone was $179,748,502, but in
addition to this, our available stock of this metal was considerably increased by our domestic
production and by the renewed use of a great part of the coin previously hoarded by our
people on account of its superiority in vaiue over a depreciated paper currency. For a series
of years there had been deficient crops in Europe, and the sale of our grain and provisions in
foreign markets created a very large excess of exports of merchandise over imports, culmi-
nating in 1878 in a balance in our favor of $305,130,642, the largest that ever existed in a single
year. No such balance bas ever been approached in any year since, except during the cur-
rent calendar year 1896. In eleven months the excess of exports of merchandise over imports
has been $2086,086,709; and to this should be added the net exports of silver, $44,985,015, making
a total of $311,071,724, or nearly six million dollars more than the highest amount for any pre-
vious period of twelve months. It is scarcely possible that such changes can occur in the
course of our international trade during the next few years as to prevent a large annual
balance in our favor, and if these favorable results continue to be realized, and our currency
system shall be placed upon a sound basis, experience and reason alike justify the conclusion
that very considerable amounts of gold must be seant here to pay for our exported products,
or that, even if this snould not be the case. the demand upon our existing stock will cease,
and our own production, amounting to not less than $45,000,000 per annum, will be perman-
ently added to the volume of our circulation.

But without a reformation of our currency we can not safely rely upon permanent acces-
cessions to our stock of gold from abroad in settlement of tradc balancesin our favor, nor
can we hope even to retain permanently the stock already in the country, as is conclusively
shown by the experience of the last four years. During the four years from 1898 to 1806, both
inclusive, our exports of merchandise and silver exceeded our imports by the amount of
$376,408,057, and yet, during the same time our net exports of gold amounted to $201,008,708 ; or,
in other words, we paid during this time to the people of other countries, $577,411,765 in mer-
chandise and in silver and gold. Being a debtor nation, our favorable balances of trade will
not bring us gold, or any otler form of money, 8o long as we maintain a currency of doubtful
value of stability, or continue an agitation which alarms foreign investors, and induces
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foreign creditors to demand the payment of their claims. Under such circumstances, all our
balances are absorbed by the withdrawal of previous investments and the collection of pre-
vious debts. . .

AUTHORITY TO Is8SUE BoNDs.

In my last annual report it was recommended that the 8ecretary of the Treasury should
be authorized to issue from time {o time bonds payable in gold, bearing interest at a rate not
exceeding three per centum per annnm, and having a long time to run, and to exchange such
bonds for United States notes and Treagury notes, upon such terms as might be most advan-
tageous to the Government, or to sell the bonds gbroad for gold whenever in his judgment it
might be advisable to do so, and use the gold thus obtained in making redemptions of out-
standing notes. The terms in which this recommendation was made, and the suggestions
submitted in support of it, showed that it did not contemplate the retirement of all the out-
standing notes at one time, but that the process should be so conducted as to avoid any dan.
ger of an improper contraction of the currency. Belleving that this plan of redeeming the
notes, and at the same time substituting an absolutely sound currency in place of them,
promises the most certain means of accomplishing the desired result within a reasonable time,
1 adhere to the views then expressed ; but the object to be attained is so essential to the future
financial safety of the country that it ought not, in my judgment, to be defeated or aban-
doned simply on account of differences of opinion concerning the methods of securing it,

While an Act conferring exprees and plenary authority upon the SBecretary to issue bonds
and use them or the proceeds of their sale for the purpose of retiring & certain amount of the
notes each year, would, in my opinion, be the most effectual and economical way to accom-
plish that object, it may be that so radical a measure would not receive the assent of Con-
gress, in the preeent state of the public mind on the subject, and if 8o, it is submitted that, at
the very least, authority should be given to retire and cancel a maximum amount of notes
each year when voluntarily presented by the holders and redeemed 1n gold ; and if the maxi-
mum amount fixed by Congress should not be retired and canceled in any year by redemptions
out of the gold reserve, the Secretary of the Treasury should be clothed with authority to
apply ‘to that purpose any surplus funds in the Treasury, and in addition, if necessary, to
issue the character of bonds above described to a suficient amount to comply with the provi-
sions of the law. The adoption of such a policy would give immediate assurance of a purpose
to return within a reasonable period to a safe and elastic currency system, and would remove
much of the doubt and uncertainty which have for many years disturbed the public mind
and embarrassed the business of the people and the operations of the Government. No sud-
den or large contraction of the active currency could result from the execution of such a
plan, because the redemptions would be made from time to time with money already with-
drawn from circulation and held in the Treasury, except in cases where it might become
neceseary to issue and sell bonds in order to make the redemptions correspond to the amount
required or authorized ; and in all such cases contraction could be easily prevented by selling
the bonds abroad and thus adding their proceeds to our domeetic stock of money.

As already stated, without making allowance for the loss or destruction of notes in the
bands of the people, the total amount of United States legal-tender notes in existence on
December 1, 1806, was $468,368,206. On the same day the free gold in the Treasury amounted
to §181,510,852, of which $100,000,000 was procured and is held solely for the purpose of being
used in the redemption of notes, so that the additional sum required to provide for the retire-
ment of all this currency would be, at the very highest estimate, $368,858,208, which includes
$121,677,280 of Treasury notes issued under the Act of 1800. But if the $346,681,081 in old United
States notes were retired, or even if provision were made for their permanent retirement by
such methods as would insure the accomplishment of that result within a reasonable time,
our currency system would be so improved and public confidence in its stability would be so
strengthened that it might be found unnecessary to continue the redemption of the Treasury
notes of 1880 in gold, and in that event the total amount to be so redeemed, deducting the
reserve already on hand, would be $246,681,016. Treasury notes of 1800, as stated in the former
part of this report, to the amount of $35,121,722 have been redeemed in silver since August 1,
1808, and the notes have been canceled. During the last fiscal year the redemptions of Treas-
ury notes in gold amounted to $5,348,885, while during the same time the redemptions in silver
amounted to $16,405,120, or more than three times as much.

These redemptiong, and the consequent substitution of standard silver coin in place of
the notes, have been gradually effected without creating any noticeable disturbance of the
currency and without exciting any apprehension in the public mind, notwithstanding the
precarious condition of our financial affairs during the time the process has been going on,
and, in view of these facts, it appears not unreasonable to suppose that, under more favorable
conditions, larger amounts of silver might be safely used for the same purposee, and all, or
the greater part of, these notes be retired in the same way. The Act under which they were
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issued expresaly requires the SBecretary of the Treasury to coin a sufiicient amount of the
bullion purchased with them to provide for their redemption and to hold it in the Treasury
for that purpose, thus clearly showing the intention of Congress to have them ultimately
retired by substituting silver for them: and, in pursuance of this policy, such notes have
been retired and canveled whenever the holders demanded, or were willing to receive, silver
in exchange for them.

REDEMPTION OF NATIONAL BANK NoOTEs.

Whatever plan may be finally adopted for the retirement of United States notes and
Treasury notes, it will fail to afford complete protection to the Government against demands
for gold in the future, unlees it includes a provision relieving the Treasury from the obliga-
tion to redeem National bank notes, except such as are worn, mutilated, or defaced, and the
notes of failed banks, or requires these institutions to keep their five per cent. redemption
fund in gold and to deposit gold ocoin for the withdrawal of bonds when circulation is to be
surrenderea or reduced. Prior to the Act of June 2, 1874, each bank was required to redeem
its circulating notee at its own counter, and also to select, with the approval of the Comp-
troller of the Currency, a national banking institution located in some of the cities named in
the Act, at which redemptions could be made, and the Treasury was not authorized or re-
quired even to redeem worn, mutilated, or defaced notes; but since the passage of that Act
each national banking association has been required to keep on deposit in the Treasury of
the United States, ** in lawful money of the United States,” asum equal to five per cent. of
ita circulation, to be held and used for the redemption of its notes, and when such notes,
assorted or unassorted, are presented in sums of one thousand dollars or any multiple of that
sum, the Treasurer i8 required to redeem them ** in United States notes.” In view of these
provisions of the existing taw, it is clear that In case the United States notes should be with-
drawn from circulation, some other method of redeeming the National bank currency must
be adopted, and, in my opinion, the obligation should be imposed directly upon the banks
themselves, or they should be required to keep the redemption fund on deposit with the
Treasurer, in gold coin.

Whoever is permitted to furnish paper currency should be required to keep it good in the
hands of the people, by furnishing the means for its prompt redemption in coin when de-
manded, and the retirement of the United States legal-tender notee will necessarily devolve
this duty upon the banks of issue, whether they be organized under our present laws or under
some improved system which will give greater elasticity to our currency and afford better
opportunities for the employment of capital and commercial credit in banking institutions.
Before the suspension of specie payments in 1861, and for many years after resumption, the
banks supplied all the gold required by our people in the transaction of their domestic busi-
ness and for the settlement of balances abroad, and when the Government is released from
the obligation to hold a large reserve for the redemption of its own notes, they will again be
able, without loss or inconvenience, to return to the former practice in this respect, and, by
the uge of their own means, keep their circulating notes at par with gold.

AMENDMENTS TO THE BANEKING Law.

For reasons which were submitted at some length in my last annual report, and which it
is esary to repeat, I reéommended such amendments to the national banking laws as
would permit the issue of circulating notes equal in amount to the face value of the bonds
deposited and reduce the tax on notes to one-fourth of one per centum per annum, and that
authority be given to establish branch banks for the transaction of all kinds of business now
allowed, except the issue of circulating notes. These amendments would, in my opinion,
greatly improve the system, by fncreasing its eficiency as a means of furnishing accommoda- .
tions to the people in times of need and in localities where adequate banking facilities do not
now exist. Unlees the credit of the Government shall become more seriously impaired than
there is now any reason to apprehend, our bonds will always be worth par in the market, and
will, consequently, afford an ample guarantee for the safety of the notes issued against them ;
and, as the whole purpose of the law on this subject i8 to protect the note-holders against
loss, it is difficult to see upon what ground the present limitation upon the issue of notes can
be defended. When bonds to secure circulation can be procured only by the payment of a
large premium, as has been the case for a great many years, the profits realized upon the
notes are so small and so uncertain that banks prudently managed are generally unwilling to
increase their issuee {in order to meet temporary demands for additional currency, and the
result is that the supply remains substantially the same whether the demand be great or
small. The eseential element of elasticity can not be secured for this form of currency under
our present laws, and is by no means certain that it cap be secured under any system which
requires the purchase and deposit of bonds to secure circulation.




;o

102 TIIE BANKERS' MAGAZINE.

An annual tax of one-fourth of one per cent. upon the circulation of National banks will
produce a sum more than sufficient to defray the expenses of governmental supervision, and,
as this i8 the only proper purpoee for which such a charge can be imposed, I am decidedly of
the opinion that it should be reduced to that rate. In whatever form such taxes may be
aseessed, they must ultimately become charges upon the people for the use of the currency,
and, congequently, they ought not to exceed the amount required to maintain the service
provided at the public expense.

The provision of the national banking law which probibits the organization of any
association with a capital of less than $50,000 and permits the organization of associations
with this minimum amount only in places having a population of six thousand and less,
deprives many communities of necessary local banking facilities and serves no useful purpose
in maintaining the safety or eficiency of the system in other respects.

No good reason i8 perceived why this limitation upon the required amount of capital
should not be reduced to $25,000, without regard to population. As all banks, whether their
capital is large or small, are subject to the same legal restrictions and official supervision, it is
evident that the number of people residing in the towns or cities in which they are located
is wholly immaterial. and, therefore, the provision refcrred to is manifestly arbitrary and
unnecessary. Many cities and towns, especially in agricultural regions, having comparativ-
ely a small population, although greatly in need of banking facilities, are unable to command
sufficient capital to comply with the requirements of the present law and are consequently
subjected to very great inconvenience and considerable loss in the transaction of their busi-
ness. The amendment suggested, and a corresponding reduction of the amount of bonds
required to be deposited under another provision of the statute, would afford a much needed
measure of relief to such communities and contribute not a little to allay the feeling of dis-
content which evidently exists in some parts of the country on acgount of the unequal dis-
tribution of loanable funds. This modification of the law, and an amendment authorizing
national banking associations having a designated amount of capital to establish and operate
branches under such restrictions and limfitations as Congress may see proper to prescribe,
would afford opportunity for a practical extension of the system to all parts of the country,
without in the least impairing its strength or efficiency. The branches ought not to be in
any respect independent of the parent institutions, but should be mere agencies to receive
and hold deposits, discount notes, purchase bills, and transact other business authorized by
law, except the issue of circulating notes; and they should, of course, be subject to official
inspection and to all the laws, rules, and regulations applicable to the kind of business in
which they engage.

The propriety of prohibiting the issue of United States notes, Treasury notes. and
National bank notes of lower denominations than ten dollars, in order to secure a larger and
more permanent use of silver coins and certificates, has been urged upon Congress in all my
annual reports, and the subject is again referred to only for the purpose of saying that the
reasons heretofore stated in support of such a policy still exist and bave been strengthened
by the experience of each year.

It has been shown by experience that the effect of the pro