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‘X JITH this issue THE BANKERS” MAGAZINE enters upon its sixtieth

year, the first number having appeared in 1846. Instead of

indulging in historical reminiscences—which might be par-

doned at three-score—the publishers have deemed it best to signalize

the sixtieth anniversary of the MagazINE by making some improve-

ments, and inaugurating several new features that will be of interest
and value to subscribers and advertisers.

Following the remarkable expansion of productive industry and
trade, the banking business in the United States is growing at an un-
precedented rate and has now attained enormous proportions.

To be representative of such an important interest demands of a
publication not only the conservatism which from time immemorial has
heen a distinctive characteristic of banking, but a full recognition of
the progressive spirit of the times. The fundamental principles of cur-
rency and banking are firmly fixed, and these have no more persistent
advocate than THE BANKERS’ MAGAZINE; but methods of business and
the problems to be met in the every-day work of a bank are undergoing
changes—some of them taking place slowly, and being of little impor-
tance, while others are comparatively sudden and involve radical read-
justments.

To keep its subscribers well furnished with the latest and best informa-
tion on banking, finance and kindred subjects will be the continued
aim of the publishers of THE BANKERs” MaGAzINE, and to this end the

codperation of our readers is earnestly invited.
1
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IGH rates for money marked the closing of the year in New York,
H the rate on call loans going up at one time to 125 per cent. It
is not exceptional for the interest rate to rise in the latter part
of December, owing to special requirements at that season, but this year
the situation was aggravated by exceptional activity in the stock market
and a determination on the part of the speculative element to push
prices up still higher. The New York banks had already been heavily
drawn upon to meet the fall demands, which were unusually large, and
were therefore not in a position to meet further drafts upon their re-
serves; at least not for purposes of speculation. Ordinary commercial
loans appear to have been handled at the customary rates.

So far as the high interest charge tends to restrict undue specula-
tion, it cannot be regarded as an unmixed evil. It is well enough that
the sky-rocketing speculator should realize, once in a while, that he can
not go on forever getting credit accommodation from the banks at two
per cent. or less. Perhaps it might be a legitimate subject of inquiry to
endeavor to ascertain just what effect this low rate on call loans, for the
greater part of the year, has upon the discount charge regularly made
by the banks on commercial paper. Do ordinary business enterprises
have to pay more for credit accommodations because of the fact that,
owing to the surplus of loanable funds at the financial centres in the
summer, the banks there become more or less tied up by the loans made
for speculative purposes?

RECENT decision of the United States Supreme Court con-
firms the right of a shareholder in a National bank to inspect
the books for the purpose of determining whether the bank is

being properly managed. Of course, such inspection may be withheld
in the sound discretion of the courts, and is to be permitted only for
legitimate purposes and at reasonable times.

As pointed out by the court, the directors of a National bank need
not, necessarily, own a majority of the stock; and to deny stockholders
the right of reasonable inspection might operate to place the manage-
ment under the control of a minority of the shares. Although the
shareholders delegate authority to the directors, by so doing they do
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not renounce their right to exercise a watchful supervision over their
property ; or, as the court said: “The right of inspection rests upon
the proposition that those in charge of the corporation are merely the
agents of the stockholders, who are the real owmers of the property.”

No doubt if this right of inspection were exercised more frequently
by shareholders who are not directors, the number of bank failures
would be greatly diminished. Banks are not, as a rule, ruined through
the transactions of one man. The master spirit is generally aided, either
actively or passively, by those who are themselves unscrupulous or who
are the weak and compliant tools of the financial Napoleon. If a com-
mittee of shareholders, made up neither of officers nor directors, would
inspect the affairs of their institution, with a view to ascertaining the
character of its management—as the United States Supreme Court has
declared it is their right to do—the shareholders could not then plead
ignorance should their institution fail, and it is believed that such in-
spection would, in many cases, operate as an effectual check against
mismanagement and fraud.

HE system of redepositing bank reserves has been eriticised as
tending to foster speculation in stocks; and no doubt there is
some truth in this criticism, but it would be very costly to re-

quire’ all banks to keep their reserves in their own vaults. Besides, as
a matter of fact, much of the money that gravitates to New York is
used as widely for the benefit of the whole country as it would be if left
in the country banks; even dealing in stocks, where it is not mere
speculation, but a wise recognition of the growth of the country in
wealth, is of some advantage outside the narrow circle of the Stock
Exchange. The security for the stocks and bonds traded in is co-
extensive with the country’s domain. Every bank finds the marketability
of its stocks and bonds increased by the activity in dealing in these se-
curities at the financial centres.

The so-called “pyramiding” of bank reserves is only another way of
economizing the use of cash, but little different from the check and de-
posit system, the growth of which has become so marked a feature of
modern banking. Of course, every bank could keep its reserve in its
own vaults, just as a man could keep his money in his own house; but
such a policy would be but little wiser in the one case than in the other.
If money could be as safely and profitably loaned at all seasons of the
year by the country banks direct, there would be no flow of idle funds
to New York, for there would be no such funds. The out-of-town banks
evidently take the view that it is better to send their idle money to the
money centres, where it is available at call, than to lend the money at.
home, even at higher rates, but on longer time.
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Except in times of panic this method of redeposit of reserves has
worked well enough; nor would a change of method prevent panics.
Just as the Bank of England keeps the banking reserves of the United
Kingdom, so have the great banks at the chief money centres of the
United States become the custodians of the bank reserves here, or at
least of such portions which have been found in practice not needed to
be held in the immediate possession of the out-of-town banks. That
provision of the National Bank Act which permits the redeposit of re-
serves is but a legal recognition of what the banks find by experience to
be the wisest course; i. e., to place idle funds where they can be most
safely and profitably employed, and where they will be available at call.

DLE funds, however, if considered mischievous and conducive to
l speculation, can be disposed of in another way—by retiring that
part of the bank-note circulation not needed at seasons of slackened
trade and production. As if the present bond-secured circulation were
not already sufficiently lacking in the elements of elasticity, Congress
has taken care to render it more inflexible by limiting to $3,000,000 the
amount of lawful money that may be deposited in one month to retire
the circulating notes of National banks. Although business conditions
might indicate that $30,000,000 should be retired within a month, the
law stands in the way. The repeal of this statute would by no means
render the National bank-note system elastic, but it would at least re-
move an aggravating feature of a system that must always remain im-
perfect until it is fundamentally changed.

S pointed out by Former Deputy Comptroller CoFFIN in his paper
A on another page, dealing with interest rates in New York, the
recent monetary tension in this market was in part relieved by

help from Canada. That country has a flexible bank currency, con-
trasted with the National bank circulation, which always expands and
never contracts. Since March, 1900, the National bank notes outstand-
ing have increased from about $250,000,000 to over $500,000,000, repre-
senting a permanent addition of that much paper money to our currency
stock. In view of the great business activity of the period under con-
sideration, such an increase may not have been unwarranted—though
there are some indications pointing the other way; but the defective
feature of the bond-secured bank-notes is to be found in their fixed char-
acter, defeating the real purpose of a genuine bank-note circulation,
which is to provide credit instruments to supply temporary demands,
the instruments themselves disappearing with the disappearance of the
exceptional demand. It is precisely because National bank circulation
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uses up in a two per cent. money market the powers of expansion that
should be reserved for exceptional seasons, that renders it powerless to
afford any aid in relieving a monetary stringency.

But the real element of elasticity should be supplied by the intelli-
gent handling of bank reserves; and while the present method of issuing
bank notes probably interferes artificially with the economic conditions
that should determine the volume of credits granted by the banks, there
are other influences acting in the same way. One of these arises from
the lack of unanimity among the banks regarding the payment of in-
terest on deposits and in fixing the rate of discount in conformity
thereto. This subject is so fully considered in Mr. CorrIN’s article,
already referred to, that we need not discuss it further here.

In solving the complicated problems of money and finance, the
country can expect no aid from Congress, that body refusing to act in
such matters except under the spur of necessity. The inspiration to
action is usually afforded either by political exigencies or a financial
crisis. Time may be counted on to set one of these springs of action in
motion. Meanwhile the bankers should be studying the situation at-
tentively, so as to be prepared to render helpful service in guiding legis-
lation along safe lines when the opportune moment arrives. They may
also do much, even without legislation, to give the New York money
market more stability than is evidenced by a call loan rate varying from
one per cent. to 125 per cent.

ECRETARY SHAW'S annual report on the finances is presented in
S another part of this issue of the MagazINE. The Secretary renews
his recent proposal that National banks be allowed to issue an
additional amount of circulation equal to fifty per cent. of the notes they
are now authorized to emit, the additional circulation Yo be subject to a
tax of five or six per cent., with a view to limiting its use to emergencies.
It is proposed that this currency shall be similar to that now issued,
except that the words “secured by United States bonds™ are to be elim-
inated—not presumably from the “additional” currency only, but from
all National bank notes. Secretary SHaAw says that this would not alarm
anybody, for it would not be known. Much criticism has been aimed
at the Secretary for proposing, in an official recommendation, something
having the appearance of sharp practice. But, considerations of casu-
istrv aside, the point has not much importance. Even without the
pledge of United States bonds National bank notes are entirely safe,
and whether the words referred to are omitted or not does not make any
difference so far as the safety of the notes is concerned. Besides, it
would doubtless be better to omit the words than to put in a statement
like this: “These notes are not secured by United States bonds.”
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UT we can not quite understand what the Secretary means in saying
that “no new and distinct or unguaranteed form of money should
be injected into our system,” for the “additional” notes would be

a new and distinet form of money, since they would not be secured,
dollar for dollar, as are the present notes by a deposit of United States
bonds. Should this recommendation be adopted, the margin of circula-
tion a bank had out in excess of its bond deposits to secure its circulating
notes would, to that extent, constitute a new form of money; it would
be, in short, “asset currency,” guaranteed, it is true, by the Government,
which would have ample security for the guaranty from the fund de-
rived from the extra tax imposed on this additional circulation.

HERE are now five hundred carloads of silver dollars in the
Treasury vaults, and the Secretary recommends that these be
gradually recoined into subsidiary pieces, as required, there now

being no more bullion on hand available for this purpose. It is pro-
posed to recoin only the abraded silver dollars at first, and this would
not only be a prudent way to inaugurate the new policy, but would
actually result in a considerable saving, as the silver in a dollar will
make more than two half-dollars.

As the country grows in wealth, population and business, the demand
for subsidiary coins will, of course, increase, and under all the circum-
stances it would be wiser to recoin the silver dollars into smaller denom-
inations than to buy more silver bullion for the purpose. The recoinage
of the dollars would bring about the retirement of the silver certificates,
and in time this might cause a scarcity of these bills, particularly the
smaller denominations; but this difficulty could be met by issuing gold
certificates in denpminations of $5 and $10, and by increasing the pro-
portion of five-dollar notes allowed to be issued by the National banks.
1f the quantity of subsidiary coin becomes too great at any time, there
is no reason why the silver certificates, redeemed through the retirement
of the dollars, might not be reissued again, if desired, in exchange for
the subsidiary coin—the latter to be again reissued in turn when needed.

LEAN money is favored by the Secretary. Hc recommends such
C legislation as will place upon the Government the cost of trans-
portation to the Treasury for redemption of worn and mutilated
United States notes and certificates below the denomination of $10.
The cost of transportation of National bank notes to the Treasury for
redemption is now a charge upon the bank of issue and not upon the
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sender. It is apparent that if this cost had to be borne by the bank
sending in the notes, there would be few, if any, sent in, and the already
sluggish redemption of the bank-note circulation would practically come
to a standstill.

Our paper circulation ought to be kept as clean as checks or Bank of
England notes, though this is an ideal not likely to be attained for some
time; but a good beginning may be made if Congress will heed the
Secretary’s recommendations. As he says, “It is but reasonable that the
Government, which issues the major portion of our paper money, should
likewise bear the burden of its return when no longer fit for current
use.”

OUNTRY checks are once more engaging considerable attention
among bankers. Quite recently Chicago imposed a charge for
collecting these items, analogous to that fixed by New York

some time ago. Philadelphia, with its traditional spirit of deliberation,
continues in its accustomed ways, the banks there charging or not for
such collections, according to special circumstances. Much could be
said in support of this policy; for if an account is highly profitable to a
bank, there does not seem to be any necessity for imposing a petty
charge for collecting out-of-town checks. But doubtless while the door
remains open there is always the possibility of abuses creeping in, the
bank making the highest bid for business granting concessions that
other banks do not feel warranted in offering.

While the banks of New York and Chicago have been governed in this
matter by considerations of sound banking policy, so far as the immediate
profits to be realized are concerned—and in view of all the conditions
they could hardly be expected to be governed by other considerations—
nevertheless, it is still an open question whether the country check
problem has been settled properly or whether it has been settled at all.
One of the reports from Chicago stated that these items had become so
nuamerous that it was absolutely necessary to make a charge for collecting
them. From one standpoint this statement is easily understood. If a
bank had an account that showed a moderate profit so long as its cus-
tomers presented only a small number of out-of-town checks for free
collection, this profit might be swallowed up altogether when the num-
ber of such items grew to large proportions.

On the other hand, to say that country checks are becoming so
numerous that they must be taxed with a view to curtailing their use,
seems to be very much like saying that one of the chief features of
banking prosperity—the growth and development of the check and
deposit system—should be circumscribed. It would seem to be a
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more proper source of banking activity to extend the use of both city
and country checks to the utmost limit.

Of course, THE BANKERS’ MAGAZINE is not unmindful of all the
complex elements this country check problem involves; and in view
of these difficulties, the action taken by the clearing-houses of New York
and Chicago can hardly be criticised; nevertheless, it is believed that
the Boston plan of handling out-of-town checks is the more scientific.
The fundamental principles that should govern a final determination
of this matter are well summed up in a paper published elsewhere in
this issue of the MagazINE: “To begin with, we must find just where
the burden belongs; we must not compromise with any system which
will eliminate the country check from commercial transactions; on the
contrary, we want to increase its usefulness and facilitate its collection.”

UCH moralizing has been indulged in over the recent failures
of the Chicago banks conducted by Joun R. WarLsH. It was at
first pointed out by the financial experts of the daily press that

these failures indubitably proved that it was unsafe to have a National
bank, a Savings bank and a trust company under one roof and practi-
cally under the same management. Later developments hardly sus-
tained this conclusion, and it was vigorously denied that there had been
any passing back and forth of securities and cash between the institu-
tions for the purpose of deceiving the examiners.

There is no doubt that while examinations by State and National
authorities are made at different dates, combinations of the character
referred to render it easier for bankers who are so disposed to deceive
the examiners, but this can be remedied by having the State and Na-
tional cxaminations made simultaneously wherever such combinations
exist.

The real causes that led to the downfall of the Chicago National
Bank, the Equitablg Trust Company and the Home Savings Bank seem
to have been the same as those which have brought about the failures
of many other banks—the employment of their funds by those in charge
for the carrying on of enterprises in which the officers were interested,
resulting in large loans, not widely distributed, and partaking too much
of the character of fixed investments.

Mr. WaLsH has long horne a reputation as a successful banker and
financier, and but for the late disturbances in the money market he
might have carried his undertakings along until they worked out satis-
factorily. But it is just these contingencies that are to be guarded
against, and that make it essential for banks to keep their assets free
from entanglements such as caused the stoppage of the WaLsH banks.
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NE impressive incident of the Chicago failures is worthy of
notice—the manner in which the banks of that city stood to-
gether in assuming the liabilities of the suspended banks, thus

preventing what might easily have grown into a panic of more than local
proportions. The liabilities of the three banks, amounting to about
$26,000,000, were guaranteed by the clearing-house banks of Chicago,
and this was so effectual in restoring confidence that many of the
depositors have showed no haste in presenting their claims.

Whether the associated banks will be fully reimbursed out of the
assets of the suspended institutions has not been determined, though
it seems probable that the amount realized will be sufficient to meet all
claims, and possibly leave a surplus.

It does not by any means detract from the worthiness of the action
of the Chicago banks in this matter to say that they were, to some
extent, actuated by motives of enlightened self-interest. While it was
not exactly a case where they must all hang together or be hanged sepa-
ratelv—since the banks of Chicago are generally strong and carefully
managed—yet no doubt the bankers had reason to dread the alarm that
would have been occasioned had the WaLsH banks not been helped out
in this critical emergency. This alarm might have grown to the pro-
portions of a panic, causing numerous failures and widespread disaster.

The action of the Chicago banks in standing together to prevent
these dreadful consequences of unwise banking is a striking and im-
pressive illustration of the value of cooperation, and is also an ex-
ample of financial courage and skill on the part of the associated banks
of the Western Metropolis that is greatly to the credit of those insti-
tutions.

PROSPERITY appears to have touched high-water mark in the

vear just ended. Production, trade and industry have gone on

at an unexampled rate. While stock exchapge transactions are

to a considerable extent speculative, this speculation bears a close re-

lation to business conditions. With an agricultural output for the

vear valued at six thousand million dollars, it can hardly be denied that
the present era of prosperity has substantial foundations.

But as it is the bright day that brings forth the adder and that
craves wary walking, the present high tension of business activity can-
not be regarded as wholly free from possibilitics of danger. The tre-
mendous expansion of banking, the continued additions to the volume
of currency, the high prices, abnormal interest rates, speculation, and
the rapid pace of business enterprise—all these factors are such as to
counsel prudence on the part of bankers.
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New York -city, made a speech at the meeting of the Chamber of

Commerce of the State of New York January 5, favoring an
elastic bank-note circulation. The speech has attracted wide attention,
both on account of its character and its source. As with many similar
matters, the discussion in regard to an elastic currency has been thus far,
of necessity, more or less academic. But Mr. ScHIFF’S speech at once
lifts this question out of the domain of the theoretical and makes of it a
problem of immediate practical importance. Mr. ScHIFF is at the head
of one of the leading international banking houses of New York, and is
far removed from the doctrinaire type of currency reformer. The weight
attached to his opinions may be inferred from the effect produced on the
stock market by his remarks.

As the speech is printed elsewhere in this issue, we shall only refer to
its specific proposal, which is contained in the following extract: “If any
increase of circulation is secured solely by legitimate commercial paper—
commercial paper based upon, possibly, a deposit with certain clearing-
houses in the country—it is certainly safe.”

This suggestion contemplates the issue of bank currency based on
a deposit of commercial paper with certain clearing-houses, and this is
one of the soundest and most practicable plans yet devised for issuing an
elastic bank-note circulation. It is'to be hoped that the marked im-
pression created by Mr. ScHIFF’s timely and forceful address will lead
the Chamber of Commerce to take steps to give practical effect to his
recommendations.

JACOB H. SCHIFF, of the banking firm of Kuhn, Loeb & Co.,

OLD is the one ‘subject of perpetual fascination. Just at present

G everybody is engaged in a scramble to get as much gold as pos-

sible; and while the supply of the metal was never before so

large, never before did the great Treasuries of the world seem so eager

to add to their hoards or show such reluctance in parting with what
they have.

Hon. George E. RoBERTS, Director of the Mint, presents an exceed-
ingly interesting paper in this issue, dealing with the new gold supplies.
He says that after gaining nearly $1,000,000,000 in cash in nine years,
it might seem that the United States could spare $100,000,000 without
a panic; but we could not, or the half of it, without alarm.
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INFLUENCE OF THE NEW GOLD SUPPLIES.

By HON. GEORGE E. ROBERTS,
DIRECTOR OF THE MINT.

URING the ten years from 1851-1860, inclusive, the average annual
D production of gold in the world was $132,298,000; for the period 1861
-1870, §126,301,000; for 1871-1880, $115,081,500; for 1881-1890, $107,-
504,950; for 1891-1900, $210,124,900, and for the five years 1901-1905 the

average will be about $320,000,000. From 1890 the world’s production has
been as follows:

World’'s | World's

YEAR. production YEAR. production
of gold. of gold.
1890. . i $118,848,700 $286,879,700
130,650,000 306.724,100
146,651,500 254,576,300
. 157,494,800 260,992,900
. 181,175,600 296,048,800
.... 199,304,100 325,527,200
1B96. ... e i 202,956,000 \ 347,150,700
b ¥ i N 237,504,800 375,000,000

The present stock of gold in the world in use as money is estimated by
the Bureau of the Mint to be approximately £6,000,000,000. There is, of
course, more or less of speculation about the amounts ‘‘in circulation ” in
all countries, but the amounts in the principal banks and public treasuries
on January 1, 1905, aggregated $3,364,600,000. The increase in these stocks
since 1883 is shown in the table on the following page.

The total stock of gold in the world in 1850 was estimated by Messrs.
Tooke and Newmarch in the ¢ History of Prices” at about $2,800,000,000,
but their figures were intended to include all plate, jewelry, ete., and were
made upon vague data. The amount of gold that could be actually counted,
as the stocks in banks and treasuries in the above table have been counted,
was very small. England was practically the only country in Europe that
had a considerable amount in circulation. January 1, 1850, the stock in the
Bank of England was about 85,000,000, and Tooke and Newmarch estimated
the amount of gold coin in circulation in the United Kingdom at $250,000,000.
On the Continent silver was the common money of trade. France was esti-
mated to have had £500,000,000 in silver coin and &15,000,000 in gold. The
United States, according to an estimate by the Secretary of the Treasury, had
about $150,000,000 of gold and silver. In any calculation of the relative
importance of the new supplies of money, of course the entire stock and pro-
duction of both gold and silver must be taken into account. Also the use of
paper money. '

The metallic additions after 1850 were very large in proportion to the
existing stock. After 1860 the output of gold declined and that of silver
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Gold Stocks of the Principal Banks and Treasuries on Dates Given.

NAMES OF BAXKS. Decervas, 31 ! Deceriar 31 0 ' o ok
Bank of Austria-Hungary.......... $37,500,000 | 08,932,000 | $186.361,000 i $233,728,000
Bank of Denmark. 13,100,000 18,895,000 19,667,000 22,185,000
Bank of 8pain............ooneeennn.. 4,300,000 38,619,000 67,560,000 71,989,000
Bank of France...................... 183,800,000 370,859,000 | 450,230,000| 513,187,000
Banks of United Kingdom * ....... 130,200,000 255,836,000 | 189,447,000 102,738,000
Banks of Issue of Italy ............ 43,000,000 84,939,000 77,683,000 120,625,000
Bank of the Netherlands........... ‘ 9,500,000 | 17,988,000 23,700,000 27,406,000
Bank of Roumama . 6,600,000 11,773,000 7,681,000 10,808,000
Bank of Russia...................... 135,100,000 370,560,000 | 364,480,000 | 447,760,000
Banks of Issue of Sweden ......... | 5,600,000 8,588,000 12,584,000 16,984,000

Banks of Iasue of Switzerland 7,600,000 | 16,096,000 19,319,000 ‘ 20,651,000
»7 Natl Banks and Treasury of U. 8. 275,600,000 ~ 259,9:9,000 680,398,000 {« 887,790,000

Banks and Treasury of Canada. ... l 6,200,000 ! 18,123,000 25,117,000 52,800,000
Banksof Germany t................ 72,000,000 | 167,484,000 150,375,000 194,557,000
Banks of South Africat............ ‘ 8,100,000 15,087,000 24,083,000 41,000,000
Banks of Australasia................ | 50,700,000 122,843,000 113,080,000 113,081,000
Banks of Portugal................... 1,500,000 } 5,100,000 5,200,000 5,200,000
Banks of Norway@.................. ‘ 6,300,000 9,000,000 11,900,000 6,800,000
Bank of Japan I ' None. 15,69:4,000 32,5644.000 42,619,000
Government Reserve of India...... “ “ ; Noune. 36,498,000 52,507,000
Argentine Conversion Office....... ' “ I . None. 72,100,000
Total. ... ...l 1 $1,007,700,000 sl 915,053,000 $2,498,397,000 $3,144,570,000

* Bank of England and Banks of Issue of Scotland and Ireland.
t Reichsbank and * War Fund,” $ Natal and Cape Colony.
¢ Does not include gold in private banks in 1904 ; included in the other years.

increased, and after 1870 came the movewent of nations to demonetize silver.
The persistent decline in the output of gold was disquieting to many econo-
mists and brought about the agitation for international action to reinstate
silver. This situation influenced the Congress of the United States to pass
the silver-purchase acts of 1878 and 1890. It is only fair to the men who sup-
ported that legislation to judge their acts in view of the conditions existing
at that time. The gold fields which are now yielding most bountifully were
then unknown. Metallurgical discoveries and iecbanical inventions have
since contributed as much as new fields to the increased output.

EFFECTS OF THE RAPID INCREASE IN THE SUPPLY OF STANDARD MONEY.

At this writing it seems more than probable that the world's production
of gold will rise in 1906 above ¥400,000,000, and it is a conservative calcula-
tion that it will average at least that amount for the next twenty years. A
fair estimate for the industrial consumption in that period is $150,000,000 per
year. It is not more likely to exceed this than the production is to exceed the
figures named above. This rate of increase per aunum will double the pres-
ent world’s stock of gold money in twenty years. These figures naturally



INFLUENCE OF THE NEW GOLD SUPPLIES. 18

arouse an interest in the business world, where the bank reserves of every
important country are scrutinized daily with reference to the burden of credit
they are carrying. What effect will this rapid increase in the supply of
standard money have upon prices and wages, the relations of debtor and
creditor, the values of real estate and securities, the progress of industry, and
the social life of the people? It is a practical question and an exceedingly
interesting one.

What is known as the quantity theory of money, which, as simply stated
by Mill, is that the value of money, other things being equal, varies inversely
with the quantity, has been so often appealed to as authority for inflating
the volume of the currency at the expense of its quality, that some people
have become habitually antagonistie to it. Every period of slackening trade,
low prices, and falling wages, is explained in some quarters as due to an insuf-
ficient supply of money, and some plan for creating more money is offered as
the remedy. In opposing these propositions economists have naturally
emphasized the ‘‘other things” which have bearing upon prices and which
do not remain the same. There are continual changes in the labor-cost of
producing and transporting commnodities, which of course affect money prices;
different peoples differ in their habits as to the use of coin and paper instru-
ments of exchange, and also as to the amount of cash reserves kept in banks;
and these customs affect the efficiency of the monetary stock. The state of
credit varies in the same country from time to time, and as credit is purchas-
ing power, its contraction and expansion influence prices. These are the
‘*other things’ which Mill referred to, and it must be assumed that every-
body who writes on the subject with any authority takes thew into account.
All the ‘‘other things” make themselves felt through their bearing upon
supply and demand. Professor Irving Fisher illustrates this relation between
supply and demand for money by comparing it to the relation between power
and speed in an automobile. There is an evident relation between power and
speed in an automobile, but of course the character of the road and the grade
to be surmounted have much to do with the speed. ‘‘Other things” being
equal, the amount of power does make the rate of speed.

Professor J. Laurence Laughlin is chief amnong those who avowedly attack
the quantity theory. His most important contention is that by the develop-
ruent of banking facilities and clearing-house methods the commodities of
trade are balanced and offset against each other to such an extent that
increasing transactions have no effect to speak of on the value of gold or on
the level of prices. In a country of advanced commercial and financial devel-
opment, he says, ‘‘ for the preservation of its standard and the maintenance
of the solvency of its various media of exchange, no very great quantity of
gold is needed—a quantity which bears no definite relation whatever to the
amount of the community’s transactions."”

Now, that was a very plausible argument against the claim made ten years
ago, that gold was appreciating because the supply was relatively decreasing;
but how can it be used to-day against the argument that gold must depreciate
under the enormous supplies impending? If it be true that gold is not
required in increasing supply by the increasing business of the world, what is
to be done with all that is coming? How can it all be sold for plate and jew-
elry unless its value declines? And if its value for industrial uses declines,
will not its monetary value decline also? Professor Laughlin's argument
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against the quantity theory appears, therefore, to be adapted only to a
decreasing supply of gold, and rather to aggravate the difficulty of dealing
with an increasing supply. His theory is a vigorous protest against the idea
that any medium of exchange, in itself or by its quantity, constitutes or
creates a demand for commodities or furnishes a stimulus to business. He
says that commodities themselves give the impulse to trade by creating a
demand for each other, money being only the medium used. Thus, a big
crop of wheat in Kansas creates a demand for goods in Kansas. Just as well,
he says, expect to stimulate commerce by multiplying the number of railway
cars as by increasing the supply of the medium of exchange. This view has
support from other economists—for instance, from an English writer of note
who declares that an increasing production of gold cannot possibly have as
much influence upon trade and prices as a similar increase in the production
of steel.

Without spending too much space on this proposition, the truth in it may
be recognized. There is much of error in the common talk of how the output
of a gold country like Alaska stimulates business by the demand it creates
for goods. If all the people who have gone to Alaska, first and last, had
remained at home, and employed their labor and capital at home, the pro-
duction of wealth would probably have been as great, and their purchases as
great, as in Alaska. There is another way, however, by which new supplies
of gold act upon prices, and there are beneflts not to be overlooked, derived
from any discovery or movement which breaks up routine, opens new coun-
tries, starts new currents of energy and infuses new ambition into masses of
men.

Professor Laughlin holds that new supplies of gold may have difficulty in
making their way into monetary use. He says that ‘‘if not needed for mon-
etary purposes” the only possible destination of new gold is the arts. In
another place he says that ‘‘the stream of new gold will first flow into circu-
lation and the reserves, if needed there, and all additional supplies will pass
into the arts for general use.” He speaks repeatedly of the monetary demand
for gold as though it was a fixed demand which could be satisfled, and being
satisfled, could take no more.

This is an error. The demand for gold at a given level of prices may be
satistied, but with open mints new supplies have the power to force their way
into monetary use by diluting and lowering the value of the whole stock,
thus forcing a higher level of prices. This is the essence of the quantity
theory. The precise method by which it will make a place for itself in mon-
etary use may be easily shown.

GoLp CoiN BoTH MONEY AND CAPITAL.

It is true that interest is a payment for the use of capital, and that a clear
distinction must be kept between capital and money. But the fact must not
be overlooked that gold coin is both money and capital. Futhermore, it is
the most liquid torm of capital. It can be readily converted into any other
form of reproducible property. The man who has $100,000 of capital invested
in a mill may not be able to convert it readily into cash, but the man who
has $100,000 in cash can hire labor, buy machinery, and have a mill within a
short time, and that is precisely what he will do if the returns from milling
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property are long maintained above the ordinary interest rate upon loans.
New supplies of gold find their way first to the banks, and the immediate
effect is to lower the rate of interest. A reduction of the rate of interest nat-
urally increases the demand for and value of investments which pay a better
return, and real estate, securities, and all kinds of property, are forced to
higher prices. When interest rates drop from six to four per cent. a security
that is deemed safe to pay six per cent. rises from par to 150.

Then will come a movement to convert this new supply of liquid capital
into the various forms of fixed capital which are advancing in value. If
railway stocks move up to higher levels, there will be a revival of railway
building. If the rents upon houses pay better than money at interest, houses
will advance rapidly in selling value and the owners of capital at interest will
call it in, hire men, buy materials, and build houses until the old equilibrium
between capital in houses and capital at interest is restored. And so all
around the circle of the various forms of property. Moreover, the demand
for labor thus stimulated causes a rise in wages, the demand for constructive
materials of all kinds affects their prices in like manner, and so all prices and
rates of compensation, reacting upon each other, find a new level, with the
new supplies of gold absorbed and the returns upon capital in the form of
coin and capital in fixed forms practically equalized.

EMPLOYMENT OF GOLD FOR BANKING RESERVES.

There is still another respect in which gold coin, as the standard money,
is a superior form of capital, and may exert greater power over prices than
the same value of steel or other commodities. Gold is the money of bank
reserves, and under the modern system of banking a given sum in the reserves
may support bank credits aggregating several times as much. In the United
States, in central reserve cities, the National banks are required to keep a
reserve of twenty-five per cent. against deposits, and in other cities a less
percentage. Deposits are the basis of loans, and loans in turn create depos-
its. If a deposit of $100,000 in new gold reaches a central reserve bank, it is
possible to make it the basis of $400,000 of credits. Thus, of the original
deposit, $75,000 may be immediately loaned, and as soon as this becomes a
deposit $56,250 more may be loaned, and when this becomes a deposit $42,-
187.50 more may be loaned; and so on until the deposits based on the $100,000
in coin aggregate $400,000. Each dollar deposited has had its purchasing
power multiplied by four.

All of this has been demonstrated during the period of expansion occur-
ring in the United States since January 1, 1897. Herewith are submitted
figures showing the stock of money in the country at the dates named, with
the amounts in the Government Treasury and all banks and in private hands:

General Stock of Money in the United States.

In In Treasury In private
DATES. United States. and banks.* hands.
June 30, 1896............... $1,930,690,878 $925,565,678 $1,005,125,200
June 30, 1802............... 2,5658,770,769 1,160,341,3567 1,398,429,412
June 30, 1903............... 2,868,149,621 1,149,026,411 1,519,123,210
June 30,1904............... 2,801,865,204 1,271,318,677 1,530,551,527
June 30, 1805............... 2,885,079,229 1,282,462,758 1,602,616,471

+ Includes National, State and private banks and trust companies. See Reports of the Comptrol-
ler of the (‘urrency.
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Here are the figures for the capital, surplus and undivided profits, depos-
its, loans, and investwnents, and lawful mouey reserve of the National banks
in the three central reserve cities, New York, Chicago, and 8t. Louis, for the
dates given:

National Banks of Central Reserve Cities.

Capital, surplus Percentage
DATE OF REPOBT. :a ;r"gﬂt: Deposits. ,m’t‘,‘”gn"& ml of d:e;:za:e:to
December 17, 1896......| $157,257,270 $541,390,368 | $312,118,196 | $78,183,684 88.13
September 15, 1802....| 259,316,193 1,040,5687,878 | 1,081,409,107 | 250,684,716 24.09
September 9, 1903......[ 291,166,075 1.021,574,470 | 1,103,550,431 | 271,153,300 26.54
September 26, 1004.....| 298,627,126 1,340,729,685 | 1,811,773.527 | 365,808,007 27.428
August 25, 1905........ 303,676,819 1,342,243,861 ' 1,330,652,911 | 343,998,608 25.63

Here are the figures for the same items as above, for all the National
banks in the United States upon the same dates:

Al National Banks.

i
DATE OF REPORT. Cap;t:}i ﬁii”l'“ Deposits. ,L"‘”." and Lawrul Io,}r’ ’ff.'e','-':;”fo
divided profits. b deposits.
December 17,1896.....| $990,318,299 ($2,142,656,399 |$2,233,839,685 ($391,925,869 18.29
September 15, 1902.... ( 1,201,145,882 | 4,544,568,5670 | 4,066,471,615 | 523,793,416 11.53
September 9, 1903..... 1,310,004,107 | 4,583,425,810 | 4,333,803,336 | 572,011,120 12.63
September 6, 1904 ..... ' 1,363,014,901 | 5,131,209,893 | 4,636,936,482 | 661,456,529 12.89
August 25, 1905........ l 1,420,164,186 | 5,608,643,084 | 4,043,478,455 | 688,833,426 12.50

The statement for December 17, 1896, was taken when business was at a
low ebb. Enterprise had been dead while an agitation over the country’s
monetary standard was going on, and much capital had been withdrawn from
the country. The percentage of reserves to deposits in the central reserve
cities at that time shows a considerable capacity for credit expansion. The
statement dated nearly six years later, September 15, 1902, shows an extra-
ordinary change. The items of deposits and loans and investments are
doubled, and the banks have strained to the utmost their ability to make
advances, the cash reserve being under the legal requirement. And they
have been close to their limit in the fall months every year since. The rela-
tions between deposits and loans may be readily observed, and also the
dependence of both upon the lawful money reserve. The check given to
credit expansion and to industrial enterprise in 1902 is well remembered. All
plans that called for new capital had to be laid aside for a time until the
reservoir of liquid capital could be replenished.

RELATIVE SBUPPLY OF LIQUID AND FIXED CAPITAL.—FLUCTUATIONS IN
THE INTEREST RATR.

The fluctuations from time to time in interest rates are caused by changes
in the relative supply of liquid capital to fixed capital. By ‘‘liquid " capital
is meant capital capable of easy conversion to meet any demand, money being
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the most available kind. In a period of depression, when nobody wants to
begin new enterprises, debts are paid, money and credit accumulate, lenders
are many and borrowers few. Interest rates are low. Such a period was
experienced all over the world about the middle of the decade, 1890-99. The
Bank of England’s official rate of discount stood unchanged at two per cent.
throughout the entire year 1895, and at the close of the year its stock of gold
was $215,000,000. Four years later, notwithstanding the heavy world’s pro-
duction in the meantime, the stock of gold in the same institution was §150,-
000,000 and the bank rate on three months’ bills was 64 per cent. There was
as much capital in the country at the last date as the first, but there had
been a change in the relative supply of and demand for money. The London
‘ Bankers’ Magazine,” January, 1900, described the situation in these words:

‘¢ Expressed in the briefest terms, the situation may be sald to be that of a universal
scramble, not for money, but for the precious metal itself—gold. Nor are the reasons for
this condition of things far to seek. Tradeduring the past three or four years has expanded
rapidly in almost all parts of the world, and with the consequent increasing demands upon

money to finance it, each country affected has had to see to it that its gold reserves on which
its Gnancial transactions are based are well maintained.”’

In 1896 money and credit were idle in the United States and the interest
rate was low. Caution and economy had been the watchword for several
years. The money question settled, enterprise began to move. The demand
for commodities, materials, labor, money, and credit, was like a flood let
loose. The low interest rate which had been prevailing had its own stimnu-
lating effect. In 1897 the first 3} per cent. railway bonds were floated and
gave perhaps the initial impulse to the rise in railway stocks. Low interest
encouraged the policy of rebuilding the railway systems of the country, to
secure economy in operation, and, in some parts of the country, to new lines.
The expenditures for these purposes from 1897 to 1902 were enormous and
had much to do with the unparalleled industrial activity of that time. Of
course, every upward movement in stocks or real estate is accompanied, and
stimulated, by baying for speculation, and speculation helped to build up the
{abric of credits which is shown by the above figures for the deposits and
loans of the National banks on S8eptember 15, 1802. At that date expansion
bhad gone to the limit. By taking up the slack which existed December 17,
1896, and with an increase of $210,827,583 in capital items, and §131,867,547
in the legal reserves, the National banks had enlarged their loans and invest-
ments nearly two billions of dollars and their deposits nearly two and one-
half billions. Money and credit had been tied up until the free supply was
desperately scarce, interest rates went to exorbitant figures, and the country
trembled on the verge of panic.

Ordinarily, years would be required for recovery from such a strain upon
credit as that which culminated in the fall months of 1902, coming as it did
after a period of capital expenditure and company fiotation without a parallel
in any country. Usually, there must be painful liquidation, a cessation of
constructive work, with a consequent demoralization of industry, and a
lengthy period of depression, until by slow accumulations the supply of free
capital available for investment is replenished. Then, when the stimulating
influence of a low interest rate has again made itself felt, a new cycle begins
and history repeats itself.

But a new influence has been at work since 1902 to mitigate the usual

2
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penalty for speculative excesses and exhausted credit. Instead of being
forced to discharge obligations and to build up new credits dollar for dollar,
debtors have had succor of the potential kind which makes four dollars of
credit for each one of new capital. From September 15, 1902, to August 25,
1905, with the help of an increase of $219,000,000 in capital, the addition of
$165,000,000 to the reserves enabled the National banks to enlarge their
deposits by nearly $1,000,000,000 and their loans by nearly $300,000,000.

GoLD DISCOVERIES IN CALIFORNIA AND AUSTRALIA.

The experience of the United States in the last eight years has been very
similar to that of England and the principal countries of Europe in the early
fifties, when the stream of new gold from California and Australia made its
first appearance. The later years of the decade ending with 1849 had been
years of bad harvests, industrial depression and political unrest in Europe.
The gold reserves of the Bank of England were practically exhausted in Octo-
ber, 1847, and the institution was saved only by governmental action. The
Bank of France was forced to suspend specie payments in March, 1848, and
did not resume until August, 1850. Political agitation, extending in several
countries to attempts at revolution, prowpted in large degree by the desper-
ate condition of the people, were general over Europe. Gold was discovered
in California in 1848 and in Australia in 1851, and by 1852 these new flelds
were producing together over 100,000,000 per year. The first sign of the
influx into Europe was in the gold reserves of the Bank of England, which
reached §110,000,000 in June, 1853. To get this idle money into use the bank
reduced its regular rate of discount to two per cent., and the market rate for
a considerable time was reported in financial journals at 1} per cent. The
belief that the new supplies of gold would effect a perinanent reduction in the
interest rate was so general that Mr. Gladstone, then Chancellor of the
Exchequer, proposed in Parliament a scheme to refund the consols below
three per cent., and fixed the rate on Exchequer bills at 1§ per cent. It was
soon demonstrated, however, that the rate of interest is not permanently
affected by the supply of money. The rate paid in money for the use of
money is one thing, and the value of money in commodities and fixed prop-
erty is another thing.

The first economic effect was felt in the shipping and ship-building indus-
try. Emigration, due to the bard times and particularly to the famine in
Ireland, had already been heavy. “Nearly a million people had fled from
Ireland in the five years preceding 1850, and in the eight years from 1848 to
1855 upwards of $40,000,000 was sent from the United States to Ireland to aid
friends and relatives to come to this country. The discovery of gold and the
demand for labor in the United States accelerated this movement. Every
shipyard in England was crowded with orders. Then came a new demand
for manufactures, and a great revival of constructive work of all kinds. The
price of building materials went up fifty per cent. in London, every idle man
was in demand, and a general advance in all commodities took place. The
business revival extended to the Continent. In France, Germany, and other
countries enterprise was_stimulated and all the features of a period of con-
struction, expansion and speculation were observed.

At this time much apprehension was felt as to the extent and ultimate
effect of the threatened inundation of gold. Michel Chevalier, a French
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economist of high standing, wrote a book, published in 1857, in which he
reviewed the situation, and reached the conclusion that a revolution in mon-
etary values was threatened, and urged the Government of France to demon-
etize gold. Holland and Belgium stopped the coinage of gold and made
their outstanding pieces redeemable in silver.

The war in the Crimea came on in 1854, and the purchase of supplies,
movement of troops and demand for men gave additional impetus to the
upward movement of pricesand wages. The war lasted two yearsand caused
a heavy drain upon the coin reserves of both England and France, by requir-
ing large sums to be shipped to the seat of operations. About this time
another and yet wore important development began, to wit, the enlarged
exports to India. In 1855-56 the construction of an extensive system of rail-
ways in India was commenced, and large sums of British capital in the form
of silver were conveyed to India to pay for this work. The silver was obtained
from the circulation of France, and replaced with gold. Furthermore, the
construction of railways facilitated the shipment of produce from the interior
to the coast and stimulated exports from India, creating permanently a
heavier balance of trade in her favor, to be settled in the precious metals.
These exports of silver from Europe to the East, which ran as high as $90,-
000.000 in a single year and averaged fully $50,000,000 from 1855 to 1865, by
making place for new gold, to that extent nullifled the influence in Europe of
the new supplies.

In 1857 expansion had run to the limit. Money and credit were tied up

“ to the strangulation point, and every banking center in Europe and America
was under tremendous strain. In the United States most of the banks sus-
pended payment; the Bank of England reserve was practically exhausted,
and the Government had to intervene again to save the institution. With
an unparalleled outpouring of gold during the period, the cycle from smash
to smash was complete in ten years.

In 1856 Messrs. Tooke and Newmarch prepared as the sixth volume of
Tooke’s *‘ History of Prices” a review of the influence of the new gold sup-
plies, as observed during the nine years which had intervened since the dis-
covery of gold in California. In summing up the authors said:

“ That the first decided effects produced by the new gold in this country were in 1851-58,
in the form of large additions to the total metallic reserve of the Bank of England ; that by
means of the magnitude of that reserve, and the consequent reduction of the rate of dis-
count by the Bank of England, a powerfal influence was exerted in depressing the general
rate of interest on all descriptions of advanccs. “And that since 1853 an opposite state of
things has prevailed ; first, in consequence of the extension of trade and enterprise, partly
excited in the first instance by the low rates of interest ; second, by the necessity of import-
ing large quantities of corn to supply domestic deficiencies, and, third, by the foreign
expenditures entailed by the war.

That since 1852 the arrival month by month of lurge convoys of treasure has been, on
several occasions, the means of removing actual or apprehended financial pressure of the
most formidable character. And hence, that the effect of the influx since 1852 has been to
prevent any violent commercial revulsion, and to moderate from time to time the operation
of the high rate of interest arising from the ordinary relation between the supply of capital
on the one hand, and the demand for it on the other.

That as far as can be ascertained by a careful examination of the course of prices in
this country as regards a considerable number of leading commodities, it does not appear
that the prices prevailing in the early part of 1857, when compared with the prices prevail-
ing in 1851, justify the inference tbat, in any manifest and appreciable degree, the increase
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in the quantity of metallic money, by means of the new gold, has raised the price of com-
modities ; in other words, in every instance of a variation of price, a full explanation of the
change is apparently afforded by circamstances affecting the supply or the demand.

That during the last four years, 1853-56, the markets for a large and important class of
commodities—both articles of food and articles of raw material—have been seriously
deranged by the war, by the sudden return of peace, and by the occurrence of deficient
crops in several parts of the world. . '

That the wages of labor in this country, both skilled and unskilled, bave increased dur-
ing the last four or five years in the proportion of fifteen to twenty per cent. over the pre-
vious rates.

That the whole process of the distribution of the new gold, in the first instance among
the laborers and capitalists of the gold countries, and in the second instance, among the
capitalists and laborers of this and other countries—resolves itself into a demand for more
1abor, and through the demand for more labor into a gradual rise of all classes of incomes.

That set in motion and sustained by the production year by year of large quantities of
new gold, there is at-work a vast and increasing number of causes, all conducing to aug-
ment the real wealth and resources of the world—all conducing to stimulate and foster
trade, enterprise, discovery and production—and therefore all conducing with a greater
and greater force to neutralize by extensions of the surface to be covered, and by multiply-
ing indefinitely the number and magunitude of the dealings to he carried on, the a priori ten-
dency of an increase of metallic money to raise prices by mere force of enlarged volume.”

In considering the effect of the new gold Messrs. Tooke and Newmarch
had to allow for natural reaction from the depression which had existed for
several years prior to 1850. They had to measure the influence of the emi-
gration movement which had set in before the gold discoveries, and of the
rising demand in the United States for English manufactures. They had to
consider the very important influence of war and short harvests. They
declared themselves unable, amid the results of these various influences, to

 distinguish the effect upon prices due to the new gold. And yet it is impos-
sible not to conclude that the new supplies had an important underlying
influence. Other writers, of no less reputation than Messrs. Tooke and New-
march, have not hesitated to assert that the influence of the new gold sup-
plies could be clearly traced and approximately estimated. Among them
was Professor Stanley Jevons, an economist of recognized authority. He
gave more study to the subject and wrote more upon it than any other man.
Writing in 1865 he showed by Tooke’s ‘* History of Prices” that almost with-
out interruption there had been a continual fall of prices from 1810 to 1849,
which could only be explained, in his opinion, by ‘‘supposing that the supply
of the precious metals did not keep pace with the demand.” He said:

*“ Thus, while industry, trade, and property were rapidly advancing in Great Britain,
America, and most other parts of the world, there was no corresponding advance in the
production of the precious metals. Prices, both in gold and silver, continually receded.
Now if, while the introduction of free trade, railways, telegraphs, and innumerable other
improvements accelerated the extension of trade, and the consequent demand for the pre-
cious metals after 1849, no new discoveries of gold and silver had been made, what must
have ensued? Prices must have continued in the downward course they had pursued for
thirty or forty years before. But they did not continue in this course—on the contrary, they
turned upwards in a sudden and decided manner, as shown in the body of this tract.’’

Reviewing the price records following 1849, he said:

‘ If we compare prices now (March, 1865) with what they were at their lowest in 1849,
we find there has been a rise of twenty-one per cent. If we take the average of 18345-50 as
our standard of comparison, the rise i8 eleven per cent. The real permanent rise due to
the gold discoveries is doubtless something between these, or probably nearer the higher
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/"‘ limit, twenty-one per cent. The gold discoveries have caused this rise of price. They bave

/

also neutralized the fall of prices whieh might have been expected from the continuous
progress of invention and production, but of which the amount is necessarily unknown.’’

He gave much importance to the large exports of specie to India, which
have been alluded to above, and expressed the opinion that European mar-
kets alone could not have absorbed the new supplies without a revolution in
prices. He said, upon this point:

¢ Asia, then, is the great reservoir and sink of the precious metals. It has saved us
from a commercial revolution, and taken off our hands many millions of bullion which
would be worse than useless here. Aad from the earliest historical ages it has stood in a
similar relation to Earope. [n the Middle Ages it relieved Europe of the excess of Spanish-
American treasure, just as it now relieves it of the excess of Australian treasure. *‘The
Indian trade,” says Macpherson, ‘arose to considerable magnitude at the same time the
American mines began to pour their treasures into Europe, which has happily been pre-
served by the exportation of silver to India from being overwhelmed by the inundation of
the precious metals, as it must have been had no such exportation taken place.’ '’

In 1869 Professor Jevons reviewed the subject finally in an article upon
the ‘‘Depreciation of Gold” published in the London ‘‘ Economist.” His.
conclusions were as follows:

¢ I cannot help, then, reasserting with the utmost confidence that a real rise of prices,
to the extent of eighteen per cent , as measured by fifty chief commoditi-s, has been estab-
lished since the year 1849. This is an undoubted depreciation of gold, because it represents
a real diminution in the general purchasing power of gold. “Nor can we well avoid attrib-
uting it to the effect of the gold discoveries. Indeed, as Professor Cairnes has so distinctly
pointed out, the effect of thoss discoveries is probably much greater than we can prove,
because the course of prices was in previous years decidedly downwards, 8o that_the new
gold has both prevented a further fall and occasioned a rise in its stead.’’

THE NEwWw GOLDEN ERA.

It is now in order to inquire what, if any, movement of prices can be deter-
mined to have occurred since the new flood of gold began to show itself in
the financial markets of the world. We have seen that the new golden era
began about 1890. The world’s production did not reach %200,000,000 per
aonum until 1896, and the gain had scarcely attracted attention at that time.
During the first half of that decade Russia and Austria-Hungary were with-
drawing important sums from circulation to prepare for the resumption of
specie paymente. Russia did not release any until the latter part of 1897 and
Austria-Hungary has put little into circulation even yet. After its war with
China in 1894-95, Japan began to prepare to go on a gold basis, which it did
in 1897. India began about the latter date to accumulate a gold reserve.
For several years, midway in the decade, conditions in the United States
were abnormal by reason of the silver agitation, and trade in Europe was
depressed. After1897, however, a rise in prices began, not only in the United
States, but in world markets, which it is worth while to examine.

The recognized method of determining price levels is by tables which con-
solidate the prices of a considerable number of staple commmodities. There
are several such tables of Kuropean prices which have been continued for
many years, and several tables for the United States which have been con-
tinued for ten or fifteen years. To show the movement of the price level
since 1890 we have made use of the tables prepared by the Bureau of Labor,
Dun's Mercantile Agency, and Bradstreet’s Mercantile Agency, in the United
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States, and the well-known London tables prepared by Mr. Augustus Sauer-
beck.

The Bureau of Labor tables are composed of the wholesale prices of 260
commodities, taken monthly, and the twelve quotations averaged for the
year. The average for all the quotations for the ten years 1890-99 is taken
as the base or standard. This base is rated as 100 and the average of all
quotations for each year is compared with the base by percentage. The
result is called the index number.

The Dun tables are especially designed to show fluctuations in the cost of
living. They include prices of all the necessaries of life; in each case the
price per pound is multiplied by the per capita consumption in pounds, for
the purpose of giving each item its due weight in the result.

The Bradstreet index number is the sum total of the prices per pound of
one hundred articles of common consumption.

The Sauerbeck index numbers are prepared on the same plan as those of
the Bureau of Labor. They are based on the quotations of forty-five com-
modities in London, taken monthly or weekly. The average of the eleven
years 1867 to 1877 is used as the base and the average for each year is com-

The Movement of Prices.

YEAR. | Bureau of Labor. Bradstreet's. | Dun’s. Sauerbeck’s.
1867 to 1877... 151.5
1878 to 1885.........ccc..... . 126.6
1880 ccciiiinainiienaeaees 109.0
1886......cccuuuennn .. .. . 104.0
b U i 103.0 »106.2
1888. . it 106.0
1889...eoieinnnnnnns " ‘ 100.0
1890.........ccnunn.. e 112.9 5 . 109.0
D ¥:1: ) U 111.7 K . 109.0
1892, i 106.1 5106.48 108.0 »103.98 ! 104.0 }106.4 103.0 3103.9
1898. ..t 105.6 105.0 109.0 103.0
D R 7 96.1 93.9 100.0 95.5
1B9S. oo 93.6 91.6 94.0 93.9
1896...cmeieniiie e 904 86.9 90.0 924
b .1 S . 89.7, 98.6 89.6 » 93.72 89.0» 93.08 93.9 » 96.02
1898. . i 934 96.5 092.4 96.9
1899 oo 1017 105.0 | 100.0 103.0
1900. ... oo 110.5 113.0 109.0 113.0
D ¥:11) SR e tiveaea i 108.5 ¢ 108.0 111.0 106.0
1902.uuueeeceiieinnsieeaeeeenns | 112081117 | 100.0}1118 117.0 ,113.6 | 104.0 -106.8
1808, it 113.6 114.0 115.0 104.0
1804, ..o 113.0 115.0 116.0 106.0
1905, January 1 to November

1 (eleven months).......... | eemenseaseneens 119,6 116.6 108.9+

* Nine months to October 1.
NOTE ON TABLES.—The figures for each year are a percentage of the average of the same table for
the ten years 1890-99. The Dun figures for 1890 and 1891 are for January 1 only.
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pared with the base by percentage. In order to compare these four sets of
prices we have brought them all into correspondence with the Bureau of
Labor figures by taking the years 1890-99 as the base. Thus Sanerbeck’s ten
index numbers for 1890-99 are averaged for a new base and his figures for
each year compared therewith. And the same with the Dun and Bradstreet
figures. The result is as shown in the table on the preceding page.

The close correspondence between these four independent sets of figures
for the period 1890-99 is calculated to give confidence in their significance.
They all show a decline to 1896-97, and a later rise. The three sets of United
States figures are very close together. The Sauerbeck figures do not show
the extreme fluctuations, a difference for which we are prepared, as the
depression of 1896-97 did not go so low in England as in the United States,
and the boom periods following 1890 and 1900 unquestionably carried prices
higher in the United States than in England.

Averaging the three United States tables, it appears that there was a fall of
twelve per cent. from the first five-year period to the second and a rise of 20.2
per cent. from the second period to the third, while by the Sauerbeck tables
there was a fall of 7.5 per cent. from the first period to the second and a rise
of 11 per cent. from the second to the third. The net rise from the first to
the third periods was 5.7 per cent. in the United States and 2.6 per cent. in
London.

The United States tables do not extend back of 1890, but the Sauerbeck
tables do. Hijs base, which was the average of the eleven years 1867-77, is
shown to be 51.5 per cent. above the average for 1890-99, and his average for
the period 1885-89 is almost the same as bis average for 1900-05. According
to the Sauerbeck flgures the prices of the last five years have been about on
a level with the prices of 1885-89.

The first thing to be observed is that after a heavy and continuous decline
from 1867-77, the period from which Jevons at date of his last writings looked
back over the course of prices since 1849, there has occurred, since 1897, a
change in the tendency which is suggestive of the change Jevons noted as
occurring in 1849. Prices have turned upward. We are now too close to
the event to have the perspective that Jevons had in 1869, or to measure the
influence behind the new movement so confidently as he did. We stand rela-
tively about where Tooke and Newmarch did in 1856.

It must be recognized that after the depression which followed the finan-
cial panic of 1893 and lasted about four years, a reaction was due which would
naturally carry prices as high as they were in the years inmediately preced-
ing the panic, and, in the congestion of demands, even temporarily higher.
But may it not be fairly reasoned that this reaction had spent itself when the
check to industrial development was felt in 1902-04? Was it not to be
expected that thereafter industry and trade would fall back to the usual
volume and ordinary growth measured by previous records, and that prices
would resume the downward tendency which had characterized them since
1867-77? But events did not take this course. On the contrary, there was a
speedy recovery of energy, and the volume of business was never so great in
this country or, on an average, throughout the commercial world, as it is in
1905, and prices by all the tables still tend upwards. The situation this year,
or since 1902, does not appear to be due to the influence of speculation or to
temporary causes.
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VARIOUS FACTORS INFLUENCING PRICES.

There are reasons independent of monetary conditions why prices might
not continue to decline as they did in the seventies and eighties. Agricul-
tural products are importaut in all price tables, and there has been no such
improvement in the implements of production or in facilities for trausporta-
tion during the last fifteen years as in the twenty years preceding 1890. The
production of farm staples and natural products, such as coal and lumber,
will have a tendency to fall behind population, or be kept up only at higher
costs, as cheapest supplies are exhausted, unless improved methods offset the
cost of transportation over greater distances and of production under less
favorable conditions. In fact, the production of farm staples has not fallen
behind population. The world’s crops of wheat for the five years 1900-04,
were twenty-five per cent. greater than for the years 1890-04, and of cotton
22.7 per cent. greater. Coal and lumber are among the products which are
much higher, and they, particularly coal, affect the cost of other products.
There have been, however, gains in the efficiency of steam boilers and engines
and in mechanical apphances for mining coal.

Another explanation for present high prices is found by some people in
trade and labor organizations. But when all these influences have been con-
sidered they do not seem sufficient to offset the constant gains achieved by
inventive genius in all lines and to alone reverse the mnovement of prices. A
steadily enlarging money supply seemws to account for this change better than
any other known influence.

The next question is, How far will the rise be Ilkely to go? That is too
intricate a matter for deflnite calculation; the contingencies are so many that
it is only possible to describe the modifying influences.

If every other factor remained unchanged, which is impossible, we might
assume that doubling the money supply would double prices. If the new
supply came in equal annual amounts for twenty years, the greatest effect
would be at first, because each successive installment would be a smaller per-
centage of the existing stock. The stock of money in the United States June
30, 1896, was $1,930,690,878. In the following nine years $954,388,351 was
added, or fifty per cent. But the same amount now would be an addirion of
only thirty-three per cent. To have the same effect each year would require
a constantly increasing addition which, indeed, we may get.

The new supplies come first to the inportant monetary centers, chief of
which are London, New York, Paris and Berlin. To these cities come all the
large projects of the world for capital, and a cheapening of money there gives
encouragement to industrial enterprisesin the furthermost parts of the earth.
In this manner currents are started which cause widespread distribution and
absorption. As gold in increasing quantities is offered forlabor and materials
of construction, the latter rise, relatively, and this rise constitutes the depre-
ciation of gold. With modern facilities of transportation markets the world
around are in close touch with each other, and a stimulus in one is shared
with and modified by others. As money loses value relatively under the ris-
ing movewent of labor, commodities and real property, the entire stock of
money in the world necessarily shares in the depreciation. These two absorb-
ents, to wit, the expansive capacity of the world’s industry and commerce
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and the great stock of money already in the world, will modify the influence
of the new supplies.

THE GoLD SUPPLY CONSIDERED WITH RELATION TO INCREASED PoPULA-
TION AND WEALTH.

The increasing population and wealth of all countries will absorb some
portion of the increasing supply without a disturbance of prices. How much
more gold is required as a country grows in population and wealth, is one of
the debated questions. The gold stock of England seems to have increased
but slightly in recent years. The holdings of the issue department of the
Bank of England at the beginning of the year 1880 were $132,500,000 and at
the beginning of the year 1905, $147,500,000. The amount of gold coin in the
United Kingdom at the beginning of 1880 was estimated by Mr. Freemantle,
Master of the Mint, at £122,474,000 or about $600,000,000, while the official
estimate for Janaary 1, 1905, was only £100,000,000 or about §500,000,000. If
the latter was right, the former was too high. In providing for the restora-
tion of the gold coinage in 1893, the Chancellor of the Exchequer adopted an
estimate of about £90,000,000 in the Kingdom. This was of coinonly; the
holdings of the Bank always include considerable bullion. The coin holdings
of the Irish banks increased from £2,447,601 at the beginning of 1880 to
£3,419,480 at the beginning of 1895. The coin holdings of the Scotch banks
increased frowm £3,885,467 to £6,520,733 in the same period. The population
of the United Kingdom was 35,246,562 by the census of 1881 and 41,976,827
by the census of 1901.

Messrs. Tooke and Newmarch estimated the stock of coin and bullion in
the United Kingdowm in 1850 at §335,000,000, when the population was about
27,000,000. The number of bank offices in 1850 was 1,481 ; in 1880, 3,600 and
at the beginning of 1905, 7,238. The London Clearing-House returns for 1881
were £6,357,059,000 and for 1904, £10,564,197,000. The total deposits of
banks in the United Kingdom, according to the London ‘‘ Economist,” were
about £525,000,000 in the spring of 1880 and £845,000,000 at the beginning of
1905. The gold actually in the banks at the beginning of 1904 was estimated
by ‘‘ The Economist” at £60,000,000.

No other country shows such a growth of business without a large increase
ip its gold stock. In the United Srates the stock of gold, and the aggregate
stock of all money, has gained tifty per cent. in the last ten years. Our sys-
tem of gold certiticates is not economical of gold, but on the other hand the
prevailing opinion in England is that that country is running on too small a
gold reserve, and that some steps should be taken to increase it. In the
United States the great gold reserve is inaintained at the expense of the whole
country, while in England reserves must be maintained at the expense of the
banks. Hence, extravagance here, and economy, perhaps to the danger line,
there.

The effect of invention and improved methods is to cause a constant
reduction in the labor-cost of products, and, with a standard of value bear-
ing a stable relation to labor, prices have a natural tendency to decline with
this industrial progress. The influence of a depreciating standard must equal
and overcoine this counteracting influence before any actual fall of prices can
appear in market quotations.



26 THE BANKERS' MAGAZINE.

ENLARGEMENT OF THE DEMAND FOR GOLD.

The most important enlargement of the demand for gold is likely to come
by the development of countries which heretofore have been comparatively
small factors in the commercial world. At this time, when the uttermost
parts of the earth are being explored, and when practically everywhere
encouragement and protection are afforded to investments, a heaping up of
capital in the form of coin at the financial centers will surely stimulate the
development of the hitherto dormant and neglected countries. We have
seen how with an increasing supply of the precious metals in the seventeenth
century and again fifty years ago, there came a great development of trade
with India and a heavy absorption of gold and silver in that quarter. There
is every reason to anticipate that in this respect history will repeat itself, and
on a larger scale. Such a movement is already discernible. In Asia, South
America, the West Indies, Africa, Southern and Eastern Europe, new forces
are in action. Japan has led the way in Asia. Her entire industrial system
has been revolutionized in the last twenty-five years. Her bank deposits
have more than quadrupled in the last ten years, a large advance in wages
has occurred, and the country has necessarily increased its monetary stock in
an important degree. China is making progress in the same direction and
will no doubt adopt a coherent monetary system before long. With the
United States in the Philippines and all peoples looking for commmercial oppor-
tunities in Asia, steady and probably rapid development may be expected.
In Russia a breakup of old conditions is going on. When the present troubles
are past it is probable that, with new opportunities open to the people, and
their energies aroused by the events they have passed through, there will be
such industrial progress as the country has never before known.

Throughout Eastern and Southern Europe progress is to be expected. All
of those countries are rich in natural resources and have industrious popula-
tions capable, when organized and supplied with modern instruments of pro-
duction, of increasing their present output of commodities enormously. There
is a great disparity between the monetary stocks of the countries of Western
and Eastern Europe. France heads them all with about $40 per capita;
Holland and Belgium have about $24 per capita; Germany, §21.50 per capita;
Russia, less than §7: Bulgaria, Roumania, and Turkey, $3 or $4; and even
Italy and Austria-Hungary only about $10. Wages in Mexico have doubled
in the last five years under the new demand for labor due to an influx of cap-
ital, and the Government has adopted the gold standard to encourage further
investments. The new supplies of gold, the most mobile and universally
available form of capital, will facilitate this migration of capital from the
countries where it is abundant, and where its earnings are small, to the new
fields where it is needed.

It is to be observed that the capacity of a country to absorb new gold
without disturbing the level of world prices depends upon its ability to expand
its industries and trade. And by expansion is meant an increase in the actual
quantity of commodities produced and exchanged, not a mere increase in
their value. There must be more grain and cotton and iron produced, more
men employed, more days’ works done. This is why the best chance for
absorption of the new supplies without serious disturbance to present values
lies in the development of now backward countries. These regions are neither
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producing nor consuming as they have the capacity to do. Their production
and consumption will develop together without disturbing the world’s equi-
librium, but their enlarged exchanges will take up more gold. It is true,
also, that even the advanced countries have greater capacity for production
and consumption than they ordinarily employ. The most ambitious and
efficient workers can always have employment, but the less efficient class find
it more or less precarious. The modern industrial system, with its compli-
cated division of labor, is wonderfully effective when all its parts are working
together in perfect balance, but much of the time there is more or less disar-
rangement. There is a serious falling off in production and trade, much
enforced idleness and suffering, and a loss of wealth whenever the machine
is disorganized, as it was in the United States from 1893 to 1898 and has been
recently in Germany. With new supplies of gold flowing constantly into the
money market, as at present, there is, as illustrated in 1902-04, a compara-
tively quick recovery from disorganization, a constant impulse to ‘‘take up
the slack ” and push the machine to its utmost capacity. The production of
coal in this country for the five years 1890-94 was 766,750,895 tons, and of
pig iron 40,421,463 tons; the production of coal during the five years 1900-04
was 1,405,572,434 tons, and of pig iron 81,995,188 tons. The enormous gain
in the output of all our industries, indicated by this increase of one hundred
per cent. in these basic constituents, must have been due in great part to the
more constant and complete employment of the population.

This constant stimulus is not an unmixed good. It has its unhealthful
influence, but it keeps the productive forces working at high tension. All
the economic gains due to it come in this way, for when every wan is at work,
when all the productive forces of society are in full action, you cannot make
the world richer by pouring money into it. A point is reached then where
every addition means dilution, where the new supplies can only find employ-
ment by decreasing the value of the old stock. When this occurs, all busi-
ness relations based upon terms of money are disturbed; speculation instead
of orderly industry is promoted; there is danger that waste and adventure
may run riot and that speculation and industry may go down together in a
general collapse.

How THE DEPRECIATION OF GoLD WILL AFFECT THE GOLD-MINING
INDUSTRY.

There is another factor of importance to be considered, and that is the
effect of the depreciation of gold upon the gold-mining industry. As the
metal loses in purchasing power over labor and commodities, the owner of a
gold mine must pay a correspondingly larger share of his output in operating
costs, and this must in some degree act as an automatic check upon produc-
tion. The profits of gold mining vary with the mines, some of them paying
very largely, some moderately, and some only a small percentage of the gross,
while there is always a considerable production from mines operated at a loss
but with hopes that they will do better. An important increase in mining
costs would reduce the profits of the first class, transfer many of the second
and third classes to the fourth, and close more or less of the latter. Allow-
ance must be made for the persistency of the gambling spirit and also for the
possible achievements of engineers and metallurgists struggling with adverse
conditions. In the long run a steady loss of profits would curtail production.
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The Homestake Mine, in the Black Hills, which has been the greatest produ-
cer in the United States, has yielded $80,000,000 and paid about $20,000.000
in dividends. At this rate, a rise in costs of 3314 per cent. would extinguish
its profits. The Cripple Creek district had produced about $140.000,000 to
January 1, 1905, and the dividends of incorporated companies had amounted
to about $35,000,000. This would be an average of approximately twenty-
five per cent. of the gross. A rise of costs that would close the Homestake
would cut off a large part of the Colorado product, and the same would be
true of California. Australasia as a whole, with its product of $86,000,000,
last year averaged a little better than the above figures, twenty-four of the
largest companies in West Australia paying thirty-five per cent. of their gross
product in dividends. It is to be remembered that these are averages, much
of the yield being from mines which paid only small profits. The mines of
the Transvaal last year paid in dividends about twenty-five per cent. of the
gross product.

In conclusion, while repeating that with so many chaonging and specula-
tive elements entering into the problem it is manifestly impossible to prophesy
with any degree of precision the influence of the new supplies of gold, we may
set probable limits to that influence and to some extent define and measure
the factors that have weight. So far as can now be seen no revolutionary
results are impending. The best assurance of that is found in the cost of our
present gold product. We have seen that a rise of 331; per cent. of the cost
of mining operations will make an important share of the product unprofit-
able, and certainly act as a deterrent upon future explorations. Mining costs
consist chiefly of labor, timber and machinery, and may be expected to con-
form to any general movement which includes a rise of wages and prices.
Here, then, we have a deflnite limit, subject, of course, to the possibility of
a more rapid decline in the cost of producing gold than of commodities in
general.

But the depreciation of gold may not go so far as to raise wages and prices
331; per cent. The rise in staple commodities for the last five years over the
flve years beginning with 1890 was less than five per cent. in an open world-
market. During this time the stock of money in the United States was
increasing fifty per cent. and the available cash of the principal banks of the
world over fifty per cent. During this time industry has been in some degree
interrupted, and prices and interest rates affected by three great wars. The
war debts incurred by the United States, Great Britain, Russia and Japan,
since 1898, aggregate over $2,000,001,000* and the wars costs probably double
that sum. All of this capital was burned up, and so much less has been
available for industry. Interest rates have been higher in consequence and
the natural effect of the new gold upon the world's development has been
retarded. If order is now established in Russia and the boon of world-wide
peace is granted, normal conditions will be resumed.

To the extent that a depreciation of gold occurs, people whose incowes
have been previously fixed by contracts, or by salaries or wages which can-
not be readily raised, are losers, and the owners of real estate, stocks, and
properties which feel the stimulus are benefited. Economists have usually
held the view that increasing supplies of money, with the accompanying
industrial stimulus, were advantageous to the wage-earning class because of

* Does not include bond issues since the peace.
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the demand created for labor. There is an advantage to the wage-earner
in having more regular employment, but when prices are rising he is under
the necessity of continually getting his wages advanced in order to hold his,
own. The most commanding position for the man who has permanent
employment is to have a standard of value in which wages may be steady
while the prices of commodities fall to correspond with every elimination of
labor from their cost. Then all the forces of progress work for him. His
share of a constantly increasing production is laid promptly at his door. The
purchasing power of wages increases without aggressive action on his part.
None are so ignorant, timid or dependeut as to be unable to buy at lower
prices when they are prevalent; but all are not equal in the intelligence,
courage and resources required to make a continuous fight for higher wages.
It must be recognized, however, that natural forces are always at work to
restore an equilibrium wherever disturbed, and the balance is more nearly
maintained than we commonly think.

This effort to waintain an equilibrium is seen in the relations between
interest on loans and the returns on property investments. When money
depreciates and property rises, the lender of money is plainly at a disadvan-
tage, if the interest rate remains the same. But it does not remain the same.
The money-lender will average as smart as the other man, and when property
values are rising there will be a tendency among lenders to withdraw funds
from loans and buy property themselves. That movement will proceed until
the interest rate advances far enough to balance the chance of profit on
investments. If, therefore, we are to have a period of advancing values, as
seems probable, the corporations which have recently issued long-term bonds
at low rates are fortunate.

An increasing money supply does not mean uninterrupted prosperity. No
supply can come fast enough to outrun the imagination of speculators.
Whatever may be the original impulse to an advance movement, if the move-
ment continues speculation will become a factor in it, and a reaction must
follow. The weakness of modern finance is in the vast holdings of marginal
ownership, and nomatter how much prosperity or how mmuch money we have,
that condition seems to remain much the same. This practice of using credit
and reserves to the utmost exaggerates the effect of every fluctuation in the
supply of money. After gaining nearly $1,000,000,000 in cash in nine years,
it might seem that the United States could spare $100,000,000 without a panic,
but we could not, or the half of it without alarm.

Finally, while an ample supply of so peculiarly available a form of capital
as gold plays an evident part in world-development, let it again be said that
its work is as a medium and lubricant. It is not an ultimate form of wealth.
Blanqui, the French economist, stated this with striking emphasis, about
1840, when after recounting the results in Europe of the discovery of Amer-
ca, and the outpouring of the precious metals which followed, he summed
up as follows:

‘ Everyone knows to-day that the real advantages which Europe derived from the ais-
covery of the mines of the New World do not come exclusively from the abundance of the
precious metals, but from the cultivation of the comwmodities for consumption which con-
stitute the basis of our exchanges with that country. Gold and silver have disappeared ;
cotton, sugar and coffee remain. The single discovery of the potato was worth more than
all the mines of Mexico and Peru.” : :

WASHINGTON, December, 1905,
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- TRUST COMPANIES —THEIR ORGANIZATION,
GROWTH AND MANAGEMENT.*

By CLAY HERRICK

BOOKS, RECORDS AND FORMS FOR THE TRUST DEPARTMENT
—Continued.

SuNDRY FORMS FOR THE ESTATES DIVISION OF THE TRUST DEPARTMENT.

OR the Tickler of this division of the trust department, the various forms
F already shownt are adapted, the card forms being the most convenient.
Other cards may easily be added, suited to special needs. Figure 55
shows a form that is in use, and is very convenient for tickling items of in-
come regularly recurring, and for other uses. The arrangement for dates at
the top of the card saves much time and writing. Where an item is to be
attended to on the first of each month, for example, the figure 1 is inserted

lan | Feb | Mar | Apr | May | June | July | Aug | Sept | Oct | Nov Dec

Trustmwma~ ...... A y
Investment% (2 Qﬂﬁ //ij @WJ b’s

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

Trust Investment Income. $/ISO~. .

F1a. 55.—TICKLER CARD,

* Publication of this series of articles was begun in the January, 1904, issue of the MAGA-

ZINE, page 31.
+ THE BANKERS' MAGAZINE, November, 1905, pp. 622-624.
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F1a. 59.—CARD RECORD OF SECURITIES—REAL ESTATE LOANS.
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F1a. 80,—CARD RECORD OF SECCURIT1ES, NoTES, ETC.

under the name of each month; after the itetn has been attended to for one
month, the card is moved forward in the tickler case to the next month.



TRUST COMPANIES. 88

An important form is the Record of Securities held in the various trusts,
Figure 56 shows, with some slight changes, the form for this record given in
the Book of Forms of the Trust Company Section of the American Bankers’

Association. One double page, or more if necessary, is devoted to the securi-
TRVS INVESTMENT NQL——-
wvonos [

GV

SALARGS
seuanes |
R = 22011 Rkl 99 1OM] 115 |4 ulsoc

F1G. 61.—CARD KECORD OF SECURITIES —BUNDS OR STOCK.

REALESTATE LOANNe. 2

F1a. 62.—CARD RECORD OF SECURITIES—REAL ESTATE LOANS.

INTEREST RECORD

F1G6. 63.—RECORD OF INTEREST ON LOANS.

ties of each trust. This book is designed to serve as the ledger for the securi-

ties account, in the space provided at the right-hand side of the form. Cer-
3
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tain memoranda are called for at thetop of the form that are usually included
either in the trust register or in the memorandum page at the beginning of
the account for each trust in the Trust Ledger. They are not needed in all
of these records, and will naturally be omitted bere if given elsewhere. The
_ size of the pages is 214 by 18 inches. The book is provided with an index at
the front; or a separate index may be used.
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F1G. 65.—REAL ESTATE LEDGER.
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F1G. #86.—RECORD OF SECURITIES—MORTGAGE LOANS.
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Many companies keep the Record of Securities in card form. Figures 57,
58, 59 and 60 show the set of card forms used for this purpose by one large
compauny having many estates in charge. The first three of these forms ex-
plain themselves. The fourth, shown in Figure 60, is used for the record of
any securities other than bonds, stocks or real estate loans. For example,

- i
Buildings oo|
WasKko g  SF Total |
G/
Mg fabod
3’ . Remtsat 44s5]
w 35 E Ensurance 21500
t 3
BapeltySodd
=
'r:..d‘@?;:xgd
s l Revna rks

Fi1d, 69.—CARD REAL ESTATE RECORD.
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estates are often received in trust which are the owners of unsecured notes,
or of time loans secured by collateral. The size of the cards is 8 by 64 inches.
They are contained in a case which is provided with index cards bearing the
names of the different trusts, arranged in alphabetical order. They may, of
course, be arranged numerically by the numbers of the trusts if preferred.
In Figure 61 is shown another card form designed to serve for the record of
either bonds or stocks; and Figure 62 gives another form for the record of
real estate loans. The back of these cards contains a form for the record
of interest or dividends, that for interest being shown in Figure 63.

These records give complete lists of all the securities held in each trust,
but in order to know the amount of any given security held in all the trusts
in the department, it is necessary to provide another record indexed accord-
ing to the securities. Figure 64 shows an index card for such use. Its use
is merely to serve as an index to show what trusts hold any given security,
and how much of it they hold. The total amount of the security held by all

RECORD OF RENTS.

Premises  Homse §2 Adams Streel Trust No._gre
Roger Swith o Tenant  Hewy A. Williams Kstode ___ Owner
Reat, § o000’ per Year, Payable §.s5.00 per_Mowth in advance
Water § 900 per Year, Payable $ 2.5 per_ Querter. by_Traent
Lease C Nowe Expires, Vacated, Rent due, §
Remarks Rent poid in foll to gj1/g, whea propery was burmed ooov wms. =~
o97]
Max. 2. &L A0 SLL. - 10
Max. - s o &1 = 10
» a &l 20 _ 31 - 10
June. m. QUL AL =3 10
Jalg. i W /7T 7/ = 10
Sepl. . oMe—toalk = 10
0. Al 10 2alL 5 10,

F1G. 70, - RENT BOOK.

the trusts must, of course, be found by adding the amounts on the several
cards filed after the index card for the security. Some companies keep a
regular line ledger for securities held in trust, a loose-leaf form for which is
shown in Figure 65.

Loose-leaf Records of Securities are used by some companies, and Figures
66 and 67 show the first and second pages respectively of a form for the
record of mortgage loans used by a New York company. This record permits
of more detailed information than is usually given in a card system.

Usage seems to vary greatly in the matter of record of real estate held in
trust. Some companies depend for a comnplete record of such real estate upon
the rent book and the tax book—in addition, of course, to the original entries
in the Trust Register and in the ledger accounts of the trusts concerned.
Other companies add a complete list, in separate form, of such real estate.
Figure 68 shows the form of Real Estate Record given in the Book of Forms
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of the Trust Company Section of the American Bankers’ Association. The
book is provided with an index in front.

Figure 69 shows a card record for real estate, giving about the same infor-
mation as that given ip Figure 68, and adding a plat of the property. Addi-
tional information, if desired, may be put on the back of the card. These
cards may either be grouped according to the trusts owning the property, or

S Lt | it 15 Vet rost 51 Post Bues. 1 (O Ton Vel of Laode, 8,300 Of s § /COOZ Tota Tau Vi, /30072 Appraiesd Vil 83 60012

*0
tnavrance $20002  Premivm A22%0

F1G6. 7l.—RENT BOOK.

arranged alphabetically according to streets. If the former plan is adopted,
an index by streets will be needed to make the record complete; and if the
latter plan be followed, an index by trusts owning the property should be
added.

The form for the Record of Rents recommended in the Book of Forms of
the Trust Company Section of the American Bankers’ Association is given in
Figure 70. This is made up as a loose-leaf book, the pages being arranged
numerically as to trusts and alphabetically as to tenants in each trust.
Another form of Rent Book is shown in Figure 71, in which provision is
made for the record of expenses on the premises rented. Some companies
elaborate the records in the rent book still further, showing expenses in two
columns, headed ‘‘ Repairs’ and ‘‘Sundry,” and also providing a column for
the record of sundry receipts, such as repayments of water rents, etc. Figure
72 shows a rent record in card form, the cards being five inches wide by eight
inches long.

Companies handling a number of trusts which are the owners of real estate
are of course compelled to look after a great many fire insurance policies,
seeing to it that all buildings are covered by sufficient insurance, and that
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policies are renewed in due season. For proper attention to the matter of
renewals, reliance is, of course, placed upon the Tickler. Some companies
file insurance expiration cards in the general Tickler of the Department.
while others maintain a special Tickler for insurance expirations. Figure 73
shows the form of a card used for such a special Tickler. This also serves as
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F1G. 73.—INSURANCE TICKLER.

a cowmplete list of all insurance carried in the department. Some companies
keep in book form a complete insurance record, and Figure 74 shows a form
based on that given in the Book of Forms of the Trust Company Section of
the American Bankers’ Association.

(To be continued.)
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NEW YORK TRUST COMPANIES.

REDERICK D. KILBURN, Superintendent of the Banking Department
F of the State of New York, has the following to say regarding trust
companies in his recent annual report:

“There were eighty-one trust companies at the close of the fiscal year, of
which, however, one is in the process of liquidation, and one other has paid
all of its depositors whom it has been able to locate, and is doing no new
business. During the year the Home Trust Company, the Jenkins Trust
Company and the Citizens’ Trust Company, all in Brooklyn, and the Italian-
American Trust Company in New York were authorized, and the Lawyers’
Title Insurance and Trust Company, also in New York, capitalized at
$4,000,000, came into being through the merger of the Central Realty Bond
and Trust Company and the Lawyers’ Title Insurance Company. Only one
other trust company has a larger capital. The Continental Tfust Company
merged with the New York Security and Trust Company, which has since
taken the title New York Trust Company. The Trust Company of America
and the City Trust Company were merged into the North American Trust
Company, taking the name Trust Company of America. The only change
other than these was the closing of the Merchants’ Trust Company in New
York, because it was deemed by the Superintendent of Banks unsafe and
inexpedient that it should continue longer in business.

In 1904 the trust companies reported only as of the first of January and
July, while in 1905 they are reporting, as is now required by law, ‘at least
once in every three mouths,’ and without advance knowledge of when such
reports are to be called. Comparing their reports as of September fifth, 1905, .
with those for July in 1904, these companies gained $1,100,000 in capital,
$13,459,624 in book surplus and undivided profits, and $291,696,379 in total
resources. Their combined assets were $1,600,147,309. Their surplus calcu-
lated on the market value of their investments is $162,081,840, and upon this
basis the companies are measurably stronger even than at book value—upon
the latter basis their surplus as to capital being 245 to 100, while upon the
former it is 266 to 100.”

REGULATION OF TRUST COMPANIES IN IOWA.

LTHOUGH the State of Iowa enjoys the distinction of possessing more

A banking institutions than any other State in the Union, there have

been comparatively few trust companies organized within its limits.

Some of the few companies now in existance were organized as early

as the seventies but the institution in general has met with little encourage-

ment or even attention on the part of the State. The Legislature of 1904

passed some general legislation on the subject and the Attorney-General, at

the suggestion of the Auditor of State, has given an opinion by which the

new statutes are construed to require a periodical examination and a report
to the Auditor’s office.

The situation is deemed somewhat unsatisfactory, however, and a bill
is being prepared under the auspices of the banking interests, for presenta-
tion at the coming session of the Legislature. The new measure is more
comprehensive in its scope than any of its predecessors and is intended to
make the supervision of trust companies by the State as complete as that
now exercised over banks and building and loan associations. The measure
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is being framed along the lines of the New York law, which has been selected
a8 a standard.

The bill provides that all companies using the word “trust” as a part of
their corporate title must have a capital stock of at least $100,000, except in
cities of less than 25,000 population, where the capital may be $50,000. No
certificate of incorporation may be issued until the Auditor of the State
shall be satisfled by examination that the amount of the capital has actually
been paid in and that there has been deposited with him ten per cent. of the
capital in approved securities. The measure also prescribes that if a trust
company does a general banking business it shall maintain a reserve of ten
per cent. if in towns of less than 3,000 population and of fifteen per cent.
where the population is greater. When the trust company confines its bank-
ing business to savings accounts the required reserve is eight per cent.

TRUST DEPARTMENTS IN NATIONAL AND STATE BANKS.

T the recent meeting of Group I, New York State Bankers’' Associa-
A tion, in Buffalo, in addition to the resolution calling upon all con-
servative trust company officials to urge upon the Legislature the
passage of a suitable reserve law for all banking institutions receiv-

ing deposits subject to check, the following was also adopted unanimously:

“Resolved, That we, the representatives of the National and State banks of
Group I, New York State Bankers’ Association, request the Hon. William B.
Ridgely, Comptroller of the Currency, and the Hon. Frederick D. Kilburn,
Superintendent Banking Department of the State of New York, to consider
the advisability of an amendment to the National and State bank acts,
providing for a trust department in National and State banks.”

Both resolutions were offered by J. H. Lascelles, Cashier of the Marine Na-
tional Bank, Buffalo.

Some years ago THE BANKERS’ MAGAZINE suggested that all State banks be
permitted to do a trust company business. This would certainly seem only
fair, inasmuch as most of the trust companies are already doing a banking
business.

FEDERAL REGULATION OF TRUST COMPANIES.

N his annual report Hon, Leslie M. Shaw, Secretary of the Treasury, re-
l news his recommendation of last year, that certain trust companies be
permitted the privilege of incorporation under Federal laws.

There is considerable sentiment among trust company officers favor-
able to more uniform laws relating to such institutions; but opinion is
divided as to the best way to secure this—whether under State or Federal
laws. That uniformity could best be attained under a Federal law is indis-
putable; but, on the other hand, there are some advantages of State regula-
tion that tend to counterbalance this advantage.

TRUST COMPANY IN CUBA.

HE Trust Company of Cuba has been organized at Havana with $500,000
capital. This is the first trust company organized in Cuba to do a
regular trust and banking business such as done by similar com-
panies in the United States.

J. A. Gonzalez Lanuza is President of the new company; Norman H. Davis,
Vice-President, and Oswald A. Hornsby, Secretary and Treasurer.
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I1.
THE CUT RATE.

during the development of a new business, foreign bankers are in

some senses excusable for having paid scant attention to their
welfare as a body. But foreign banking in the United States long since
emerged from the shell; it is a great, going and well-distributed business,
having all the necessary capital and facilities for the immense turnover in-
volved. Notwithstanding this fact, it is still a financial foundling, exposed
to the influence of unfit standards, unguided and uncontrolled by common
consent as to what is good and what is not. A great number of the methods
employed in it are crude, indefinite, wasteful of time and energy and wholly
unreasonable in many ways. Such conditions, even though there be just
excuse for their existence up to the present time, cannot with equal grace be
allowed to continue indefinitely. To take these matters earnestly and intelli-
gently in hand as a body, to search out and remove the deleterious causes
where possible and establish in their stead orderly fundamental principles
which tend to stability, regularity and sound banking, is a duty which foreign
bankers, if they have self-interest properly in mind, should not neglect too
long.

To one, then, who attempts to discover the sources of the disturbing
factors now obtaining in the business of foreign exchange, they appear, at
first glance, to be many and various. But it is the writer’s firm conviction,
as a party in active interest, that the more serious ones, of which complaint
‘is most frequently and justly made, are, in the last analysis, chargeable to
individual competition. Lest some misunderstand, it may be well to explain
that by individual competition is meant the competing for business by a
foreign banker along lines which seem best to conduce to his immediate ad-
vantage, without taking into account the effect which his methods and prac-
tices may have upon the business of foreign bankers as a body, or upon the
business of foreign banking as a part of our commercial system; in short,
looking continually to present individual interests and leaving future com-
mon interests to care for themselves.

It is this individual competition which stands like a hard master over the
foreign banker, driving him to sorry passes daily, and causing him to use
many stratagems which are incompatible with the dignified position which
he occupies. And the last word of this individual competition is the cut rate,
before which everything else goes down. Whatever may be a foreign banker’s
idea as to a fair and safe rate under any given circumstances, he is not in
position to command it. Upon being applied to for exchange on a certain
point by a prospective customer he may indeed, having in hand the day’s
cabled rates and discounts from his correspondents abroad, by an equitable

W HILE engrossed each by the haste and necessity of holding his own
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computation arrive at a rate which represents his idea of safety and fairness.
But upon quoting this rate to his prospective customer, he meets with the
assertion that the customer has already in hand a lower rate for the same
exchange. At this critical point the banker has three alternatives: (1)
refuse to quote a lower rate than that dictated by his sense of what is proper
and just, in which case the prospective customer will look elsewhere; (2)
meet the quotation which his prospective customer has already in hand, in
which case he may win the business, if such customer be favorably disposed
toward him; (3) quote a lower rate than that which his prospective cus-
tomer has in hand, in which case the latter, after shopping at some length
among the foreign banker’'s competitors, will at last accept his rate, if it still
be the lowest quoted. Thus it will be seen that the cut rate is the baneful
magic, the black art, so to speak, by which the foreign banker’s business
vanishes or materializes. His financial stability, his well-earned reputation
as a fair and sound banker, his facilities, which are perhaps the product of
years of faithful labor and thought—in a word, all that it is considered worth
while fér high-principled men to strive for in the financial world—these are
of no avail. They are all instantly defeated, they count for nothing as
against the cut rate; to quote which, be it said, certainly requires no banking
ability. So it is that the foreign banker, not being able to command a proper
reward for his labor and facilities, is made to forego it; which necessity robs
his endeavor of its keen edge and causes him to put into his business only
the lukewarm spirit of a man engaged in work no longer worthy in the
highest sense of his steel.

In the light of these conditions it s plain that the whole effect of cutting
rates is demoralizing; on the one hand, to the banker who refuses to lower
his rate because it unreasonably lessens the earning power of his ability and
facilities; on the other, to the banker who cuts the rate, because it engenders
an improper ideal of business and, like an insidious poison, causes him to
exult in the patronage he secures by cutting rates rather than by adherence
to safe and dignified banking principles.

In fact, it may be truthfully said, and the writer here asserts, notwith-
standing the current misgiving in regard to non-competition as a business
principle, that individual competition, as heretofore defined, which amounts
to competition as to rates, should under no circumstances be applied to
banking. Survival of the fittest, which is the ultimate effect of this competi-
tion, does not apply to banks: they must all survive, as far as their ability to
pay one hundred cents on the dollar is concerned. Whether they stand alone,
be liquidated or merged, this ability must always obtain; it is the very life-
blood of our whole commercial body. The far-reaching disasters resulting
from faflure in this ability at once set the business of banking in a class
by itself, exempting it from principles which may with more or less propriety
be applied to other classes of business. Sound banking is bound by certain
hard and fast limits, within which safety lies, and profits should lie, and
without which danger lies. Therefore, when the irreducible minimum of
safety as to rates is reached, competition becomes a menace and should be
dealt with as such.

But here a vital distinction is to be noted: competition which does not
operate to reduce or menace this minimum of safety as to rates is the parent
of all banking fitness and greatly to be desired. Competition as to the per-
fecting of foreign banking facilities, the extending of attractive courtesies,
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and all that tends to keep the banker on his best mettle and improve his
business standing and the service which he renders, makes for proper and
dignified banking and should be welcomed always as a saving grace. But
the present individual competition between foreign bankers, having for its
last word the cut rate, tends to none of these desirable ends; in fact, it is in
every way the very antipode of them. The smallest margin of profit com-
patible with fairness and safety was reached long since; more, it is exceeded
time and again in the course of every business day, as all parties in interest
well know. Rates are now driven to a point which makes no provision for
insurance on the risk always incurred in buying the various bills of ex-
change; they do not even afford a proper return on the capital and labor
involved in the operations. Under these conditions it is altogether human
that foreign bankers should speak so often and regretfully, and in some in-
stances almost bitterly, of the condition under which they are forced to
conduct their business.

It would seem, then, highly desirable that the demoralizing influence of
this individual competition and its exponent, the cut rate, should be re-
moved, and thus, in a large measure at least, restore foreign banking to the
salutary plane of competition as to enterprise and facilities. When thus re-
stored, foreign bankers could with pride and propriety, devote their time
and talents to it, as to a business worthy in the very highest sense of their
ambition and ingenuity.

NEw YORK. . FRANELIN DICKEY.

REVISION OF THE BANKING LAW.

ORMER COMPTROLLER ECKELS, now President of the Commercial Na-
tional Bank, Chicago, was recently quoted as follows in the daily press
regarding the National Banking Law:

“The whole National Bank Law ought to be revised. Everybody
knows the currency feature is defective. The idea of banking is to assist
commerce, manufacturing and the business world, and it ought in all features
to be so adjusted that it would conform to the demands of business and not
undertake to make the demands of business conform to it.”

Concerning reports that Secretary Shaw might make heavy public deposits
to relieve the financial strain in New York, Mr. Eckels said:

“If the Secretary wants to increase public deposits it ought to be done
in New York, because New York has to bear the burden of the stringency.
Chicago bankers feel that the situation here does not require such deposits.”

CAMPAIGN CONTRIBUTIONS BY BANKS.

HE Senate recently received from Secretary Shaw the reply of the Comp-
troller of the Currency (o Senator Tillman’s resolution calling for in-
formation as to the revelations of bank inspectors regarding contribu-
tions made by National banks for campaign purposes.

The Comptroller says that there are about 100,000 such reports on file, and
while he cannot without inspecting all of them state their character, he is
confildent that, except in one or two instances, they show no contributions for
political purposes since 1891. The exceptional reports showing contributions
cover transactions of $200 or $300 in small banks and do not go into detail.

The Comptroller says that when an examiner’s report shows any unlawful
use of funds of a bank by its officers it is the practice to call the attention
of the directors of the bank to the subject and require them to cause a restora-
tion of the amount unlawfully used. The names and locations of the one
or two banks whose officers were called on to make good the sums contributed
to campaign funds were not recalled, and to find them would take many days.



THE NEW YORK RATE OF INTEREST.

BY GEO. M. COFFIN,

FORMER DEPUTY COMPTROLLER OF THE CURRENCY; VICE-PRESIDENT PHENIX
NATIONAL BANK, NEW YORK.

The following article on the New York Rate of Interest was prepared for
the BANKERS’ MAGAZINE by Geo. M. Coffin, Vice-President of the Phenix Na-
tional Bank, New York city, and formerly Deputy Comptroller of the Cur-
rency.

Mr. Coffin entered the office of the Comptroller of the Currency, under Mr.
Trenholm, in May, 1886, and in March, 1896, was promoted to be Deputy
Comptroller, on the unsolicited recommendation of Comptroller Eckels. Mr.
Coffin’s work in the Comptroller’s office extended over a period of twelve
years, during which he enjoyed the confidence and esteem of Comptrollers
Trenholm, Lacey, Hepburn, Eckels and Dawes. His pen has from time to
time been employed in the interest of sound money and sound banking.
He 1s the author of the work “Hand-book for Bank Officers,” now out of print,
that passed through several editions, and in 1896 he published a pamphlet,
“Silver and Common Sense,” which was extensively used as a campaign docu-
ment. His latest work is the “A. B. C. of Banks and Banking,” which has
had extensive circulation as a text-book for universities, colleges and students
of banking generally.

from five per cent. on November 3 to an extreme of twenty-five per

cent. on November 13, coming as it did after a prolonged period of
low rates and an easy market, produced something of a shock in financial
circles and caused much unfavorable criticism of the system or lack of sys-
tem under which it was possible.* This criticism was all the keener, because
during the same period rates in the leading European money markets, in
spite of great demands upon them ard the serious political turmoil in Rus-
sia, held steady at a minimum of three per cent. in Paris, four per cent. in
London, with & maximum of five per cent. in Berlin. ’

The immediate cause of the advance was the withdrawal of some $20,
000,000 in cash or legal reserves from the clearing-house banks in New
York city between the week ending October 28 and that ending November
11, which presumably was shipped to the South and West to meet ‘‘crop-
moving” requirements. This withdrawal in cash led to a shrinkage in de-
posits between November 4 and 18 of $52,000,000, and in loans of $41,000,000,
when, at the latter date, the legal ratio of twenty-five per cent. of reserve to
deposits was restored.

THE sharp advance in the rate of interest on “call” loans in New York

HeLp FrRoM CANADA.

The enforced liquidation of ‘“call” loans caused a temporary slump in
prices on the stock exchange, but the high rates for money naturally at-
tracted outside supplies which, in thc course of a few days, relleved the
strain. It is notable that some $2,000,000 of these outside funds was sent in
from Canada, and the pressing needs of New York, the financial centre of a
country with over 80,000,000 people and a per capita circulation of $31, were

*Since this article was prepared, the rate for call loans in New York have
touched the extreme high point of 125, so that criticism of the system under
which this condition is possible has been further justified.
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largely relieved by Canada with its 5,000,000 people and $18 per capita of
circulation. This phenomenon is probably explained by the existence of a
flexible bank currency in Canada, contrasted with an ever-expanding and
never-contracting National bank currency in the United States.

For mnearly a year preceding this sharp rise, the rate on call loans in
New York had been remarkably low, averaging about two and two-third
per cent., which was the cost to National banks of loanable funds derived
from all deposits upon which they pald two per cent. after laying aside the
required twenty-five per cent. cash reserve. In other words, the loaning of
money in large amounts for a protracted period at cost with no allowance
for operating expenses was most unprofitable to New York banks, and makes
it worth while to examine the causes of such a condition and to seek a cor-
rective remedy if this can be found.

MAGNITUDE OF THE AGRICULTURAL INTERESTS.

We must first recognize that the agricultural interests of the United
States, the foundation of commercial prosperity, are of immense magnitude,
especially in the past few years, with the yield of enormous crops at good
prices. The moving of these crops to market in the fall and winter of
every year has a most important influence on the ebb and flow of banking
funds from and to the flnancial centres, of which New York is chief. For
instance, the cotton crop alone, with a yield of 11,000,000 bales at ten cents
per pound, represents $6560,000,000 or $650,000,000 when the market value of
the seed is added. This crop begins to move about October 1, and by Febru-
ary 1, or four months later, the bulk of it has been marketed, about two-
thirds of it going abroad. As it comes from a rather sparsely-settled region,
covering a large area, and for this reason lacking highly-developed banking
facilities, it is likely that a larger proportion of actual currency is needed
for the movement of the cotton crop than for that of the other great crops
of wheat, corn, hay, etc., in the West and Northwest, where the population is
denser and banking power consequently greater.

Following the rhythmic course of the seasons, the proceeds of these crops
when marketed find their way into the country banks, there to remain until
needed for cultivating and moving the next crop. It is during this period
of redundance that the surplus reserves of these country banks, not needed
at home, flow into the banks in reserve cities, attracted there by the mini-
mum fixed rate of two per cent. interest, almost universally paid on bank
balances, great or small. New York city, as a central reserve city, holding
the reserves of other reserve cities and the great flnancial centre of the
country, always reflects a redundancy or scarcity of funds in its bank
statements.

CONTINUED EXPANSION OF THE NATIONAL BANK CIRCULATION.

Besides the two per cent. rate of interest when funds are plentiful to
attract them to financial centres, another cause has for years been operat-
ing in the same direction. This is the steady and constant expansion of our
National bank currency, which under the fiscal policy of the Treasury since
March, 1900, has grown from $250,000,000 to more than $500,000,000.

Subordinating all other considerations to a “stand-pat” tariff policy as
unchangeable as the laws of the Medes and Persians, and without sufficient
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surplus revenues to reduce materially the Government bonded debt, the
Treasury for the past six years has offered every inducement to refund
higher-rate bonds approaching maturity in two per cent. thirty year bonds.
by making them the basis of National bank circulation on most favorable
terms. But while this expansion has been so sedulously fostered, the Gov-
ernment has refused to repeal the law which prohibits any contraction of the
currency in excess of $3,000,000 a month, or a maximum of $36,000,000 a year.
The operation of these two causes—two per cent. interest on bank balances
and the constant expansion of bank currency—in a period of unexampled agri-
cultural and commercial prosperity, has brought banking funds to New York
in such volume as to produce a call rate for mqney averaging about two and
two-thirds per cent. for the first nine months of 1905, and such a corresponding
enlargement of speculative ventures, great and small, on the various ex-
changes in which these surplus banking funds become involved in periods
of cheap money, as to cause violent fluctuation in the interest rate when
it becomes necessary to release a portion of these outside funds for their
legitimate function of mcving the crops.

CONSIDERATION OF REMEDIES,

These being the causes, what can be done to remedy or at least ameli-
orate the resulting conditions, so unsatisfactory, from the standpoint of the
banker and the merchant?

First, let us learn from the experience of other commercial countries.
Our little agricultural neighbor, Canada, easily provides for her crop move-
ments by a flexible bank currency, and has something to spare big New York
when the latter is in distress. Germany, with the emergency currency of her
Imperial Bank taxed at five per cent. to force it back when temporary need
has ceased, controls speculative and industrial movements without difficulty.
The great conservative Bank of France, with a rate of three per cent., re-
tains her gold and holds business steady, while the Bank of England gradu-
ally puskes her minimum rate of interest up as her gold reserves run down,
and vice versa, for the purpose of attracting or repelling banking funds from
the outside. As this Bank of England rate, fixed weekly, sets the key for all
the joint-stock banks of Great Britain, regulating the rate of interest on
deposits as well as thosc on loans, the following letter, recently received
by the writer from Mr. Robert Blyth, General Manager of The Union Bank
of Scotland, Ltd., so tersely and clearly sets forth the plan and policy of the
great Scotch banks as to make it most interesting just now in any discussion
of this subject.

Grasgow, Tth Novr., 1905.

In reply to your favour of 26th ulto., I may explain that the rate of inter-
est for deposits and loans, as also the commission for the collection of bills,
cheques, &c, are fixed from time to time by the General Managers of the
various Scotch banks, and uniform rates are thus maintained and observed
by all.

No irnterest is allowed on current accounts. Any sums which are to bear
interest have to be placed on ‘“‘deposit receipt,” and to be lodged for not less
than one month, but are, of course, repayable on demand. This interest varies
with the Bank of England minimum rate of discount and is usually one and
one-half per cent. under that rate; e. g., with a Bank of England minimum
at present four per cent., the rate allowed on deposit receipts is two and a
half per cent.

Loans and advances may be classified under three heads:
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(a) Loans for fixed amounts and for specific periods, fully covered by
Stock Exchange or other marketable securities.

(b) Advances on operative account, fully secured, and Cash Credits.

(¢) Overdrafts on operative account, whether partly secured or without
security.

In the case of “a.” the lowest rate charged is usually one-half to one per
cent, over Bank of England minimum, but a higher rate is exacted for loans
over two months currency. In the case of “d,” the rate is usually one and
‘a balf to two per cent. over the Bank of England minimum, while “c,” the
highest rate of all, is nearly always one-half per cent. more than for advances
under “b.”

You will observe, therefore, that the Bank of England minimum is really
the determining factor in fixing our rates of interest to be charged and
receilved. Perhaps the simplest plan will be for me to enclose, as I now do,
a print of the tariff as presently in operation, along with specimens of our
rates circulars.

I may say that while the figures given you above are the minimum rates
exigible on loans and advances, it is perfectly legitimate for a banker to get
a higher rate for any transaction where this may be deemed advisable. On
the other hand, in the case of interest allowed on deposit receipts, and other
charges, no variation or alteration is permissible to individual banks.

I trust the foregoing will meet your wants, but if not I shall be happy to
furnish any other information required.

I have the pleasure to remain,

Yours very truly,
(Signed) Rorerr BLYTH,
Gen’l Mgr.

The important points made in the letter are:

1.—The Bank of England rate i{s the determining factor in fixing rates
of interest to be charged on loans and paid on deposits.

2.—The maximum rate paid on deposits lodged not less than one mouth
is one and one-half per cent. below the Bank of England loan rate. For in-
stance, the Scotch banks allow two and one-half per cent. on deposits when
the bank rate is four per cent., and one and one-half per cent. when the
bank rate is three per cent.

3.—The Scotch bank schedule on loans, when the bank rate is four per
cent.,, varies from four and one-half to six per cent., according to character
and security.

But the ten Scotch banks, wlth their numerous branches, practically
represent a monopoly of banking in Scotland, and what law and custom
allows them to do might not he permissible in the United States. Still, the
New York Clearing-House, with its great financial power and prestige, might,
through a committee, make periodical recommendations, as to a minimum
rate of interest on call loans, which would have all the force and effect of
the Bank of England rate on the moncy market, and exert the same steady-
ing effect. Recently, the Imperial Bank of Germany advanced the rate to
check speculation on the exchanges, and our clearing-hcuse, if it had the

desire, might do likewise, wherever necessary. But as such a clearing-
house rate must fluctuate with supply and demand, it ought to go hand-

in-hand with some plan for adjusting the rate paid on deposits by New York
banks; and such a plan skould, of course, apply as well to deposits made
with the banks by trust companies as by outside banking institutions.

SLIDING RATE OF INTEREST ON DEPOSITS.

Some years ago, the writer discussed a sliding rate of interest on depos-
its, conforming ratably to the call loan rate, and recently this idea has been



48 THE BANKERS' MAGAZINE.

advanced by one of New York’s ablest bankers. The maintenance of a
twenty-five per cent. cash reserve on deposits complicates the matter for
New York banks, but the following table will {llustrate the working of such
a sliding scale of rates on deposits based on a minimum rate on loans recom-
mended by the clearing-house. When a bank pays two per cent. interest on
a deposit of $100,000, the annual interest is $2,000, but after reserving twen-
ty-five per cent., it can loan only $75,000, for which it must get two and
two-thirds per cent. to reimburse the $2,000 interest paid, so the following
table is based on this calculation:

At rates Loanable funds Rate on Margin of
below on cost bank. call loans. profit to
deposits. banks.
Per cent. Per cent. Per cent. Per cent.
1 1% 2 0.66
1% 1% 2 % 0.83
1% 2 3 1.00
1y 2 % S % 1.17
2 2 % 4 1.33
2 Y 3 4 % 1.60
2 1y 3 1 5 1.66
2 % 3 2% 5 % 1.84
3 4 6 2.00
3y 4 14 6 % 2.17
3 % 4 3% 17 2.33
3 % 5 7% 2.60
4 5 1% 8 2.66

The deposit rate is fixed at one-half the loan rate upon the theory that
with very low rates more money would be loaned at a small margin of profit
to the banks, while, at the higher rates, deposits would be lower, but the
margin of profit greater on the smaller amount. Again, the lower rates on
deposits would discourage the sending of funds to New York, and the higher
rates would attract them, as was recently the case, to meet the demand for
legitimate business purposes, and the result would be more stable rates of in-
terest, a matter of vital concern to the mercantile and agricultural interests.

RELIEF MusT COME FROM THE BANKS, NoT FROM CONGRESS.

As no reasonable legislation on the subject of the currency ‘can be expect-
ed from Congress, it is incumbent on the banks themselves to devise ex-
pedients to overcome the defects of the existing order. They have the power
to do this, provided it is backed by the wish; and somewhere along the lines
here suggested lies the way. Some years ago, the “powers that be” in the
clearing-house fixed an arbitrary rate of discount on outside collections, pun-
ishable by a heavy fine for violation, and in the same way they could estab-
lish a minimum rate on loans, and on deposits by recommendation if a ma-
jority of clearing-house members desire to have it so.

By common consent the rate of two per cent. on bank deposits almost
universally prevails in New York and the smaller banks dare not deviate from
the custom so long as the larger ones observe it. In the same way the
clearing-house banks could conform their practice to a sliding scale of rates
on deposits by mutual consent, with results more profitable and satisfactory
to all, for outside banks would probably look favorably on it as a profit-
sharing plan, and leave their balances in New York banks when rates are
high instead of loaning these funds directly, as some of them now do, taking
the risk of any sudden drop in prices which would wipe out margins before
the loans could be called.



A PRACTICAL TREATISE ON BANKING AND
COMMERCE.

LOANS TO DEALERS IN GRAIN AND OTHER AGRICULTURAL PRODUCE.

GRAIN—CHEESE AND BUTTER—PORK—WO0OL AND HaAY.

URSUING the subject of independent warehouse receipts, it may be noted
that they are by no means all equal in quality. If given by a private
individual, a banker needs to make enquiry as to his reliability before
advancing money on his receipts, for sometimes the relations between

a warehouseman or wharfinger and the borrower of money are closer than
is desirable. Without any intention to defraud, a warehouseman has some-
times been induced to give a receipt for goods before he has obtained them,
trusting to his customer sending them on. There is a particular temptation
to do this in these days of exceptionally heavy deliveries, which are com-
mon in the grain trade. Such cases are of course rare, and every ware-
houseman knows it to be a dangerous business.

The receipts of a railway corporation or a city warehousing company are
the most reliable a banker can have. This is especially the case when a
banker is making advances in the grain centres of the United States.
In Chicago and Minneapolis the system by which warehouse receipts are
registered and checked renders them exceptionally valuable as a security.
Error or fraud are practically impossible in connection with them.*

When a borrower can present documents of this kind, insurance in all
cases being effected in favor of the bank, advances may be safely made to a
far greater extent than when they are secured by guarantee or by a dealer’s
own pledge. In all such cases a margin is required and given, and if the
margin is well looked after, loss is practically impossible, so long as the
grain is in the warehouse.

There is, however, a danger which arises out of the necessity for part-
ing with the receipt when the time comes for grain to be delivered. It is
practically impossible for the ordinary dealer to pay for the grain before it is
delivered, yet without possession of the receipt the warehouse company
will not allow it to be moved. The bank cannot attend to this matter of ship-
ment; none but the owner can do it, but to do it he must have the ware-
house receipt in his possession. The necessity of the case has given rise to
the standing custom in such cases of delivering the document to the bor-

* But Canadian bankers who have, during some years, advanced money to
g8raln merchants in Duluth and Minneapolis have learned by experience how
much difference in quality there is between receipts technically known as
terminals; that is, those given by the great warehouses at the terminal of a
raflroad, and those given by small country elevators situated along the line.
The former have Invarlably proved satisfactory. The grain never failed of
delivery. But the latter were not seldom the occasion of long correspondence,
disputes, lawsults. and Injunctions—which lasted for months before final
settlement was reached.

4
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rower, he giving the banker a formal pledge by which the shipper is con-
stituted a BAILEE of the property for the purpose of shipment or sale, and
under which he undertakes to account for the proceeds if sold, or to bring
back a bill of exchange if shipped. A breach of this engagement renders the
party liable to prosecution for fraud. In an active shipping season the amount
of grain in transit in this shape, owned by a single firm at a particular time,
is often very large, involving large sums of money for which the banker
during a short time has no security but the borrower’s pledges.

The amount of these in Chicago during any grain season runs up into mil-
lions, yet it is a fact that failures to meet the engagement of a bailee have
scarcely ever been known, even in such a vortex of speculation as Chicago.
The experience of other grain centres has not been materially different. Yet
it is natural for bankers who have large grain accounts, involving the neces-
sity of temporarily parting with security, to feel anxiety when many sales are
being effected at the same time, and large amounts are afloat on the mere
honor of borrowers. These are times that press strenuously on a banker’s
attention the importance of having honorable men as borrowers, even if at the
outset all transactions rest on undoubted security.

When the borrower brings a bill of lading, or railway receipt, for the
goods he is shipping, he almost invariably draws a draft against them.
The bill of lading being attached to the draft, gives to the banker dis-
counting it the same rights and powers over the property that the ware-
house receipt does. And practically most of the risk of the transaction is
then at an end, except in certain cases that arise in foreign ports. These
matters, however, are dealt with under the head of foreign bills.

Owing to the closing up of navigation, on the lakes and canals of Canada
and the Northern States, it is sometimes necessary to hold grain for many
months in warehouse. To send it by rail would be altogether too costly.
It would destroy the profit of the dealer, unless there had been a large ad-
vance in the price. These long periods of holding grain are not without
anxiety to bankers who have made advances on it, for the holder may be at
the mercy of the market for a long period, during which neither he, nor any
other person, can move the grain. ln former days great losses have re-
sulted to merchants from this circumstance, and not a few have been ruined
altogether with considerable loss to their bankers. Now, however, the
system of dealing in “futures” and ‘‘options” has become so perfected that
it is possible for a holder of grain, who is compelled to carry it for a
considerable season, to guard himself from loss. And thus the very specu-
lation in grain, which, under one aspect, is in a high degree baneful, be-
comes in another aspect the means of guarding an ordinary trader from
risk. Of course, such contracts for future delivery are liable to fail in
execution, in case misfortune overtakes one of the contracting parties, or, in
case he becomes involved in the vast operations of one of those speculative
“corners’” that loom up now and then in the trade. But the risk of this
is small compared with the risk of long winter holding.

On the whole, and to sum up the matter in few words, the banker, in
carrying on the account of a grain merchant, will need first to be thoroughly
satisfied, as to the honorable character of his customer. A failure here is
sure to end in trouble sooner or later. But equally necessary it is for the
dealer to be a prudent and cautious man; for the grain trade is—of all
others—the most dangerous to a man of sanguine temperament. With cus-
tomers of honor and prudence, whose capital is proportional to the amount
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of business they do, and who understand the trade, both as to the article
itself and the markets for buying and selling, a banker may do business
from season to season with no greater liability to loss than would be found
in the average of occupations. But he certainly does need to be on the
watch for any symptoms of a speculative spirit in his customer, and espe-
cially of his taking money lent to him, for the purchase of grain, and using
it as a margin for speculative operations.

The TrADE BILLs drawn by grain dealers on correspondents are dealt
with in subsequent pages.

It is now necessary for other branches of the trade in farm products to
be brought under review, and the first to be taken up will be:

THE CHEESE AND BUTTER TRADE.

This, as is well known, has attained very large dimensions in Canada
during the last quarter of a century, and the accounts of merchants in it
are amongst the largest of those carried on by Canadian bankers. Yet the
trade in cheese and butter is a wholly different one from the trade in grain.
It is not so easy to enter upon; it demands far more sp:eclal knowledge of
the article, and also more intimate acquaintance with the markets and mer-
chants of foreign countries. There is no speculative centre like Chicago,
for this trade, and comparatively little of that buying and selling in which
the article is never handled at all. And though the prices fluctuate, they
seldom fluctuate from anything but natural causes, such as the abundance or
scarcity of grass and fodder, or the conditions of the markets of Great
Britain. The trade is not in many hands; and most of those who carry it
on are men of knowledge, experience and good connections abroad. More-
over, the small dealers in country places are seldom merchants on their own
account, but act as agents for large dealers in cities. The transactions of
banks through their country branches, with this class of men, are numerous,
and involve little risk, owing to the fact that they are almost always in the
shape of drafts from city dealers duly authorized. A large part of the cheese
and butter exported from Canada is purchased at first hand from farmers,
creameries and cheese factories by this useful class of men. But their deal-
ings with a banker, though numerous, and large in the aggregate, are mat-
ters which practically involve no risk. The real risk begins with advances
to the cheese merchant of a city. These advances, as in the case of grain.
and other analogous trades, are almost invariably arranged beforehand for a
whole season. In considering them a banker has to give unusual weight to
the character of the borrower for honesty and reliability, seeing that it
has come about, by force of circumstances, that cheese and butter are al-
most invariably stored in warehouses belonging to, or leased by, the mer-
chant.

The ordinary warehouse, or elevator, has not the appliances necessary in
this climate for the safe-keeping of cheese and butter, as they are specially
liable to deterioration under changes of temperature; from all which it fol-
lows that much more of the security tendered in this trade is in the shape
of a merchant’s own receipts. When, therefore, an application is made for
advances to carry on a season’s trade in these articles, the banker needs, above
all things, to be sure of the men he is dealing with. If the applicants be a
firm, with one or more partners, the character of every partner is a matter for
weighty consideration. If during the currency of advances an additional
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partner is taken in, that also should be a matter for consideration, lest an
unsound element be allowed to creep in, and damage the stability of the firm.}

The matter of knowledge and experience in the trade no banker will lose
sight of in considering an application; but the men who propose to obtain
advances from a bank to buy cheese and butter are seldom deficient in this
respect, either as to the article or the markets. But a banker will require
to be particularly well satisfied as to the applicant’s capital; for it may be
taken as a rule, in this line of business, that the capital, in proportion to the
advances asked, should be large, The fluctuations in prices are sometimes
rapid and very considerable.t The article is required at times to be held in
large quantities and for long periods, at the risk of the market, and there
are not many facilities for rapid selling in a falling market, whereby men
may escape loss. There are, too, more dangers from the fluctuations of the
seasons, and the suitableness, or otherwise, of the article to the market it
is bound for.

All these considerations naturally lead up, not only to the requirement of
a large capital in the borrower, but that his capital should be in some avail-
able shape, in case of a bad season, unfavorable markets and loss to the
buyers.

This trade is one giving rise to large amounts of exports, especially to
Great Britain. The consumption of cheese is much larger in the agricultural
districts of both England and Scotland than in Canada.

The cheese trade in Great Britain is in many respects as different from
the grain trade as it is on this side the Atlantic. It is not so rapid, so
changeable or so speculative. The article, moreover, is itself a finished
product, not requiring a manufacturing process to make it available, It is,
therefore, commonly held longer in stock, and as it cannot be held in or-
dinary warehouses, it comes about that merchants in Great Britain must
more commonly ask for bills of lading to be given up on acceptance, in order
to remove the stock to their own warehouse. To this, of course, the banker
must consent if it is to be done at all; but bankers on this side are usually
ready to meet the views of their customers in this matter, as the persons in
the trade on both sides the Atlantic are usually men of capital and standing,
and the bill will have two presumably good names on it, even when the bill
of lading has been given up. So great is the confldence between one mer-
chant and another in this trade, that it has not been uncommonu for parties

+ Bankers are often taught, by scvere experience, how dangerous are the
risks involved in the change of the personnel of firms. A father may build up,
by years of prudence and honesty, a lucrative and prosperous business: sons
grow up who, being taken into partnership, may destroy the work of a lite-
time by a few years of incapacity and, possibly, dishonesty. Yet the name of
the firm may be the same as before, and the traditions of honorable dealing
will survive, although the foundation for it has disappeared.

1 These fluctuations are apt to appear less than they are, owing to the quo-
tations for cheese and butter, even in the wholesale trade, being at so much
per pound. The rise or fall of a cent per pound sounds like a very small
affair, yet it may amount to as much as ten to fifteen per cent., according to
the price of the article. Thus, if a merchant Is carrying a heavy winter's
stock (and such stocks are sometimes carried of a value of two or three hun-
dred thousand dollars), this seemingly trifling change of a cent per pound may
make a difference of twenty or thirty thousand dollars in its value. The
changes in values {n this trade are, in truth, heavier than in the grain trade,
and need more constant watching.
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in England to accept bills drawn against goods warehoused on this side. Ex-
perience, however, has proved this practice to be exposed to peculiar risks,
which may render it dangerous for the foreign merchant, and unsatisfac-
tory for the Canadian banker.

THE CATTLE TRADE.

Passing from the trade in dairy products to the trade in the animals
themselves, we enter upon another set of considerations altogether.

Advances for the purpose of dealing in cattle or feeding them commonly
begin with loans to small dealers in country districts who gather together
small lots and sell them to large dealers or distillers. These advances are
usually of moderate amount, and such short time that they can be reason-
ably secured by an endorsement or guarantee. Such small dealers, indeed,
are sometimes ambitious to become exporters, but bankers are usually chary
of encouraging such operations. Small dealers, as a rule, have neither the
knowledge of foreign markets, nor the experience, nor the capital necessary
to do this successfully. Their proper business i8 to pass on the animals to
men of greater weight.

Of these some of the most prominent are distillers. The advances to-
distillers for the purpose of feeding cattle, in some cases, are on a large
scale, and continued for a considerable time. They are commonly secured by
the pledge of the distiller, which pledges are of a much safer character than
any others handled by bankers; the reason being that the animals, having
once entered the distillery, are never removed until flnally shipped away.
An inspection of them, moreover, is perfectly easy.

When the process of fattening is completed, and the time has arrived for
shipping, they are generally sent in a live state across the Atlantic. The
trade of shipping live cattle across the Atlantic is a development of recent
years; and until it was better understood and more perfect shipping facili-
ties were devised for it, it was attended with heavy casualties and losses.
This trade is not one of those that are easy to enter upon. None but men
who are familiar with cattle ever think of meddling with it. It has been
proved to require not only large capital and thorough knowledge of animals,
but first-rate arrangements for handling cattle in Great Britain. Naturally,
it is a far more difficult business to handle live animals than grain, cheese,
or pork. They are exposed to far more casualties both from cold and heat.
The risks of land transport are considerable, but the risk of ocean trans-
port is immensely greater. But perhaps the greatest risk of all is in the
hot days of summer before steamers are well out at sea. The risks of this
trade are considerably augmented by the fact that the cattle cannot be
held in one English port, or sent into the interior. They must be sold and
slaughtered at once, be the market bad or good, the price high or low. It
is evidently a trade therefore for men of large means, and for no others.

With regard to security for the loans of bankers, the pledge of the dealer
in the case of live animals herded or yarded is of the weakest quality,
theoretically, for it is obviously more easy to take cattle away than to move
any other commodity. The case is entirely different with the distiller,
for the cattle in his byres are a part of the very machinery of his business.
He could not take them away while feeding without suffering heavy damage.
But the cattle dealer can make away with his property without the slightest
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difficulty if he chooses. The animals can walk off by themselves and need
neither trunks, wagons nor carts to transport them.

Yet this cattle trade is one of the most important that Canada has; and
with the development of the Northwest, with its great stretches of ranches,
is becoming increasingly so. And in the hands of men with adequate capital
and knowledge, it may be conducted as safely as any other branch of export
business. But woe to the men, or firms, that plunge into it without these
requisites, or to the unfortunate banker who is beguiled into lending them
money. And one consideration will be found by bankers to be fundamental,
never to make advances or buy bills against cattle shipped in winter.

PoRK AND PROVISION TRADE.

In this trade the animal itself is never exported. But Canada carries
on a very large business in its products, and some of them, namely, ham
and bacon, are figuring heavily in our list of exports. The trade is different
from that in grain or cheese in this respect, that the portions of the
slaughtered animals undergo a change before being sold. This can hardly
be called a manufacturing process, being merely salting and curing, for
which reason it is not dealt with under the head of loans to manufacturers.
Yet the packing of pork (for the operation goes by this name) is a large and
important industry, carried on in costly establishments, full of a valuable
plant, requiring large capital to carry them on.

At the very outset the question arises, when considering loans for this
business, at what point bank advances may be reasonably asked for, and
the answer must, of course, be given, as in analogous cases, that the factory
should be completed and paid for, before a banker is approached. This
circumstance will be in itself a guarantee of the borrower possessing consid-
erable capital. But to be a satisfactory customer to a bank he certainly
ought to have more than this; viz; as much more as would enable him to
provide against the losses of an unfavorable season without mortgaging
his property.

In this trade security offered to a banker is almost invariably a pledge
of the newly-slaughtered animal; the law allowing the pledge to subsist
during the process of converting it into pork, ham, or bacon, and attaching
to the finished product.

Again must be emphasized the importance of a continuously good record
to every member of a borrowing firm, both at the time, and as it may be
subsequently changed by the entrance of other partners. It is far more
difficult for a banker to judge of the value of his security in this business
than in any of the foregoing. And there are hindrances in the trade itself.

Pork packing is a different trade from the curing of hams and bacon.
Barrelled pork is essentially for the home market, being the staple food
of lumber camps. In centres like Chicago, barrelled pork is often specu-
lated in; “corners” are made in it, and the fluctuations in its price are
heavy. There is the same reason for a banker to beware of his advances
being used to put up a margin there as there is in the grain trade. No
advances in this business can be considered safe unless to men of solid
temperament and judgment, whose capital is large in proportion to their
business—and who understand well both the article, the process, and the
markets.
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The export of hams and bacon to Great Britain has now attained large
dimensions, and is subject to the same conditions as pertain to other
branches of the export trade. It requires good connections on the other side
of the Atlantic; it should be conducted on the principle of purchase and
sale, and not of consigning; for it cannot be too often repeated that consign-
ing is the road to ruin in this, as in every other branch of the export business.

As in other branches of production, the maker of hams and bacon will
find it highly conducive to profit to establish a name for his article, as
Armour & Co. of Chicago have done.

The special danger to bankers, in this line of business, is that the
packer’s building and plant may not be kept abreast of modern improve-
ments; also that changes in the firm may deteriorate it, new members not
having the same ability as the old, competent and able fathers being
succeeded by Incompetent sons. (The latter, however, is not peculiar to
the pork trade.)

Hies axp WooL.

The last branch of the agricultural products to be noted is the trade
in hides and wool, these generally going together. This trade, like the fore-
going, has its peculiarities, and special sources of risk and danger. Hides
and wool are articles that only experts can deal in, for no outsider can possibly
tell the value of a given quantity of either of them. There are in this trade,
as in the others, small dealers and large—the men who gather up small lots
in the country, and the men who have large wholesale dealings in the city.
And, as in other branches of trade, the small dealer is sometimes too
ambitious for his means and experience, and too desirous to enter upon
operations that he has neither the capital nor the ability to carry on.

Bankers cannot do a greater service to a man of this class than to
refuse to lend him sums of money large enough for wholesale operations;
for it is, in truth, often learned at a bitter cost, that many a man in
trade has been ruined by having too free a use of money, loaned him by a
compliant banker.

The trade in hides and wool provides raw material for two important
lines of manufacture; viz., woolen mills and tanneries. In both of these
much of the raw material is produced in foreign countries, and the large
merchants in wool and hides become importers from Australia and South
Africa. To carry on these operations the banker is asked to issue to his
customer Letters of Credit authorizing their correspondents to draw upon a
bank in London, for the value of the wool or hides shipped, attaching
bills of lading and policies of insurance thereto. The issuing of such
letters of credit is a special branch of a banker's business both in Canada
and in the United States and is treated of subsequently. Its special advan-
tages and risks are there completely opened up; meanwhile, it is sufficient to
say, that no small dealer should ever be encouraged to enter upon this
line of operations. For the logses of a single unfavorable season might sweep
away all he had.

Merchants in hides and wool, in large cities, applying for advances,
generally offer, as in other cases, warehouse receipts as security. And here
again they wiil desire that the goods shall be stored in their own warehouses.
for the reason that goods require to be handled during the progress of ware.
housing. This may be conceived of as an element of risk, and so it is. But
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it may be taken as a general rule, that unless a banker can trust his cus-
tomer so far, he ought not to advance him anything at all on his own pledge.

As the articles dealt in by men in this trade are the raw material of
manufacturers, they come under that general law, applicable to all such
cases, that raw materials should not be sold on credit. Every manufacturer
should have capital (or, at any rate, credit) enough to enable him to pay
cash for his raw material. And this is almost universally the case.

Canadian dealers export large quantities of home-grown wool to manu-
facturers in the United States. They also sell to such manufacturers con-
siderable quantities of wools imported from abroad under letters of credit.
These are entered in American ports. But it is a dangerous experiment to
give time to manufacturers, on such goods. Though they may be reported in
high credit and possessed of large capital, the very fact of their asking.credit
should be the reason for refusing it.

Hay.

The growing of hay, in some districts of Canada, forms an important
part of a farmer’s operations. But the hay crop, though of very great
value, seldom calls for bank advances to any extent. Farmers use much of
it themselves. A good part of the rest is handled by small dealers scattered
through the country districts. The article is too bulky to be gathered into
warehouses; but considerable quantities are sent over the border, into the
United States. Banking transactions arising from these are almost univer-

sally in the shape of sight drafts, with bill of lading attached. Occasion-
ally, however, when the hay crop is a bad one in England, owing either to
rain or drought, a demand sets in from that quarter to Canadian dealers.
In such circumstances, a large and active trade has been done. It is a
trade that involves unusual trouble in handling, and merchants in large
centres do not care to meddle with it. But exporting, as has been said
already, is a business by itself; and country dealers, in venturing upon the
export of hay, have sometimes brought infinite trouble upon themselves, their
correspondents in Great Britain, and also upon London bankers. Although
the difference in price paid to the Canadian farmer and the price as quoted
in England is unusually great, and seems to give opportunities for large
profits, the multiplied cost of freight by land and water, added to the cost of
warehousing, wharfage, demurrage and commissions in England, generally
swallows up this difference. Sometimes, as a matter of fact, they do much
more, and involve the Canadian shipper, and sometimes his banker, in heavy
losses.

It has been known that in an active season enormous quantities of baled
hay have been lying about on the wharves and docks of England for weeks to-
gether. The risk of this, in that climate, may be imagined. It has also
happened that canal boats loaded with Canadian hay have been held under
demurrage for many consecutive weeks, at enormous cost, owing to the
refusal of purchasers to receive the goods and accept bills drawn against them.
In that case it has happened that scores of bills have lain unaccepted in
the London banks, to whom they were sent for collection; and that the hay,
when brought to forced sale, did not realize a half, or even a quarter, of
what was drawn against it.

It may be concluded, therefore, that no Canadian banker will in future
make advances to any country dealer for the purpose of buying hay for export.
And if bills drawn against hay shipped across the Atlantic are offered him, he
will prefer to make a moderate advance, and send them on for collection.

Of all the various descrintions of advances referred to in this chapter,
there is one thing to be said that admits of no exception; viz., that they
should be paid off at the end of every season. On no account should one
season’s advances ever run into another. G. H,

Former Gen. Mgr. Merchants’ Bank of Canada.
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BY A. R. BARRETT, C. P. A.
FORMERLY UNITED STATES EXPERT AND BANK EXAMINER.

WAS much pleased to see the excellent article in the December number
of THE BANKERS' MAGAZINE by Hon. Geo. M. Coffin, former Deputy Comp-
troller of the Currency, upon the important question of “National Bank

Examinations,” and note his remarks regarding the present erroneous meth-
ods of compensation and of appointment or selection of bank examiners.

I have also been pleased to learn that Mr, John L. Hamilton, Jr,, President
of the American Bankers’ Association, in an address recently made before
the Illinois Manufacturers’ Association, voiced simflar sentiments.

For thirteen years I have talked and written on this subject, and sincerely
hope, for the benefit of the service, that the agitation will be continued until
the much-needed reforms are obtained.

Permit me, as one who has had extensive experience as a banker, and as
an examiner of banks for the United States, and as a private examiner for
the banks themselves, and as one who is, and has been, enabled to look be-
hind the scenes and observe much, to say a few words on this subject.

ExXAMINERS CENSURED WHEN FAILURES OCCUR.

It is very natural when a failure of a bank occurs, and fraud is sud-
denly developed, that these questions should arise: Where was the bank ex-
aminer? What was he doing? Why were these things not discovered before?

There are reasons, which I will here attempt to present.

The business of our country passes through the banks. They have the
care of the funds and credits of the people. The people have confidence in
them, because they feel that, in & measure at least, the Government is be-
hind them, and that the Government supervision is a protection, consequently
no service of the Government should be more carefully and intelligently per-
formed than this supervision,

To obtain the best supervision, naturally requires skilled men. A black-
smith would not be employed to examine and repair a watch, nor would
a day laborer be employed to construct a locomotive. Each requires the at-
tention of a man skilled in his especial branch.

Banking is a business peculiar to itself, and the men engaged in making
examinations should be skilled in that line of business, and should be paid
as skilled men.

THE POWER OF POLITICAL INFLUENCE.

No class of men should be more absolutely free from all outside or inside
influences, particularly political, than the bank examiner. Yet it is a known
fact and a sad one, that no matter how skilled a man may be in the bank-
ing business, or how high his character, unless he has the indorsement of
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some leading politiclans he can hardly expect to obtain an appointment as
a National bank examiner. I have received letters from capable men in the
banking business asking what course of study or preparation was necessary
to obtain an appointment as a National bank examiner, showing that intelli-
gent people believed that special study or fitness was necessary for so im-
portant a position. I regret to say I have been obliged to inform them that
the chief qualification was to cultivate the acquaintance of the leading poli-
ticians in their State and obtain their endorsement to their application.

1 know thoroughly capable and efficient men, with many years’ experience
as bankers, who would have done credit to the Comptroller’s Department, and
were desirous of obtaining appointments as bank examiners, but would not
place themselves under obligations by soliciting the endorsement of politi-
cians, feeling that an examiner should be in no way tied or obligated. This
is the type of men the Government should have.

This condition of affairs is not as it should be, for we all know how the
politician usually pays his political debts, and certainly, of recent years, the
name ‘“politician” is not one that stands high.

While there are some very good examiners in the service, yet a large per-
centage are utterly ignorant of the principles of banking, and having never
worked in a bank are ignorant of the relations between the various depart-
ments, and of the methods employed. Some whom I have met are ignorant
of the simplest business principles. I have made private examinations where
the most glaring wrong conditions existed, such that if permitted to con-
tinue would surely have resulted in serious loss, if not failure.

I have visited banks where the capital stock had never been pald, and
others where the capital stock account was out of balance, and had been
so for years, and many conditions worse than these, Yet in all these cases
the National bank examiner had made his usual examinations and had given
no unfavorable criticism. When criticising these things in my reports the
excuse has been raised that the bank examiner had found no fault, to which
I invariably say, I have nothing to do with him; I must criticise what I
know to be wrong.

The Comptroller’'s office can only judge of conditions as reported by the
examiner. If in consequence of ignorance or influence he neglects to report
a wrong condition, the truth will not be known until the failure of the bank.

WRoONG METHOD OF COMPENSATION—EXAMINERS OVERWORKED.

The compensation and method of paying a bank examiner is another im-
portant obstacle to thorough and careful examinations.

There are seventy-eight examiners in the service, and they are expected to
make 11,716 examinations during a year, or an average of about 150 exam-
inations to each examiner. This for about 300 working days makes one
examination for every two days, allowing no time for travelling or for mak-
ing out reports. Any thoughtful person can see at once that it is practically
impossible for any man to make thorough examinations in that way; and
examinations that are not thorough are worthless.

The paying of a specified fee for each examination (the average being
$20 outside of the reserve cities) induces the men to make as many examina.
tions as possible, and to do this they necessarily hurry their work, and such
work cannot be done satisfactorily in this way. I have often seen them work
till midnight and later, then catch a night train for another town. Any
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man who knows anything about that kind of work, and the amount of thought
and concentration necessary, knows that no one can perform it satisfactorily
in that way.

The only way to secure the best service is to pay well for it, and the
character and responsibility of this work certainly demand such pay as will
secure the best men. The most satisfactory form of compensation will be
found to be either a stated salary or a per diem with sufficient allowance
for travelling expenses and subsistence.

I cannot agree with the Comptroller as to the necessity of each examiner
having a clerk or assistant. In the large cities it is necessary, and in some
cities they have several assistants, but with a large number of banks in the
country sections no assistants are needed.

I note that the Comptroller states that “the assistant should be a good ac-
countant, familiar with bank books, and able to count money quickly and ac-
curately;” but he says nothing of the kind regarding the examiner; yet if
it is important that the assistant should have these qualifications how much
more necessary is it that the examiner himself should have them. There is
only a certain kind of work, chiefly mechanical, which the asssistant should
perform; the most important part should come under the direct eye of the
examiner. The assistants are generally young men, but with naturally limited
experience, and here is where experience should be the judge. It is al-
most impossible for an assistant to see things with the experienced eye of
a principal—if that principal is an experienced man; if he is not, he had bet-
ter not be in the business.

Fortunately, the majority of our bankers are honest men.

SUGGESTED REFOBRMS.

I sincerely hope the American Bankers’ Association will use its influence
to have these reforms carried out; viz., make the appointment of National
bank examiners subject to competitive examinations, under the civil serv-
ice rules if possible, thus relieving it from political influence, and change the
method of compensation, and increase the number of examiners.

In some sections of the country it is growing to be the custom to select
men for important positions in banks from those belonging to the American
Institute of Bank Clerks, and who can be especially recommended as having
passed the most satisfactory examinations.

This association is national in its character, and contains among its mem-
bers some of the brightest young bankers in the country, and their course of
study fits them for fllling high positions. From this class the Comptroller
could well fill any positions of bank examiner, especially if relieved of the
political odium.

I heartily endorse Mr. Coffin's idea that the bankers write to their mem-
bers of Congress and use their influence to have the proper legislation passed
to bring about the reforms desired.
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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.

Attention i3 also directed to the * Replies to Law and Banking Questions,” included in this
Department.

LIABILITY OF STOCKHOLDERS—GEORGIA STATUTES.
Supreme Court of Georgia, August 4, 1905. L]
REID ¥US. JARNETTE; SAME ¥S. YOUNG; SAME ¥S. LAWSON.

A provision, in a charter granted prior to the act of 1893 (Acts 1893, p. 70:
Civ. Code 1895, §§ 1903-1911) to the promoters of a banking enterprise, to
the effect that ‘““ceach stockholder in said corporation shall be individually
liable for the debts of the corporation to the amount of his unpaid sub-
scription to the capital stock of the corporation, and for an additional
amount equal to his subscription,” is, in view of the policy then adopted
by our General Assembly of providing in each particular instance under
what circumstances and to what extent the owners of stock in such
institutions may be held liable for corporate debts, to be understood as
imposing indlvidual liability upon such stockholders only as became such
by subscribing to the capital stock, and not upon shareholders who by
way of succession from the original stockholders became owners of stock.
(Syllabus by the court.)

These were actions by the Receiver of the Putnam County Banking Asso-
ciation to enforce the personal liability of certain stockholders.

Evans, J. (omitting part of the opninion): An examnination of the various
charters granted to banking institutions prior to, at nearly the same time as,
and subsequently to the passage of the special act incorporating the Putnam
County Banking Company, satisfles us that the General Assembly had no
settled policy with regard to the terms upon which such charters should be
granted, or any formulated scheme looking to the protection of creditors
of this class of institutions. The reported cases which involved a construction
of acts imposing an individual liability upon holders of stock in banks bear
out this statement, so far as early legislation is concerned. (See Lane
vs. Morris, 8 Ga. 468; 10 Ga. 162; Lane vs. Harris, 16 Ga. 217; Thornton vs.
Lane, 11 Ga. 459; Neal vs, Moultrie, 12 Ga. 104; Moultrie vs. Smiley, 16 Ga.
289; Robinson vs. Lane, 19 Ga. 337; Robinson vs. Beall, 26 Ga. 17.)

In 1880 the General Assembly passed an act incorporating the Commercial
Bank of Savannah, and the only liability imposed upon its stockholders
was for unpaid stock subscriptions. (Acts 1880-81, p. 229, § 14.) In the
following year a charter was granted to another banking company, pro-
vision being made that “each stockholder shall be liable for the debts of the
bank, created while he is a stockholder in said company, in proportion to
the amount of stock held, owned, or subscribed for by him at the time the
debt was created.” (Id. p. 197, § 10.) At the same session of the Legislature
a charter was granted to another institution, on condition that ‘““the stock-
holders shall be bound and liable as sureties to contribute to the payment of
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the debts of the bank, each in an amount equal to the par value of the stock
held by him at the time of the bank’s failure or insolvency, or so much
thereof as may be necessary.” (Id. p. 208, § 10.) And, in amending the
charter of a bank previously incorporated, provision was made that “the
private property of each and all of the corporators of the said institution
for the time being shall be liable for the payment of all deposits made with
said institution [and for all debts contracted or incurred by said institution]
during their membership therein, in the same manner as in ordinary com-
mercial cases or cases of debt.” (Id. p. 209, § 4.) Still another scheme of
liability was adopted in incorporating the Citizens’ Bank of Augusta. (Id.
p. 194, § 13.) In 1886 a charter was granted to the Commercial Bank of
Atlanta; the act of incorporation stipulating “that each stockholder in said
corporation shall be individually liable for the debts of the corporation
to the amount of his or her unpaid subscription to the capital stock of the
corporation, and the stockholders of said corporation shall be individually
liable to creditors of said corporation to the amount of the capital stock
subscribed or at any time held by them, respectively.” During the same
year other acts of incorporation were passed, in each of which special pro-
vision was made as to the liability of shareholders. (Acts 1886, p. 66, § 8;
Id. p. 70, § 16.) In one of them the “individual property of the stockholder,
at the time of suit,” was declared to be subject to “the ultimate payment of
the debts of the company in proportion to the amount of stock owned by each
stockholder.” (Id. p. 78, § 2.) Different terms of liability were imposed on
the stockholders of other banking institutions chartered in 1887. (See acts
1886-1887, pp. 333, 339, 341, 343, 360, 372.)

In the instance last noted the liability feature was the same as in the
act now under consideration. During the session of the Legislature at which
this act was passed no less than twenty other charters were granted to
banking institutions to be located at various points in the State. (See acts
1888, pp. 56-135.)

An examination of these charters will disclose the fact that different
terms of liability were imposed upon shareholders in each particular instance.
The General Assembly seems not to have been at a loss for appropriate words
with which to express the legislative will, and, its intent was to make all
classes of stockholders accountable for the debts of the corporation. The
intention 80 to do was clearly conveyed in language indicating that the
terms “stockholders,” “shareholders,” and ‘“subscribers” were not understood
as being synonymous, but as having each a precise and independent meaning.
For illustration, the act incorporating the Merchants and Farmers’ Bank
of Hogansville declared (page 63) “that 2ach stockholder shall be individually
liable for the debts and obligations of said corporation to the extent of his
or her paid in stock, at its par value, and, in addition thereto, shall be
liable for all debts and obligations of said corporation, to the extent of his
or her capital stock, equally and ratably and not one for another.”

At the succeeding session of the Legislature as many as fifty-five new
banking houses were incorporated, and amendments were made to a number
of charters previously granted. (See acts 1889, pp. 452-664.) Still the
General Assembly pursued the policy of specifying, in each case, under what
condition owners of stock might be held responsible for debts contracted
by the corporation, and to what extent they would be liable therefor, if at
all. And it was not until the act of 1893 (acts 1893, p. 70.) providing for
the incorporation of banks (Civ. Code 1895, §§ 1903-1911), that the Legis-
lature declared a settled policy as to liability of stockholders.

In view of all this legislation on the subject, we cannot but conclude
that the General Assembly intended each act of incorporation to speak for
itself, and to be construed in accordance with the cardinal rule of con-
struction that words of ordinary significance are to be given their usual
and customary meaning. The particular act we are now called on to construe
has irreproachable letter, but is apparently devoid of deducible spirit. We
cannot undertake to imbue it with this intangible attribute, without doing
violence to what we conceive to have been the legislative will; and there-
fore we follow the letter, with the result above announced.

Judgment in each case afirmed. All the Justices concurring, except
Simmons, C. J., absent.
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CERTIFICATE OF DEPOSIT—WHEN SUFFICIENT NOTICE OF TRUST.
Supreme Court of Tennessce, March 31, 1905.
FORD, et al. vs. H. C. BROWN & Co., el al.

Two certificates of deposit were drawn, payable, one to C., ‘‘trustee,” and the
other to C., “trustee of B. F.”” At the time they were wrongfully indorsed
by the trustee in the same form, one of them had almost twelve months
to run, and the other six months before maturity, and both drew interest
to maturity only, and were not subject to check. Held, that the certifi-
cates themselves gave actual notice to the indorsee that the paper rep-
resented a trust fund, and obligated such indorsee to inquire into the
right of the trustee to dispose of it, within Negotiable Instruments Law,
§ 56 (Acts 1899, p. 150, c. 94), providing that to constitute notice of an
infirmity in the Instrument or defect in the title of the person negotiating
the same, the person to whom it is negotiated must have had actual knowl-
edge of the Infirmity or defect, or knowledge of such facts that his action
in taking the instrument amounted to bad faith.

MCALISTER, J.: Complainant exhibited this bill against the defendants,
Henry C. Brown, Fred Laitenberger, and Jesse Trinum, as individuals and
as a partnership using the firm name of H. C. Brown & Co., against the
First National Bank, of Nashville, Tenn., and the Chatianooga Savings Bank.
The principal object of the bill was to enjoin the Chattanooga Savings Bank
against the payment of two certificates of deposit which that bank had issued
to Woodworth as trustee for complainant Betty Ford, and which certificates
of deposit had been indorsed and transferred by Woodworth to H. C. Brown
& Co. in payment of a gambling indebtedness. H. C. Brown & Co. indorsed
said certificates of deposit to the First National Bank, of Nashville, and that
bank had forwarded the certificates to Chattanooga, and was seeking to
collect them from the Chattanooga Savings Bank at the time the original bill
herein was filed.

1t is alleged that these two certificates of deposit represented the earnings
of the complainant Betty Ford as a domestic in the family of D. Woodworth,
Jr., of Chattanooga, during a period of eighteen or twenty years. D. Wood-
worth, Jr., had died, and the certificates of deposit which had been issued
to him were changed, and issued in the name of C. N. Woodworth, trustee.

These certificates of deposit were as follows:

“CIHATTANOOGA SAVINGS BANK.
No. 13,493. Chattanooga, Tenn., October 7, 1902.
C. N. Woodworth, trustee, has deposited in this bank $994.97, payable to
the order of same, twelve months after date, with interest to maturity only
at the rate of 4! per cent. per annum, upon the return of this certificate
properly indorsed. Not subject to check. R. W. BaRrg, Cashier.”

“CHATTANOOGA SAVINGS BANK.
No. 13,704. Chattanooga, Tenn., March 21, 1903.

C. N. Woodworth, trustee for Betty Ford, has deposited in this bank
thirteen hundred and seventy-five & 55/100 dollars ($1,375.55), payable to
the order of same twelve months after date, with interest to maturity only
at the rate of 4% per cent. per annum upon the return of this certificate
properly indorsed. Not subject to check. R. W. Bagg, Cashier.”

The Chattanooga Savings Bank answered the bill, and averred that it
had issued the certificates, but refused to pay the same, because they were.
not due, and because it had received notice from Betty Ford not to pay
them; that it had no interest in the controversy, but was willing to pay the
certificates to whomsoever the court might adjudicate they should belong.

The defendants H. C. Brown & Co. also answered the bill, denying all
of its material allegations.

The First National Bank, of Nashville, also answered, denying all knowl-
edge upon its part of the gambling transactions, and all knowledge of the
relations between Woodworth and Betty Ford, and denied any knowledge
that its codefendants had conducted any gambling establishment or rooms;
denied all knowledge of the intoxication of Woodworth, or of his transaction
with H. C. Brown & Co. with regard to said certificate. It admitted, however,
that on April 24, 1903, these certificates of deposit were presented by H. C.
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Brown & Co. to the First National Bank at Nashville for discount, and avers
that it purchased said certificates from H. C. Brown & Co., and paid their
face value in cash, and then sent the certificates to Chattanooga for collection.
It avers that it took these certificates in due course of trade for a valuable
consideration, and without any notice of the rights and equities of Betty
Ford, or of any one else, and avers that it is an innocent holder for value
in due course of trade and without notice.

The Court of Chancery Appeals finds that C. N. Woodworth, having pos-
session of those certificates, brought them to Nashville, Tenn., and on or
about the 22d or 23d, or, possibly, the 24th or 25th, of April, 1903, he went
to the gambling house located over the Climax Saloon on Cherry street, in
Nashville, Tenn., and there engaged in gambling. It is shown he drank
heavily and lost large sums. While thus drinking and gambling, he not
only lost a large amount of his own money, but also indorsed and transferred
these certificates of deposit belonging to the complainant, upon which he
obtained money and chips to be used in gambling. He lost and gambled
away all of the money and chips so obtained, except about the sum of $600
or $700, which the gamblers in charge of the place offered to repay him, but
which he at the time declined.

That court further finds that H. C. Brown & Co. came into possession of
these certificates, and on April 25, 1903, took them to the First National Bank,
of Nashville, and there sold and disposed of them to the First National Bank
for cash. The Bank, overlooking the fact that the certificates were not due,
took them for cash, as H. C. Brown & Co. were among their regular customers.
They paid cash for them, and sent them to Chattanooga, through their corres-
pondent at that place, for collection. In the meantime, C. N. Woodworth,
having become to some extent rational, telegraphed the Chattanooga Sav-
ings Bank at Chattanooga not to pay these certificates. The Bank at once
notified the mother of C. N. Woodworth, and Betty Ford, who immediately
advised the bank not to pay or recognize these certificates.

It further appears that when these certificates were first presented to
the First National Bank, they bore the indorsement of complainant C. N.
Woodworth and the indorsement of H. C. Brown & Co., but at that time
the First National Bank refused to take the certificates, because one of them
was not properly indorsed; that is to say, it was simply indorsed by C. N.
Woodworth, when it should have been indorsed, as it was payable on its face,
by “C. N. Woodworth, Trustee for Betty Ford.” Thereupon H. C. Brown &
Co. took the certificates back, and returned with them in a short time proper-
ly indorsed.

The Court of Chancery Appeals finds as a matter of fact that this new
indorsement was made by C. N. Woodworth. After the indorsement was
corrected, the certificates were taken back to the First National Bank, and
on April 25th the teller of the bank bought the certificates in question from
H. C. Brown or H. C. Brown & Co., paying cash therefor, overlooking the fact
that the certificates were not due. The officers of the First National Bank
& Co. and their employees, or of any person who obtained these certificates
and all knowledge of the transaction between Woodworth and H. C. Brown
& Co. and their employes, or of any person who obtained these certificates
of C. N. Woodworth, and the court of Chancery Appeals finds there is nothing
in the record to indicate that these officers had any knowledge of the trans-
actions mentioned.

The Court of Chancery Appeals further finds there is no evidence in the
record from which we are justified in finding that the officers of the bank
g:]n any knowledge in regard to the gambling carried on over the Climax

oon.

The Court of Chancery Appeals finds that H. C. Brown & Co. was affected
with full notice and had knowledge of this embezzlement on the part of Mr.
Woodworth, and of this violation of his trust, and had full knowledge of
his legal right and capacity to transfer this property. They must have
known, and did know, that they were taking the certificates in violation of
this trust, and taking funds which Woodworth was practically embezzling.
As to the First National Bank, there is no proof to show that the officers
of the bank had any knowledge of these transactions, or even that H. C.
Brown & Co. conducted gambling rooms over the Climax Saloon, and hence
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the rights of the First National Bank must depend upon the facts disclosed
upon the face of the paper itself and the indorsements thereon.

As already stated, one of these certificates was payable to C. N. Woodworth,
trustee for Betty Ford, and the other simply to C. N. Woodworth, trustee.
One of them was dated March 21, 1903, due twelve months after date, and
the other was dated October 7, 1902, and due twelve months after that date.
Each of them bears interest to maturity only at the rate of 41 per cent.
per annum. It is disclosed on the face of each certificate that it is not sub-
ject to check, but is an interest-bearing certificate of deposit. The first cer-
tificate, which was made payable to C. N. Woodworth, trustee for Betty
Ford, was indorsed by C. N. Woodworth, trustee, and afterwards the words,
“for Betty Ford” were added by him. The other certificate was simply
indorsed “C. N. Woodworth, Trustee.”

That court further finds that these certificates were sold and transferred
by H. C. Brown to the First National Bank, of Nashville, on April 25, 1903.
On April 24, 1903, at 7:45 a. m., C. N. Woodworth had telegraphed the Cashier
of the Chattanooga Savings Bank, which had issued these certificates, not to
pay them. So when the certificates were sent to Chattanooga for collection,
the Chattanooga Savings Bank refused to pay them, on the ground that they
were not due and on the further ground that Betty Ford contested the right
of the First National Bank to them. It appears, herefore, that before the
First National Bank took these certificates, all the authority which C. N.
Woodworth had, if any, to transfer them had been revoked by Mrs. Ford.
It does not, of course, appear that he ever had authority to transfer them,
especially for his own benefit.

The Court of Chancery Appeals was of opinion that these certlﬁcates, not
being due, and being made payable to C. N. Woodworth, trustee, in the one
instance, and to C. N. Woodworth, Trustee for Betty Ford, in the other, and
so indorsed, destroyed the negotiability of the paper to the extent of giving
notice that they constituted trust funds, and that the purchaser must inquire
into the right of the trustee to dispose of them.

We have no doubt of the correctness of the conclusion of law reached by
the Court of Chancery Appeals upon the predicate of facts found by them.

In the case of Bank vs. Looney, 99 Tenn. 278, this question was consid-
ered by this court, and it was said by the Chief Justice, who delivered the
opinion, that in a controversy between a beneficiary of a trust fund and the
holder of a paper disposed of by a trustee in violation of his trust, the word
“trustee,” appearing upon the face of the paper, is sufficient to put any
taker upon notice. The court in that case referred to the authority of Duncan
vs. Jordan, 156 Wall, 175, in which it was held that the word “trustee” gave
notice of the existence of a trust, and that the party taking the paper was
charged with the duty of ascertaining what, if any, restrictions were imposed
upon the trustee.

The court also cited the case of Third Nat. Bank of Baltimore vs. Lange,
51 Md. 138.

This court further remarked that the correctness of these holdings is now
conceded by the courts with practical unanimity. The effect of them is that,
if the trustee, Sykes, disposed of this paper in violation of his trust, then the
word “trustee” would convert any one who so obtained it into a constructlve
trustee at the instance of the cestui que trust.

To the same effect is Fox vs. Bank, decided by the Court of Chancery
fAl;][)e&]S, and reported in 35 L. R. A. 678, in which Judge Wilson stated as
ollows:

“In the contest between the beneficiary of these notes (assuming that
Anderson was not their real owner) and the transferee of Anderson, the
fact that the notes, on their face, appeared to be payable to him as trustee
would put the transferee on notice, und the claims of the beneficiaries would
be superior.” (Alexander vs. Alderson, 7 Baxt. 403; Covington vs. Ander-
son, 16 Lea, 310; Caulkins vs. Gaslight Co., 85 Tenn. 684.)

It is insisted, however, on behalf of the appellants that the rule announced
in Bank vs. Looney and the other Tennessee cases on this subject has been
modified and entirely superseded by what is known as the “Negotiable Instru-
ments Law,” which provides in section 56 as follows:

“To constitute notice of an infirmity in the instrument or defect in the
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title of the person negotiating the same, the person to whom it is nego-
tiated must have had actual knowledge of the infirmity or defect, or knowl-
edge of such facts that his action in taking the instrument amounted to bad
faith.” (Acts 1899, p. 150, c. 94.)

This section of the Negotiable Instruments Law was construed by this
court in the case of Unaka National Bank vs. Butler, reported in 83 S. W.
655. The court held that the effect of this section of the statute was to
embody the majority rule upon the subject of notice as it has been held and
administered by the courts of New York and other States and the Federal
courts for many years, and to discard the doctrine of constructive notice,
which had prevailed for many years in this State. The rule as administered
in this State was that, if a purchaser of negotiable paprer had implied notice
of prior equities or infirmities of any nature whatever in the title of the
holder from whom he purchased—that is, if anything appeared upon the face
of the paper, or from the facts and circumstances attending its possession or
sale, which would put one of ordinary prudence upon inquiry that would
lead to actual knowledge of the equities or infirmities—he was bound to
pursue such inquiries, and was charged with notice of the facts he could have
learned; citing the Tennessee cases on the subject.

It is then stated in the opinion that the rule of constructive or implied
notice had been abrogated by the Negotiable Instruments Law, enacted in
April, 1899, and what may be called the majority rule was adopted by the
enactment of section 56, which has already been quoted,

It will be observed that this section provides that a party “must have
had actual knowledge of the infirmity or defect, or knowledge of such facts
that his action in taking the instrument amounted to bad faith.”

In Unaka Bank vs. Butler, supra, the court was dealing with a check
which did not carry on its face any notice of defective title, but notice of
the infirmity was sought to be fixed by the surrounding facts and circum-
stances. It will be observed that in the present case each of these certificates
of deposit was indorsed by C. N. Woodworth as trustee, and we are of
opinion that such an indorsement prima facie and presumptively fixed the
purchaser with actual knowiedge of want of authority in the trustee to
dispose of the paper for his own benefit.

In Third National Bank vs. Lange, 51 Md. 138, the note was payable to
a trustee. and indorsed in the same style by the trustee. The court said:

“In the case of the present note, it cannot be read understandingly with-
out seeing on its face that it is connected with a trust and is part of a trust
fund. It was the duty of the bank before purchasing to have made inquiry
into the rights of the trustee to dispose of it. This it wholly failed to do,
and as it turned out he was disposing of the note in fraud of his trust, the
bank must suffer the consequences of the risk it assumed.”

In Shaw vs. Spencer, 100 Mass. 382, the court, in speaking of the effect
of the word “trustee,” says it means trustee for some one whose name is
not disclosed; and there is no greater reason for assuming that a trustee is
authorized to pledge for his own debt the property of an unnamed cestui
que trust than the property of one who is known. In either case it is highly
improbable that the right to do so exists. The apparent difference between
the two springs from the erroneous assumption that the word “trustee” alone
has no meaning or legal effect.

It has already been seen that one of the certificates of deposit in the case
at bar was payable to C. N. Woodworth, trustee for Betty Ford, and indorsed
in the same style, but actual notice to a purchaser of the fiduciary character
of a paper is no more effective in the one case than in the other.

In the case of Swift vs. Smith, 102 U. S. 442, it is said:

“There is nothing in the case to show that Smith’s purchase was not in
good faith. There was nothing upon the note nor anything in the indorse-
ment thereon to notify him that it did not belong to Jackson both legally
and equitably. It was a mercantile paper, and not due. * * * It is true
that if the bill or note be so marked on its face as to show that it belongs
to some other person than the one who offers to negotiate it, the purchaser
will te presumed to have knowledge of the true owner, and its purchase will
not be held to be bona fide.”

These authorities sustain our position that the word “trustee” in an

5
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indorsement of this character is express notice to a purchaser that there is a
cestul que trust or beneficiary, and that his rights may not be sacrificed by
the trustee in the sale or pledge of the note for his own benefit; in other
words, our holding distinctly is that such an indorsement is actual knowl-
edge to the purchaser of such paper, within the meaning of section 56 of
the Negotiable Instruments Law, supra.

L §N202w)it is very true, as said by Mr. Perry in his work on Trusts (volume
, 5):

“The mere fact that the word ‘trustee’ is on the face of the securities
cannot put a purchaser to any inquiry beyond ascertaining whether the
trustee has power to vary the securities. If he has such power, a purchaser
in good faith will be protected, although the trustee use the money for his
private purposes. But if a purchaser takes securities from a trustee with the
word ‘trustee’ upon their face, in payment of a private debt due from the
trustee, the sale may be avoided by the cestui que trust, or the purchaser
may be held as trustee.”

As stated in Looney vs. Bank, supra, the rule is that he who takes a
security from a trustee with the fiduciary character displayed upon its face
is bound to inquire of his right to dispose of it; but if upon inquiry it is
found that there is no restriction upon the trustee’s power of disposition, or,
it may be added, there is nothing in the nature of the transaction to indicate
any abuse of his trust, that the title of a purchaser in good faith for value
and before maturity will be protected.

It appears that our Negotiable Instruments Law is a substantial repro-
duction of a similar law enacted by the State of New York in the year 1896.
In the year 1903, with that law on the statute books, the Court of Appeals
of New York decided the case of Cohnfeld vs. Tannenbaum, reported in 176
N. Y. 126. The court said in the midst of the opinion that the signature to
the check, “Isidore Cohnfeld, Guardian,” gave the defendant notice that
presumptively the funds being paid to him were not those either of the
Cohnfeld Manufacturing Company or of Isidore Cohnfeld personally, and he
was put upon inquiry to ascertain the authority of Cohnfeld to apply the
money in payment of the company’s debts. This proposition is conceded by
both the courts below. Had he made the inquiry, he would have learned
the facts which have already been stated. He is therefore chargeable with
all that those facts import, or which is fairly to be inferred from them.

Again in West Virginia, where a Negotiable Instruments Law similar to
our own prevails, the Supreme Court of that State held, in the case of
Hazeltine vs. Keenan, 54 W. Va. 600, that a negotiable note, payable on {ts
face to a payee, with the word “attorney” suffixed to his name, indicates an
interest in other parties, and puts the purchaser upon inquiry as to their
rights and the right of the payee to sell the note.

In addition to all this, the certificates show on their face that they bear
interest to maturity only at the rate of 41 per cent. per annum, and further
that they are not subject to check, but are interest-bearing certificates of
deposit; one of them having almost twelve months to run and the other six
months at the time they were transferred. It i{s admitted by the officers of
the First National Bank that they overlooked this fact when they bought
these certificates for cash, but we agree with the Court of Chancery Appeals
that the fact that the bank overlooked these things will not relieve them of
responsibility as to any notice the paper itself gives.

All these facts disclosed on the face of the paper, including the express
indorsement of C. N. Woodworth, trustee, etc., gave actual notice to the bank
that this paper represented a trust fund, and obliged the bank to inquire
into the right of the trustee to dispose of it. If the bank had made such
inquiry, it could easily have ascertained that the paper had been embezzled
and the money lost in a gambling transaction by the trustee; and. further, the
bank would have discovered that. before the paper had been purchased by
it, all right and authority of the trustee to act had been withdrawn.

We are therefore of opinion that the indorsements and recitals of these
certificates communicated actual knowledge to the bank that they repre-
sented a trust fund, and, even under the Negotiable Instruments Act, no
title was acquired by the bank to the paper.
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TAXATION OF NATIONAL BANK S8TOCK—PROCEEDING TO REVIEW
ASSESSMENT.

Court of Appeals of New York, October 10, 1905.

IN THE MATTER OF THE APPLICATION OF TIIE FIRST NATIONAL BANK OF OSSINING,
N. Y., FOB A WRIT OF CERTIORARI, ETC.

A National bank may institute certiorari proceedings to review an assessment
for purposes of taxation of its shares of capital stock. (Tax Law, sec. 250.)

The assessors, in fixing the value of the shares of capital stock of a bank,
should include and take into account the value of its real estate. (Laws
of 1901, sec. 24, art, 2.)

GeraY, J.: The First National Bank of Ossining, N. Y., sued out a writ
of certiorari to review the proceedings of the board of town assessors, upon
the assessment of its shares of capital stock for the purpose of taxation for
the year 1904. Its complaint is that the assessors, in determining the value
of the stock, included the value of the bank's real estate and refused its
application to make any deduction thereof. The bank has failed, in the
courts below, to obtain the relief to which it deemed itself entitled and now
appeals to this court; claiming, in substance, that under the provisions of
section 24 of article 2 of the Tax Law the real estate should have been
“eliminated from consideration as part of the capital stock, surplus and
undivided profits of the bank.”

That the bank was aggrieved within the meaning of section 250 of the
Tax Law, and, therefore, was entitled to sue out the writ of certiorari is,
in my opinion, beyond question. The Tax Law makes the bank the agent for
the collection of the tax and subjects it to a penalty for failure to pay over
the same to the county treasurer, or, in the City of New York, to the receiver
of taxes. The representative capacity of a bank to maintain a suit in behalf
of its stockholders, in relation to the assessment and taxation of its shares
of stock, was sufficiently declared in the recent case of Mercantile Nat. Bank
vs. Mayor, &c., of N. Y. (172 N. Y., 35, 45), and it can undoubtedly institute
such a proceeding as this. Such was the procedure as far back as the case of
People ex rel. Gallatin Nat. Bank vs. Comm’rs of Taxes, 67 N. Y., 516.

As to the principal question in this case, the relator argues that chapter
550, of the Laws of 1901, which amended section 24 of article 2 of the Tax
Law of 1896, should be construed as intending that the real estate shall be
excluded in ascertaining the value of the shares of bank stock, and suggests,
in favor of such construction, that, if the law is not so construed, the result
is double taxation.

I think that the board of assessors proceeded correctly. The Tax Law,
as amended with respect to banks, in 1901, devised a new plan for the
assessment and taxation of shares of stocks of banks and banking asso-
cliations.

It is apparent from the language of the enactment, among other things,
that their real estate remained, as before, subject to taxation as a part of
the corporate property; although entering into the valuation of the shares
when assessed against the shareholders.

As section 24 of the Tax Law read, when originally enacted in 1896 (chap.
908, Laws of 1896), it was expressly provided that the assessed value of the
real estate should be deducted, in the assessment, from the value of the
shares of stock.

In 1901, the Legislature passed the act in question, which was entitled
“An act to amend the Tax Law relating to the taxation of the stockholders
of banks and banking associations.” Section 24 was re-enacted without that
provision for the deduction of the value of the real estate, and there was
provided a new and complete system for taxing the shares of banks, under
which a uniform rate of one per cent. upon their value was imposed as a
tax, which was to be in lieu of all other taxes whatsoever, for State, county
or local purposes. This was to be collected and paid over by the bank, and
the privilege of share owners to claim deductions from the taxable value
of their shares on account of their personal indebtedness, or otherwise, was
withdrawn. The Legislature proposed a simple, certain and uniform mode
of taxation of this kind of personal property throughout the State, and the
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loss of the prior privileges of making deductions was compensated for in an
exemption of that property from all other taxes for State, county or local
purposes. The question of what represented the value of the shares of stock
ought not to be in doubt. According to the act, it is ascertained by “adding
together the amount of the capital stock, surplus and undivided profits” of
the bank. That necessarily comprehends the real estate, which represented
an asset of the bank. The President of the bank admitted it in stating that a
part of the capital, surplus and undivided profits was invested in real estate.

The rule has been laid down, in cases in this court, that the capital of a
corporation includes every asset, or investment, and that the actual value of
the corporate shares is to be ascertained from the total value of the cor-
porate possessions. (See People ex rel. Tradesmen’'s Nat, Bank vs. Comm'’s
of Taxes, 669 N. Y., 91; People ex rel. Union Trust Co. vs. Coleman, 126 ib.
433; People ex rel. Equitable Gaslight Co. vs. Barker, 144 ib, 94.)

I think that the statutory provision in question clearly requires of the
assessing officers, when ascertaining the value of the shares of bank stock
from the total value of the corporate properties, to include the value of the
real estate. Not only was there no authority in the act to make any de-
«duction of the value of the real estate, but the concluding words of section
24 evidence the legislative intent that no such deduction should be allowed.
It had been provided in the section that ‘“mortgages, judgments and other
choses in action and personal property held or owned by banks, or banking
associations, the value of which enters into the value of said shares of
stock, shall also be exempt from all other State, county and local taxation.”
‘The concluding words of the section are that “this act is not to be con-
strued as an exemption of the real estate of banks or banking associations
from taxation.” The significance of this clause is that, although the value
of the real estate was to be considered and taken into account in fixing the
value of the shares of stock, no exemption should be implied of the real estate
as a subject of taxation.

The tax to be collected under this section of the Tax Law is upon the
shares of stock held by stockholders. It is not upon the property owned by
the bank, and the distinction in the scheme of taxation is evident. What
is intended to be reached, for the purposes of taxation, is the personal prop-
erty held and owned by persons in shares of the capital stock of banks.
The value of that species of property is required by the law to be ascer-
tained by adding together the amount of the capital stock, surplus and
undivided profits of the bank, and that necessarily must include the value
of every corporate possession.

I think that the assessing officers were correct in their proceedings and
that the assessment should be upheld. The order of the Special Term
quashed the writ of certiorari and dismissed the proceedings, but, as there
was no ground for the dismissal of the writ, except that the determination
of the board of assessors was correct, the order should be amended so as to
read that it affirms the proceedings of the board of assessors and dismisses
the writ of certiorari. As so amended the order should be affirmed, with
costs.

Cullen, Ch.J.; Bartlett, Haight, Vann and Werner, JJ., concur; O'Brien, J.,
absent.

Ordered accordingly.

NATIONAL BANK—ACCOMMODATION GUARANTY.
Supreme Court of Pennsylvania, May 22, 1906.
NATIONAL BANK OF BRUNSWICK ?S8. SIXTH NATIONAL BANK.

A Natlonal bank has no authority to guarantee the payment of a draft to be
drawn by a third person upon one of its customers,

Brown & Co. were dealers in melons in the State of Georgia. J. F. Eilen-
berg was a produce dealer in the city of Philadelphia. Under date of June
17, 1902, the Cashier of the Sixth National Bank of Philadelohia, the de-
fendant, wrote the National Bank of Brunswick, Ga., the plaintiff, as follows:
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“Gentlemen: We will accept drafts drawn on J. F. Eilenberg by Brown
& Co. for watermelons and cantaloupes, melons not to exceed $100 per car,
and cantaloupes not to exceed $500 per car, bills of lading attached, until
further notice.”

In reply to this communication, on June 20, the Cashier of the National
Bank of Brunswick wrote the following letter:

“Gentlemen: We beg to own receipt of your valued favor of the 17th
inst., guarantying drafts to be made by Brown & Co., on J. F. Eilenberg
against bills of lading for watermelons and cantaloupes at the rate of $100
per car for the former and $600 per car for the latter. Please advise whether
or not bills of lading are to be ‘to order,’ and whether the rate named in-
cludes prepaid freights.”

On June 23 the defendant bank by its Cashier wired the plaintiff bank
that the drafts were not to be to order and that the rate named did not
include prepaid freight. The receipt of this message was acknowledged by
the Cashier of the National Bank of Brunswick by a letter, dated June 21,
as follows:

“Dear Sir: We are in receipt of your telegram of this date, and in ne-
gotiating drafts drawn on Mr. J. F. Eilenberg by Messrs. Brown & Co. will
be governed accordingly.”

Subsequent and pursuant to these communications, Brown & Co. drew
nine sight drafts for different amounts addressed to J. F. Eilenberg, care
of the Sixth National Bank, Philadelphia, Pa., in favor of the National Bank
of Brunswick. Ga., noting thereon the number of the car and that it was
for melons. There was attached to each draft a bill of lading for a car-
load of melons. The first of these drafts was dated June 26, 1902;
the last July 3, 1902. When the drafts were received by the National Bank
of Brunswick, they were, by agreement between the bank and Brown & Co.,
to be placed to the credit of Cave & Co., depositors in the bank, in their
account. The credit was to be given at the time the drafts were delivered
to the bank.

The first two drafts were sent by the plaintiff to the Merchants’ National
Bank of Philadelphia, its Philadelphia correspondent, and were duly paid.
On July 1 the plaintiff bank received from Brown & Co. two drafts and
credited them to Cave & Co. On the same day, but after banking hours, it
received another draft, and on July 2 placed it to the credit of Cave & Co.
On July 3 the plaintiff received from Brown & Co. a draft, and gave Cave
& Co. credit for it on the same day. On that day, the plaintiff also
received three other drafts after banking hours, and placed them to the
credit of Cave & Co. on July 5, the next succeeding business day. No credit
was given Brown & Co. for the drafts drawn by them. and the credit given
Cave & Co. was the consideration paid by the plaintiff bank for the drafts.

The seven unpaid drafts were sent by the plaintiff to its Philadelphia
correspondent, and payment was refused both by Eilenberg and the defen-
dant bank. The plaintiff first learned of the non-payment of the two drafts
received by it on July 1 late in the afternoon of July 3 by a telegram from
its Philadelphia correspondent, and through the same source it was first ad-
vised of the non-payment of the other drafts on July 5.

Late in the afternoon of July 3, and subsequent to the receipt by the
plaintiff bank of all the drafts drawn by Brown & Co., but before credit
had been given on the books of the bank for three of the drafts, the plaintift
received from the defendant the following telegram:

“Philadelphia, July 3, 1902. Bank of Brunswick, Brunswick, Ga.: We
revoke order to pay drafts to Eilenberg by Brown & Co., per ours of 6/17th.
Sixth National Bank of Philadelphia, Daniel Baird, Cashier.”

MesTrezAT, J.: This action is assumpsit, and was brought to recover
the amount of the unpaid drafts and the accrued interest. The statement
avers that on the faith of the agreement made by the corresnondence between
it and the defendant, and prior to the telegraphic cancellation of that agree-
ment, it purchased the drafts with the bills of lading attached; that they
were presented to J. F. Eilenberg, and payment was refused; and that sub-
sequently the defendant bank, on demand. also declined payment. On the
trial of the cause, the learned judge instructed the jury to find a verdict
for the plaintiff for the amount of all the drafts. “subject to the point of
law reserved that if hereafter the court should be of the opinion that a
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Cashier of a National bank cannot bind the bank to pay the draft of a
third person drawn on one of its customers, to be drawn at a future day,
the court will have the right to enter judgment for the defendant non
obstante veredicto.” Subsequently the court entered judgment for the
plaintiff on the question of law reserved. The defendant has taken this
appeal,

The defense set up to defeat a recovery in this action is, as stated in
the printed brief of appellant’s counsel, “that a National bank has no power
to guarantee the draft of a third person on one of its customers, to be drawn
on a future day; that such guaranty is ultra vires, and no action will le
against the bank for its refusal to pay such a draft, in the absence of evi-
dence to show that the bank received the fruits of the transaction.” To
this proposition the plaintiff replies that the agreement between the parties
was not a guaranty of the payment of the drafts to be drawn by a third
person on one of its customers, but a contract to purchase the drafts, and
that therefore the agreement between the parties was not ultra vires the
defendant bhank.

In determining whether the transaction between the plaintiff and defen-
dant was a guaranty or a purchase of the drafts in suit, recourse must
bhe had, not only to the written communications which passed between the
parties, but also to the acts of the parties and the circumstances surround-
ing the transaction. The language of the letters and telegrams does not
clearly disclose the intention of the parties. When, however, it is read in
the light thrown upon it by the conduct of the parties and the existing cir-
cumstances, the conclusion, we think, is irresistible that both parties re-
garded the contract entered into by them as one of guaranty and not of
purchase.

The initiatory letter came from the defendant bank on June 17, 1902,
and shows that the drafts were to be drawn by Brown & Co. on Eilenberg
for melons purchased by the drawee of the drawers. The name of the payee
is not mentioned, nor does the evidence disclose who the payee was to be,
or what negotiations took place hetween the parties prior to the date of
the letter. It is drafts of this character that the defendant agreed to “ac-
cept.” Had the drafts been drawn on the defendant bank, and it had agreed
to pay them, its liability would be unquestioned. The defendant, however,
was not to be the drawee in the drafts, and hence by the use of the word
“accept” the defendant could not have been regarded by the parties as as-
suming the liability of an ordinary acceptor of a draft or bill of exchange.
This leaves the undertaking of the defendant bank, as disclosed by the let-
ter, uncertain and unintelligible, requiring explanation dehors the paper.
It received no consideration for its contract. Immediately following, and
acknowledging the receipt of the defendant's communication, we have the
letter of the plaintiff bank which discloses its interpretation of the defend-
ant’s agreement. It construes the defendant’s contract as “guarantying
drafts to be made by Brown & Co. on J. F. Eilenberg against bills of lading
for watermelons and cantaloupes at the rate of $100 per car for the former
and $500 for the latter.”

This language is clear of doubt, and the term used by the writer in
designating the character of the defendant’s undertaking, unlike that em-
ployed by the defendant bank for the same purpose, leaves no uncertainty
as to the liability which the nlaintiff thought the defendant had assumed
I'v its communication of June 17.

As thus interpreted, the defendant’s contract was a guaranty of the pay-
ment of the drafts by Eilenberg to be drawn on him by Brown & Co. in
pavment for the melons. So far as the evidence discloses, no other or
different interpretation was subsequently placed on the contract by either
party until after this action had been brought. On the contrary, the acts
of the parties were all confirmatory of this construction of the agreement.
As appears by the testimony of the plaintiff’s Cashier, the first two drafts,
drawn in pursuance of the agreement between the parties, were sent by the
plaintiff bank to the Merchants’ National Bank, its Philadelphia correspon-
dent, and paid in that city.

The testimony does not show who paid the drafts; but, as Eilenberg was
the drawee and payer, and resides in Philadelnhia, it must be assumed that
they were presented to and paid 'y him. When the drafts in suit were
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drawn and received by the plaintiff bank, it pursued the same course and
sent them to its Philadelphia correspondent. They were first presented to
Eilenberg, who refused to accept or pay them, and they were protested.
It was not until Eilenberg had declined to honor them that they were pre-
sented for payment to the defendant bank. This course of conduct on the
part of plaintiff with regard to each of the several drafts leads to but one
conclusion, and that is, that it regarded the defendant as secondarily liable
on the drafts. It is plainly and clearly contradictory of the theory that the
defendant was to be considered as having purchased the drafts and thereby
to have assumed a primary liability for their payment. If that was the
theory of the plaintiff, and that was the interpretation of the contract, why
did it first present the drafts to Eilenberg, the drawee, for payment? Why
was he not ignored in the transaction and payment demanded of the de-
fendant in the first instance?

As further evidence of a like construction by the plaintiff of defendant’s
agreement, it will be observed that, in each instance when the plaintiff
transmitted the drafts to the Merchants’ National Bank of Philadelphia for
collection, it gave in its letter the names of the drawers of the drafts and
stated that Eilenberg was the payer. No reference whatever was made in
these communications to the defendant bank or to its liability to pay the
drafts. Again, during the trial of the cause, the plaintiff’'s counsel made
an offer, which was rejected, to show at that the date of the letter of June 17
the defendant had in its possession as a depositary of J. F. Eilenberg, the
drawee, upwards of $10,000. This testimony would only be admissible on
the theory that the defendant’s liability was that of a surety or guarantor,
and the offer, therefore, supports the contention that such was the purpose
of the defendant’s contract.

We are of opinion that the liability of the defendant bank was that of
guarantor and not as purchaser of the drafts. It is conceded by the plaintiff
“that the weight of authority is in favor of the position that a National
bank has no power or authority to become a mere accommodation indorser
or guarantor of the payment of the debt of another without benefit to itself.”
So far as we are advised, the question has not been determined by the
Supreme Court of the United States; but the inferior courts of that juris-
diction have uniformly put this construction on the powers of a bank char-
tered under the National Banking Act, and as the subject is one of Federal
origin and of Federal control, we must follow those precedents. (Fowler
vs. Scully, 72 Pa. 456.) -

We therefore hold that the contract on which this suit was brought was
ultra vires the defendant bank, and that the court erred in entering jude-
ment for the plaintiff.

The judgment of the court below is reversed, and judgmgent is now en-
tered on the reserved question for the defendant non obstante veredicto.

PURCHASE BY BANK OF MUNTCTPAT, BONDS—NOTICE TO BANK OF
DEFECTS.

Supreme Court of Michigan, September 19, 1906.
THOMPSON, et al. vS. VILLAGE OF MECOSTA.

When a bank has purchased municipal bonds, the test as to whether it is a
bona fide holder is not whether its officials had knowledge of facts which
would lead a prudent man to make inquiry, but whether these facts were
of such a nature as to make it bad faith not to do so.

The knowledge or information of a bank officer as to the character of paper
purchased by the bank does not affect the bank, unless such officer acted
for it in the transaction.

This action was brought to recover upon a municipal bond issued by the
village of Mecosta, Michigan. The bond was irregular, and in order that
the plaintiffs might recover, it was necessary for them to show that the
J:lckson Bank, from which they acquired it was a bona fide purchaser for
value,

HookEg, J. (omitting part of the opinion): The court charged the jury
that “upon this question of knowledge, of notice, gentlemen, you are in-



72 THE BANKERS' MAGAZINE.

structed that when the Jackson City Bank got the bond in question it could
not be a bona fide holder, if at the time its President or Cashier had any
notice or knowledge of facts and circumstances which would naturally or
reasonably lead an ordinarily careful and prudent man to make inquiry as
to what the bond was given for.” This instruction was erroneous, for the
reason that the test is, not whether the circumstances would naturally
lead the ordinarily prudent man to investigate, but whether they were such
as to make it bad faith not to do so. (Brewster vs. McCardell, 8 Wend.
478; New York Mine vs. Bank, 44 Mich. 353; Mace vs. Kennedy, 68 Mich.
397; Stevens vs. McLachlan, 120 Mich. 290; Glines vs. State Bank [Mich.]
94 N. W. 195.)

Again, if this instruction was intended to mean that knowledge by or
notice to the officer purchasing the paper would bind the bank, it might
not be erroneous; but it would be naturally interpreted as meaning that
knowledge or notice to either of these officers would be notice to the bank,
although the purchase was made by one having neither such knowledge or
notice. It would be a burden upon banks to hold that all of its officers must
anticipate the offer to the bank of all doubtful paper of which he might
have knowledge.

The judgment should be reversed, and a new trial ordered.

PROMISSORY NOTE—PROOF OF SIGNATURE OF INDORSER.
Supreme Court of North Carolina, September 19, 1905.
TYSON vS8. JOYNER, et al.

In an action upon a promissory note the mere production of the note bearing
what purports to be the signature of the payee, does not, without proof
of such signature, establish that the holder has such title as will cut off
defences avalilable as against the payee.

This action was brought to recover on a note for $200 executed in 1897
by defendant, and payable to J. L. Little, or order. Defendant alleged, and
there was evidence tending to show, that he, at the request of his brother,
S. V. Joyner, signed the note for the accommodation of the latter, and gave
a mortgage to secure it. S. V. Joyner received the amount of the note, less
the discount. Little did not discount the note or pay any consideration
for it, but indorsed it to B. F. Tyson, who, it seems, pald the money to
S. V. Joyner. Plaintiff at the trial introduced the note and rested. The
name of B. F. Tyson was indorsed on the note, but there was no proof
of the signature, other than the production of the note by plaintiff. In-
dorsement of the note by B. F. Tyson was alleged in the complaint and de-
nied in the answer. Defendant further alleged that Tyson, who was com-
missioner to sell certain land, had agreed, at the time the note was exe-
cuted, to pay it out of that part of the proceeds of the sale which would
go to defendant in satisfaction of a judgment held by him, and which was a
lien on the land, and he afterwards collected more than enough for that
purpose. Defendant relied upon this agreement and the receipt of the
money by Tyson as a payment or satisfaction of the debt, or at least as a
set-off or counterclaim.

WALKER, J. (omitting part of the opinion): The court erred in holding
that the mere introduction of the note was evidence of its indorsement
by Tyson, so as to vest the legal title in plaintiff, and cut off any defenses
good against Tyson. It is very true, as contended by counsel, that the in-
troduction of the note by plaintiff raised the presumption that she was its
owner, but only the equitable owner or assignee, and it was subject in her
hands to any equities or other defenses of the maker against prior holders.
The note must have been indorsed specially to her, or at least in blank, to
justify the claim that she is its legal owner, and the bona flde holder of a
title good against prior equities of which she is not shown to have had no-
tice. It was necessary, therefore, to show such an indorsement in order
to defeat any equity the defendant may have against B. F. Tyson.

Referring to this doctrine, Harlan, J., in Osgood's Adm'rs vs. Artt (C. C.)
17 Fed. 575, says:

“It is a settled doctrine of the law merchant that the bona fide pur-
chaser for value of negotiable paper, payable to order, if it be indorsed
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by the payee, takes the legal title unaffected by any equities which the payor
may have as against the payee. But it is equally well settled that the pur-
chaser, if the paper be delivered to him without indorsement, takes by the
law merchant only the rights which the payee has, and therefore takes sub-
ject to any defense the payor may rightfully assert as against the payee. The
purchaser in such case becomes only the equitable owner of the claim or
debt evidenced by the negotiable security, and, in the absence of defense
by the payor, may demand and receive the amount due, and, if not paid, sue
for its recovery in the name of the payee, or in his own name when so
authorized by the local law.”

In Trust Co. vs. Bank, 101 U. S, 68, the court says:

‘“The contract cannot, therefore, be converted into an indorsement or an
assignment; and, if it could be treated as an assignment of the note, it
would not cut off the defenses of the maker. Such an effect results only
from a transfer according to the law merchant, that is, from an indorse-
ment. An assignee stands in the place of his assignor, and takes simply
an assignor’s rights, but an indorsement creates a new and collateral con-
tract.”

In Lyon vs. Bank, 85 Fed. 120, it is held that a mere assignee of a
promissory note, like an assignee of any other chose in action, takes his
title subject to all equities and defenses which exist between the assignor
and the other parties to the instrument; but an indorsee for value without
notice before maturity takes the title to such a note, according to the cus-
tom of merchants and the now established law of the land, free from all
such equities and defenses. (See, also, Tiedeman on Commercial Paper,
§8 246, 247.)

The same principle is well stated and illustrated by Rodman, J., in the
leading case of Miller vs. Tharel, 75 N. C. 148, which has been followed in
numerous cases by this court. (Spence vs. Tapscott, 93 N. C. 246; Lewis
vs. Long, 102 N. C. 206; Jenkins vs. Wilkinson, 113 N. C. 532; Christian vs.
Parrott, 114 N. C. 215; Bresee vs. Crumpton, 121 N. C. 122.)

An instrument payable to bearer can be negotiated by delivery, and con-
sequently no indorsement is required. (Norton on Bills & Notes, § 68;
Bresee vs. Crumpton, supra.) ‘“When, however, a bill or note unindorsed
by the payee, or indorsed by the payee specially, and unindorsed by his in-
dorsee, is in the possession of another person, the question whether or not
its bare possession is evidence of his right to demand payment is of a
different character. Without the indorsement of the payee or special indorsee,
such possession would clearly not entitle the holder to the privileges of a
bona fide holder for value, as, at best, he would only hold the equitable
title to the instrument, and could not sue at law upon it as a ground of
action.” (1 Daniel, Neg. Inst. [5th Ed.] § 574.)

The signatures of indorsers, where indorsement is required to vest the
legal title, must be proved. (Norton on Bills & Notes, 331.) In the case
of an assignment of a bill or note, which transfers only the equitable owner-
ship, as distinguished from an indorsement according to the law merchant,
which transfers the legal title, the equitable owner, being the party in in-
terest, may now sue in his own name (Code, § 177), and he may recover
subjec)t to prior equities (Spence vs. Tapscott and Bresee vs. Crumpton,
supra).

When it is said in the cases that “there is a prima facie presumption of
law in favor of every holder of negotiable paper, to the extent that he is
the owner of it, that he took it for value and before dishonor and in the
regular course of business,” it will be found that reference is made to a
holder by indorsement, or to an instrument which, under the law merchant,
was not required to be indorsed, but which was negotiable by delivery. The
expression was used in Tredwell vs. Blount, 86 N. C. 31, cited by plaintiff’s
counsel; but in that case the note was indorsed and the signature of the
indorser was proved. It is familiar learning that, where a note is indorsed
in blank, the holder has the authority to make it payable to himself or to
any other person by filling up the blank over the signature, and this may
be done at or before the trial. (Johnson vs. Hooker, 47 N. C. 29; Lilly vs.
Baker, 88 N. C. 151.) It then becomes a special indorsement. In the case
last cited, this court reversed the judgment below, upon the ground that
the indorsement should have been filled up before judgment was rendered,
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assigning as a reason for its decision that the courts were particular in
this respect, in order to avoid the danger of notes being subsequently in-
dorsed and again put in circulation. However this may be, the plaintiff in
this case may fill up the indorsement, if she is so advised.

NOTES OF CANADIAN CASES AFFECTING BANKERS.
[Edited by John Jennings, B.A., LL.B., Barrister, Toronto.]

SALE OF GOODS—SUSPENSIVE CONDITION—TERM OF CREDIT—DE-
LIVERY—PLEDGE—SHIPPING BILLS—BILLS OF LADING—IN-
DORSEMENT OF BILLS—NOTICE—FRAUDULENT TRANSFER—IN-
SOLVENCY—BANKING—BAILEE RECEIPT—BROKERS AND FAC-
TORS—PRINCIPAL AND AGENT—RESILIATION OF CONTRACT.

GOSSELIN vS. THE ONTARIO BANK.
(Supreme Court Reports, Volume 36, page 406.)

This was an appeal from the Court of the Kings’ Bench of the Province
of Quebec, by which the judgment of the superior court in favor of the plain-
tiff was reduced and modified.

The plaintiff sued for the recovery of 5,324 bales of hay and fifty-four
bills of lading, granted by several railway companies to the plaintiff in May,
1894, and prayed that the defendants should be ordered to return the hay
and bills of lading, and in default, condemned to pay him $5,244.50.

The plaintiff, having agreed to sell hay to the firm of Marsan & Brosseau
at $8.50 per ton, loaded the hay on cars, and took said bills of lading from
the railway companies in his own name, consigned to himself at New London,
Conn., New York and Boston, forwarding the bills to Marsan & Brosseau as
evidence of the shipment, but without being endorsed by him, thereby re-
taining the ownership in the hay. He alleged that there were in all fifty-
four cars of a value of $5,244.50; that Marsan & Brosseau illegally transferred
the bills of lading to the Ontario Bank, without paying for the hay; that
said firm were insolvent at the time of transfer, to the knowledge of the
bank; that the bank acquired no rights in said bills of lading, and received
them for the purpose of obtaining an undue preference over the creditors of
Marsan & Brosseau; and he prayed for the resiliation of the sale, and to be
acknowledged as the owner of the hay and of the bills of lading.

The bank, besides making a general denial, pleaded that Marsan & Bros-
seau became the owners of the hay sold to them by the plaintiff; that the
latter well knew the former had no means to pay for the hay except either
by delivering it and obtaining the money from the purchaser, or by pledg-
ing the bills of lading with a bank for the purpose of obtaining advances
thereon; and that at the time of the transactions Marsan & Brosseau were
believed to be merchants in good standing and solvent, and the bank dealt
with them in good faith, in the usual course of business.

From the evidence in the case it appears that the hay in question was
to be shipped to England, and that the railway receipts or inland bills of
lading were to be exchanged for ocean bills of lading through Marsan &
Brozseau or their agents and sold in England also through the same agent;
that the plaintiff’s name was entered on said railway receipts as shipper and
consignee for the purpose of retaining the control over the hay and the owner-
ship thereof until paid for, plaintiff expecting the ocean bills to be made
to his order as shipper and consignee; and that the bank made advances
to Marsan & Brosseau upon these railway receipts upon the sole indorse-
ment of Marsan.

The Trial Judge ordered the Ontario Bank to deliver over to the plaintift
the hay and bills of lading within fifteen days and on default to pay the
plaintiff the sum of $4,934.44 with interest. On appeal, the Court of King's
Bench considered that Gosselin had a right to recover the hay contained in
twenty-seven of the cars only, and reduced the amount of the judgment ac-
cordingly.
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JUDGMENT (TAascCHEREAU, C. J. GIROUARD, Davies, NessiTT and IDLINGTON,
JJ.): The whole dificulty * * * arises from a misconception of the
true nature of the contract of sale agreed to by the parties, although the
thing sold was not delivered: original bills of lading were issued in favor
of the appellant, who did nothing to deprive him of the rights he acquired
under the same and the agreement; that is the whole case. He should suc-
ceed.

The contract of sale was perfect and binding by their mere consent, as
held by the courts below, * * * but it was subject to a suspensive con-
dition or condition precedent that the property and its legal possession were
not to pass until the price was paid. * *

Both courts have found, as a matter of fact, that twenty-seven cars of the
hay had been pledged to the bank by Marsan & Brosseau under the railway
bills of lading, and as to these cars both courts condemned the bank to pay
the value of the hay. But as to the balance of the hay contained in the
twenty-six cars, the Court of Appeal would not adopt the conclusion of the
Trial Judge, as in their opinion the plaintiff had not sufficiently proved that
the hay in these cars had been pledged to the bank under the railway bills
of lading. * * * As to those cars, remarks Chief Justice Lacoste, plaintiff's
remedy is against the railway companies.

There is no doubt that as to the twenty-seven cars ocean bills of lading
were obtained and delivered to the bank after the advances had been made
on the raflway bills. * * * The railway companies evidently thought
that Marsan & Brosseau, as in previous years, could obtain ocean bills with-
out the order of Gosselin, but that the bank could not after their insolvency.
* ¢ * By issuing these ocean bills to the order of Marsan & Brosseau
* * #0 the railway companies misunderstood their obligations or duty;
possibly they may be responsible to Gosselin for the loss, as suggested by the
Court of Appeal, but their mistake did not give a title to the bank, because
it knew that these ocean bills were substitutes for the railway bills issued in
favor of the appellant and in fact this substitution was done at the request
of the bank. The Court of Appeal so held as to twenty-seven cars, and I can-
not see how, on the evidence, a distinction can be made as to the other cars.

I therefore agree with Mr. Justice Pagnuelo that the bank should pay
the price of the fifty-three cars, namely, the sum of $4,934.44, less the sum
of $125, admitted by both parties to be a final dividend received by Gosselin
out of the insolvent estate of Marsan & Brosseau, the whole with interest and
costs in all the courts. * *

Banks when dealing with thls kind of security must ascertain that they
are contracting with the owner or holder or his agent or assignee before they
can get a title. Bills of lading are not like bills of exchange and promis-
sory notes, where actual honesty goes very far to protect the holder. But if
a bill or note payable to the order of a payee be taken by a bank or anyone
else without the indorsement of the payee, or with a forged indorsement,
honesty or honest blundering will not be sufficient to give the holder a title.
Likewise in cases of restrictive endorsements which prohibit or merely
restrict the transfer of the ownership of a bill of exchange, the holder is
bound to notice the restrictions, and comply with their requirements; his
honesty will not save him from the consequences of his failure in this
respect. (See Sec. 35 of the Bills of Exchange Act, 1890, which reproduces
thei;:;)mmon law.) Surely the holder of a bill of lading cannot be in a better
position

* * + T am of opinion that the appeal of the appellant should be al-
lowed and the judgment of the Superior Court restored, less a sum of $126,
with costs in all the courts, and that the cross-appeal of the respondent be
dismissed with costs. However, I am alone of that opinion with my brother
Idlington. We all, with the exception of the Chief Justice, agree that the
sale was conditlonal and that the judgment of the Court of Appeal should
be confirmed.

The cross-appeal is therefore dismissed with costs and the principal appeal
of the appellant is allowed in part, and the judgment of the Court of Appeal
is varied by adding the price of the six cars (deducted by the Court of Appeal,
because no ocean bills were issued against them at the time any advance
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‘was made, and therefore the bank must have obtained the hay upon the
original railway bills), namely, $562.33 less a sum of $125, with interest and
costs.

REPLIES TO LAW AND BANKING QUESTIONS.

Questions in Banking Law—submitted by subscribers—which may be of sufficlent general inter-
o8t Lo warraut publication will be answered in this departinent.

A reasouable charge is made 1or Special Replies usked for by correspondents—to be promptly sent
by mail.

SELMA, Ala., December 15, 1905.
Editor Bankers’ Magazine:

Sir: Ona of the banks in this place has always refused to sell its drafts
to strangers. Is there any real danger in our doing so? We know that
careless writing of drafts might make us liable for the payment of these
drafts as raised, but would we be any more liable because of the fact that we
sold them to strangers?

We will be very glad indeed to have your opinion regarding this question.

. C. M. Howagp, President.

Answer.—By delivering its draft the bank does not give any assurance
to the world that it knows the payee, nor does it make any representations
as to his character; and it is no more negligence for a bank to issue its draft
to a person unknown to it than it is for a man to draw his check to the order
of a stranger.

ASTORIA, Oregon, Dec. 19, 1905.
Editor Bankers’ Magazine:

Siz: We are carrying a demand note for A, on which the interest is paid
to the close of November. On the morning of December 11, A offers to pay
the note with ten days’ interest, claiming that the day of payment should not
be included in reckoning the interest due. We claim eleven days’ interest.
‘Who is right? CASHIER.

Answer.—The bank is right. As the law does not take into account the
fractions of a day, the day on which payment is made is to be included in
computing interest, whether payment is made in the morning or at the end
of the day. In Bank of Burlington vs. Durkee (1 Vt. 399, 403), it was said:
“It [the note in suit] being discounted on the 16th, any time on the 17th,
without regarding the fractions of that day, there would be one day's in-
terest; and so on through the whole sixty-four days.”

ToLEDO, Ohio, December 15, 1905.
Editor Bankers’ Magazine:

Sir: A grain commission firm made arrangements with a miller to buy
corn and ship it to this commission company. The miller claims he was
acting as agent and was to receive two cents per bushel commission. The
commission company claims that he was not its agent, but it was to furnish
quotations for the corn f. o. b. cars, and the miller’'s compensation was
to be whatever he could buy the corn for less than the quotation. The
commission firm was not known to the miller, but agreed to arrange with
a bank to deposit $350 as a guarantee that the drafts of the miller accom-
panied by a bill of lading would be promptly paid. The commission company
;03r5‘(1)varded their check on a trust company to the bank agreed upon for the

The letter enclosing the remittance was the first information the bank had
that there was any business relations between the parties.

The bank collected the check, and deposited the proceeds, issuing a
certificate of deposit to themselves for the amount; the certificates recited
that the money was deposited by the commission company.

The bank notified the miller of the deposit by the commission company
as a guarantee. The miller then shipped quite a number of cars of corn
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and all the drafts with the bills of lading were promptly paid, up to the
time of the withdrawal of the $350 deposit. The deposit was made in
December and withdrawn the latter part of February following. On receipt
of the drafts and bills of lading, the bank credited the amount to the indi-
vidual account of the miller, who paid for the corn purchased by his per-
sonal checks. The $350 had at no time been placed to the credit of the
miller.

The miller was notified in person by an officer of the bank of the with-
drawal of the deposit sometime during the month of March. Shipments
were made at intervals during March and April, and were all paid, but in
May two cars of corn were shipped by the miller to the commission com-
pany for which drafts accompanied by bills of lading were drawn.

The bills of lading were drawn by the railroad agent as having been re-
ceived from the commission company and making them the consignees. The
commission company claimed the corn was damaged, and objected to paying
the drafts, and refused payment, but sold the corn. The bank knows nothing
of what disposition was made of the proceeds, only the commission com-
pany claimed it did not owe the miller anything, but on the contrary that
the miller owed the company.

The bank had no knowledge of the terms of the contract between the
commission company and the miller. In making the original remittance of
$350 the commission company wrote the bank they were making the deposit,
having agreed to do so with the miller, because they were strangers to the
miller and the bank, and so the bank would not hesitate to advance the
money on the drafts when accompanied by bills of lading. On withdrawing
the deposit the commission company wrote the bank that if its credit had
not been sufficiently established, the bank could write the commission com-
pany’s bank, and they would arrange the credit. The bank however did not
write to the bank referred to, and made no further effort to establish credit
with the commission company. The bank is prepared to offer testimony that
the miller paid less than a difference of two cents per bushel, with a view of
showing that the miller was not acting as agent as he claims, but the judge
rules this is immaterial. Who is liable? CASHIER.

Answer.—It does not seem to us that the bank could be deemed the agent
of either party. Its operations were merely to discount the drafts, and
whether it did this at the instance of the drawer or drawee is immaterial.
Nor is it important that the drawee at one time placed funds with the bank
as gsecurity; for this security was merely in addition to that afforded by the
paper itself. By drawing the draft, the drawer engaged that it would be
paid on presentation, and we see nothing in the facts of the case to relieve
him from that obligation.

Foxp pu Lac, Wis., December 29, 1905.
Editor Bankers’ Magazine:

Sir: —Please answer the following question in the columns of THE BANKERS’
.MA.GAZINEZ “When a notarv nrblic sends a nrotest notice in a bank envelone,
Is it necessary to erase the bank’s return card on the envelope?”’ If so, why?

ASSISTANT CASHIER.

ANxswer.—The direction to return should be erased. The Negotiable In-
struments Law (Sec. 1678. Wisconsin Act) provides that ‘“Where notice of
dishonor is duly addressed and deposited in the post office, the sender is
deemed to have given due notice, notwithstanding any miscarriage in the
mails.” But, obviously, in such case the failure to deliver the notice must be
occasioned either by the neglert of the indorser to call for his mail, or by the
fault of the postal service. The holder, therefore, or the notary acting in
his behalf. must relinouish all control over the paper after it is deposited
in the post office. The postal regulations fix thirty days as the time for
which letters must be held at the nost office to which they are addressed, unless
delivered or called for sooner. If, then, the notary requests that the notice
be returned say, in ten days, this act may be the cause of the non-delivery,
Tbe rule that all requests to return shall be erased is the one which obtains
in the service of all legal process by mall, and similar reasons apply where
the paper served is a notice of dishonor.



THE SAFETY-VALVE OF BANKING.

ciation, a member of the executive council of the American Bankers’
Association, and President of the National Bank of North America,
New York city, made an address before the meeting of Group I of
the New York State Bankers' Association, at the Ellicott Club, Buffalo, on
the evening of December 29. His theme was, “The Safety-Valve of Banking,”

and he spoke as follows:

“I deem it a great privilege to be with you this evening, and to renew
many old friendships, also to have the pleasure of making new acquaintances.
The hospitable City of Buffalo is endeared to me as being the home of some
of my warmest friends, and it is also my desire on this visit to say a few
words on a subject of vital importance, not only to our associate bankers, but
to the people in general. This section of the State is logked upon as the land
of promise for the bank depositor, and it is a mystery to your fellow bankers
from other sections, and very difficult for them to understand, how it is
possibble to pay four per cent. on checking accounts, comply with the
essential provisions of the banking law, make allowances for losses, taxes
and expenses, and after providing a respectable reserve, have anything left
for the stockholders, much less making an addition to your surplus. This
condition of affairs has been brought about by the advent of the modern
trust company into the banking world.

g LFRED H. CURTIS, President of the New York State Bankers’' Asso-

RESERVE THE SAFETY-VALVE OF BANKING.

When the National Banking Act and the laws of some States were en-
acted many years ago, the framers of these laws very wisely insisted upon
a cash reserve. This reserve was considered the safety-valve, and to-day you
hear from all parts of the country that this National bank or that State bank
is being liquidated to become a trust company and the safety-valve is day by
day gradually becoming reduced in size. Only a few days ago, I heard a
prominent official of a large New York Clearing-House bank remark ‘that if he
thought the present condition of affairs would continue much longer, he
would convert his bank into a trust company.’

I tell you, gentlemen, the present situation is, to say the least, uncom-
fortable, and is a matter of much concern to those who have studied the sub-
ject. In New York city, the trust compaines have over a billion of dollars
on deposit and less than two per cent. cash in their vaults. Now, let the banks
of our Clearing-House fall two per cent. below their customary twenty-five
per cent. reserve, and it is heralded all over the country in large type, and
a financial crash is prophesied.

I have spent my entire business life in Wall Street and have witnessed
every panic since the memorable Black Friday, and I know too well how
easy it is to retire at night, in the calm of a summer evening, and awaken in
the wildest storm. Sometimes we receive a warning, and then again it may
come like a bolt out of the clear sky, similar to the crash of May, 1901.

The last report of the Sunecrintendent of Bankinz showed that one large
trust company in New York city had nearly sixty millions of deposits and did
not have one dollar of cash in its vaults. It is true that this trust company,
like many others, had a good sized bank account, but the banks cannot
pay from two and two-thirds per cent. to over three per cent. on these ac-
counts, and keep this vast sum, amounting to nearly one hundred millions of
dollars, idle. They must also invest it, and if called upon to-morrow by the
trust companies to pay, they must meet the demand, or suspend payment.

TRUST COMPANIES SiouLd KEEP STRONG RESERVES.

The City of New York is a central reserve city, and is carrying a large
portion of the reserves of many out-of-town banks, If, in addition to this,
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- they are compelled in times of stress to also carry the reserves for the trust
companies, the load may prove too heavy. I do not wish to appear as an
alarmist, and am not running a discretionary pool like the gentleman from
Boston, but many competent to speak from their own experiences, like Fes-
tus J. Wade, President of the Mercantile Trust Co., of St. Louis, a man emi-
nent in his profession, has warned his trust company associates that to do
business without a reserve is dangerous. Skating on thin ice has long been
known as a dangerous sport. Banking on thin reserves may prove equally
dangerous. Let me quote a few of Mr. Wade's remarks:

‘The trust company should not only keep a reserve, but a strong reserve.
While it was well enough years ago, when the trust companies simply dis-
charged the functions of trustee, registrar, executor and administrator, for
them to keep a nominal amount of cash on hand, with a comparatively small
amount on deposit with banks, that condition has now ceased to exist, and is
8o recognized to-day. The methods applied to trust companies ten, fifteen or
twenty years ago, are not applicable to-day, nor are trust companies doing
business on the lines established ten, fifteen or twenty years ago. If you will
show me the trust company to-day which keeps a reserve both in cash and in
bank, in comparison with the successful National banker, I will show you
the trust company that pays its stockholders not only a handsome return,
but that is constantly developing its business, The surest way to retard the
growth of a trust company is to decrease its reserves. The most certain way
to develop its resources and power, is to increase its reserves.’

When an old and tried veteran banker, like William A. Nash, late chair-
man of the New York Clearing-House, uttered a cry of warning, in no un-
certain language, that a disastrous state of affairs would certainly ensue if a
remedy was not applied, we thought some action might be taken, but up to
this time, not a move has been made. In our own State, the financial papers
have called attention to it again and again, also the Superintendent of our
Banking Department. His words should certainly have some weight, for I
do not think we ever had a more able, more careful or progressive Super-
intendent than Frederick D. Kilburn. To be sure, he has been deceived, but
you gentlemen have also been deceived many times by your customers; then
how much easier must it be for a banker of good reputation, who wishes to
do wrong, to falsify his books and lie about the value of his collateral. We
ghould be very proud of our Banking Department; it is a model for other

tates.

In recent years the honorable and dignified profession of banking has been
made to appear ridiculous by the advertisements of some trust companies so-
liciting the deposits of infants, and making the collection of small coins in
tin boxes. Two of the most prominent offenders in this line have ceased to
exist, due to their shipbuilding and electric trolley promotions. Other ad-
vertisements are equally unique; one makes the claim of being a ‘model
bank,’ while another wonders ‘why anybody should keep money in a com-
mercial bank, that pays no interest, when this particular trust company will
pay you three per cent.’ Others will take out-of-town checks, as far as San
Francisco, give credit at once and make no charge of either exchange or in-
terest, while the clearing-house bank must make a uniform charge or pay
a $5,000 fine. Moreover, there is no such organization for protective pur-
poses among trust companies as the associated banks have in the New York
Clearing-House. Its great value as an institution, and the men of brain who
have directed its affairs, have saved the finances of our country on more than
one occasion.

TRUST COMPANIES WILL NOT VOLUNTARILY REDUCE THEIR PROFITS.

The trust company officers are a live, able and aggressive body of men,
gentlemen of the highest character, many of them former bank officials; they
know their advantage under the present law, and our weakness, and it Is use-
less to expect them to take the initiative in this much-needed reform, for
why should they be expected to seek a reduction of their profits? Very few
of the trust companies could pay expenses, much less a dividend, if they de-
pended entirely on purely trust company business. Many of the new com-
panies have little, outside of banking business, and they are to all intents
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and purposes nothing but a commercial bank, except in name. They pre-
tend not to discount notes, but acknowledge that they do buy paper. All banks
that are compelled to charge their unpaid notes to profit and loss account, real-
ize that they have purchased them also.

Probably few people who deposit money ever read the laws which gov-
ern the institution. In National and State banks, all depositors are equal;
in trust companies, the court funds are first preferred, the Savings banks,
second, and the ordinary, common, every-day mortal, third and last. It
should be borne in mind that the theory upon which the commercial banking
system was based contemplates the accommodation, primarily, of the business
community, which involved on the part of the bank a considerable and in-
evitable risk. The new theory upon which trust company banking proceeds,
utterly disregards the good old-fashioned conservatism, which was helpful to
both banker and customer, and undertakes a startling experiment so men-
acing, if not speedily checked, as to threaten the very foundations of our
economic and trade system.

EqQuaL LAaws DEMANDED.

We do not wish to take any unfair advantage of our friends in the same
line of business, but we do demand equal laws for banks, called National and
State banks, and banks called trust companies, and it is high time that our Rip
Van Winkles awakened, ceased their selfish methods of promoting individual
success, and try to do something for the general good.

Never before have we had such a condition of affairs as we have at pres-
ent; we know that one of the greatest countries in the world is in insurrec-
tion and on the verge of ruin, money on call as high as 110 per cent., three
important banks failing in the second city of the country—yet the stock
market is booming.

It only emphasizes the wonderful prosperity of the country, and proves
that the great majority of the people are working and not speculating; but
while we are on the top wave of prosperity, let us safeguard the banking in-
terest of our State, lest, before it is too late, we may be overtaken by dis-
aster.”

When Mr. Curtis concluded his address, J. H. Lascelles, Cashier of the
Marine National Bank of Buffalo, presented the following resolution, which
was adopted unanimously:

“Resolved, That the failure of the trust companies which conduct a bank-
ing business to maintain a proper reserve is a menace to the business com-
munity, and that we, the officers of the National and State banks of Group I
New York State Bankers’ Association, call upon all conservative trust
company officials to indorse, and upon our law-makers at Albany to enact, a
fuit:bli reserve law for all banking institutions receiving deposits subject

o check.”

Among those who took part in the discussion were Elliott C. McDougal,
President of the Bank of Buffalo; Charles Adsit, President of the First
National of Hornellsville, and E. O. Eldredge, Cashier of the Owego National
Bank, Owego.

PRODUCTION OF GOLD AND SILVER.

RELIMINARY estimates of the Director of the Mint on the production
of gold and silver in the United States in the calendar year 1905 show
a gain of approximately $6,000,000 in gold and 1,000,000 ounces of

silver over the product of 1904
The gain in gold is almost entirely represented by the increased output
of Alaska, the product of which 18 placed at $14,650,100, against $9,160,500 in
1904. Callfornia shows a loss of about $1,500,000, due to severe drought.
Nevada shows a gain of about $400,000 and Utah as much. Colorado
gained about $1,000,000. The Klondike continues to fall off and is about

$2.000,000 below 1904.
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HON. LESLIE M. SHAW,
SECRETARY OF THE TREASURY.



ANNUAL REPORT OF THE SECRETARY OF THE
TREASURY.

ECRETARY SHAW’S Annual Report on the Finances, transmitted to

S the Speaker of the House of Representatives December 6, contains an

interesting summary of the operations of the Treasury for the past

year, and also several recommendations relating to the currency and

other matters. Below is presented the chief portions of the report dealing
with loans, currency, coinage, etc.

RECEIPTS AND EXPENDITURES, FISCAL YEAR 1905.

Receipts,

The revenues of the Government from all sources (by warrants) for the
fiscal year ended June 30, 1905, were;

From CuStOImMS. .ot enenaensnennenenensenenns $261,798,856.91
From internal revenue...............ccouvevn.n. 234,095,740.85
From revenues of the District of Columbia........ 5,643,2567.47
From sales of public lands...................... 4,859,249.80
From profits on coinage, bullion deposits, etc..... 4,419,593.99
From reimbursement of loan to Louisiana Pur- .

chase Exposition Company................... 4,404,942.96
From fees—consular, letters patent, and lands.... 4,087,561.88
From sales of Indian lands, proceeds of Indian :

labor, etC....iiiiiiiii ittt ittt e e 3,965,087.32
From navy pension, navy hospital, clothing, and

deposit funds..............ciiiiiiiiiiienan. 2,845,334.03
From immigrant fund .......................... 2,054,600.85
From tax on circulation of National banks...... 2,034,601.90
From trust funds, Department of State.......... 1,230,954.67
From payment of interest by Pacific railways.... 1,000,007.69
From miscellaneous.............coveviiieneenn. 922,985.48
From customs and navigation fees, fines, penalties,

(37 AP 872,539.35
From prize money..........ccoiiiiuiiinnnincenns 749,005.20
From Soldiers’ Home permanent fund............ 743,792.25
From sales of Government property............... 578,266.94
From judicial fees, fines, penalties, etc........... 472,677.23
From sale of lands, buildings, ete................ 458,673.93
From proceeds of dividends on Panama Rallroad

F3 0Tl - 4 369,945.00
From deposits for surveying public lands......... 235,198.25
From sales of ordnance material................. 219,545.09
From contributions for river and harbor improve-

41731 4 PN 116,000.00
From tax on sealskins.......................... 134,233.80
From depredations on public lands.............. 80,740.45
From license fees, etc., Territory of Alaska....... 67,334.26
From Alaska fund, act January 27, 1905.......... 40,172.23
From Spanish indemnity........................ 28.500.00
From part payment Central Pacific Railroad in- .

debtedness............ciiiiiiiiiiiiiiia 5,745,385.17

$544,274,684.85
From postal revenues...............coiiveeennn. 152,826,685.10
Total receipts. ..................covvunnnn. $697,101,269.95

PRESSESSESSE————
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The expenditures for the same period were:

Expenditures.

For the civil establishment, including foreign inter-

course, public buildings, Panama Canal, collecting

the revenues, District of Columbla, and other

miscellaneous expenses...... ceee. $131,887,294.65
For the military establlshment includlng rlvers and

harbors, forts, arsenals, seacoast defenses, and ex-

penses ot the war wlth Spain and in the Philip-

pines ................0 e etciisesssacacsaasanns 122,175,074.24
For the naval establlshment including construction

of new vessels, machlnery, armament, equipment,

improvement at navy-yards, and expenses of the

war with Spain and in the Philippines........... 117,550,308.18

For Indian Service............. ceserssesatensantnn 14,236,073.71
For pensions ..........ciiiieeinensne Ceieeeseanee .. 141,773,964.57
For interest on the public debt. .......... sesensennes 24,590,944.10
For deficiency in postal revenues ...........c..v0u 15,065,257.00
$567,278,913.45

For Postal Service .......coittiiiiiiiiinieinnanns 152,826,685.10
Total expenditures ......... ceeeean ceecreee.. $720,105,498.55
Showing a deficit of..... [P [P N $23,004,228.60

In addition to the revenues collected during the year and the amounts re-
ceived on the indebtedness of Pacific railroads, the cash in the Treasury was
increased $1,345 by the issue of four per cent. bonds in liquidation of interest
accrued on refunding certificates converted during the year.

The securities redeemed on account of the sinking fund were as follows:

Fractional Currency ........ceeeeveeeeanss $2,140.80
Treasury notes of 1861 .. . 00.00

One-year notes of 1863 145.00
Seven-thirties of 1864 and 1865 ... 300.00
Compound-interest notes ........ . 330.00
Old demand notes ..... feiereees 565.00
Refunding certificates ............... Ceeireceasisaann 140.00
" Flve-twenties of 1862 ........coe0eueenn Creeraiaaenes 10,000.00
Funded loan of 1881, called ...... tecessesransancsanse 200.00
Funded loan of 1891, called ....coveveeevevrnnnnnnnns 10,750.00
Funded loan of 1891, continued at 2 per cent....... e 1,000.00
Loan of 1904, called......ccvvvvnnnnnnannnsn cencaesen 483,000.00
Funded loan of 1907, purchased .......cec0000000eee 300.00
National bank notes redeemed in excess of deposlts ... 8,299,440.50
Total ....oveiiiniiinninennnnns S ... $3,808,411.30

Compared with the fiscal year 1904, the receipts for 1905 increased $12,886,-
896.21, as follows:
There was a decrease of $5,879,447.10 in expenditures, as follows:

Fi1scaL YEAR 1906.

The revenues of the Government for the current fiscal year are thus esti-
mated upon the basis of existing laws:

From customs ...........cv00 srsssessenssssasaanns . $286,000,000.00
From internal revenue ............. PP ve.. 242,000,000.00
From miscellaneous sources ........... Crereeenen .o 40,000,000.00
From postal revenues .......ceeeseseesennccssccsns 170,5690,515.00

Total estimated revenues ................ .... $738,5690,515.00

The expenditures for the same period are estimated as follows:

For the civil establishment ...........cviieveienns $128,000,000.00
For the military establishment ......... Cerersianen 93,000,000.00
For the naval establishment...............o0iiet . 118,000,000.00
For the Indian Servlce Ceeeeriaae e [P . 13,000,000.00
For pensions ............ ... 143,000,000.00
For public works ............ .. 57,000,000.00
For interest on the publlc debt ..... . 24,000,000.00

For Postal Service ........... teeressssesssessssss 170,690,615.00
Total estimated expenditures .......co00uenn . $746,590,615.00
Or a deficit of ........covinvnnn eere i $8,000,000.00
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The ordinary revenues for 1905, as compared with 1904, show an increase
of $3,642,935.45, while the expenditures were less by $15,123,407.86. The net
results for the fiscal year was an excess of expenditures over revenues of
$23,004,228.60.

For the past two years the expenditures of the Government have been in
excess of the revenues to the aggregate amount of more than $64,000,000.
This, however, inctluded the extraordinary expenditures in 1904 of $50,000,000
on account of the Panama Canal.

During the fiscal year 1905 there was an addition of $900 to the interest-
bearing debt, while there were reductions of $600,676 in the items on which
interest had ceased since maturity, and $3,302,146.30 in the debt bearing no
interest. The net reduction was $3,901,921.30.

The available cash balance in the general fund June 30, 1905, was
$145,477,491.89, a reduction for the year of $26,574,076.13.

The revenues for the first quarter of 1906 were $147,014,725.10 and the
expenditures $156,588,966.66, an excess of expenditures over receipts of
$9,574,241.56. In the first quarter of 1905 expenditures were $17,856,615 in
excess of receipts.

United States notes to the amount of $11,517,579 and Treasury notes for
$340,675 were redeemed in gold from the reserve fund during the last fiscal
year. The redeemed notes were immediately exchanged for gold, and the
reserve was thus kept intact.

The trust funds at the close of the fiscal year 1905 amounted to $992,-
467,969, a net increase for the year of $14,723,400.

The total amount of United States paper currency issued during the last
fiscal year was $637,750,000, and the redemptions were $623,026,600.

Gold certiflcates increased $23,499,400, while silver certificates were re-
duced $5,211,000 and Treasury notes $3,5665,000. The annual cost of mainte-
nance of the paper currency issued by the Government averages about two-
tenths of one per cent. of the amount outstanding.

National-bank notes to the amount of $308,298,760 were presented for re-
demption during the year. This was 65.84 per cent. of the average amount
of notes outstanding. The expenses incurred were $247,973.26, which have
been assessed upon the banks at the rate of $0.80 993-1000 per $1,000 of their
notes redeemed.

The deposits in National banks to the credit of the general fund at the
beginning of the year were $102,290,863.64. but the excess of expenditures
over revenues in the early part of the year soon made it apparent that the
cash in the Treasury vaults would be reduced below the limit required by
prudence. Calls were therefore issued withdrawing from the depository banks
a part of the public moneys held by them, and the balance therein to the
credit of the general fund at the close of the fiscal year 1905 was $65,084,-
246.87. This withdrawal of public funds from the banks was accomplished
without disturbance to business.

The withdrawal of public moneys from depository banks released a
considerable amount of Government bonds, which the banks have used largely
as a basis for increasing their circulation. The bonds pledged to secure
bank circulation have increased $52,050,250 during the year, while those
pledged to secure public deposits have decreased $39,578,600.

During the year $68,739,793 was added to the money in circulation. The
per capita circulation advanced from $30.77 July 1, 1904, to $31.38 November 1,
1904; then declined to $30.86 April 1, 1905, and at the close of the year,
June 30, 1905, stood at $31.08. By Octob~r 1, 1905, the total money in cir-
culation had advanced to $2,624,230,391, a per capita circulation of $31.39,
42.8 per cent. of which was gold.

To maintain the present per capita circulation the increase in population
of the country makes it necessary to add about $50,000,000 to the monetary
stock each vear.

The gold in the Treasury, including the reserve and trust funds, October 9
1905, amonnted to $739,898.600.36, a sum never equaled in our annals: nor
has any other government ever held so much of the precious metal.

The demsand for small denominations of currency has been continuous
throughout the vear. The volume of United States paper currency of the
denominations of $10 and under has increased $167,186,321 since March 1,
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1900, but only $14,629,320 of this increase took place during the last fiscal
year. Bills of the denomination of $20 and over have been redeemed and
reissued in the smaller denominations in an effort to respond to the demands
for small notes. Tne limit has practically been reached in making changes
in the denominations outstanding through the process of redemption and
reissue. In future the redemption of outstanding large Upited States notes
and silver certificates will be too slow to meet the call for small bills.

During the past year the usual facilities have been extended to aid in the
movement of the crops. The deposits for transfer in the New York and
Chicago sub-Treasuries were $30,093,034, for which payments by telegraph
were made at other points in the denominations required to meet the de-
mands of the locality in which the funds were to be used. Heretofore the
Treasury has been able to keep up this exchange by vigilance and fore-
thought in the preparation of currency for the anticipated needs. If these
accommodations are to be continued, some action must soon be taken by
Congress to enlarge the volume of small notes.

The moneys received in the redemption and exchange account during the
fiscal year 1905 amounted to $1,150,6£5,763, and were equal to forty-four per
cent. of the money in circulation at the close of the year.

The silver dollars in circulation June 30, 1898, were $58,482,966. The
amount of this coin distributed at Government expense for transportation,
from July 1, 1898, to June 30, 1905, was $275.536,512, but the amount in
circulation on the latter date was only $73,684,336.

Subsidiary silver coin to the amount of $27,606,185 was distributed to
depositors during the last fiscal year. The average rate for transportation
on shipments of silver coin during the year was $1.90 per $1,000.

MINT SERVICE—DOMESTIC COINAGE.

The domestic coinage of the mints during the fiscal year atmounted to
152,422,302 pieces, of the value of $91,172.729.83. Of this, $79,983,691.50 was
gold coin. The coinage of the standard silver dollars was $310; of subsidiary
silver, $9,123,660.60, and of minor coin, $2,065,067.73. The silver dollars
were coined from bullion purchased under the act of July 14, 1890. Of the
subsidiary silver, $7,752,131.76 was likewise coined from this bullion.

SmLveEr CoIN.

The stock of bullion purchased under the act of July 14, 1890, became
wholly exhausted during the past year. The coinage of silver dollars is
necessarily discontinued, and no subsidiary silver coins are being made ex-
cept by the recoinage of the abraded and uncurrent coins of the same
denominations as they accumulate in the Treasury. It probably will be
necessary during the coming year to draw on some other supply of silver
to meet the constant demand for these coins, and I recommend that the
Secretary of the Treasury be authorized to cause the recoinage of abraded
and uncurrent silver dellars, in amounts not exceeding $6,000,000 per year,
into the several denominations of subsidiary coins as they are required.
These abraded dollars, unfit for circulation, are accumulating, and some
provision for their recoinage should he made. They can not be recoined into
dollars without a loss which the Secretary of the Treasury is not authorized
to incur. As the subsidiary ceins are of lighter proportionate weizht than
the dollar pieces, the latter may be converted into them without loss to the
Treasurv or to the circulation. In view of the enormous additions now
being made to the country’s monetary stock by the coinage of gold, the ob-
Jection sometimes suggested that the stock of full legal-tender money would
be reduced bv such conversion seems unimportant.

I would invite your attertion, also, to a feature of the law governine the
issue of subsidiary coins which should be changed. Section 3527. Revised
Statutes, provides that “silver coins other than the trade-dollar shall be paid
out at the several mints, and at the assay office in New York citv. in exchanee
for gold coins at par. in sums not less than one hundred dollars.” TUnder this
mandatory statute the mints are called upon to supnly new coin, although
there may be an abundance of coin in gonod condition for use in all the offices
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of the Treasury. The purpose of the applicants is to obtain coin which has
never been in circulation. Instances have been noted of banks and depart-
ment stores which made a sp2cialty, for advertising purposes, of paying out
only new coin. The manufacture and issue of new coin by the mints, when
the Treasury already holds a stock ample to supply all needs, involves use-
less expense; it causes a redundancy in the circulation and forces an equal
quanuity 1nto the Treasury for redemption. It is evident that the system is
wrong, for if the practice of obtaining new coin at thc mints continues to
grow the Treasury will be unable to put out any coin that has been in circu-
lation. The issue and redemption of these coins should be through the
Treasury and sub-Treasuries only. I recommend the repeal of the provision
quoted, which requires issue by the mints and assay office.

MINOR COINAGE.

Section 3528, Revised Statutes, provides a minor coinage metal fund not
exceeding $50,000, which the Secretary of the Treasury may place at the dis-
posal of the superintendent of the mint at Philadelphia for the purchase of
metal for the one and flve cent coins. The total value of metal in the mint
for this purpose, including that in all stages of coinage, can not therefore ex-
ceed $50,000. When this fund was created by the act of February 28, 1873, the
amount was ample (the total minor coinage for that year was $494,050), but
last year the minor coinage amounted to $2,065,067.73, and in the month of
October alone to $285,350. The fund is inadequate to handle this volume of
business, and inconvenience is experienced in consequence. There is no good
reason why the making of minor coins should be restricted to the mint at
Philadelphia. The Secretary of the Treasury should be authorized to use
any of the mints for this coinage and to increase the minor coinage metal
fund to a maximum of $2650,000.

. GoLp BULLION IN THE REDEMPTION FUND.

In my report of 1904 attention was called to the fact that the provision
of the monetary act of March 14, 1900, requiring that whenever the gold coin
in the redemption fund shall fall and remain below $100,000,000 the issue
of gold certificates shall cease, virtually restricts the amount of bullion in
the redemption fund to $50,000,000. No good purpose is served by arbitrarily
fixing the proportions of coin and bullion in this fund, and it was probably un-
intentional. The law in its first section directs the Secretary of the Treasury
to maintain a reserve fund of $150,000,000 “in gold coin and bullion,” ap-
parently leaving the relative proportions to the discretion of the Secretary.
In another section, the purpose of which was to prevent the depletion of
the fund below $100,000,000, the provision referred to is made. The security
and effectiveness of the fund would not be diminished if this section was
made to read that ‘“whenever and so long as the gold coin and bullion held
in the reserve fund in the Treasury for the redemption of United States notes
and Treasury notes shall fal! and remain below one hundred million dollars,”
etc. There is practical convenience and advantage in having a considerable
share of the gold in the reserve fund in the form of bullion. No important
demand upon the Treasury for gold ever occurs except for export, and for that
purpese bullion is always preferred by the shipper and is the most desirable
form of payment for the Government, as it saves the cost of coinage. The
law as it stands has the practical effect of limiting the Treasury holdings of
bullion and of causing an unnecessary amount of coinage. I recommend the
amendment of section 6 of the act of March 14, 1900, to read as above.

ProODUCTION AND DEPOSITS OF GOLD.

The production of gold in the United States for the calendar year 1904 is
estimated at $80,464,700, and the industrial consumption at $28,655,963, of
which $22,930,036 was of new material. The original deposits of gold at the
several mints and assay offices aggregated $143,378,969.86.

LoANs AND CURRENCY.

The outstanding principal of the public debt June 30, 1905, was $895,-
158,340, an increase of $900 in the fiscal year, due to the issue of four per cent.
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bonds of the funded loan of 1907 in settlement of accrued interest on four
per cent. refunding certificates surrendered during the year, in accordance
with the act of February 26, 1879.

On October second the refunding of three per cent. bonds of the loan of
1908-1918 and four per cent. bonds of the funded loan of 1907 into two per
cent. consols of 1930 was resumed in pursuance of the circular published Sep-
tember 28, 1905, the outstanding bonds to be received at a valuation equal to
their present worth to realize an income of two and one-half per cent. per
annum, and the two per cent. consols to be issued at a premium of one per
cent. These terms differ from those of the refunding under the circular ot
September 23, 1903, only in the premium charged for the new bonds, which
is one per cent. less than in 1903.

Up to and including November 15 there were refunded $10,488,300 three
per cent. bonds and $33,422,950 four per cent. bonds, for which the Depart-
ment has issued $43,911,250 two per cent. consols of 1930,

The interest-bearing debt of the United States outstanding November 1,
1905, was $895,158,940. Of this amount, bonds of the face value of $549,599,59v
were held by the Treasurer of the United States in trust for National banks as
security for circulating notes and deposits, leaving $345,559,350 in the hands
of other investors.

REVENUES.

It is impossible to adjust revenue laws with mathematical accuracy. The
amount that given schedules of customs duties and internal-revenue laws will
yield is always uncertain. Conditions which can not be anticipated are
always reflected in revenues. A very small cloud in the financial sky wil!
cause a marked fluctuation in customs receipts. Thus far in the current fiscal
Yyear receipts from customs have been fourteen per cent. higher and internal-
revenue receipts five per cent. higher than during the same period of the
preceding year. Should these percentages of increase continue throughout the
Yyear, public revenues from these sources will be increased $48,000,000. Be-
cause of these uncertainties Treasury estimates have been based upon a
probable net increase in all classes of revenues of $24,000,000. Should any-
thing arise or anything be done to disturb industrial conditions, however, re-
ceipts are as likely to fall below those of a year ago as to continue at the
present rate of increase.

Expenditures also fiuctuate, Appropriations for public buildings, river and
harbor improvements, and for the construction of naval vessels are available
until expended, but it is impossible to anticipate with what rapidity the au-
thorized work will progress. Then, in addition, appropriations are made a
fong time in advance, while receipts are current. It follows, therefore, that
revenues and expenditures are never equal. Each fiscal year of our history
has shown either a deficit or a surplus, and each has received equal criticism,
and from the same sources.

The difference between actual receipts and actual expenditures during the
last fiscal year was smaller than in any year since 1897, and smaller than
any year save seven since 1860. On sixteen occasions since 1860 the differ-
ence between receipts and expenditures exceeded $100,000,000; on nine occa-
sions the difference, though less than $100,000,000, exceeded $50,000,000, and
on twelve occasions the difference, though less than $50,000,000, was greater
than in the last fiscal year. In the entire forty-five years, on seven occasions
only has the difference between actual receipts and actual expenditures been
less than during the fiscal year of 1905. It will be wise, therefore, to keep
extraordinary appropriations as low as possible, or it may be found necessary
to provide more revenues. Fortunately, the Treasury holds a surplus of $80.-
000,000 above a reasonable working balance, available if unexpected conditions
shonld arise. This surplus, in my judgment, should not be encroached upon
deliberately, for it will be found very convenient to offset the results of po-
litical or economic disturbances certain to arise in the near or remote future.

CURRENCY. -

The necessity for an elastic currency has received fresh emphasis in the
last few months. Millions were loaned, approximately at one per cent. in
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midsummer, and call money reached twenty-five per cent. in November. The
exceedingly low rate was about as dangerous as the high rate, for the latter
was the logical result of the former. Such extremes can and should be
rendered impossible.

As a means to this end, I suggest the advisability of permitting National
banks to issue a volume of additional Government guaranteed currency, equal
in amount to fifty per cent. of the bond-secured currency maintained by them,
but subject to a tax of flve or six per cent. until redeemed by the deposit
of a like amount in the Treasury. By eliminating the words ‘‘secured by
United States bonds deposited with the Treasurer of the United States” from
National bank notes now authorized, the additional currency would be identi-
cal in form with that based upon a deposit of bonds, and its presence would
not alarm, for it would not be known. No new and distinct or unguaranteed
form of money should be injected into our system. The tax would be ample,
and more than ample, to cover the risk to the Government in guaranteeing re-
demption. Manifestly, this additional currency would not spring into being
until interest rates exceeded six per cent.,, and it would as promptly retire
when rates became normal. Under these or any similar provisions ten per
cent. money would be well-nigh impossible, and the Treasury Department
would be saved a most embarrassing responsibility. This may not be the
only means of adding an element of elasticity to our currency system, the
need of which is universally recognized. I suggest it as the plan which to my
mind seems most feasible, and one fraught with no danger.

TrUST COMPANIES,

In my report of one year ago I called attention to the large increase in
the number of trust companies and the extraordinary growth of deposits
therein. Few States require trust companies to carry any reserve whatever.
Some of these institutions carry none, and few of them carry much. They
are permitted by law to engage in well-nigh every kind of legitimate business
appropriate to private citizens or corporations. Many of them are convenient
adjuncts of National banks, and some, I fear, are occasionally used as a means
to encroach upon the reserve contemplated by statute. I repeat some observa-
tions I made on the subject one year ago:

It is manifest that these institutions in our great cities, helpful as they have
been to American development and commerce, unless conservatively managed,
may become an element of danger to our financial system. They are already
national in character, and several of them are of international influence, I
suggest the propriety, therefore, of a law giving trust companies of large
capitalization in large cities the privilege of incorporating under Federal law,
with corresponding supervision. If such right were extended, the more con-
servative would probably avail themselves thereof, and this would compel
others to cultivate conservatism. It would not be necessary to extend to them
the distinctive prerogatives of Natlonal banks beyond the capacity of being
designated financial agents of the Government, thereby justifying Federal
Jurisdiction; nor should they be brought into competition with commercial
banks, but they should be required to keep an appropriate, though relatively
small, reserve within their own vaults, lest in times of financial distress their
large deposits with National banks increase, rather than diminish, the evils
of financial panics. These great concerns, if properly and conservatively con-
ducted, may prove of great and even unforeseen advantage to public as well as

to private interests; and the best time to safeguard the country is when skies
are clear. .

PANAMA BoNDS.

By act of Congress approved June 28, 1902, an issue of bonds was author-
ized in aid of the Isthmian canal, now in process of construction. The act
provides that the bonds shall bear interest at two per cent., and shall not be
sold below par. In former reports I have called attention to the fact that
these bonds, if now issued, would not be available as security for National
bank ecirculation at a less rate of taxation than one per cent. per annum, and,
therefore, would not be worth par. I believe a general statute should be
enacted making all future issues of Government bonds available for National
bank circulation subject to a tax of but one-half of one per cent, as in the
case of the consols authorized by act of March 14, 1900.
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SUBSIDIARY COINAGE.

In several previous reports attention has been called to the necessity for
additional subsidiary coinage. The time has arrived when it must be de-
termined whether the Government will again become a purchaser of silver or
will use for this purpose, as the demands of the country require, the five
hundred carloads of silver dollars now in the vaults of the Treasury, the
metallic value of which is approximately fifty per cent. of their circulating
value. Since their recoinage into smaller denominations will in nowise con-
tract the volume of currency, every principle of prudence points to their grad-
ual use rather than to the purchase of more silver. In any event, I think the
abraded and uncurrent silver dollars, which can not be recoined into dollars
without loss, should be converted into subsidiary coinage at not to exceed
$5,000,000 per annum.

CLEAN MONEY.

For the purpose of providing the people of localities distant from sub-
Treasuries with cleaner currency, I recommend such legislation as will place
upon the Government the cost of transportation to the Treasury for redemp-
tion of worn and mutilated United States notes and certificates below the de-
nomination of $10. The cost of transportation of worn National bank notes to
the Treasury for redemption is now a charge upon the bank of issue and not
upon the sender, It is but reasonable that the Government, which issues the
major portion of our paper money, shouid likewise bear the burden of its
return when no longer fit for current use. .

A DEPARTMENT SAVINGS BANK.

There are in the District of Columbia, approximately, 17,000 clerks and
other permanently employed officials, receiving a salary of $900 or more per
annum. Many of these are well advanced in years, several nearly ninety,
quite a number past eighty, and hundreds past seventy. Some of these would
have been separated from the Service ere this but for the element of sympathy
which cannot be eliminated in concrete cases where separation means casting
the unfortunate upon the charity of friends, and especially if there be no
friends. It is impossible to observe the faithful service of this great army of
associates for any considerable period without becoming intensely interested
in their welfare.

The atmosphere of the departments is not favorable to the accumulation of
savings. The average clerk lives to the limit of his income, and many are in
debt. There is probably no city in the world where the rate of compensation
for ordinary services is as high as in Washington, and there is certainly no
city of its size in this country where savings banks deposits are as small.
Six Savings banks in the city of Washington report deposits aggregating but
little over $3,000,000, while Detroit, Mich., about the same size as Washing-
ton, has one savings bank with deposits of $7,500,000; Minneapolis, Minn.,
slightly smaller than Washington, has a single Savings bank with $12,000,000
on deposit, and Cleveland, Ohio, slightly larger than Washington, has one
Savings institution where 70,000 depositors have $46,000,000 on deposit.

I believe it incumbent upon the Government to do everything reasonably
within its power to inculcate within the departments principles of economy
such as Benjamin Franklin taught, the application of which will, in every
case, barring sickness and misfortune, insure competency.

There are in the Treasury building 359 clerks who have served over thirty
vears. One hundred dollars saved each year and kept at interest at four per
cent. would have yielded nearly $6,000, which is a competency in many por-
tions of the United States and actual wealth in some.

For the purpose of encouraging those in departmental service to save
something from their salaries (which average, in my judgment, fully twenty-
five per cent. hizher, all things considered, than is paid for like services
elsewhere), I think it would be wise to charter a Savings bank upon the
mutnual nlan prevalent in some of the States.

If this should be deemed expedient, I suggest that the board of directors in-
clude an assistant secretary from each department, to be named by the head
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of the department. The executive committee should be chosen from among the
best business men of the city, whose known interest in others will prompt
them to render thoughtful, eficient, and unselfish service free of charge. The
institution could be placed under the supervision of the Comptroller of the
Currency without additional expense. The only persons, therefore, to draw
salaries would be a treasurer and the few necessary clerks. Having no capi-
tal on which to pay dividends, and with expenses reduced to the minimum,
such an institution ought to yield the depositors approximately four per
cent. To insure its management solely in the interest of Government clerks
and employees, deposits should not be accepted from others.

The institution, I think, should be called the Department Savings Bank,
and if properly managed, and if due encouragement and advice be extended
throughout the departments, I see in it great possibilities. About all that the
departments now teach is punctuality and faithfulness in the discharge of the
particular duties brought to each desk. There is no reason why they should
not teach self-reliance and independence. Nothing will put spirit into a
clerk quicker than the dawn of consciousness that there is within his reach a
competency, and a competency is within the reach of every clerk in the de-
partments who will practice even a few of the rigid economies which have
laid the foundation of nearly every American fortune.

This must not be understood as a recommendation that the Government
embark in the banking business. I favor no such policy, and I very much
doubt the wisdom of withholding a portion of accrued compensation to pro-
vide an annuity, or a gross sum to he paid when existing relations terminate.
Such a course inculcates dependence and careless extravagance. Nothing
would so surely sap the self-reliant independence of a clerk as to regard the
Government as his voluntary and benevolent guardian. The Government can
well afford to surround its servants with a wholesome instructive atmosphere
and to afford every encouraging opporturity, but in the last analysis the in-
dividual must be taught self-reliance.

LESLIE M. Snaw,
Secretary of the Treasury.
To the SPEAKER oF TiHE HOUSE OF REPRESENTATIVES.

A DEMAND FOR MORE SMALL BILLS.

demands made upon the banks for notes of small denominations.
The difficulty of meeting this demand, and a proposed remedy, are
given in the following letter:

ﬁ N evidence of the business prosperity of the country is afforded by the

Editor Bankers' Magazine:

Sig: The National banks throughout the country are having endless
trouble to satisfactorily supply their customers with paper money of the de-
nominations of one and two dollar bills, and the laws are such, restricting
their issue, that the Treasury Department cannot overcome the difficulty
unless a change in the law is made. Various propositions have been sug-
gested to remedy the trouble, but nothing practical has resulted. About a
year ago, Treasurer Roberts made a suggestion in his annual report some-
what as outlined in the following proposed bill, but even that got no further
than a suggestion from his pen.

The demand for the small denominations is increasing each year, as the
volume of business throughout the country grows, and bankers are feeling
the pressure upon them. The trouble is not confined to any section of the
country. From my correspondence upon this subject with bankers, I find a
remedy is wanted as much in New Orleans as in Chicago, and as badly in
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Boston, New York and Cincinnati as anywhere else, and in the rural districts
also. :

I feel that some remedy should be given, and with this in view, I have
prepared the accompanying proposed bill, which, if nothing better can be
-suggested, will be presented to Congress and urged by Senator Daniel this
coming winter.

I feel it would be well for you to give some publicity to it, as it is a ques-
tion of much interest to the bankers, and if it is thought that this bill will
meet all requirements, they can urge its passage through their Senators and
Representatives.

In explanation of the proposed bill, it will be observed by reference to
the National Bank Act, Sec. 5172, that the “denominations prescribed by
law,” are set forth in the following language. After reference to the manner
of engraving plates, and dies for National bank notes, the act recites: “and
shall have printed therefrom, and numbered, such quantity of circulating
notes, in blank, of the denominations of $5, $10, $20, $50, $100, $1,000, as
may be required,” etc.

There will be, by the adoption of this bill, no restriction to a bank taking
-out all of its circulation in $5 bills, if it so desires, and it seems to be the
accepted theory in the Treasury Department, that the inevitable result of
increasing the circulation of $5 bank notes, and printing $5 gold certificates,
will be the greater flow into the Treasury and sub-Treasury of silver certifi-
-cates for redemption, the only notes, under the law, in lieu of which one and
two dollar bills may be issued.

I would like for you to give this subject some consideration, and if you
think well of it, to make some mention of its provision, if nothing more, in
your journal. RoBERT N. HARPER,

‘WasHINGTON, D. C., Dec. 16, 1905. President American National Bank.

A BiILL To BE PRESENTED TO CONGRESS TO INCREASE THE NUMBER OF ONE AND
Two DoLLAR BILLS IN CIRCULATION.

Be it enacted by the Senate and House of Representatives of the United
States of America in Congress assembled: That Sec. 6, of the Act of March
14, 1900, reading as follows: ‘“That the Secretary of the Treasury is hereby
authorized and directed to receive deposits of gold coin with the Treasurer
or any Assistant Treasurer of the United States in sums of not less than
twenty dollars, and to issue gold certificates therefor in denominations of not
less than twenty dollars,” be so amended to read as follows: The Secretary
of the Treasury is hereby authorized and directed to receive deposits of gold
coin with the Treasurer or any Assistant Treasurer of the United States in
sums of not less than five dollars, and to issue gold certificates therefor in
denominations of not less than five dollars.

And be it further enacted: That Sec. 12, of the Act of March 14, 1900,
which provides: “That the circulating notes furnished a National banking
association under the provision of this act shall be of the denominations
prescribed by law, except that no National banking association shall be en-
titled to receive from the Comptroller of the Currency, or to issue, or to
reissue, or place in circulation, more than one-third in amount of its circu-
lating notes of the denominations of five dollars; be amended by striking
out all that part of the section after the words “prescribed by law,” beginning
with the word “ezcept” and ending with, and including in the elimination, the
words ‘“denominations of five dollars.”



SOME PHASES OF THE COUNTRY CHECK
QUESTION.*

NE of the very important questions which the American banker has
O not yet solved, one which he is daily struggling with in his own
way, but which must be answere: for all, is the handling of the ex-
change of this great country wi'h the greatest facility and at the
least expense. Certainly, outside of New England, or more correctly speak-
ing, that section covered by the Boston Country Clearing-House, we are
paying the maximum cost both in the wmatter of time and of exchange. The
burden has from the beginning fallen almost entirely on the reserve and
the central reserve city banker. I say almost entirely, for in a few instances
the country banker allows his reserve fupnds to rest without interest with the
city agent, thus allowing the full income on the available balances to cover
the items of cost and services. In still other instances, a deduction from
interest allowances for average outstanding time is permitted to partially
cover this cost, but on the whole the exchange balance is found on the debit
ledger of the city bank, and in increasingly large figures.

MEANING OF THE TERM ‘‘ EXCHANGE.”

Let us inquire as to the meaning of the term exchange. Commonly the
act of giving one thing for another which is regarded as equivalent, is ex-
change. In foreign transactions, that is, between one country and another,
presuming that all countries have the same currency and that the sum of the
debts due from one country to another are equal, the transactions are liqui-
dated without the passage of any money. This also is exchange, and what is
commonly termed par exchange, but if there is a greater sum due from
one country than is due it from another, the debts cannot be simply written
off, but the balance, after one has been applied as far as it will go toward
covering the other, must be transmitted in the precious metals. Then the
bills of the creditor country become at a premium, and this is the sum which
is suficient to cover freight and insurance of the metal with a profit suffi-
cient to compensate the hanker for trouble and the temporary occupation of
his capital. To reverse this proposition would be to put exchange at a dis-
count; or, in other words, in the creditor country the debtor country’s bills
would be at a discount. This, then, is the basis for establishing international
exchange rates, unless some extraordinary condition develops, such as the
anticipated difficulty in procuring the metal for shipment. The premium,
however, could not exceed the cost and risk of remittance in gold, together
with a trifiing profit, because if it did the debtor would send the gold itself
in preference to buying a bill.

PRINCIPLES GOVERNING EXCHANGE.

Now, let us inquire how far these principles govern the exchange trans-
actions in this country.

With the passing of the unfortunate State bank currency came the estab-
lishment of banks under Federal control, and through that agency the use
of the check and the draft became prevalent. Under the provisions of the
National Bank Act banks of the National association in certain cities were
appointed reserve agents. In selecting the reserve city in which he pur-
posed to carry the reserve funds of his bank the country banker naturally
selected the one to which his section was tributary. Thus the banks of New

®* An address, delivered before the Philadelphia Chapter American Institute

zllBgink Clerks, by Wilson T. Berger, of the Merchants’ National Bank, Phila-
elphia.
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England, with few exceptions, selected Boston and New York their reserve
cities. rhose in the Miudie Staces selecied New York and Pniladelpnia as
their convenience suited. 'I'he South Atlantic States selected Baluimore and
New Orleans. The Middle West was divided between Cincinnau, Cieveland
and Cnlcago. All Micnigan went betroit way, and so on covering all the
States; but few indeed were the banks tnat did not have at least one New
York city correspondent. Besides the reserve city banks each bank corre-
sponded with trom three to a dozen banks in neighboring counties, among
which the cnechs of each circulated freely and settlements weire made
weekly or semi-monthly, as tne case required. Frequently these balances
wele written oIf withoul the necessity of disturbing the reserve balances, so
that the expense or labor only entered into the cost of collecting the local
check. At tnat period the check seldom got out of the immediate neighbor-
hood, for when tne merchant or manufacturer purposed paying a bill in the
commercial center of his State, or 1n some foreign State, he would invariably
purchase a bank draft. The rate of exchange in these instances was, as a
rule, arbitrary, depending more upon the value of the purchaser as a patron
of the bank aloug some other line than on the elements entering into the
above-referred-to Lasis of rates. But as the banks grew in numbers and the
use of checks in payment of foreign bills became more general, the banke:
found he could charge the collecting bank a maximum rate with less com-
punction than he could charge his depositor a minimum rate, and so he
encouraged the use of the check. It then became more advantageous to dis-
continue the reciprocal arrangements between the local banks, so that all
checks would come through the reserve city banks for collection and remit-
tance, less, of course, a certain rate of exchange. As before mentioned,
nearly every country bank carried at least one New York city account, and
to that bank was sent practically all the foreign checks received, so that the
several New York city banks became a national clearing-house. The burden
was tremendous and resulted in the well-known action of the associated
banks fixing certain rates for certain zones. But that did not solve the
problem, and certainly no one expected that it would. What happened,
however, was to transfer the burden to other reserve cities. This business
has not come to the reserve city banker without solicitation; on the con-
trary, it has been most studied and competition among banks in the same
city has been of the keenest sort. As a result of this competition some of
the most flagrant abuses have been created. It is ridiculous for a country
bank with a reserve balance, we will say of $25,000, to divide it among six
or eight correspondents, ostensibly for the purpose of a greater measure of
safety, but really for the purpose of corralling all or nearly all of the ex-
change drawn on his bank. Yet this in many instances is a fair average of
the number of reserve accounts carried in proportion to reserve balances.
One and sometimes two of the six or eight banks are selected (because of
special facilities for handling the business) to collect all the country cash
and collection items whiclk the bank will have in the course of things to
collect, and on the collecting banks falls the burden of the country check.
The collecting banks naturally and deservedly expect a balance, the income
of which is sufficient to cover the expense of collecting these checks along
with a reasonable profit; hut lLe is left to do it with a many times divided
balance, and therefore with resulting losses. And in seven cases out of ten
the collecting bank is obliged to pay the same rate of exchange to the re-
ferred-to patron as his neighbor who enjoys a dormant balance. When
attention is called to the unprofitable side of an account the country banker
will invariably express surprise that his particular checks are expensive to
collect, while he at the same time is charging a fixed rate of exchange on
all items sent him for collection. This practice of the divided reserve
account is prevalent only in a town where there are two or more banks, be-
cause the one-bank-town banker will surely get all checks drawn on his bank
and of course on his own terms.

Recently on the occasion of a personal call soliciting the account of a
newly-organized bank in this State, I was told by the prospective Cashier
that he wonld not connect with a reserve city bank having a large country
business, because he wanted to favor his collecting bank with a par collec-
tion and by connecting with one doing a large collecting business he would
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be taking checks at par on which, if he had no reciprocal connection with
the bank, he would be able to charge a certain rate of exchange. He, there-
fore, purposed to open an accourt with a reserve city bank with few, if any,
country connections, and how they collected his items, he cared not.

SoMmE EviLs or DIVIDED RESERVES.

The dividing of the reserve balances among several reserve cities has
made possible the practice of kiting on a much larger scale than formerly.
Usually, this is the last resort of the under-capitalized merchant or manu-
facturer, but it has developed that two or more banks in different com-
munities have operated together along these lines to create exchange on
which they were charging their usual rate. This is one of the most repre-
hensible practices I know, and that a banking system is extant which
permits that sort of business is extremely unfortunate. Another very com-
mon abuse is the practice of issuing Cashier’s checks to pay bills in a
foreign State. Recently one came to my notice which was drawn in a little
town up the State and made payable to a Kansas City, Missouri, firm. The
issuing bank enjoyed the use of the funds representing the amount of this
check for a much longer period than it would if a draft had been drawn on
a reserve city, besides by this method the drawer was able to charge a
certain rate of exchange whben the item was presented for payment, which
doubtless was the real motive. The practice of drawing on one reserve city
through another reserve city on account of transfer of funds has grown out
of the present system. I refer to the banker, we will say, in South Caro-
lina, who having an account in each of the reserve cities of New York,
Philadelphia and Cincinnati, desires to transfer his Cincinnati funds to
Philadelphia, and does so by drawing a draft on Cincinnati and sending it to
Philadelphia. By this process his funds are drawing interest in both cities,
while the draft is in transit between Philadelphia and Cincinnati. He would
not think of transferring the same balances from Cincinnati to New York
in that way, for if he did he would be obliged to pay New York a fixed rate
of exchange and suffer a deduction of at least four days from his interest-
bearing balances. Instead, he requests the Cincinnati bank to make the
transfer to New York for his credit and advice; which is straight business.
We ask ourselves why we cannot here in Philadelphia conduct our collection
business in a similar businesslike way. The answer is this: some one or
another of the Philadelphia banks are daily being told what they were
similarly told the day before to the effect that their neighbors or their com-
petitors in other cities allow interest on day of receipt and say nothing of
the character of the items. So it becomes a question of putting up with
these abuses or seeing your account go to one of your competitors.

PRESENT RATES ARBITRARY.

We find, then, that the rate of exchange governing settlements between
the country banks and the reserve city banks are with few exceptions purely
arbitrary, depending entirely upon the country banker’s sense of fairness.

Few indeed are the instances where the rate of exchange is governed by
the cost of transferring currency, because the use of the check has become
so general that more than ninety per cent. of all trade balances are
liquidated through that medium, and the country banker is able to write all
of his debts by the use of foreign bills which he receives, unless, of course,
local conditions are greatly affected by the disbursement of large sums of
money in payroll accounts, as is the case, we will say for instance, with the
City of Altoona. There the Pennsylvania Railroad is practically the sole
resource of the working people, and wages are paid for in cash, which drifts
into the banks and must be shipped in order to cover the foreign bills of
the merchants and dealers. So it is that the country banker likes the
present check system, because it delays the date of payment and is moreover
one of his considerable sources of income. It has been my privilege to
meet a great many country bankers in their own bank home, and I have met
with but one who really “cussed” the country check. and that because his
two more energetic neighbors succeeded in securing about all the checks



94 THE BANKERS’ MAGAZINE.

drawn on his bank, which he was obliged to pay at par. The problem is
truly with the reserve and central reserve cities, one each of which has in a
way solved it for themselves.

OBJECTIONS TO THE NEW YORK PLAN.

The action of the associated banks of New York has not met with the
approval of the bankers throughout the country for several reasons. One
reason particularly which appeals to us here in Philadelphia is that it makes
no discrimination between the bank carrying the profitable balance and the
one carrying the unprofitable balance; that however large the balance of the
country bank the rule applies just the same. These charges, too, are not
always used to pay for direct service but are turned to profit account and
the checks sent on the long circuit for collection. Moreover, and this is the
real objection, if all reserve and central reserve cities adopted a similar
plan the burden would fall back upon the people, I mean the masses—for
that system presupposes the use of drafts drawn on reserve points in pay-
ment of merchandise bills which, if the country merchant and manufacturer
was obliged to pay with an additional rate of exchange, it would mean that
Just that much additional must be added to the selling price of his goods,
and the people—the masses—would be carrying a burden which need not be
a burden at all, if carried where it should be carried. There is absolutely
no merit in the New York plan which commends itself to the student of
economics. The New York bankers simply used the easiest and most
effective way of keeping out the country check. They were able to do this
because of their great commercial as well as their great financial strength.

THE BosToN PrAN COMMENDED.

The Boston Country Clearing-House appeals to us as the most economic
and most expeditious plan which has yet been devised. We remember with
pleasure and profit the address of the manager, Mr. Sears, before this
chapter last winter, in which he remarked the operations of the clearing.
You all remember in this connection that the cost of converting the New
England country check into loanable funds is but seven cents per thousand,
as compared with the average rate for the Middle and South Atlantic States
of from $1,00 to $1.50 per thousand and from two to four days’ time. The
system can well be practiced in New England but nowhere outside unless
adopted by all reserve cities.

AMERICAN BANKERS' ASSOCIATION AS AN INSTRUMENTALITY OF REFORM.

Should not this great question be solved by the American Bankers’ Asso-
ciation? Through what other medium could so vast a scheme be effected,
and why, granting that there is no other, is it that this question does not
form even a part of the deliberations of their annual meetings?

This question was put a few days since to a western reserve city banker
who was laboring with the question in his way, and he replied promptly,
“They are afraid of it;” so perhaps we as young bankers are rushing in
where wise men fear to tread.

Let us then make some inquiries in this connection. To begin with, the
New York bankers are not particularly interested, because they have already
met the issue to them very satisfactorily. While Boston would undoubtedly
be a large gainer by the spread of their own system, they do not appear to
be zealous in that direction; certainly they have no occasion to take the
initiative. We now confine the inquiry to the two remaining central reserve
cities; namely, Chicago and St. Louis, and all other reserve cities. Suppose
that all country bankers, National, State and private—all members of the
American Bankers’ Association—would consent to either remit at par to
some designated point in their section or pay all their checks at par pre-
sented at the counter of their designated reserve agents, what would be the
result? Doubtless this, an euntire readjustment of reserve balances. The
New England banker would no longer maintain balances with Albany, Balti-
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more and Philadelphia, as nine-tenths of them now do. There would be no
occasion to do so. Their exchange would naturally be collected through
their immediate reserve centers; namely, Buoston and New York. By such
an arrangement Albany, Baltimore and Philadelphia would lose heavily in
deposits to both those cities, because therein is their greatest need, which
need would be augmented on account of the concentration of exchange
naturally collectable through those centers instead of by the present arrange-
ment whereby they are presented through at least a half dozen reserve cities.
It is not likely, therefore, that any one of the three cities would take the
initiative; it is not likely that there will be concerted action without the
co-operation of all reserve cities. It will be readily admitted that no other
reserve city could take action similar to that of Boston and New York.
While Philadelphia is from her peculiar geographical position the gainer by
the action of both Boston and New York, her position is such that similar
action would mean the withdrawal of almost the entire country bank busi-
ness which would unquestionably go to our neighboring reserve cities. Con-
tinuing on the supposition that all country banks would pay their checks at
par, there would be in all other reserve cities a readjustment of balances,
and all would lose to New York, for New York is, and will undoubtedly
continue to be, the greatest selling city in the United States. New York
under such a system would be an even greater financial center than it is
to-day. The advantage or disadvantage of such a condition to the manu-
facturing and industrial centers is a debatable question and will not be
considered in this paper; but with the present high premium which is paid
here in Philadelphia and in Pittsburg, just two instances may be taken as
an indication of what it might be if large sums were withdrawn from useful
commercial pursuits and taken to New York where they are pretty apt in
figuring in Wall Street manipulation.

We then conclude that whatever action is taken to bring about a more
suitable adjustment of cxchange rates or the enlargement of the New
England plan must come through the united efforts of all the reserve and
central reserve cities. This is possible only through the American Bankers’
Association. It may be necessary to bring all banks of deposit under Federal
control before the desired result can be brought about. I know of no more
profitable employment for the American Institute of Bank Clerks than a
thorough study of this really great problem. To begin with, we must find
Just where the burden belongs; we must not compromise with any system
which will eliminate the country check from commercial transactions; omn
the contrary, we want to increase its usefulness and facilitate its collection.

WirsoNn T. BERGER,
Merchan?<’ National Bank, Philadelphia.

CHANGES IN THE NATIONAL BANKING LAWS.

HANGES in the National Banking Law were urged at the recent annual dinner
of the Illinois Manufacturers’ Association at Chicago by John L. Hamilton,
president of the American Bankers’ Association.

“* We need at first a properly secured elastic currency under Federal control,”
said Mr. Hamilton. * S8econdly, there should be a change in the limitations on the
amonnt of loans, a provision that is constantly violated by all National banks. The
third suggestion covers the privilege of loaning a limited amount on not to exceed
40 to 50 per cent. of a fair cash value of real estate. I recommend also a change in
the manner of selecting bank examiners, and the payment to each examiner of a
fixed salary, with such assistants as may be required to properly perform his
duties.”



INSURANCE OF DEPOSITS FROM THE DEPOSI-
TOR’S STANDPOINT.

OR some years the matter of insuring or guaranteeing bank deposits has
been talked of and written about. The subject is now attracting more
and more attention. It is being forced to the front. It has been taken
up by State bankers’ associations, and plans have been presented by the

members; it has been discussed in banking papers, and by bankers individ-
ually or in groups of two or more, but almost always from the viewpoint of
the banker.

Some bankers seem to be under the impression that by having deposits
insured they are granting too much and acknowledging that there is a weak-
ness in their banks which does not really exist. The banker may be very
sure his bank is strong and well managed, but the depositor can only hope
and believe it is strong, well managed and safe—he has no means by which
he can have the same positive knowledge that the banker has.

GOVERNMENT DEPOSITS ALREADY GUARANTEED.

The United States Government and many State governments require from
banks a full guarantee for the funds deposited with them. The governments
have no more right to such insurance than has the individual depositor.
Some bankers seem to recognize this and decline to handle Federal or State
deposits. Many bankers who have National, State and city deposits seem to
think it a thing to be proud of—for they make special mention of it in their
advertisements and on their statements. But some of their depositors do not
think it so fine when they know it means that the governments—National,
State or city—are preferred depositors, because the deposits are insured
against loss or depreciation, while they themselves have no recourse whatever
if the bank should fail.

A bank should not show partiality any more than a railroad should, and
the agitation now going on concerning the partiality shown by railroads can
be applied to banks with equal force—and it is so applied by some depositors.

CHARACTER OF SECURITY FOR DEPOSITS.

Deposits are really call, demand or time loans to the bank for which the
bank gives no security or collateral to the individual depositor. Of course,
the depositor has the services of the bank at his command for the collection
of checks, drafts and notes that come to him in the course of business. But
in many places he has to pay exchange for this service, and so he should if
his average balance does not warrant the bank collecting them free; the
sensible and honest depositor knows this and willingly pays the exchange.

But the question is, What security has he that the money he has on de-
posit in the bank will be returned to him when he wants i{t? No security
whatever beyond the general condition and standing of the bank. In many
cases this is sufficient and the depositor feels satisfied and loses no sleep
over it. Nevertheless the bank should be willing to guarantee to him the
return of his money whenever he may want it—especially if the bank can by
some means, without great expense to itself, do this; and it can do it by in-
surance on the plan recently proposed.

There is one exceedingly pleasant feature about this question—it is this:
The agitation is not being carried on by the depositors, but by the bankers
themselves, and this is very gratifying to the depositor. It is true that every
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banker is a depositor as well as a banker; because the items he receives on
deposit he must deposit in another bank to secure payment, unless they are
drawn on his own bank. He may not consider the sending of an item for
collection and remittance as a deposit with the bank to which it is sent, but
it is such in reality although not in the same way as the merchant is a de-
positor in his bank. The banker therefore has a very personal interest in the
insurance of the deposits of other banks.

Me. ALL1s’ PLAN DISCUSSED.

Amongst the various plans suggested the one that seems most complete
and that covers the ground most fully is the one that was presented by Mr.
C. F. Allis, of Erie, Pa,, at the American Bankers’ Convention recently held
at Washington, D. C. It has many commendable features, and no banker
ought to seriously oppose it unless he has something vastly better to propose
in its place. But even this contains-.a few provisions that the depositors
would like to see improved for their personal benefit. Still, they would rather
have this proposed amendment become a law than not to have any law on
the subject.

Concerning the main feature of this plan Mr. Allis says: “The Receiver
must first collect the assets, and assess the stockholders 100 per cent. if
necessary. The stockholder loses his stock (twice), the banker loses his
mk and his reputation besides, but the deficit comes out of this guarantee

d-"

The depositor asks: When does the deficit come from the guarantee or
insurance fund? Will it not be until after all the assets have been realized
on and the stockholders have paid their assessments, or the Receiver is
convinced that he cannot collect them? These questions are answered by
section 2 of the proposed amendment thus:

“That whenever a Receiver of a National bank who has been appointed
by the Comptroller of the Currency shall have collected and realized from
the assets of any bank which has been placed in his charge all that in his
judgment can be realized from said assets and shall have collected from the
stockholders an amount equal to the par value of their stock as far as is pos-
sible, in accordance with existing law, and shall have made his final report,
showing the amounts due and unpaid to the depositors and other creditors,
the Comptroller of the Currency shall forthwith draw his draft upon the
insurance fund in the hands of the United States Treasurer and shall remit
to each individual depositor the balance due and unpaid as shown by the
proof of claim which has been certified by the Receiver as correct.”

How long will it take the Receiver to realize on these sources and be
ready to make his final report? Sometimes it can be done in a short time—
inside of twelve months, and sometimes it takes more than twelve years.
The depositor might not object to waiting a few months for his money,
although it may inconvenience him very much; but it would be almost as
good as lost to have to wait ten or twelve years for it, or for part of it. In
this connection Mr. Allis says: “There would be some delay in payment
(i. e. from the insurance fund to make up the deficit), but a receiver’s cer-
tificate would not be much below par, and could be sold.” If there was a
good prospect of an early settlement the certificate could be sold easily at a
small discount, but if the time of settlement was uncertain the discount
might be very heavy.

TIME REQUIRED FOR FAILED BANKS To MAKE SETTLEMENT.

The best way to get light on the time it would take to make the final
settlement, is to go to the same source of information from which Mr. Allis
gathered some of his facts for argument—the Comptroller’s Reports. The
report for 1904 shows that 438 National banks had goune into the hands of the
Receivers between February 25, 1863 and October 31, 1904. Of this number
twenty-one had been restored to a condition that allowed them to be reopened
for business, and that left 417 to be wound up by the Receivers. Of these

7
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417 there were seventy-one, as shown by this report, that were not yet finally
closed.

On June 27, 1887, the 115th National bank that failed passed into the
hands of the Receiver. It was the Fidelity National, of Cincinnati, Ohio;
and after seventeen years it was still unsettled, and only §9.40 per cent. due
to depositors had been pald.

In 1890 two failed that were still unsettled when the report was made;
one had paid twenty per cent. and the other seventy per cent. to the de-
positors—both were Kansas banks. Fourteen years would have been a long
time for the depositors to wait for the guarantee to be fulfilled.

In 1892 twelve banks were taken charge of by the Receivers. One was
still pending final settlement—it was a bank in New Mexico, and only 63%
per cent. had been paid to the depositors.

During the year 1893—the banner year for National bank failures—sixty-
nine banks failed, and seven of them were still indebted to their depositors
from 414 to fifty per cent. of their deposits.

By way of favorable contrast only twenty-three National banks failed in
1894. Two of these were still unsettled, and, what is still worse, they had
only paid fifteen and twenty per cent. to depositors—one was in Missouri,
the other in Denver. The depositors in these banks would not think very
favorably of a guarantee of their deposits if they were still waiting—after
ten years—for their money to come from the insurance fund.

In January, 1895, one failed in Binghamton, N. Y.; and the depositors
were still waiting for half of their money, as only fifty per cent. had been
paid up to October 31, 1904.

We might follow on in this way through the Comptroller’s lists and see
how long some would have had to wait for their money—and some of these
may still be unsettled. The 1905 report of the Comptroller may show that
some or all of these were finally closed—the report has not been issued at the
time of writing this. It is hoped that most of them have been settled.

But before leaving the list of failed banks let us notice this: Since
March 26, 1900, when the 391st National bank that failed—the Merchants’
of Rutland, Vt.—was taken charge of by the Receiver there were forty-seven
other National banks that failed, and only thirteen of them had been finally
closed, leaving the depositors of thirty-five banks still waiting for part of
their deposits.

Occasionally a bank that had failed is settled quickly. The First National,
of Cape May, N. J., the 433rd in the list, failed May 24, 1904, and was finally
closed October 11, the same year, in the short time of four months and
eighteen days, and paid 100 per cent. to depositors.

The one most quickly settled of those that failed in 1892 was the 172nd—
time eight months and three days, paying 100 per cent. Of those that failed
in 1894 the most quickly settled one was the 263rd—time one year, one month
and three days, and paid 100 per cent.

The last that had been finally closed from the failures of 1892 was on
August 28, 1901; from those of 1893 was on September 30, 1904; from those of
1894 on April 27, 1904—nine, eleven and ten years respectively.

These extracts from the Comptroller's Report are interesting, and prove
to the depositors and bankers that something definite should be done in
connection with the insurance, as to the greatest length of time the de-
positors would have to wait to get all their money, if the bank should for
any cause fail to meet its obligations and go into the hands of a Receiver.

DEPOSITORS OF FAILED BANKS SnouLp BE PAID IN A REASONABLE TIME.

The noteholder need not care what bank goes into the hands of a
Receiver, for he can get the note redeemed any time. Why not give the de-
gos{{tgr the promise of a definite time within which his deposit would be paid

ack?

If a National bank officer wished to present insurance of deposits as a
favorable argument to a party who kept his account with a trust company, a
State bank or a private bank, to induce him to bring his account to the
National bank, the party’s natural question would be—how soon would the
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money be paid? If he had to answer, not until after all collections are made
from assets and stockholders that can possibly be collected; and that it may
Le one year, five years, or ten or more years before the final payment is made,
he would not be likely to be favorably impressed by the argument.

The thing that should be done is this: Guarantee to pay the depositors
in full at, or before the end of one year after the Receiver takes charge. If
the Receiver has not made collections enough by the end of the year to pay in
full, draw the balance, or deficit, from the insurance fund; and then turn
all proceeds from the remaining assets into the insurance fund. This will
te a guarantee that will appeal to the depositors with some force, and it will
make the National banks by far the safest banks in the world.

In his address Mr. Allis said, as an argument in favor of his plan, “There
would be no runs if deposits were guaranteed by a fund in the hands of the
United States Treasurer.” We believe he is right in principle, but if no
definite time for payment from that fund was known it would not be a very
strong preventative.

To make full payment within a year might cost the bankers a little more
for the insurance (no change in Mr. Allis’ plan need be made to create the
fund), but it will be worth all it costs—even if it is never needed. We carry
fire insurance, not because we expect to need it, but simply as a guarantee
in case a loss by fire should occur, over which we would have no control, our
loss would be made good: and we do not consider the premiums paid as
money wasted because we have had no occasion to collect from the insurance
companies on account of a loss by fire. In the same way insurance of
deposits should be looked at by the banker.

Mr. Allis’ plan of making the insurance compulsory, and a part of, every
National bank is a wise provision, for if it were in any degree optional it
would weaken it at once. There is one optional feature in the National
banking law: it is concerning the issue of currency; but only ten out of the
5495 banks in operation October 31, 1904, did not issue currency. Still, they
were compelled to make the necessary deposit of United States bonds with
the Treasurer at Washington, and they have $246,500 in par value of bonds
deposited.

May success soon crown the efforts of those who have labored and studied
to bring so useful and helpful a provision into operation; and may it be the
wisest and most beneficent that can be produced by the mind of man!

CHARLES WESLEY REINL.

If bank deposits are to be insured, it would certainly be desirable that a
time be fixed when depositors would be paid. But to delay this payment
for one year, or for any time, would defeat ome of the principal objects of
such insurance—the protection of general business interests from the harc-
ship caused by bank failures.—Editor BANKERS’ MAGAZINE.

THE CASSANDRAS.

Mister Vanderlip gib warnin’,
Hard times come along,

Dis chile keep right on a shoutin’ ‘
Spendin’ wif a song.

Mister Schiff, he say a panlc
Comin’ some fine da

Dis chile ain’'t the least bit frightened,
Fling de coin away.

Like as not it nebber happen,
All men make mlstakes

So I just go on a livin
Frée fum chills an’ shakes.

But when my ole woman, Chloe,
Tells me, onprepared,
“Rastus, dat ar stockin’s empty,”
Den I'm gittin’ scared. "
—McLandburgh Wilson, in “New York Times.



CANADIAN BANKING, COMMERCE AND MANU-
FACTURES.

tainly worthy of emphasis. The crops have exceeded all previous

records, and, as one result, $75,000,000 of profits will be distributed

amongst the small population of Manitoba and the new provinces. It
is, moreover, calculated that less than ten per cent. and probably not more
than five per cent. of the available fertile lands have as yet been brought
under cultivation in the West. Farmers, merchants, manufacturers and rail-
ways are growing rich and fat, immigration continues on a large scale, and
the future seems exceedingly bright.

While much is heard of the remarkable growth and development of the
West, it is mostly in regard to the vast prairie lands so fertile for grain
production. Of British Columbia little is heard at the present, but in reality.
changes of great importance are rapidly taking place. The country has gone
through the various stages of development of a purely lumber country; then
was added the resource of mining, and this province is now coming rapidly
to the front in the most satisfactory of all industries, that of agriculture. In
the Okanogon Valley fruit is grown that equals anything that is produced in
any other part of Canada, its peaches and grapes comparing favorably with
those of California. Cleared land is selling all the way from $200 to $400 an
acre; and this can be better understood when one realizes that an acre of
land in the prairie section will produce about $25 per annum gross at its
best; but an acre of land in the mountain district will produce in apples or
peaches an annual gross return in the neighborhood of $500. This com-
parison will show readily what a valuable asset British Columbia has in
its agricultural land, and few persons realize the thousands and thousands
of acres of valuable property lying in the mountain valleys only awaiting the
settler’s hand.

It is noteworthy, therefore, that besides the immense grain-producing
areas in the West, therz are tracts of country, equally desirable or even more
so, that have not yet begun to attract immigrants.

THE universal material prosperity at present enjoyed in Canada is cer-

ENORMOUS INCREASE IN TRADE.

The total exports of Canada for the five months ending November 30.
of the current fiscal year were greater by five millions than the total exports
for the whole of the fiscal year 1895. The increase in domestic exports for
the five months over the same period of last year was in round flgures
$18,000,000, and the gain in the aggregate trade for the filve months was
$26,000,000. These figures denote the remarkable expansion that has taken
place in the trade of Canada in the last decade, and which is still going

‘forward at a rapid rate.

Comparing the wages pald in Canada with those paid in American manu-
facturing establishments, it is found that the Canadian manufacturer pays
$148.64 less a year to each employee than is paid in the United States; and
this despite the fact that there has been an increase of about 33% per cent.
in the wages of Canadian workers in the last twenty years. But of course,
cheap labor is not always an advantage in the conduct of industries, and
the question deserves more investigation. Why in all the groups is the
average price of labor cheaper in Canada than in the United States—in two
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countries contiguous to each other, and peopled by the same races of men
employed in the same industries? It may be due to a lower cost of living
in one country than in the other, or to less efficiency of labor, or to a
relatively larger supply of workmen, or to a narrower margin of profit on a
more circumscribed production—although as a matter of fact the ratio of
wages to the value of products is 2.58 less in the United States than in
Canada. But in the home of great industries with capital and products of
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multiplied millions, the advantage of conditions is almost sure to prevail.
This is indicated by the ratio of capital to value of product, which is 75.50
in the United States, and 92.90 in Canada, as well as by the average value
of product per employee, which is $2,279 in the United States, and $1,398 in
Canada.

NAVIGATION.

Much attention is still being given to navigation in the St. Lawrence.
The intention is to light and buoy this route and the Atlantic seaboard so
as to lessen the risks of navigation, decrease the number of losses, and
thereby directly affect the rate of insurance paid by Canadian manufactured
products exported to other countries. These improvements are being carried
on and will be completed as quickly as possible. The Government is sparing
no efforts to make this route safe and desirable.

CANADIAN BANK STATEMENT.

Owing to the high rates for money recently prevailing in New York, con-
siderable interest attaches to the changes in the Canadian bank-note circula-
tion incident to the crop-moving period. It may be safely said that the fall
demands were met without any especial strain on the banks. Indeed, the
Canadian banks have been sending money to New York, as is shown by the
increase in the item of call loans elsewhere than in Ca.na.da From Septem-
ber 1 to October 31 the note circulation increased by $14,393,000. The maxi-
mum circulation for October was $78,464,000—not far from the legal limit.
But future demands for an enlarged note issue will be met by the additions
now being made to the country’s banking capital.

At the close of October the total liahilities of the banks were $658.645,000,
showing an increase of 12.9 per cent. over the previous year.

Altogether the bank statements are of a satisfactory character and indicate
a healthy growth of business.



ANNUAL REPORT OF THE SUPERINTENDENT OF
BANKS, NEW YORK.

Department of the State of New York, transmitted the following re-
port to the Legislature:

Though for several years the number of State banks of deposit and dis-
count has and no great variation, growth in their volume of business and im-
provement in their condition have been considerable and practically continuous.
The September, 1905, reports of these institutions show aggregate resources
never before equaled, the increase for the year having been sixty-four million
dollars, and for two years one hundred and forty millions. Moreover, the
gain has proceeded gradually, and almost uninterruptedly by quarterly
periods, testifying that its causes are not local or transitory. While it is
true, of course, that it could not have occurred except for the marked gen-
eral prosperity that the State has enjoyed, it is gratifying that it represents
also, as I believe, better banking methods and a more thoughtful care in the
administration of the banks themselves. Unquestionably fewer faults are dis-
covered in institutions by the Department’s examiners than they customarily
reported only a few years ago, and I think that ‘“book surplus” stands today
more nearly than ever before for actual values. Certainly the Department
is increasingly insistent that doubtful loans and investments be charged to
profit and loss, and so eliminated from assets; and it finds a far readier and
more cheerful compliance with such requirements than bankers were formerly
wont to manifest. Indeed, there are but few banks the market value of whose
stocks and bonds and real estate is not reported at a higher valuation than
that at which they are carried on the books, and thus, if the loans and dis-
counts be good, the reported surplus of the banks fails to reflect fully their
actual strength.

I am not, however, to be understood as suggesting that there are no banks
whose administration does not call for betterment, or whose affairs are in
quite a satisfactory state, though these are fortunately in the very small
minority. They are in the main institutions whose officers are not of the most
competent, and whose boards of directors have been inattentive to their duties.
Recent startling disclosures in other fields of finance ought to be a lesson
to such directors, and induce more vigilant and thoughtful regard by them
for the obligations which their trusts impose. The Superintendent of Banks
neglects no proper opportunity to urge this requirement, and to try to impress
upon the directors the necessity of closer attention to their duties.

There were one hundred and ninety-two banks in the State system at the
close of the fiscal year, a net increase of six from the corresponding date
in 1904. Of the whole number forty-six were located in the Borough of
Manhattan, one in the Borough of Bronx, one in the Borough of Queens, and
twelve in the Borough of Brooklyn. During the year fourteen new banks
were authorized, and eight were closed. Of those newly organized, one went
into voluntary liquidation within a few weeks of its opening, the fleld which
its management had hoped to have it occupy not proving as profitable as
had been anticipated. Of the remaining seven closed banks, two were merged
with other institutions, two went into voluntary liquidation, and three failed.
The two that voluntarily liquidated are continued as branches of other in-
stilt)utions; one as a branch of a trust company, and the other as a branch of
a bank.

In estimating the extent of the State banking system, however, mere num-
bers of separate organizations are not alone to be considered, for seventy-

ON January 3 Frederick D. Kilburn, Superintendent of the Banking
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four branch offices of banks have been established in the city of New York
since 1898 and each of these branch offices is to the locality where it i8
situated at least equal in the accommodations it affords and the general
convenience which it serves to that which an independent organization would
extend. In effect the whole number of State banks may, therefore, be re
garded as two hundred and sixty-six rather than one hundred and ninety-two.

Five banks increased their capital during the year by an aggregate of
$1,035,000, and none reduced its capital. The total capital of the banks
orga.nized during the year was $1,930,000, and of those that were closed
$750,000. The net increase in capital was $2,215000, and the total at the
close of the year was $30,585,700. Surplus gained in the same period $2,630,
321, and totaled $36,718, 118 which is to capital as 120 to 100.

The reports of the banks as of September fifth, 1905, made their aggregate
resources $507,582,970, which, as already stated, are the largest in the history
of the system.

NATIONAL BANKS.

The following statement concerning National banks as of August 25, 1905,
the date of report by these institutions nearest to the close of the fiscal
year, is based upon data furnished me by the Comptroller of the Currency.
On the date named there were three hundred and seventy-eight National
banks engaged in business in this State, a net gain of eleven for the year.
Later in the fiscal year one other bank was chartered. Forty-two of these
institutions were located in the old city of New York, and four in the
Borough of Brooklyn. The aggregate capital of National banks in the State
of New York was $143908,001, their aggregate surplus and undivided profits
$102,498,042, and their aggregate resources $1,917,585,635. Surplus stood as
to capital as 107 to 100, or thirteen points under the like comparison in the
case of the State banks. The new National banks organized during the
fiscal year numbered twenty-four, and the number closed by voluntary
liquidation ten. Two National banks in the State failed, and were placed
in charge of Receivers during the year.

FAILURES DURING THE YEAR.

Three State banks and one trust company failed during the fiscal year.
Two of the banks were small institutions, and were dragged down by out-
side connections.

One, the State Bank of Ovid, was owned almost wholly by A. C. Wilcox
& Co., a firm of private bankers in New York city, with branches scattered
in a dozen or more small places about the State, and controlling also this
institution at Ovid and a National bank at Cornwall. The firm failed, and
the two banks which it dominated had to be closed. That at Ovid has
thus far paid eighty per cent. of depositors’ claims.

The State Bank of Forestville was so involved with the National Bank
of Fredonia that when the misdeeds of the Cashier of the latter were dis-
covered, the ruin that he had wrought was found to have wrecked the Forest-
ville institution also. The Bank of Forestville has thus far paid fifty per
cent. to its depositors, and is expected to pay about thirty per cent. additional,

The failure of the German Bank of Buffalo was in circumstances out
of the ordinary, and affected something like eight thousand depositors. The
disaster that came to it may be traced primarily to an excessive payment
of interest on deposits, a practice which I regard as the greatest menace of
the day to safe banking, and which [ have done my utmost to discourage
and diminish; to large loans to each of three or four interests on inadequate
security, and to careless management.

A change of ownership of the German Bank had occurred in March, 1904,
control having passed from Buffalo interests to parties who were strangers
to the locality and unidentified with its people and affairs. Between exami-
nations they borrowed largely from it. Distrust of the new management
developed, and caused a run upon the bank. Its directors declined to
support the institution with their personal means and credit, and under these
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conditions the clearing-house refused assistance and relief. In consequence
1 was compelled to close the bank, and take possession of its business and
affairs. It was in due time referred by me to the Attorney-General, and a
Receiver was appointed.

The Merchants’ Trust Company in New York is the only trust company
that has failed in more than ten years past, and the second in the history
of the system in this State.

Wretchedly poor judgment and mismanagement had loaded up this com-
pany in 1903 with guarantees and poor loans and investments to an aggre-
gate exceeding five million dollars. The condition thus created left to the
Superintendent of Banks only the alternative of reporting the company
at once to the Attorney-General for institution of proceedings in insolvency,
or of trying to work it out of its difficulties. It seemed clear that to pursue
the former course would surely impose a loss of at least half upon the
depositors, while negotiations which were at once opened by me encouraged
the hope that the institution might be saved, or at least that depositors
might be saved from loss. As to a single transaction these efforts brought
release to the company from one obligation of three-quarters of a million
dollars, and collected a debt of over two millions and a quarter on account
of an enterprise which afterwards became bankrupt. Provision for taking
out the other slow and insufficiently collateraled loans, though continually
promised by the trust company officers, could not be made, and in May last
the doors of the institution were closed. It has since paid every depositor
one hundred cents on the dollar, and if matters pending in the courts be
ge?(llded in its favor there is promised a substantial dividend to the stock-

olders.

Certainly between three and four million dollars more were realized by the
creditors and stockholders of the Merchants’ Trust Company by the course
pursued with regard to it than could have been realized if it had been re-
ported to the Attorney-General at once upon my discovery of the blundering
and mismanagement of its officers. In a considerable number of other cases,
banks are to-day prosperous and strong which could not possibly have paid
out in full had they been closed summarily when conditions in them oc-
casioning apprehension and anxiety were ascertained by this Department.

The Peconic Bank at Sag Harbor was found in May, 1905, to have been
systematically robbed by its Cashier, and had to be closed. However, re-
covery of a part of the sums stolen, and a voluntary payment of an assess-
ment by the stockholders, made the impairment good within a few days,
when the bank was reopened, and is still doing business.

It is pertinent, I think, in connection with recital of these failures to
observe that it is a strange and wholly unwarrantable theory of supervisory
responsibilities and obligations that some modern critics assert as to the
Banking Department. Unregardful of the fact that an institution may be
found and left by an examiner clean and strong, and that it may nevertheless
be wrecked or looted by its management almost in a day, and unheedful, also,
that the Superintendent of Banks has no voice in choosing officers, or au-
thority to compel directors to be attentive to their trusts, they would yet
charge him with the requirement that he be informed constantly of every
bank and trust company’s exact condition, possess the prescience to know with
certainty what loans and investments will prove good or bad, and decide
instantly with infallibility of judgment whether the interests of creditors and
of the public will be best served by closing at once an institution that is
in difficulties, or by permitling it to continue business under surveillance,
and undertaking to save it. Indeed, some deny to the Superintendent the
right to the exercise of any discretion whatever in such a case, and insist that
he ought to proceed immediately to take possession of any institution whose
affairs he may find to be so involved as to make doubtful its ability to meet
fully ali of its obligations at the moment.

BANKING LAW AMENDMENTS.

There. were more changes in the Banking Law in 1905 and of larger
import, than had been made before in years. Most of them were suggested,
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and the conditions prepared which preédisposed the Legislature to their
enactment, by the circumstances attending the failure of the German Bank
in Buffalo. But for the sentiment aroused by that experience it is doubtful
if a number of the acts in question could have been passed. The first of the
statutes so induced is not an amendment of the Banking Law at all, but of
the Penai Code, the provision of which inhibiting overdrafts by officers,
agents, tellers or clerks of any bank, banking association or Savings bank
having been broadened to include directors and employees also, and, further,
to make the provision applicable to trust companies as well. There seems
a grim significance, too, in the fact that whereas the old provision contained
the words, “and thereby wrongfully obtains the money, notes or funds of
such bank” the word “wrongfully” is dropped in the new.

A new subdivision is added, making it a misdemeanor also for an officer,
director, agent, teller, clerk, or employee of any bank, Savings bank, bank-
ing association or trust company to ask, or to receive or to consent or agree
to receive, any commission, emolument, gratuity or reward, or any money,
property or thing of value or of personal advantage for procuring, or en-
deavoring to procure, for any person, firm or corporation any loan from, or
the purchase or discount of any paper, note, draft, check or bill of exchange
by, any such institution, or for permitting any person, firm or corporation
to overdraw an accbunt.

This new subdivision has been criticized in banking circles in New York
city, with complaint that if it be held to mean what it seems clearly to say
difficulty will be experienced in finding men of wealth and influence to serve
as directors of banks and trust companies. It is represented—I do not say
how truthfully—that hitherto the practice has obtained where a director
of, say, a railway corporation arranged for a loan to it, or for the financing
of one of its enterprises, by a banking institution of which he was also a
director he was accorded for such a service a personal commission of some
sort; and it has been seriously suggested that if denied the opportunity thus
to profit from such transactions, men of large means and influence would
decline to be directors in banks and trust companies. It would be a refiec-
tion, I think, upon one's standard of business propriety if an actual instance
of this character were to arise, and also a forceful illustration of the neces-
sity for the enactment in question. Acts performed in a dual relationship
of trust should be regulated by the most rigorous rules of fidelity, and, surely,
on neither side should the interests of the trust be sacrificed or subordinated
to the personal profit of the trustee.

No less than thirteen acts were passed in 1905 amending the Banking Law,
and in some respects radically.

Chapter 297 changes the requirements for reports by banks and trust
companies to the Superintendent of Banks, compelling trust companies to
report upon call by the Superintendent of Banks ‘“‘at least once in every
three months,” instead of semi-annually at fixed dates: and providing
also that both banks and trust companies shall state in such reports “the
amount of deposits the payment of which in case of insolvency is preferred
by law or otherwise over other deposits.”

Chapter 394 directs examinations of banks, individual bankers and trust
companies to be made by the Superintendent of Banks at least twice a year,
instead of annually, as heretofore.

Chapter 414 enlarges the powers of trust companies with regard to serv-
ing as guardian, receiver or trustee of any minor, and as depositary of any
moneys paid into court, whether for the benefit of any such minor or other
person, corporation or party. Prior to this enactment a trust company could
so act only when the annual income of the estate was not less than one hun-
dred dollars. The amendment removes that limitation.

Chapter 416 is aimed against “one-man banks,” and is designed to make
“directors direct.” It provides that “each communication directed by the
Banking Department to a bank, Savings bank or trust company, pertaining
to an investigation or examination conducted by the Department, or to the
affairs of such a bank, Savings bank or trust company, or containing sug-
gestions or recommendations as to the conduct of the business thereof, shali
be submitted by the officer receiving it to the board of directors or trustees
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of such bank, Savings bank or trust company at the next meeting of such
board.”

Chapter 418 has a like purpose, and by exacting examinations by the
directors themselves of banks and trust companies, the reports of which
must be submitted to boards of directors, tends to acquaint such officers with
the conditions which obtain in their respective institutions. The beneficial
possibilities under this requirement are large, and if the examinations for
which it provides be carefully and thoroughly made concealment of matters
which comprehend danger or loss ought not to be practicable. The exami-
nations in question must be made in April and October of every year by
such number of directors, not less than three, as the board may decide, and
must cover particularly “the loans and discounts, with a special view of
ascertaining the value and security thereof and of the collateral security, if
any, given in connection therewith.” The reports of these examinations must
be sworn to, and, besides being made to the boards of directors, must be
filed in duplicate within ten days of their completion in the respective banks
or trust companies and in the Banking Department.

One of the greatest causes of bank failures is the fault of making excessive
loans to a single individual or interest. Chapter 456 amends section 25 of
the Banking Law so as to prohibit unsecured loans by a bank or trust com-
pany to any person, company, corporation or firm to an amount exceeding
the one-tenth part of the bank or trust company’s capital and surplus, and
also any liability by any person, company, corporation or firm, no matter how
well secured, beyond forty per cent. of the bank or trust company’s capital
and surplus. The former limitations were twenty per cent. for an unsecured
loan, and fifty per cent. for a secured liability, or on commercial or business
paper actually owned by the person negotiating it.

Chapter 564 adds to the previously existing restrictions against individuals
or corporations other than Savings banks advertising or representing them-
selves as Savings banks, a prohibition of the use of the word “savings” in
their banking business by banks, banking associations, individual bankers,
firms, assoclations, corporations or persons other than Savings banks or
building and loan associations organized under the laws of the State of New
York.

Until chapter 649 of the Laws of 1905 was passed the method prescribed
in the Banking Law for making good an impairment of capital was of doubt-
ful interpretation, and unworkable besides. The amendment in question
simplifies the procedure, and makes it practical in such exigencies.

The only act passed by the Legislature in 1905 particularly affecting Sav-
ings banks was chapter 401, amending subdivisions 5 and 6 of section 116 of
the Banking Law, which regulate in part the investments permissible to
those institutions. The amendment departs from the old law, which specified
the cities outside of the State of New York, and also the particular railway
companies, in whose bonds the Savings banks might invest, in that instead of
limiting such investments to named railway companies and cities, it estab-
lishes a standard based upon certain defined conditions, the possession of
which by any railway company or municipality entitles its bonds to admis-
sion into the list of Savings banks securities. The change would seem to
be wise in every respect. It lays down safe lines for determination of
allowable investments, and will tend to make it more difficult hereafter for
intrigue and combinations to put through measures legalizing bonds for
Savings banks which could not otherwise procure such recognition. More-
over, it broadens the list of investments for Savings banks without impairing
its quality, and thus may be expected to operate to make such yield a slightly
higher average income.

NEw BAXNKS.

Whereas but a single State bank was organized during the fiscal year
ended September thirtieth, 1904 fourteen such banks were authorized dur-
ing the last fiscal year. Just half of the whole number were located in the
city of New York. One, the Metropolitan Bank, was converted from the
national system and two of the up-State institutions represented the busi-
ness of former private bankers. Only four of the fourteen, an unusually
small proportion, are capitalized at the statutory minimum. The list is as
follows:
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Date of

NAME. Location. Authorizauon. Capltal.
Prospect Park Bank of Brooklyn........ Brooklyn..... Oct.  7,1904 $100,000
Prattsburg State Bank ................. Prattsburg....Oct. 14, 1904 25,000
Union Stock Yards Bank of Buffalo...... Buffalo....... Nov. 3,1904 150,000
Interboro Bank, New York.............. New York....Dec. 16, 1904 100,000
Newark State Bank .................... NewarKk....... Jan. 24, 1905 60,000
Bank of the Commonwealth, Brooklyn. Brooklyn ..... Feb. 15, 1905 100,000
Bank of Lima ....c.cciiiiiiiniinnineannn Lima......... Feb, 28, 1905 25,000
State Bank of Trumansburg, N. Y., The. 'lrumansburg Mar. 10, 1905 25,000
Ridgewood Bank, Brooklyn ............. Brooklyn.....Mar. 15, 1905 100,000
Metropolitan Bank, New YorK........... New York. .. .Apr. 25, 1905 1,000,000
Mattituck Bank .........cc00iiiinennnnn Mattituck. LApr. 26, 1905 25,000
Home Bank of Brooklyn.......ooovvuuuen Brooklyn..... Jun. 30, 1905 100,000
United States Exchange Bank, New York.New York....Jul. 81905 100,000
State Bank of Williamson, The.oeurnnn.. \Hlllamson .Jul 14,1905 30,000

$1,930,000
CLoSED BANKS.
The banks that closed during the year number eight, and of these two are

practically continued by merger with other banks, and one by succession of
a trust company to its business and location. The closed banks are:

NAME. Location. Date of closing. Capital.
*German Bank, Buffalo ......... . ...Buffalo....... Dec. 5,1904 $100,000
tStuyvesant Bank, Brooklyn Brooklyn..... Apr. 26, 1905 200,000
i{Bank of the Commonwealth, Brooklyn..Brooklyn..... May 10, 1905 100,000
*State Bank of Ovid, Ovid............... otid.......... May 15, 1905 25,000
1Gansevoort Bank, New York............ New York....Jun. 13,1905 200,000
*State Bank of Forestville, Forestville...Forestville....Jun. 21, 1905 25,000
tMerchants Bank of Brooklyn........... Brooklyn..... Aug.26, 1905 100,000
§Coney Island & Bath Beach Bank, Coney
Island ... iiiiniiiiitinnenneieennannannn Brooklyn..... Sep. 18, 1905 100,000

$750.000
INCREASE OF CAPITAL.

Five banks increased their capital during the year, two of them in con-
siderable amounts, as follows:
¢ Dateof Increase of

NAMBE, Location. increase. capital.
State Bank of Belmont................... Belmont....Jan. 4, 1905 $15,000
State Bank of Canastota..............uu.. Canastota...Feb, 17,1905 20,000
Union Bank of Brooklyn ................. Brooklyn...April 26, 1905 100,000
Mechanics Bank .................... .Brooklyn...May 8§, 1905 500,000
Fourteenth Street Bank in the City of New
YorK . i e D New York..May 15,1905 400,000
$1,135,000

ASSETS AND LIABILITIES,

The following table compares the condition of the State banks by aggre-
gates of items as reported September 8, 1904, and September 5, 1905:

Assets.
1904. 1905.

Loans and discounts, less due from

directors ............ . .cciiiiiiiieen, $240,312,935 $272,369,835
Liability of directors as makers.......... 9,478,286 8,198,114
Overdrafts ...........ccooviiuinineennnnn, 160,091 129,755
Due from trust companies, banks, bankers

and brokers .............. .00, 46,346,852
Real estate ................coviuiuinan.. 13,739,095
Mortgages owned .............c00uiunnn 6.351,014
Stocks and bonds ....................... 38,314,619
Specle ... e e 35,985,372
United States legal tender notes and notes

of National banks ...... 19,305,329
Cash ftems .............. 66,445,800
Assets not Included in any >

heads ................... . e 913,048 1,396.579
Add for cents ......... 591 606

o Total ... ... ... .. ... $1143.487. 207
* Fafled.

4+ Closed by merger.

1 Voluntary liquidation.

§ Succeeded by a trust company.
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Liabilities.
1904. 1905.

Capital ... i i it $28,070,700 $30,585,700
Surplus fund ...oiiiiiiiiii it 22,994,282 25,300,231
Undivided profits ...........cvvvrvennnnn 11,093,516 11,417,887
Due depositors on demand................ 304,866,403 370,357,663

Due to trust companies, banks, bankers
and brokers .........cceiviiinninianns 57,091,626 50,263,043
Due Savings banks ..............c00eue. 16,561,922 17,457,606
Due Treasurer State of New York........ 1,903,660 ...........
Due building and loan associations ....... «......... 531,973

Deposits preferred bhecause secured by
pledge of part of bank assetS......... tecevenenn 270,000

Amount due not included under any of the
above heads et aeeieea 904,901 1,398,549
Add for cents ............00.n . 298 318
Total ......coviiiininnnnnnns $443,487,307 $507,582,970

It is worth noting that according to the reports of these institutions as of
November 9, 1905, a further gain is made in resources, the total being $522 -
616,915.

ToTAL RESOURCES.
The reports to the Banking Department of the several classes of institu-

tions subject to its supervision show, for the dates given, total resources
as follows:

Banks of deposit and discount, September 5, 1905..... $507,582,970
Savings banks, July 1, 1905............. cectsceananes 1,367,692,596
Trust companies, September 65, 1905....... Cieeesiaeen 1,600,147,309
Safe deposit companies, July 1, 1906........... [ 7,462,660
Foreign mortgage companies, January 1, 1905........ 4,858,068
Domestic mortgage and security companies, January 1,

1905 ..ttt it it ittt et e e 2,222,667
Building lot associations, January 1, 1905..... Cereeen 585,632
Securities companies, January 1, 1905..........c...... 3,018,770
Building and loan associations, January 1, 1905....... 41,883,842

$3,435,449,413

The gain over the previous year iS............0ovvenns $446,546,991
And since January, 1896, the time I became Superin-

tendent of Banks ....cotiiviinrinenenronencnanans 1,885,213,169

Note.—The resources of mortgage and security companies and
of building lot associations did not appear in the like table given
in reports previous to 1903, and they are not included in the figures
of increase here given since 1896.

RECOMMENDATIONS.

Legislation enacted in 1905 covered so many important matters in the
Banking Law which the public interest counseled should be changed that
there is present occasion for but few recommendations,

The experience of the year confirms me in the opinion that some re-
quirement should be formulated and embodied in law to prevent the use of
Savings banks by people of independent means and business capabilities for
investment purposes. With possibly a few exceptions accounts of this
character are not sought by the banks, and, therefore, the remedy should be
to restrain the depositors rather than the banks. The case would be covered,
I think, by the requirement proposed by me in former years, viz.: That a
limit be fixed to the aggregate amount that any one person may have on
deposit in any or in all of the Savings banks in the State, and that then, when
any one offers for deposit in any Savings bank a sum equal to or exceeding
an amount to be specified in the law, he must make and subscribe an affi-
davit, to be flled with the bank, that the deposit so offered will not carry
the aggregate of his deposits in all Savings banks in New York above the
statutory limit. It should be further provided that false swearing in such a
case be perjury.

I renew also my recommendation of a year ago for the legislative authori-
zation of branches of Savings banks.
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The Attorney-General advises me that under the law a trust company
may open branches at its pleasure in the city named in its charter at the
place where its business is to be transacted, and that while in case of a bank
application must be made to the Superintendent of Banks for his approval to
open a branch, the approval must be given unless there is some question as
to the solvency of the bank making the application. It is respectfully sug-
gested that if there is reason for vesting the Superintendent of Banks with
discretion to refuse authorization of & trust company, yet better grounds
obtain why he should have power to determine whether a company is suf-
ficiently strong and managed with such conservatism and prudence that it
ought to be permitted to branch out in order to extend the field of its opera-
tions. The disposition on the part of the trust companies to establish
branches is more general and more urgent than meets my approbation,
especially in consideration of the fact that it obtains even more with new
organizations than with most of those which have already earned success
and demonstrated prudence and wisdom in the coaduct of their affairs. The
same disposition is also manifest on the part of some banks. The tendency
of trust companies and banks in thus reaching out for business into dis-
tricts which are not tributary naturally to their principal location is to beget
an unhealthy competition, inciting a bidding of interest at unwarranted and
unprofitable rates. In my judgment power should be possessed by the
Superintendent of Banks to apply when needful to such branching out a
check both as to banks and trust companies.

The Legislature of Massachusetts passed an act last year which requires
that all corporations, firms and persons engaged in the selling of steamship
or railroad tickets for transportation to or from foreign countries, who, in
conjunction with sald business, carry on the business of receiving deposits of
money for the purpose of transmitting the same or equivalents thereof to

_ foreign countries, shall make, execute and deliver a bond to named State
officials conditioned for the faithful holding and transmission of any money
or equivalents thereof which shall be delivered to it or them for transmis-
sion to a foreign country. Transatlantic steamship companies, or their duly
authorized agents, are alone exempted under this statute. Any person or
firm continuing in the aforesaid business contrary to the provisions of the
act are subject to a fine of from fifty dollars to one thousand dollars, or im-
prisonment of from thirty days to one year.

One of the New York city dailies recently investigated the operations of
socalled bankers and ticket agents of these classes in that city, and claims
to have found more than three hundred of them who conduct their business
“without the first principle of method or law to justify their existence.”

It is charged by the paper in question that immigrants are thereby
swindled out of more than one million dollars every year—a part by the
flight of the “bankers” after they have accumulated deposits of from five
thousand dollars to fifty thousand dollars, but more by their accepting funds
from newly arrived immigrants for the purchase of steamship tickets, with
agreement to transmit the same to friends or to relatives of the immigrants
who had been left in Europe, and for whom the immigrants desire to provide
means for coming to this country. It is represented that the tickets are
neither purchased by the ‘bankers” nor sent, and that when an immigrant
makes complaint to the “banker” he is tricked or frightened into not carry-
ing the matter further, a not uncommon representation to this end being
that it is a crime to send money out of the country, and that if the matter
should reach the ear of the authorities the complainant would simply bring
down a criminal prosecution upon himself.

In view of such practices as these, it may be thought advisable that New

York establish requirements on the subject similar to those in effect in
Massachusetts.

DANGEROUS COMPETITION.

I can but look with fear and misgiving upon the competition for deposits
which has arisen in the last few years among and between the banks and
trust companies of the State. This competition is so great that unusual,
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and, in my opinion, unwarranted rates of interest are paid to depositors.
Competition in banking is not like competition in mercantile and other
branches of business. The banks and trust companies are dealing with the
people’s money. Their first duty is to so manage their institutions as to
keep this money safe beyond question, and it is far more important to the
depositors that their principal be safely invested, and that the bank or trust
company be at all times ready and able to pay them back upon demand, than
that they should get a little more interest upon it. As I have frequently
pointed out before, the payment of undue rates of interest upon deposits is
necessarily followed, and naturally so, by a desire on the part of an institution
to obtain the greatest possible rate upon its loans and investments. This in
turn strongly tends to loans and investments which in other circumstances
ordinary prudence would reject. I regard this competition, and its attendant
results, as the greatest menace to banking in this State to-day. The task of
abating the evil lies with the officers and directors of our banks and trust
companies. There is nothing in the law which will prevent the payment of
interest at such rates as they may determine, but common prudence counsels
that it is time to call a halt, and that all should get together for the pur-
pose of putting these matters upon a more conservative basis, and adjusting
them so as to eliminate so far as possible the element of danger to which I
have referred. I can not too strongly impress this upon the bankers of
the State.

The danger of the practice was recognized a year ago by the bankers in
Albany, and an understanding was arrived at by which the banks and trust
companies in that city agreed not to pay interest upon active accounts hav-
ing balances of less than ten thousand dollars. It has worked to the entire
satisfaction of all. Very few, if any, deposits have been lost, and it has
put banking upon a much more conservative basis than before.

It seems to me that the matter is one which should be taken up seriously
by the banks and trust companies. Otherwise, I believe that the present
tendency will ultimately lead to disaster.

It may be that the Legislature has the power of regulation in this matter,
and, if it has, I recommend it as a proper subject for its consideration.

LEGAL RESERVE FOR TRUST COMPANIES.

In my last two annual reports I have recommended that the Legislature
pass a law requiring trust companies to keep reserves, but nothing has been
done in this direction.

The clearing-house association in the city of New York several years ago
undertook to regulate the matter, so far as that city was concerned, but the
attempt was a failure, and it was clearly demonstrated that the object could
not be accomplished by the clearing-house.

While there appears to be a sentiment on the part of bankers, in the
city of New York especially, that trust comparies should be compelled by
law to keep reserves, a goodly proportion of which should be in cash, it seems
to be impossible to secure any coneerted action upon their part to vitalize the
idea. This is due perhaps in a measure to the fact that in many instances
control of both banks and trust companies is by identical interests.

As pointed out in my report for 1903, it will hardly be disputed that the
greater portion of the business of most trust companies is a general bank-
ing business, and, this being so, and admitting that there is good reason for
providing that banks of deposit and discount be obliged to keep reserves, the
some obligation would seem to apply to trust companies, ard for the same
reasons. I recommended in my reports, both for 1903 and for 1904, that the
trust companies in the city of New York be obliged to keep fifteen per cent. of
their deposits as reserve, at least one-third of which should be in cash. The
present legal requirement regarding State banks in the city of New York is
that they shall keep a reserve of fifteen per cent. one-half of which shall be in
cash, so that the only difference between the reserve now required by law
to be kept by banks and that which T recommend regarding trust companies
is two and one-half per cent. in cash; and this discrimination between the
two classes of institutions I think is offset by the fact that trust companies
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are compelled to invest their capital in certain securities designated by law.
Outside of the city of New York, State banks are required by law to keep
a reserve of ten per cent., one-half of which shall be in cash, and my recom-
mendation covering trust companies outside of the metropolis is for the same
requirement.

It may be that the legal requirements regarding reserve with respect to
State banks are not sufficiently conservative, and that more should be re-
quired.

It is objected on the part of some that to require trust companies to keep
cash reserves, or to require banks to keep such reserves in excess of the
present legal percentage, would retire from circulation a large volume of
money.

It was shown in my report for 1903 that if the trust companies of the
State were obliged to keep the cash reserve therein recommended, five per
cent. of their deposits, it would retire from circulation nineteen millions
of dollars, after taking into consideration cash then held by the trust com-
panies, amounting to $26,708,000. The same percentage of cash reserve upon
the deposits held by the trust companies as reported on the ninth day
of November, 1905, would retire from circulation a little over thirty-four
millions of dollars.

As a matter of fact, the trust companies on the average now keep upon
deposit and in cash a reserve equal to or exceeding the total amount which I
recommend. The contention is, however, that there is no statutory require-
ment upon them to keep any reserve, and that, as a matter of fact, a very
small percentage of cash reserve is kept, and that therein lies the danger.

The reports of trust companies located in the city of Nw York showed
on the ninth day of November last: Due depositors, including banks and
?agvlngs banks, $1,010,988 654; deposited in banks, $94,874,903; cash on hand,

19,936,623.

They thus had in cash and on deposit only eleven and one-fourth per
cent. of their deposits, of which a little less than one-fifth, or less than two
per cent. of deposits, was in cash.

The reports of trust companies located in the city of New York showed
as of the same date: Due depositors, including banks and Savings banks,
$126,036,668; deposited in banks, $25240,230; cash on hand, $2,636,935; show-
ing that they had in cash and on deposit over twenty-two per cent. of their
deposits, of which something more than one-ninth, or two and two-tenth per
cent. of deposits, was in cash.

The question of the weekly bank statement of the associated banks of
the city of New York has of late received a great deal of attention on the
part of the clearing-house and the press of that city, and the almost utter
worthlessness of this statement as a guide to local financial conditions is not
only recognized by the public, but is openly admitted by the banks them-
selves. This unsatisfactory condition can not be remedied unless, nor until,
some system is adopted which will include the condition of the trust com-
panies in the weekly returns of the clearing-house. No voluntary action
upon the part of the clearing-house association and the trust companies will
insure any lasting remedy for the evil and that it is an evil no one at all
familiar with the situation will deny. The deposits and loans in the trust
companies located in the city of New York amount to nearly as much as
those in the banks belonging to the clearing-house association, and they are,
L}:l;efore, equally important in determining the weekly condition of financial

rs.

I have yet to see any evidence of a mutual desire on the part of the banks
and the trust companies to adjust this mat.er among themselves, and I
believe it is of sufficient importance to engage the consideration and attention
of the Legislature, to the end that such weekly reports may be required of
the trust companies, and be included in the weekly bank statement, so that it
shall truly and impartially reflect the financial condition of the greatest
financial center of our country.

BANK EXAMINATIONS.

There seems to be a tendency, in some quarters at least, to require that
bank examination and supervision shall be of that infallible nature which
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would utterly prevent failures or dishonesty. It seems to me that, while
every officer should be held to a strict accountability in the performance of
his duty, and that every examiner should be held responsible for thorough
work in his fleld, it is beyond the power of any official supervision or exami-
nation which can be devised wholly to prevent disaster or dishonesty.

The law regulates the manner in which examiners shall be chosen. A
supervising officer can not choose them in any other way. Upon these ex-
aminers he must rely, and I have yet to learn of any other method of
choosing examiners or system of examinations which will improve upon
those now in operation under both Federal and State supervision.

The Comptroller of the Currency, in his late annual report, gives cor-
siderable space to this subject, and I take the liberty of quoting some
things therein said by him:

“After a careful study of the cases which have come under my observa-
tion during the past four years, I am firmly convinced that no system of bank
examination or supervision from the outside of the bank can absolutely pre-
vent fraudulent bank failures. The more thorough and efficient the super-
vision, the more surely and quickly frauds will be discovered, and the more
fear of detection will tend to prevent them; but they can not be surely and
in every case prevented by any practical means outside of the bank.

I am also equally convinced by the same experience that with careful and
efficient work on the part of the examiner, aided by intelligent and thorough
letters of criticism based on the examiners’ reports, any board of bank
directors of fair intelligence, with an honest desire to obey the law, can by
co-operating with the examiner and the Comptroller make the failure of their
bank practically, if not absolutely, impossible.

No outside supervision can supply honesty or brains for the management
of a bank, or take the place of either when it is lacking. The best it can do
is to discover acts of dishonesty or bad errors of judgment after they have
occurred, and to some extent prevent illegal acts by fear of their discovery
and punishment.

A bank does not often fail suddenly. The condition which leads to it is
apt to be of comparatively slow growth. Far the most frequent cause of
failure is a large line of loans to some concern or group of concerns in which
the officers are interested, or to the officers themselves. When the loans are
new they look all right, and frequently are good; but, if things go wrong and
this outside venture loses money, the loans begin to increase, and soon good
money begins to go after bad with the inevitable result. It is surprising to see
in how few cases men who may have been theretofore honest and square have
the honesty and moral courage to face the failure of their bank, when due
to bad judgment or incompetency, without resorting to frauds of some kind.
It is extremely rare to find a hank has failed without some of the officers
committing fraudulent or illegal acts to hide it.

After a bank fails and disclosures of dishonesty are made, it is wondered
why such things could go on undiscovered so long. The examiner is blamed
and abused with or without reason. In some cases he is very much to blame,
but in those which I have had occasion to investigate this has not very
frequently been found to be true. It must be remembered that these frauds
and deceptions are in most instances carried on by men of unusual ability—
men who stand very high among their neighbors, not only in business, but
also in social, religious and political matters. Almost invariably they de-
ceive the whole community, their business associates, their friends, and even
their families. It is frequently an astonishing revelation to all of these that
the banker who has failed, defaulted, and perhaps absconded or killed himself,
is not a man of wealth, as well as the ideal of honor and business integrity.”

I do not know that I agree entirely with the Comptroller in his conclu-
sions, but his experience as related in this report must appeal, it seems to
me, to any fair mind as a truthful and conservative statement of the situa-
tion. A supervising officer must of necessity depend upon the reports of his
examiners; and even when these reports show a bank to be in a somewhat
dubjous condition, it does not necessarily follow that it is best to take
precipitate action, because the Comptroller of the Currency can cite you to
many cases, as I can, where institutions have been saved whose solvency
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seemed questionable, and the condition of which was somewhat precarious. I
believe it to be one of the highest duties of a supervising officer to try to save
an institution if it be reasonably possible to do so. To do otherwise would
be to resolve himself from a conservative supervising officer into a wrecker.

During my term of office, which began in January, 1896, up to the close
of the last fiscal year, the whole number of State banks which have closed
otherwise than by voluntary liquidation is eleven, and one trust company,
the Merchants’ of New York. This trust company has paid its depositors
in full, and of the eieven banks, two palid their depositors in full; one, the
Elmira City Bank, owad no depositors, and was put into the hands of a
Receiver simply for the purpose of disssolving the corporation and paying
back the stockholders, which I understand was done in full. Two of the
banks did not go into the hands of Receivers, but were taken over by other
institutions for liquidation, to wit: The Niagara Bank of Buffalo, and the
New York State Banking Company of Syracuse.

The Murray Hill Bank of the city of New York, which was closed in
August, 1896, paid its depositors fifty-six and one-half per cent. and the
Bank of Commerce in Buffalo paid seventy-nine per cent,

Five banks closed by me are still in process of liquidation, including the
German Bank of Buffalo. I am informed by the Receivers of two of these
that they will pay about eighty per cent. each, and I am told by those sup-
posed to be in a position to know that the German Bank of Buffalo will pay
about seventy-five per cent.

During this same period of nearly ten years, several banks have been
induced by me to go into voluntary liquidation, for the reason that their
condition was precarious, or that through competition or lack of good man-
agement they had lost their ability to make money.

I would certainly welcome any amendment to the Banking Law which
would insure or make possible better methods of supervision or examination.
[ believe the law which was passed last winter requiring semi-annual ex-
aminations by directors will go far toward improving the banks and trust
companies of our State. It tas too often been the complaint that “directors
do not direct,” and certainly it is too often the fact that directors know too
little about the business of the institutions with which they are connected.
This law, which compels an examination by the directors, or by a committee
of not less than three of their number, to be made in the months of April
and October of each year, and a report thereof to be made to the board of
giirectors and filed in the Banking Department, should go far, as I think
it will, toward acquainting directors with the true condition of their
respective institutions. FRreDpERICK D. KILBURN,

Superintendent of Banks.

A RAP AT THE FINANCIERS.

N the evening of December 28, at Syracuse, N. Y., President Jacob
Gould Schurman, of Cornell University, delivered a remarkable ad-
dress on the universal craze for wealth, before the union meeting of
the Associated Academic Principals of the State of New York. He

“The vice—the natural and almost inevitable vice—of a generation which
makes money the chief end of life is dishonesty and ‘graft’ The cardinal
maxim of such an age is ‘Put money in thy purse.’

It is a generation which has no fear of God before its eyes; it fears no
hell; it fears nothing but the criminal court, the penitentiary and the scaf-
fold. To escape these ugly avengers of civil society is its only categorical
imperative, the only law with which its Sinai thunders.

To get there and not get caught is its only Golden Rule. To ‘get rich
quick’ the financiers of this age will rob the widow and the orphan, grind
the faces of the poor, speculate in trust funds, and purchase immunity by
using other people’s money to bribe legislators, judges and magistrates.

And then we hear the praises of the poor boys who have become mil-
lionaires; O God! send us men of honor and integrity!”

8



DEMAND FOR AN ELASTIC CURRENCY.

ADDRESS OF JACOB H. SCHIFF BEFORE NEW YORK CHAMBER OF
COMMERCE.

T the meeting of the Chamber of Commerce of the State of New York

A January 4, Jacob H. Schiff, of the well-known international banking

house of Kuhn, Loeb & Co., New York city, made the following
address:

“Mr. President, I want to ask the indulgence of the Chamber at this late
hour to bring up a subject which is of such importance that we really ought
not to delay acting upon it. I move the following:

Resolved, That it be referred to the committee on finance and currency
to consider the recommendation of the Secretary of the Treasury made in his
report to Congress dated November 6, 1905, to permit National banks to issue
a volume of additional Government guaranteed currency, equal in amount to
fifty per cent. of the bond-secured currency maintained by them, but subject
to a tax of five or six per cent. until redeemed; and be it further

Resolved, That the committee on finance and currency submit a report at
the next monthly meeting of the Chamber upon the aforementioned recom-
mendation of the Secretary of the Treasury, together with any other different
measures which the committee may be able to suggest as efficient and prac-
ticable for the attainment of the purpose for which the recommendation of
the Secretary of the Treasury has been submitted to Congress.

Tue RECENT HiGi RATES FOR MONEY AT NEw YORK.

Mr. Presihent, we have witnessed during the past sixty days conditions in
the New York money market which are nothing less than a disgrace to any
civilized country. There must be a cause for such conditions. It cannot be
the condition of the country itself, for wherever you look there is prosperity
—prosperity as we never had it before. It is true that our prosperity may be
a contributory condition. It cannot be that the speculation which prosperity
always brings forward can be the sole reason for the conditions which we
have witnessed and are still witnessing. Other countries have had wider
speculation than the United States. In France, in Germany, in England, spec-
ulation is rampant, and has been rampant at all times, at certain periods:
and still you have never seen the money market for sixty days in such a con-
dition that rates have varied all the way from ten to 125 per cent. I say that
is a disgrace to a civilized community.

There must be a cause for it, and we all know the cause. The cause is in
our insufficient circulating medium, or the insufficient elasticity of our circu-
lating medium. Last year I went to the Secretary of the Treasury and said
to him: ‘The National banks are gorged with their deposits. Take out some
of those deposits and prevent this condition, or else money will seek other
countries. It will go into enterprises and undertakings out of which it cannot
be withdrawn when it is needed. Make yourself strong now; don’t wait until
the time comes when you must make yourself strong.” The Secretary an-
swered me, and said that he did not wish to withdraw any deposits now, for
he did not want to have the funds withdrawn when deposits might be needed;
and he said he feared the criticism of the press—which is always affecting our
public officers.
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Then what happened was, he left the larger part of his deposits in the
banks until last autumn. Last autumn he needed money, and the country
needed money, too, and at that time the deposits became very much reduced.
He did not deposit now when probably twenty-five or thirty or forty millions
would have changed the entire state of affairs—for it is only the last twenty-
five or thirty millions that are wanted that determines the high rate. He did
not deposit now, not because he did not want to mix up money matters, but
he couldn’t spare the money. If he had strengthened himself when money
was less stringent and when the banks simply kept the deposits because it
didn’t cost them anything, we would have seen another condition now; for
the Secretary of the Treasury would now be in a condition to help the money
market, if I may use that expression. And as much as I am opposed to help
from the Sub-Treasury in the matter, so long as we have such a system as
that the Sub-Treasury is the depositary of the money, so long the Sub-
Treasury must play the role which the Bank of England plays in the money
market of England. If money is very easy in England the Bank of England
goes into the market and borrows from the market. If money is very tight
in England the market goes to the Bank of England to get its money from
the Bank of England. Unfortunately, our Sub-Treasury must play this role;
it cannot help it. I don’t like to play the role of Cassandra, but mark what I
say, if this condition of affairs is not changed, and changed soon, we will get
a panic in this country compared with which the three which have preceded
it would only be child’s play. ’

No DISASTER IN SIGHT.

There is no disaster soon to come upon us; don't misunderstand me. But
this is the time to prepare for it. We have a long session of Congress before
us; and if the President of the United States will only put part of the energy
which he has so admirably put into the attempt to regulate railroad rates,
into an attempt to cure the condition of our circulating medium, the material
interests of this country—and, after all, it is the material interests thaf
underlie everything—the material interests of this country can be safe-
guarded for a very long time to come.

I have asked that this recommendation be referred to the committee on
finance and currency. I don’t want to be understood that I am in favor of
the recommendation. I think it is a very poor recommendation. I believe if
our banks are permitted to issue fifty per cent. of their present circulation
without security, that it will go just where it ought not to go—it will go into
speculation. Legitimate business, the merchant and manufacturer, cannot
stand a tax of five or six per cent. on additional circulation. But speculation
can stand it, and the promoter will pay it; and it will go just where it ought
not to go.

CIRCULATING MEDIUM SHoOULD BE ELASTIC.

But we ought to have an elasticity of our circulating medium. If we are
to give the banks discretion to increase at certain times the circulating
medium it ought to be made certain that it be only done for the legitimate
needs of commerce, industry and trade; and it can be done, perhaps, by some
such plan, if any increase—I don’t believe fifty per cent. is needed, which
would be two hundred and fifty millions—if any increase of circulation was
secured solely by legitimate commercial paper—commercial paper based upon
possibly a deposit with certain clearing-houses in the country—if circulation
is secured by legitimate commercial paper it is certainly safe. I don’t want
to go any further into the remedies. We have an excellent committee on
finance and currency. I will leave it to them; but I repeat,-the remedy must
be found, and must be found soon.”

The resolution offered by Mr. Schiff was adopted.
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companies is taken in an article published in the “Moniteur Des In-

téréts Matcriels” of December 17 last. This journal is one of the
principal financial publications of the Continent and under the direction of
M. Paul de Laveleye. The view is taken that while reforms are called for,
the present management of the companies from the standpoint of their invest-
ments has not been bad, and that the new Legislature should not go too far in
the direction of restriction. After referring to the message of President
Roosevelt and the abuses disclosed before the Armstrong Committee, the
article continues thus:

ﬁ conservative view of the recent troubles in American life insurance

“If it is necessary to censure such practices, it is not, however, proper,
under present circumstances, to draw conclusions too pessimistic nor to en-
tirely condemn the great American companies. The vices which have been
disclosed, grave though they be, do not impair the essential source of their
vitality. They are not fatal maladies. Moreover, the holders of policies
ought to be on guard against the folly of taking precipitate action more in-
jurious to their own interests than to those of the companies. We believe
that those who refuse to continue the payment of their premiums in order to
surrender their policies at their present value are badly advised. That they
may not receive all the benefits which were orginally promised them {is pos-
sible; but they have no interest in aggravating the loss which would come
to them by the surrender of their contracts.

The crisis which the American companies are undergoing will, one may
hope, have beneficial effects. It will lead to the purification of the boards of
directors, a more rigorous and efficient control of the management and of the
employment of funds, and the realization of reforms destined to prevent the
return of the abuses recently disclosed.

The inquiry which is being carried on by the committee named by the
Legislature of New York will have the immediate result of promoting these
reforms by indicating the points upon which they ought especially to be
brought to bear. Moreover, it will lead the Legislature to intervene to
strengthen the protection for the insured. How far will this intervention go?
It is not yet known: the matter is in the forum of public discussion. Many
demand a law which will circumscribe the field of investments of insurance
companies, formally shutting them out from intrusion in the domain of poli-
tics and prescribing severe penaltes in case of bonuses and rebates to persons
who contract insurance.

In relation to the first point—that is, investments—it should be recog-
nized that the American insurance companies merit less censure than might
bLe indicated by the grave accusations brought by the public against their
administration. If their funds have sometimes been employed in speculation,
it has been exceptional. They have been in general invested with prudence
and circumspection. They have found remunerative employment without be-
ing exposed to great risk. The abuses in this direction do not call strongly
for the restrictive action of the Legislature, which may content itself with
forbidding insurance companies to contribute to the flotation of new enter-
prises and to enter into financial syndicates. The most competent Americans
believe that it will Le an error to restrict the insurance companies within the
limits of the investments which are prescribed for the Savings banks.
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But where there is an opportunity to entirely satisfy public opinion is on
the question of the pecuniary intervention of the companies in political
affairs. If it may be admitted that in 1896 in presence of the danger, real or
supposed, to which the public credit was exposed by the theories of the Dem- *
ocratic candidate for the Presidency—if it be admitted that in such critical
circumstances the companies might have sacrified some thousands of dollars
on the altar of conservative principles, their much more costly interference in
the Presidential election of 1904 is without excuse, since both candidates pro-
fessed the same economic faith. It might very properly be asked how a man
insured belonging to the Democratic party would regard the employment of a
part of the premiums which he paid for the protection of his family against
want in case death snatched him prematurely from them, for fighting his own
political friends. He would naturally suffer a feeling of revolt against this
abuse, which is really intolerable.

The interference of the Legislature in what may be called the technique of
insurance—that is, in the manner of treating insurance business—is much
more delicate. It is not desirable to go too far in the way of restrictions
without running the risk of destroying the liberty without which progress
is impossible. It often happens that the measures taken at the conclusion of
a crisis have a tendency which is too reactionary. The American Government
ought to keep on guard against this blunder.

It is demanded by many that companies, and their agents, be forbidden to
accord to the assured bonuses and rebates, which are the occasion of abuse
and unprofitable expenditures. But this involves a practice growing out of
competition which is difficult to prevent, even by law. The experiment has
been made in the State of New York. The new president of the Equitable,
Mr. Morton, who is applying himself with a praiseworthy energy to reforming
that ct‘)it{,xpany, is seeking to break away from this system of rebates. Will he
succeed ?

Another thorny question which some wish to see settled by legislation is
that of mixed insurance—that which promises the payment of a fixed capital
to those having the right to insure in case of death before a fixed date, or
the payment to the insured himself, if he lives to this date, of this capital in-
creased by accrued profits. Although this promise of the distribution of
profits has made many dupes, it is doubtful whether the intervention of the
Legislature in this matter would be beneficial.

Mr. Morton, of whom we have spoken above, has inaugurated under this
head an excellent rule, which will perhaps force itself upon the other com-
panies. He has decided to distribute dividends every flve years instead of
retaining them until the end of the period of the insurance. There are other
reforms which the companies evidently will accept themselves spontaneously
under the pressure of public opinion. It is the Equitable which in this respect
hag afforded the example after having created the greatest scandal by its ex-
travagance. Mr. Morton has already reduced by about $500,000 his annual
expenses, and does not expect to stop there. The direction of his principal
departments has been confided to new men. Moreover, large sums expended
wrongfully have been reimbursed by those who authorized such expenditures,

On the other hand, a special commission, of which the president of the
lllinois Central Railroad is a member, has been charged with seeking the
most beneficial modifications in the organization of the Mutual Life.

The tendency is, then, towards reform, and justifies the belief that the
three great American companies will not delay in establishing themselves
soon on much more healthy foundations. It is to be remembered, moreover,~
that their assets, composed in great part of elements of undisputed value,
largely exceed their liabilities and constitute a solid guaranty for the insured.
This is true of the Equitable, in spite of certain exaggerations in valuation
shown in its last balance-sheet. * * * It results from these facts that the
financial situation of the Equitable itself is in no danger and does not justify
the alarm of the holders of policies who surrender their contracts for a sum
representing no more than twenty-five to fifty per cent. of the payments which
they have made, according {o the time which has elapsed since they contracted
their insurance.”



'

INCREASED DIVIDENDS OF NEW YORK BANKS
AND TRUST COMPANIES.

1905 to have been a prosperous one, if we may judge from the num-

N EW YORK banks and trust companies seem to have found the year

ber of these institutions that have either begun the payment of
dividends, or increased the amount of dividend distribution within

the year.
The list is as follows:—

Rate, 1904

Per cent.
Fifth Avenue Bank............. 100
First National Bank............ 20
Hanover National Bank......... 10
Lincoln National Bank......... 18
Bank of New York N, B. A...... 10
Mechanics & Traders’ Bank..... 4
Mutual Bank................... 6
Nineteenth Ward Bank......... 6
State Bank ................ ..., 50
Bankers’ Trust Co.............. 6
Bowling Green Trust Co........ 6

Empire Trust Co............... —_

Lawyers' Title Ins. & Trust Co.. 9
Metropolitan Trust .Co .......... 16

Title Guarantee & Trust Co..... 12
U. S. Mortgage and Trust Co.... 20

Van Norden Trust Co........... —_

Windsor Trust Co.............. —_

Increased.

By extra dividend of 120 per cent.
July 1.

To 614 per cent. Quarterly with 5 per
cent. Extra January 1, 1906.

To 6 per cent. Semi-Annually, July 1,
1905.

To 5 per cent. Quarterly, Jan. 31, 1905.

To 6 per cent. Semi-Annually, Jan. 1,
1906.

To 5 per cent. Semi-Annually, Jan. 1,
1906.

To 4 per cent Semi-Annually, Jan. 1,
1906,

To 215 per cent. Quarterly, March 31,
1905.

To 50 per cent. Semi-Annually, Jan. 1,
1906.

To 21 per cent. Quarterly, Jan. 1,
1906.

To 4 per cent. Semi-Annually, Jan. 1,
1906.

To 3 per cent, Semi-Annually, Jan. 1,
1906.

To 3 per cent. Quarterly, Nov. 1, 1905.

To 5 per cent. Quarterly, Sept. 30,
1905.

To 4 per cent. Quarterly, March 31,
1905,

To 10 per cent. Semi-Annually with 2
per cent. Extra Jan, 1, 1906.

To 2 per cent. Quarterly, July 1, 1905
and 2 per cent. Extra January 1,
1906.

To 3 per cent. Semi-Annually, Jan. 1,
1906.

Of the banks in this list, four are National and five are State banks;
three are located in the financial district and six up town.
It is, perhaps, safe to assume, then, that this list is fairly representative

as to successful banking in New York without regard to any particular
form of organization or particular class of business handled. A comparison
of total earnings of these banks with total capital employed and total
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average deposits ought to give us a reasonably accurate view of the pos-
sibilities of the business as a whole.

The latest statement of condition made by National banks in 1904
was of November 10. That of the State banks was of December 8. In 1905,
both classes reported as of November 9.

By a comparison of statements, we may show the earnings of the Nat-
ional banks for a period of one year and the earnings of the State banks
for a period of about eleven months as follows:

Indicated

Surplus and  Increase in total
Capital. projits, 1904k,  surplus. Dividends. earnings.

Fifth Avenue Bank....$ 100,000 $ 1,797,372 $ —47,723 § 220,000 § 172,277

Finst National ....... 10,000,000 14,328,005 1,554,675 2,000,000 3,554,675
Hanover National..... 3,000,000 6,774,703 294,073 330,000 624,073
Bank of N. Y......... 2,000,000 2,600,483 141,300 200,000 341,300
Mech, & Tr........... 700,000 384592 —25603 56,000 30,397
Mutual Bank ......... 200000 221,670 47,299 12,000 59,299
19th Ward Bank...... 200,000 215852 503 27,000 27,503
Lincoln National. ..... 300,000 12395531 87,432 60,000 147,432
State Bank ........... 100,000 767,237 317,932 50,000 367,932

Total........... $16,600,000 $28 485,445 $2,369,888 $2,955,000 $5,324,888

By adding together the aggregate capital of the nine banks and their
aggregate surplus at the beginning of the period, we have a total fund em-
ployed of $45,085,445, on which total earnings amounted to $5,324,888 or
about 11.8 per cent.

Their aggregate deposits at the beginning of the period were $327,545,800
and at the end of the period, $204,289,600. Half the sum of these two items,
822;)‘.)%17,700, would probably fairly represent their average deposits for the
period. .

If we assume that a normal rate for money as money is 4 per cent., or
In other words, that the owners of this fund of banking capital might have
found safe investment in bonds ylelding 4 per cent. without either the risk or
the responsibilities of the banking business, and deduct a sum equal to 4
per cent. on total fund employed, or $1,803,418 from the total earnings,
$5,328,000, the remainder, $3,525,470, will represent the real profit obtained in
handling this $220,917,700 of average deposits. It amounts to almost exactly
1% per cent. per annum on these deposits.

Of the nine trust companies included in this list, the Title Guarantee and
Trust Company and the Lawyers’ Title Insurance and Trust Company derive a
large part of their revenue from the business of title insurance, but the remain-
ing seven are engaged principally in the banking business, and accordingly
their business may fairly be compared with that of the banks above noted.

As the last statement of condition of the trust companies in 1904 was of
December 31, and the latest available statement of 1905 was of November 9,
we have a period of only ten months on which to base the comparison,
which is as follows:

Indicated
Surplus and Increase in total
Capital. profits, 1904.  surplus.  Dividends. earnings.

Bankers ............... $ 1,000,000 $ 703,598 $185,959 $ 60,000 $245,959
Bowling Green ......... 2,500,000 2,855,310 177,489 150000 327,489
BOpire ......ceoeeen... 500,000 1,029,074 50,766 ....... 50,766
Metropolitan ........... 2,000,000 6,326,798 102,604 420,000 522,604
U. 8. Mortgage and Trust 2,000,000 4,072,734 478,478 400000 878,478
Van Norden ........... 1,000,000 1209584 57,967 40,000 97,967
WildSOF ....ovvevvnnnn. 1,000,000 570,398 142,289 ....... 142,289

Total............. $10,000,000 $16,767,496 $1,195 552 $1,070,000 $2,265,452

Adding together the aggregate capital of the seven companies, and their
aggregate surplus at the beginning of the period, we find that the total fund
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employed was $26,767,496 on which total earnings were $2,265452, or about 81%
per cent., and as the period was only about ten months, the equivalent annual
rate is about 9.9 per cent.

The aggregate deposits of these seven trust companies at the beginning of
the perfod were $111,370,769, and at the end of the period, $122,394,781. Taking
half the sum of these two items, as with the banks, to represent the average
deposits, we have $116,882 775.

Deducting from total earnings of $2,265.452, a sum equal to 4 per cent. on
total fund employed, or $1070,699, we have remaining $1,194,753 as profit
on deposits. This amounts to a trifle over 1 per cent. on the average of
$116,882,775 as noted above, and as the period is only about ten months,
the equivalent annual rate would be about 1.2 per cent. on these deposits.

The ratio of aggregate capital and surplus to average deposits in the
nine banks was about one to 4.90 and in the seven trust companies it was
about one to 4.36. This difference probably accounts in large measure for the
difference in average rate of profit on deposits as-the banks had the ad-
vantage of a larger proportion of deposits over which to spread their
expenses,

Taken as a whole, the showing is an excellent one and goes far to refute
the statements so often made that the banks are suffering severely from
the competition of the trust companies or that the business of either class
is as yet overdone in New York. L. A. NORTON.

A RAILWAY MAN'S ACHIEVEMENTS.

River boat his own Dakota sailed from Puget Sound with her capacity

aboard, 28,000 tons besides passengers. His twin steamers, the

world’s largest when built, caused him to be called satirically by his
critics an empire builder and dreamer of Oriental dreams. The dreams have
come true, and it is announced that he “retires” in a green old age, or, better,
at the close of his ripe middle age.

It would be difficult to set bounds to the significance of the announce-
ment if it were to be accepted at its face. The retirement of a man who has
earned for himself and others almost untold wealth while reducing the tolls
over his road from 2.88 cents per ton to .792 cent would be a calamity if it
signified a check or reversal of his ‘achievement. What is known as the
“Hill country” is an area equivalent to thirty-one New York States. Within
a quarter of a century he has distributed throughout it $676,983,820 in mere
reduction of tolls. What wealth he has placed in the grasp of its residents
by enabling them to sell their products, which would have otherwise rotted
upon the ground, or not have been worth producing, evades calculation.
Certainly it would have been a national calamity if the 400,000,000,000 feet
of primeval Northwestern forests could not have reached its Eastern market.
Just as certainly it would have been another calamity if Eastern products
had not been enabled to descend the westerly side of the continental divide
and reach the Pacific tides as cheaply as the Atlantic. Doubtless these feats
would have been performed in time by another. But to-day's text is not
what might have been, but what is. It was Mr. Hill's policy of railroading
which worked these marvels, and it was aot known before his time.—New
York Times.

FORTY-ONE years after Mr. Hill was a “mud clerk” on a Mississippi



THE LIMITATIONS OF SAVINGS BANK EARNINGS
IN THE STATE OF NEW YORK.

By WM. H. S. WOOD, PRESIDENT OF THE BOWERY SAVINGS BANK,
NEW YORK.

T was in the second decade of the nineteenth century that Savings banks
l in the State of New York had.their origin, and it is almost needless to
say that the few which had their inception before 1840 were the result
of the philanthropic impulses of some of the older and more well-to-do
citizens of the Eastern States. Hardly a Savings bank was incorporated in
those early days in which the founders did not give their personal services
free from any remuneration other than the gratification of doing good to
their poorer fellow citizens.

So universal has been this feeling among the people generally, that not
until after the expiration of the nineteenth century was the slightest re-
strictive measure laid upon trustees of Savings banks in this State other
than dictated wholly and entirely in the interests of those whose ignorance
of financial matters and the care of money made them practically unable
properly to insure the safety of their hard-earned savings. Savings banks
indeed were recognized by the Legislature as being a part, and not an
unimportant one, either, of the charitable and philanthropic institutions of
the State, and as such under the administration of those of our citizens who
controlled them as trustees, such laws as the Legislature passed regarding
them from time to time have been uniformly wise and universally approved.

In 1901, however, when the effort was inaugurated to meet the State ex-
penses by indirect taxation, the Legislature in some unaccountable way
imposed a tax which it curiously called a franchise tax—a tax upon doing
good, a repressive tax upon the doer as well as upon the receiver, out of
harmony with the previous legislation of the State, a law which it is im-
possible to believe could ever have been passed had our law-makers more
clearly understood the nature and the management of the institutions they
subjected to this tax.

DIFFERENCES BETWEEN THE SavINGs BANK LAws oFr NEW YORK AXD THOSE OF
OTHER STATES.

It is the purpose of this article to point out, simply, the differences be-
tween the Savings bank laws of this and other States, in order that it may
be clearly understood why the fact that taxes in other States than that
of New York may be entirely justifiable under their laws, or lack of laws,
whereas it can afford no such justification in this State, where the conditions
will be seen to be wholly different.

The legislation In most of the States has mainly regarded Savings banks
as business undertakings, primarily for the profit of their stockholders, and
has permitted them the latitude of management common to banking as a
business. The policy of New York, on the contrary, classed them as philan-
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thropic trusts, and most properly subjected them to rigid control by the
State for the public welfare. There is no capital, and no stockholders of
any sort in the Savings banks of the State of New York. Their management
is entirely a gratuitous one by men who rejoice in thus serving the thrifty
poor. As a rule, the legislation of most States contemplates the employment
of Savings bank funds in such profitable channels as are commonly permitted
to banks of deposit, and the restrictions thrown about them are for the most
part merely such as surround ordinary banking business. In New York, on
the contrary, legislation for the regulation of Savings banks has always
been most restrictive, its purpose being to prevent the trustees charged with
the administration of the savings of working people from using them in any
way except that which shall provide absolutely for the safety of the funds
entrusted to them, irrespective of profit, and with consequent limitation of
earning power. About one-half the States have no Savings bank laws what-
ever. In all the other States, except New York, deposits and assets in Sav-
ings banks can be cared for in two ways; namely, in investments in specified
securities, and in loans. The fundamental distinction between the laws of
this State and others is this, that in all other States having laws regulating
Savings banks, savings funds may be loaned very much as by commercial
banks, whereas in New York Savings banks can make loans only in one
way; i. e., upon collateral which they are authorized by law to purchase as
an investment, and then at ten per cent. less than their par value; and they
can make investments of a kind rigidly prescribed by law under restrictions
which in the main are by far more severe than those which exist in any
other State.

The various kinds of investments recognized by the laws of the several
States comprise the following: National, State county, municipal, and school
bonds, railroad bonds, street railway bonds, water bonds, industrial bonds,
stocks of banks and trust companies, raflroad stocks, industrial stocks, and
real estate mortgages. In one State loans to any municipal corporation of
the State are permitted, without any regulative provisions. In thirteen States
loans to private individuals and corporations are permitted upon a pledge
of collateral security of varying and frequently questionable value. In
thirteen States loans are permitted upon the promissory notes or similar obli-
gations of individuals, practically at the discretion of bank officials, and
without other security than endorsement of individuals. In some cases not
even this is required, and funds may be loaned upon the single name and
the general credit of business corporations. This statement shows the laxity
which prevails In this most important matter of the security of the hard-
earned savings of the industrious poor.

In a consideration of the foregoing it will be obvious that the privilege
of making loans in the States named to individuals and business corporations,
either with or without collateral security, subjects Savings banks to exactly
the same risks which attach to the loaning of money by banks of deposit;
while on the other hand it allows them opportunities for profit commen-
surate with the risk. It is universally recognized in the banking business
that commercial loans always and everywhere bear a considerably larger
rate of interest than is realized from bond and mortgage loans or other
permanent investments in first-class governmental, municipal or railway
bonds. It is therefore manifest that the Savings banks of all the States
where commercial loans are permitted to them, while subject to far greater
risks, have a decided advantage in the higher rate of interest paid for them,
over the Savings banks of the State of New York, in which commercial loans
of any kind are very wisely prohibited. Assuming then prudent and in-
telligent management on the part of Savings bank officials in other States,
they have opportunities for much greater profits, from which deposits in this
State are debarred. In investments also, commercial profits and remunera-
tive interest rates are by the requirements of New York law always sacri-
ficed to security.

R1GID RESTRICTIONS OF THE NEW YORK LAw.

The legal restrictions surrounding Savings bank investments in the
State of New York are extremely rigid. But three classes are permitted;
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namely, real estate mortgages, upon property within the State only; bonds
of various governmental corporations; and first-class railroad bonds. Whilst
in many of the States investments in National, State, county, municipal, and
school bonds are subjected to reasonable restrictions, the State of New
York imposes a much more severe test in the case of municipal corporation
bonds than is imposed by any other State. Several of the New England
States forbid investments in municipal bonds except within certain specified
States. In case of New York, no municipal bonds may be purchased except
those issued by cities having a population of at least forty-five thousand
people, having been incorporated twenty-five years previous to the issuance
of the bonds, and having never defaulted in the payment of any principal or
interest for a longer period than ninety days. In addition to this, the total
debt limit of such municipalites must not exceed seven per cent. of the total
valuation at the last previous assessment, and the cities whose bonds New
York Savings banks may purchase, must be located in States which since
January 1, 1861, have not repudiated or defaulted upon amy part of the
principal or the interest of any debt authorized by the Legislature of any
such State. These restrictions debar the Savings banks of this State from
investing in a very wide range of profitable and often reasonably safe
securities issued by small municipalities, which are available for investment
to Savings banks of other States.

In general, the provisions of the various States as to investment in rail-
road bonds are fairly well restricted; but New York leads them all in the
limitations placed about investments of this kind, solely in the interest of
safety. Its requirements exclude all railroad bonds of questionable or
uncertain value, and restrict investments to the gilt-edged securities of such
railroads as have ample property and have demonstrated their wise man-
agement and continued earning power both-as to interest and dividends
during a considerable period of years. No other State has such severe re-
strictions in this particular, and but two or three even approach New
York as relates to railroad investments. A few of the States permit invest-
ments in securities of street railways; this class is debarred in New York.

In several States investments are permitted in the 