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THE CENTRAL BANK SCHEME.

HIS project has now enlisted in
its support some of the ablest
leaders of American financial

opinion and is strongly advocated by
the Comptroller of the Currency in his
recent Annual Report to Congress. Af-
ter presenting a number of reasons why
a central bank would be the best solu-
tion of our troublesome currency and
banking problems, the Comptroller
says:

“Many plans have been suggested
for the organization and control of a
central Government bank. An essen-
tial feature of it should he that it must
be under Government control, so that
it could never be monopolized or used
by any man or set of men. It should
be kept out of politics. * * * It
would not be difficult to accomplish
this end by having the control divided
between certain directors elected by the
shareholders and a certain number
chosen by the Government.”

We have not the truly childlike faith
and simplicity of mind which the Comp-
troller exhibits in the above passage.
Such a bank as he proposes would be
controlled either by the directors ap-
pointed by the Government—in which
case it would be a political bank—or it
would be dominated by the other di-
rectors and would become the repre-
sentative of their interests. In fact,
under any plan of organization that
can be devised short of a revolution in
our banking system, a central Govern-
ment bank will inevitably fall into the

1

hands of one or the other of the great
financial groups which already have far
too much power, and will be used in
the promotion of their schemes at the
expense of the people of the United
States.

The Comptroller also favors a cen-
tral bank as a depository of the reserves
of country banks. He thinks that if
the reserves were so deposited they
would be available when needed. But
even a central bank could not put these
reserves in a box and sit on them. It
would have to lend them, and when
they were called for by the country
banks, there would be the same dis-
turbance that we now experience. If
the reserves were not loaned out by the
central bank, they might just as well
be ‘kept on hand by the country bank
itself.

Again, the Comptroller says that a
bank depositing its reserves with the
central bank could feel sure that at any
time, so long as it was solvent, it could
go to the central bank and get any
amount of cash needed on the notes of
its customers, or other good security.

We must caution the ‘“country
banks” against relying too much on
this resource to help them out in time
of need. They might be solvent, but
if otherwise they did not conform to
the high ideals of those in control of
the central bank, they might feel less
sure of getting any amount of cash af-
ter they had tried to do so.

On the other hand, if a bank holds,
at all times, a sufficient reserve, it can
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be sure of meeting all reasonable de-
mands. And a bank that takes care to
preserve its credit will hardly ever be
subject to any other kind. If a panic
should come, the only safe reliance is
to be found in co-operation among all
the banks, not by trusting to receive
aid from some lordly institution dom-
inated by selfish and possibly hostile
interests.

OME interesting speculations arise
out of the suggestion for estab-
lishing a central Government

bank. Of course, such an institution
being subject to the regulation of Con-
gress, the complexion of its manage-
ent will change from time to time.

If the Republicans remain in power,
Democratic promoters of enterprise
may expect several lean years, and the
Grand Old Party camps will drip fat-
ness. Should Mr. BryaN ride into
favor on the present wave of unrest,
he may be expected to have the bank
discourage loans to the ‘“protected
trusts,” of which he is the sworn and
unrelenting enemy. If the Populists
get control of the Government, shall
we expect to see Tom WatsoN made
president of the bank? And if he
should be elected to this position, would
he and his fellow directors make loans
on the basis of the collateral offered
by the applicant, or on the basis of his
views respecting the initiative and ref-
erendum? Or on the length and luxuri-
ance of his whiskers? Under such an
administration how would the “Stand-
ard Oil crowd” and “the Morgan
crowd” fare when they applied for
loans? Would it not be the plain duty
of the Populist management to destroy
“Wall Street” by refusing all applica-
tions for loans from Stock Exchange
operators ? o

Or, on the other hand, if Mr. Rogers
and his associates dominated the bank,

would they make loans to Mr. Lawson
to carry on his speculative campaign
where, according to announcement, the
devil is to take the hindmost?

Would the Prohibitionists, if they
got control, refuse to make loans to the
makers and dispensers of intoxicants?

All these and many other interest-
ing possibilities are likely to arise if
Congress should ever sanction a cen-
tral Government bank.

UTOMATIC regulation of the
note issues is also one of the
advantages claimed for a cen-

tral bank by the Comptroller of the
Currency. He says on this point:

“The central bank, if given the ex-
clusive right to issue credit bank notes,
as it should have, could regulate the is-
sue of notes in accordance with the de-
mand, which could be determined auto-
matically and with precision, through
its relations with the other banks of the
country.”

This statement may well be chal-
lenged. The regulation of bank note
issues can best be entrusted to the
banker who deals at first hand with his
customers, in the same manner that
book-credit loans are regulated. No
central bank can possibly perform that
function so well as the “country bank-
er” himself, and.for reasons that seem
too obvious to require enumeration.

But then it is claimed that a central
Government bank would be able to
handle the public funds to much bet-
ter advantage than the existing banks,
and thus relieve the Treasury of a vex-
ing problem. To this we can only re-
ply that any Secretary of the Treasury
who will consider just two things—
convenience and safety—in depositing
public funds in the banks, will have
scttled this ‘“‘vexing problem” for all
time.
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HE possibility—nay, the certain-
ty—however, upon which the
American people should fix their

attention is this: that a central Govern-
ment bank will fall into the hands of
great and powerful financial interests
who will use the vast resources of the
bank, including the funds belonging to
the Government and derived from the
people by taxation and borrowing, to
promote the schemes that these inter-
ests are engaged in carrying on for
their own aggrandizement. It has be-
come difficult for these interests to con-
trol individual banks enough to keep
their numerous and stupendous under-
taking at all times supplied with funds.
The Treasury pursues a policy which
virtually helps them, in a limited way,
but with a Government bank under
their control this limit would be much
extended, and they could so discrim-
inate against their rivals and in favor
of their friends that they would prac-
tically dominate the country’s banking
and financial operations.

It may be held that inasmuch as the
proposed Government bank would not
do a discount and deposit business, no
such abuse of power would be possible.
A little reflection will show, however,
that if the bank is given a monopoly of
note issues against the paper of other
banks deposited with it, that is prac-
tically doing a banking business.
Whether it issues notes, or grants cred-
its in the shape of book entries, is a
distinction of no importance, except
that in enjoying a monopoly of the
note-issuing privilege it would have an
advantage over other banks.

HILE many of the banks were
being subjected to heavy
drains by their depositors dur-

ing the late panic, others were at the
same time adding largely to their de-
posit accounts. There must have been

some reason why people withdrew
money from one bank only to redeposit
it in another. They doubtless regarded
the banks they were dealing with as
good enough for fair weather, but had
doubts of their ability to withstand a
financial gale.

Times of stress show the value to
a bank of a high reputation and an
unassailable credit. McLEeop’s dictum,
that “The whole mystery of banking
consists in keeping strong reserves of
specie as compared with total liabili-
ties,” might be changed to read, “The
whole mystery of banking consists in
keeping the assets clean.” For while
a strong reserve is desirable at all
times, and should be steadily main-
tained, it is not so much the amount of
cash that saves a bank in time of panic
ag its credit. The bank that is known
to be out of suspicion’s reach need not
fear a run; if one should come such a
bank can always depend upon the
character of its resources to meet de-
mands, or in case of extremity its calls
for help will find a quick response.

There is really but one sure way in
which banks may get and keep the pub-
lic confidence—by deserving it, and
this can be done only by absolutely ex-
cluding from the assets everything of a
doubtful character.

CENTRAL bank undoubtedly
has much to recommend it to
earnest students of American
banking. If such an organization
could be kept free from the control of
politicians on the one hand and of
selfish financiers on the other, and were
not given a monopoly either of note is-
sues or of handling public funds, it
would be unobjectionable, and might
be of considerable service.
The conspicuous success of the Bank
of France has, unquestionably, attract-
ed the support of many able minds in
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behalf of a similar institution in this
country. But it may be doubted wheth-
er the remarkable record made by that
great institution has not been due chief-
ly to national characteristics rather than
to the form of the bank’s charter. The
French are a nation of savers and in-
vestors. The Americans, perhaps,
should not be called spendthrifts, but
they lack the careful habits of the
French, and instead of being investors
they are speculators. Something more
than a central bank is needed to effect
a transformation of our national traits.

The concentration of financial con-
trol has already progressed to a point
in the United States where it consti-
tutes a menace to the unhampered exer-
cise of individual rights. A central
bank, while probably conducing to bank-
ing safety, would effect a still greater
concentration of that control. While
the safcty of banking is important, the
safety of American liberty is still more
important. i

We do not believe, however, that the
establishment of a central Government
bank is to be regarded as an imminent
peril, for the reason recently stated by
that shrewd observer of American pub-
lic opinion, Hon. Lesie M. SHaw,
former Secretary of the Treasury. Mr.
Suaw declared that there was no pres-
ent chance of this scheme getting
through Congress. He said that not
five per cent. of the members would
vote for it, and that not one who did
do so would be re-elected.

HE main office of the central
bank, in the Comptroller’s opin-
ion, should be in Washington,

with such branches in the reserve cities
and sub-treasury cities as are found
necessary. If the bank is to be a polit-
ical institution, Washington is the ap-
propriate place for the main office. But
we can not see why that city offers any

advantages as the headquarters of a
great business bank.

Probably for some time to come the
main office of the bank will be in
the Comptroller’s Bureau, with such
branches as may be found necessary in
the various colleges, academies and
lyceums of the country.

AN examination of some figures
given in the Report of the
Comptroller of the Currency for
190G will make it clear why the banks
of the United States were unable to
meet the demands recently made upon
them for cash. From the figures re-
ferred to it appears that 17,905 banks
reporting to the Comptroller held cash
amounting to $1,016,448,222 against
individual deposit liabilities amounting
to $12,215,800,000. It does not require
any profound mathematical skill to en-
able any one to determine that there
existed a large disproportion between
the supply of cash on hand and the
possible demand fo¥ it. True, even
in the late panic, all of this demand did
not materialize, but there was enough
of it to cause the banks a great deal of
trouble; and the bothersome thing about
it all was that no one knew where the
trouble was liable to break out. Under
such circumstances each bank was com-
pelled to act as if it were in danger of
being made the chief point of attack,
and this was the course which was
taken. Naturally, the result was to
aggravate a situation that was already
bad enough.

Science may one day solve the diffi-
culties now incident to the transport-
ing of money from place to place. If
actual currency could be sent by tele-
graph, or if it were in liquid form and
could be conveyed through pipes, the
delays now experienced in hurrying
supplies of money to points of attack
might be greatly reduced.
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There is a resource which would tend
to allay panics that might be placed
within easy reach of the banks if
Congress would only permit the issue
of credit notes. If a bank had the
right to issue credit notes, whenever
there was a “run” by depositors, the
bank could simply hand out its notes.
The depositors would readily take the
notes, since what they want is not gold
but something that will pass as money.

A bank so issuing its credit notes
would simply be exchanging one form
of credit for another—not increasing
its liabilities but changing their form
from a book credit to a credit in the
form of circulating notes. The ability
to do this would make it possible for
banks to check runs at their inception,
and thus, in most cases, prevent them
from developing into a general panic.

This would be possible, however,
only where a bank kept in reserve a
substantial part of its authorized note
issue—a course which every bank could
well afford, and one which every
prudent bank would certainly take.

At present a national bank can not
afford to keep its notes on hand—they
sre too costly, but if the banks were
allowced to issue credit bank notes, these
would cost nothing so long as unissued,
beyond the trifling expense for engrav-
ing and printing.

By legislation of the simplest char-
acter, and without imposing a tax on
the notes, Congress could place in the
hands of the banks a powerful weapon
for combating panics, even if it did
not prove effectual in warding off their
approach altogether.

ANKS that piled up and held big
reserves during the late crisis
have come in for a great deal of

criticism. Those institutions that took
such a course were acting with a view

to their own safety without much ap-
parent concern for others.

In time of panic the most obvious
means of self-protection is to lay in a
large supply of cash. A banker who
has had much experience does not need
to be told that if his depositors once
become alarmed nothing but real money
will allay their fears. It is clear that
the only practical means of meeting
these exceptional and urgent demands
is to have plenty of money on hand.
Even the cash with the nearest reserve
agent may be too far away, for when
the public mind is excited by wild ru-
mors the onslaught of frightened de-
positors may come suddenly and with-
out warning. Delay in procuring cash
may not only be dangerous but fatal.

Considerations of the character given
above appcal convincingly to most
banks. With a bank, as with an in-
dividual, self-preservation is the first
law.

Yet the banks that act upon this
plausible view of the matter are doing
precisely that thing which will tend
most surely to bring about the very
attack of which they stand in dread.
For these extra supplies of cash can
not be had without a reduction of loans
somewhere; and a reduction of loans,
wherever it may take place, is bound
to have an influence far beyond the
locality primarily concerned. In the
long run it is pretty sure to react upon
the community where the bank making
the demand for cash is situated, and
ultimately to fall upon the bank itself,
directly or indirectly.

The principle of co-operation was,
after all, what saved the day in the
late panic. By pooling their reserves,
the banks were able to sustain the
weaker institutions and at the same
time to supply the demand for credit
to a much greater extent than would
have been possible if each bank had
been compelled to hoard its reserves.
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The value of this principle of co-
operation having been so well estab-
lish by experience in the 1907 panic
and in that of 1898, it would seem to be
well o enquire if it might not be em-
ployed advantageously ir normal times.
It is conceivable that if the banks
would come to some agreement about
paying interest on deposits, reserves,
and other banking matters, it would
never be necessary for them to have
to pool their cash and issue clearing-
house certificates. A small part of the
spirit of co-operation manifested in the
late panic, if displayed at all times,
might be of immense benefit to the
banks and the general business inter-
ests of the country.

HEF. kinds of cash held by the
banks at present may be studied
with interest and profit. It

seems that in 1906 the 17,905 national
and other banks reporting to the
Comptroller of the Currency held cash
as follows:

Gold coin ........ $158,294,060
Gold Treasury certifi-
cates ........... 216,144,717
Gold Treasury certifi-
cates, payable to
order ........... 30,040,000
- Gold clearing-house

certificates 83,818,500

Total gold ....$488,202,277

Silver dollars....... $23,085,629
Silver Treasury cer-
tificates ......... 101,280,157
TFractional silver.... 11,369,769
Total silver ....$185,785,555
Specie not classified . 7,027,629
Total specie ..%631,055,461

While the banks hold a much larger
amount of gold than of silver, they have

a comparatively small gold cover for
their $12,000,000,000 of deposit liabili-
ties, nor is their proportion of gold so
large, relative to the total of cash on
hand, as may be seen from the figures
given below:

Specie, as  above
stated .......... $631,055,461
Legal tenders ...... 262,268,412

National bank notes 87,664,741
Fractional paper cur-

rency, nickels and
cents ........... 1,998,214
Cash not classified. .

83,471,394

Total cash . ..$1,016,448,222

This is, roughly speaking, one-
twelfth of the deposit liabilities. A
little more than half of the total cash
consists of specie, the latter item being
made up of $188,292,277 in gold,
$185,735,555 in silver, and $7,027,629
not classified.

Since current funds are available for
paying decpositors, the banks find no
especial reason for keeping a large
amount of specie on hand, either gold
or silver. Even their reserves may be
kept in legal tenders as well as in gold
and silver coin and certificates. The
figures given above hardly sustain the
idea held by many, that among state
institutions, and some national banks
clso, national bank notes are held to a
considerable extent as reserves. Of
course, the bank notes as reported above
may not be quite accurate, since it is
well known that some of the banks have
a habit of estimating the amount of
hank notes on hand. There is no reason
for suspecting that they ever under-
estimate this item. But making due
allowance for this, it will be seen that
bank notes are used, as they ought to
be, for circulating purposes.

For obvious reasons the kinds of
cash found in thc banks on any given
date—excepting the sums specifically
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set aside for reserve purposes—will
consist to a considerable extent of the
kinds of money that predominate in
local circulation. The reason that the
bank notes do not constitute a greater
percentage of the cash holdings is due,
in part at least, to the fact that they
represent in the aggregate but a com-
paratively small percentage of the total
currency supply of the country.

Banking is a business where even the
appearance of solidity and strength goes
a long way in gaining public confidence.
A bank that holds its reserves in legal
tenders, silver dollars, or in gold cer-
tificates or silver certificates may be in
just as strong a position as one that
holds its reserves in gold coin, but the
solid appearance given by the possession
of the latter form of money has a sen-
timental effect which no bank can af-
ford to despise.

IN seeking to pile up big reserves in
a financial crisis, a bank is revers-
ing the true principle of banking.

A substantial reserve, steadily main-
tained, is one of the best paying in-
vestments a bank can make. It will
apparently cause a loss of income to
keep a large reserve on hand at a time
when business is brisk and everything
appears to be prosperous. But that
is precisely the time when caution is
most needed. A reserve of several
thousand dollars above. the customary
limit may cause some loss of income,
but it is far better to suffer this loss
of income than to run the risk of losing
part or even all of the principal by
lending too freely. '
At a time when the “progressive”
banks are straining to keep every dol-
lar out and to pile up big deposit
totals, the bank that does not mind
being called ‘‘old-fashioned” can afford
to lessen its risks by keeping a strong
reserve on hand, being satisfied with a

moderate increase of deposits. Then,
if a time of stress comes, that bank,
having always kept a strong reserve on
hand, can do what a bank ought to do
at such times—expand its loans. A
bank that is in a position to do this,
can render the highest service to the
business community, and by expanding
its loans when other banks are con-
tracting theirs will enhance its reputa-
tion and add to its profits.

NE lesson learned from the late
upheaval in banking circles has
been the tremendous power that

may be exercised by the banks acting
unitedly through the clearing-houses of
the country. Had this concerted action
been lacking the credit of the country
would have experienced an almost total
collapse and the number of bank and
commercial failures would have been
multiplied many fold.

Upon the New York Clearing-House
has fallen the brunt of the conflict, and
it was borne in a manner worthy of the
country’s financial center. The clear-
ing-houses of the other cities also did
their full share in preventing the spread
of the disaster. A great deal has been
said about this having been “a bankers’
panic,” in other other words, it was the
banks and not the people that were
frightened. But it is probable that if
the banks had not taken the heroic
measures they did at the beginning of
the trouble, the people would have had
abundant cause for alarm later on. The
banks saw the sitnation soon enough to
ward off its ill effects from the public.

It does not take much knowledge of
banking to realize the fact that a panic.
like a fire, is to be checked in its incip-
iency, if at all. That the people were
not more alarmed was probably due to
the fact that the banks, at the first
sign of trouble, swiftly brought into
requisition every possible device for
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keeping the wheels of business moving.

The issue of ‘“clearing-house checks”
has shown that here is a form of cur-
rency that may be used to great advan-
tage in times of panic. But the wide
difference in the methods of issuing and
redeeming such a currency leaves the
doors open for the introduction of seri-
ous abuses. The security for such a
currency, the time it is to remain in
circulation, and other features that
might be mentioned, are matters of
grave importance. There is, perhaps.
not much danger of loss to the holders
of any of this form of currency, since
the banks constituting the various clear-
ing-houses will no doubt see to it that
there is ample security for all the notes
put out. But there is considerable dan-
ger that too much of this currency may
be issued, and that it may be kept out-
standing long after the real need for it
has passed away.

If the clearing-houses were incorpo-
rated, as proposed by Mr. THEODORE
GiLMmAN, this emergency currency could
be brought under regulations that would
insure safety and prevent inflation. This
would merely legalize a device that has
been cmployed on more than one occa-
sion without legal sanction.

Mr. VanDERLIP, speaking recently at
Columbia University, New York city,
said: '

“The mobility of reserves that is an
essential to safe banking, and which is
insured by the branch banking system,
may possibly be secured through a util-
ization of clearing-house relationships.
Such relationships have been signally
developed by the present financial cri-
sis, and it is not unlikely that a legal-
ization and expansion of the powers
which clearing-houses have evolved in
the stress and exigencies of the crisis,
may offer a solution which will be more
in harmony with the present political
ideas than will either the branch bank-
ing system or the central bank.

“The disposition to provide merely
for an emergency currency to be se-
cured by bonds other than Governments,
I believe would fail almost utterly to
recognize those principles which should
govern a solution of the problem.”

If we must have a central organiza-
tion of any kind, the incorporated
clearing-house would be far less objec-
tionable than a central bank. And it
would be in accord with numerous prec-
cdents for the Legislature to realize
what the people have already found to
be a serviceable means of allaying
panics.

Mr. VaNDERLIP very justly says
that an emergency circulation based on
bonds fails to recognize those princi-
ples which should govern a solution of
the problem.

Some time the bond-secured circula-
tion must give way to a credit currency,
and there is no sound reason why this
should not be issued by the existing
banks, under proper regulations.

But even when this reform is carried
out there will still be a demand for con-
certed action on the part of the clear-
ing-houses. No one can say, in the ab-
sence of experience under present con-
ditions, that a credit currency would
prevent such a crisis as we have lately
witnessed. Its tendency would be in
that direction, and if properly issued
and redeemed it could hardly aggra-
vate inflation as the bond-secured cur-
rency has done.

But in a country whose credit sys-
tem is so vast, and where even a slight
derangement may produce widespread
disaster, situations may arise at any
time calling for united action on the
part of the banks.

The knowledge that all the banks of
the United States were organized and
ready at a moment’s notice to bring
their entire resources to the support of
threatened credit would, of itself, have
a powerful influence in staying the feel-
ing of alarm that incites a panic.
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The incorporated clearing-houses
could exercise a beneficial influence at
all times, though there is no good rea-
son why they should issue currency, ex-
cept in emergencies. The issue of notes
to meet all ordinary demands could be
safely entrusted to the existing banks.

The clearing-house has developed in-
to a powerful and beneficent piece of
financial machinery. Its powers could
be greatly improved, and perhaps ex-
tended, by careful regulation under
Federal authority, and this regulation
would be justified on the ground that
the clearing-houses have assumed the
function of issuing notes to circulate
as money.

T has long been an accepted axiom
that the business of banking con-
sisted in gathering up the idle

money of the country and lending it to
those who had need of it in their busi-
ness operations. 'This axiom apparent-
ly overlooks the fact that “idle money”
is a very scarce article. The average
man who has any surplus left over from
his business finds employment for it in
paying for the necessities of life, and
meeting a few trifling expenses in-
curred by automobiling, the opera and
other kindred diversions. If anything
is left over after these requirements are
provided for, it will be invested in some
new enterprise, in extending business,
or in some form of security.

In his lecture on finance at Columbia
University on December 13, Hon.
Fraxk A. Vanoerrip, formerly As-
sistant Secretary of the Treasury and
now vice-president of the National City
Bank, New York, took occasion to cor-
rect what he regarded as a misconcep-
tion about banking. He said:

“It is a misconception to suppose
that a bank first gccumulates deposits
and then loans them out to borrowers.
The operation is the reverse. The bank

first makes a loan to the borrower and
in so doing creates a deposit.”

While this may be true enough, as a
rule, it is subject to some important
qualifications. We have in mind a bank
that with a capital of $5,000 had about
$160,000 deposits. It is very doubtful
if this enterprising institution could
have manufactured credit to the extent
of thirty-two times its capital, although
the president is what is known in the
locality as “a hustler.” Judging from
the literature issued by his bank, we im-
agine that he succeeded in bringing in
a lot of money which the business men
and farmers had lying around in odd
places. In fact, the president urged
those who had a few extra dollars to
put them in the bank, where they would
“help the community.” Those appealed
to evidently had confidence in the bank,
or in its manager, and they brought in
their small savings until a considerable
sum was piled up in the aggregate.

The fact is that banking in the Uni-
ted States is so complex in its nature
that any generalizations, however cor-
rect in the abstract, will not hold good
when tested in the light of actual facts.
Many of the commercial banks are sav-
ings banks also. Savings deposits are
received, and pass-books or time certifi-
cates issued for them. But instead of
investing these sums, as a savings bank
does, the commercial banks use them in
their ordinary lending operations. Thus,
the deposits received from one person
are lent to another. This feature of the
banking business, particularly in the
West, is of more importance than many
suppose.

But this power of augmenting its de-
posit credits out of other deposits is
by no means confined to the country
banks. Were it not for the deposits re-
ceived from out-of-town banks, there
would be an enormous shrinkage in the
volume of loans and deposit credits of
the New York banks. In this case a
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daposit precedes the granting of a loan
which gives rise to another deposit.

As Mr. Vanperrip so well said, the
chief business of a bank is to exchange
its credit for that of individuals. But
its power to do this will be affected to
an important degree by the deposits
received from certain sources. The
eagerness shown by the banks—Mr.
VanpERLIP’Ss institution among the
rest—in securing deposits of Govern-
ment funds, would seem to indicate that
there is a general ‘“misconception”
among the banks which causes them to
believe that such an increase in their
deposit receipts will enable them to ex-
pand their loans and thus further aug-
ment their deposits.

ORD AVEBURY, who is better
known on both sides of the At-
lantic as Sir Joun Lussock, in

commenting recently on our financial
situation, recommended the establish-
ment in this country of an institution
corresponding to the Bank of England.

While there is hardly a remote pos-
sibility of the establishment of a cen-
tral Government bank in this country,
certainly, if such an institution should
ever be decided on it would not be mod-
elled on the exploded currency princi-

ple which Sir Rosert PeEL and Lord-

OversToNE took as the basis for the
Bank of England. We have had too
many occasions to compare the work-
ings of the Bank of England with the
Bank of France to lead us to' take the
former as a guide. The Bank of France
and the Imperial Bank of Germany are
in many respects superior to the Old
Lady of Threadneedle Street, whose
weaknesses, however, are due not so
much to age as to a bad constitution.
Probably, however, we shall copy
neither the French nor British bank,
but develop some arrangement more

consistent with our form of Government
and our system of banking.

TTORNEY-GENERAL BONA-
PARTE, in an address before
the Illinois Athletic Club at

Chicago on the evening of December
21, gave utterance to some ideas that
are especially pertinent in view of ex-
isting conditions in the United States.
After referring to the custom which
once prevailed in England known as
“benefit of clergy,” whereby any ac-
cused person who could show his ability
to read could demand trial by an ec-
clesiastical court, the Attorney-General
said:

“In common, I believe, with all
Americans who have ever heard of it, I
had always thought ‘benefit of clergy’
unjust and absurd, but as a result of
my experience as Attorney-General I
now find that some people think, or talk
and write as though they thought, that
a similar privilege exists to-day in
America for the benefit of certain
classes of Americans.

“Now in our country neither the Pres-
ident nor any one else can execute the
laws faithfully or execute them at all
unless the American people wish them
executed. If it be truly the people’s
wish that any laws or that all laws shall
become dead letters whenever rich or
influential men find their faithful exe-
cution a source of loss or danger to
themselves, then such laws cannot be
and will not be enforced against such
men. But I for one beliéve firmly that
the people have no such wish, and I be-
lieve further that practically every one
else believes about this as I do; so that
the very men who raise these mislead-
ing clamors do not, because they dare
not, say plainly what they mean and
what they think. I believe that if they
said this so that it could be understood
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they and every one else as well would
"learn quickly and unmistakably that
the people think and wish nothing of
the sort. Americans as a nation think
their laws are meant to be obeyed by
all alike, by the rich no less than by
the poor, by the enlightened no less
than by the ignorant. Moreover, they
wish and intend their laws to be thus
obeyed, and that the richest lawbreaker
who ever crushed out competition
through a ‘trust’ shall find no greater
favors from courts or juries or public
prosecutors than the meanest criminal
who counterfeits our coins or sends ob-
scene matter through our mails.

“The danger in this respect is that
the people may be deceived, and, in
fact, I believe that a widespread, per-
sistent, systematic and unscrupulous
attempt to deceive the people as to
these things has been in progress dur-
ing the entirc official life of the present
national administration, and is in prog-
ress to-day. According to Aesop, the
-wolves once persuaded the sheep to
send away their watchdogs and trust to
the good faith, the magnanimity and
the unselfish affection of their lupine
friends for their protection. So the
watchdogs were given their walking
papers, and the sheep soon found out
what the future had in store for them.

“Just now the denizens of that great
sheepfold the American Union are be-
ginning to turn their thoughts to the
grave problem of choosing a head
watchdog to guard them for four long
years. I cannot help thinking it may
aid them in this weighty task to estab-
lish, first of all, a negative test of fit-
ness; whatever applicant for the job
is viewed with particular favor by the
wolves may well be left in his home
kennel. Wolves can be trusted to know
what they want and to want what the
sheep don’t want. In plainer language,
no man can be safely trusted to ‘take
care that the laws be faithfully exe-

cuted’ if his choice be longed for and
urged by all or many of those who
have obstructed the faithful execution
of the same laws in the past, and whose
influence and resources are formidable
obstacles to their faithful execution to-
day.”

Beneath the apparent optimism of
Mr. BoNAPARTE in asserting that the
American people are determined that
the rich malefactors shall be punished
the same as those of less wealth but
equal guilt, there may be detected a
vein of irony. The Attorney-General
seems rather to be inquiring whether
that is the clear intention of the people,
rather than confidently and positively
asserting that it is so. Has he not good
rcasons for doubting the popular in-
tention?

During recent years there has been
a constant denunciation of the misdeeds
of certain persons high in the financial
world. The insurance revelations were
followed by some polite and apologetic
prosecutions amounting to nothing. The
Standard Oil people have been officially
denounced and fined, but the public
treasury has not yet been enriched by
the penalties imposed upon the com-
pany, while such a rude thing as crimi-
nal prosecution has been declared to be
impossible.  “Immunity baths” have
saved most or all the railway or other
high-toned evil-doers.

It might be said that the Attorney-
General himself, being the officer par-
ticularly charged with the enforcement
of the laws, is to be censured for fail-
ing to secure criminal convictions in
these cascs. It is rare that any official
accomplishes much in this direction un-
less backed up by public opinion. The
enforcement of law, like its enactment,
depends upon the popular will.

We have had a further notable illus-
tration of the inability of the law to
reach rich offenders by the traction
revelations in New York. Responsible
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newspapers—not those that thrive by
appeals to class prejudices—have de-
nounced the operations of certain mag-
nates as “swindles and robbery,” and
have given the details so plainly that
there is no mistaking their meaning. If
these characterizations were untrue, a
responsible journal would hardly dare
make them: if they are true, the
“swindlers and robbers” should receive
the same kind of punishment as would
be inflicted upon a petty thief. But
does anybody believe they, will get such
punishment, or any punishment at all?

It is said that in New York city for
more than a quarter of a century no
one charged with murder, who has had
money to employ able counsel and to
hire expert witnesses, has suffered the
death penalty.

This immunity of the rich from pun-
ishment is probably not secured by the
use of money alone. There exists,
without our knowing it, perhaps, a
kind of adoration in every AmericaL
mind for the rich. A plain case of lar-
ceny, under the statutes, might be made
out against some of our great finan-
ciers; but if one of them should be
convicted, he would be sympathized
with as a martyr.

The rich escape punishment not be-
cause they purchase judges and juries,
but because the glamor of their
achievements, the magnitude of their
success, and the splendor of their phi-
lanthropies have blinded the public
sense of the enormity of their iniquities.

ROM Italy comes the suggestion of
an international conference to
consider the strained conditions of

the world’s money markets, and to take
some action looking to a better utiliza-
tion of the world’s stock of gold.
Doubts may well arise as to the prac-
tical achievements of such a conference,

should one be called, although there are
many obvious reforms that might be

inaugurated if concurrent action could
be secured. But the nations of the
world are as reluctant in taking any
steps to bring about international mon-
ey reforms as they are in reducing their
appropriations for military purposes.

A better understanding among the
world’s great bankers would, however,
be of great benefit, as better under-
standings always are, and a move in this
direction might be made by holding the
next annual convention of the American
Bankers’ Association in London instead
of meeting, as usual, at some point in
the United States.

R many years this MacaziNe has

advocated the use of plain, ordi-

nary common-sense methods by
the United States Treasury in the re-
ceipt and disbursement of the public
revenues. It is now reported that there
is a reasonable prospect of the passage
of a resolution in Congress suggesting
that, under proper regulations, the Sec-
retary of the Treasury may receive
certified checks in payment of public
dues, the checks to be deposited in pub-
lic depositories, and the funds drawn
on, by check. In other words, that the
methods employed by business men
universally shall be adopted by the
Treasury Department. This is a re-
form which nearly all students of our
fiscal system have long urged. Why
it has been delayed until this time is
hard to understand.

The Secretary of the Treasury
should also be directed to quit using
the public funds to aid the money mar-
ket. While. of course, any action
should be avoided that would cause dis-
turbances, the deposit of funds with
the banks ought to be made in the ordi-
nary course and at such places, and in
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such banks, as would best subserve the
public convenience and assure safety.
This dribbling of the funds out all over
the country, sometimes perhaps to
favored banks, or to carry out the Sec-
retary’s ideas of aiding business, should
be stopped at once and forever. What-
ever the intent of such a policy may be,
its effect, in almost every instance, has
been to favor stock speculation.

The points at which public funds
should be placed, and the banks to
which they ought to be entrusted, are
matters that can be easily determined.
The Secretary of the Treasury ought
also to be made to realize that the aid-
ing of the money market is no part of
his business. The temporary benefits
which have sometimes followed his ef-
forts in this direction can not obscure
the fact that, in the long run, his action
has been the source of great and irre-
parable injury.

RUST company functions for
banks were favored by Mr.
FowLER, chairman of the Bank-

ing and Currency Committee of the
House, in an address before the Illinois
Manufacturers’ Association at Chicago
on the evening of December 10.

Several years ago this MageaziNe
proposed that the right to do a trust
company business might appropriately
be conferred upon state banks. Shortly
afterwards the State of Texas passed a
banking law in which this suggestion
was adopted.

We are still of the opinion that there
is no sound reason why all state banks
should not be permitted to do a trust
company business. But we are not so
sure that a similar privilege should be
conferred on the national banks. True
cnough, the latter would find it an ad-
vantage if they could exercise trust

company functions; but in banking
legislation the wishes of the banks are
not. necessarily, the prime considera-
tion. The public welfare is at least
equally important.

Unless the trust company depart-
ment of a bank is rigidly separated
from the banking department, there is
grave danger that the assets of the
banks will go more and more into stocks
and  bonds, representing fixed capital,
rather than in commercial paper repre-
scnting circulating capital. It would
seem that a part of our banking ma-
chinery should be kept as free as pos-
sible of further entanglements in the
direction indicated.

A state bank, with trust company
privileges, would have some advantages
over a national bank; but it must be
remembered that the latter has a
monopoly of the privilege of issuing
circulating notes, holding public de-
posits and acting as reserve agent
for other national banks. So that by
enlarging the powers of state banks, as
indicated, things would be evened up
between the two classes of institutions.
Besides, if any national bank should
become dissatisfied with its lot, it could
easily convert into a state bank; or the
state bank, should it be dissatisfied,
could enter the national system.

NCE there was a certain political
element that depended for suc-
cess upon a policy of “addition,

division and silence.” Some wof the
great corporations, apparently, would
like to do business on this plan. One
of them, however —the Standard Oil
Company—has decided that the policy
of silence has been a mistaken one, and
in a recent number of ‘“The Saturday
Evening Post,” Joun D. Arcusorp,
vice-president of the company, comes
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to the defense of the corporation from
the attacks made against it in the
newspapers and magazines.

There is no doubt that in keeping
silence for so long this company has
greatly incrcased the hostility of the
public. That policy savored too much
of arrogant defiance of public opinion,
which is a fatal mistake for any con-
cern to make in a country where the
popular will is, practically, the con-
trolling power.

The great Steel Corporation, one of
the most gigantic combinations of cap-
ital in the country, largely disarmed
popular hostility by adopting a policy
of publicity, illustrating afresh the
financial genius of the man who was
largely responsible for bringing about
the consolidation of the constituent
companies.

The time has gone by when any cor-
poration, however rich and powerful,
can assume to defy public opinion.
Make friends of your customers, is a
good motto for every one engaged in
business, and it applies no less to mo-
nopolies than to the small retailer who
is struggling to build up his trade. Cor-
porations may attain to great power,
but there is a superior power that may
spring into being at any time. The
safest policy is never to provoke the
slumbering giant.

IRECTORS of banks nearly al-
ways come_ in for severe criti-
cism when banks fail, and in

many instances these criticisms are jus-
tified. An illustration of the inatten-
tion of directors to their duties was af-.
forded by the bank and trust company
failures which occurred a short time
ago in Brooklyn. That these failures
were due,.in a considerable degree, to
the neglect of directors may be seen
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from the following presentation made
by the Kings County Grand Jury in
conection with the matter:

“In the course of our investigations
into crimes committed in banks and
trust companies in this country we have
found that the several boards of di-
rectors of these institutions are com-
posed of men of high standing in com-
mercial and financial circles and whose
names have properly inspired confi-
dence in depositors and have attracted
business to the institutions.

We have found that most of these
directors have regarded their position
as a mere formality; that many of them
seldom attend the meetings of the
board, and when they do attend such
mectings they discharge their duties in
a perfunctory manner, showing little
regard for the safety and security of
the funds of the depositors. Their
powers and duties as directors in many
instances are surrendered and dele-
gated to some dominating member of
the board, and the board simply ratifies
his acts without thorough investigation
or objection. These carcless methods
on the part of the directors have given
opportunity for crime, fraud and gross
mismanagement.

We therefore take this opportunity
to criticise the inattentive manner in
which such directors have customarily
discharged their duties, and we recom-
mend that the banking laws of the state
be revised and amended so that they
will in greater detail, and as specifically
as may be, define the duties and obliga-
tions of directors, both as regards the
stockholder and the depositor in all
banks and trust companies, and it also
appears to us that these obligations and
duties, having been clearly fixed by the
statute, it should be made a penal of-
fence for any director or directors to
wilfully disregard the same.”

If the obligations imposed upon di-
rectors are made too severe, it will de-
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feat the purpose of such legislation,
inasmuch as it will cause men who are
careful of their reputations—in other
words, the best kind of men—to hesi-
tate in accepting positions as bank
directors.

A director ought to be required to ex-
ercise no more than reasonable super-
vision over the affairs of his bank, and
this would, in most cases, prevent dis-
astrous failures. Any man who does
not understand his duties as a director,
or is unwilling to perform them, should
have no place in the directorate of a
well-managed bank.

WHAT is to be the programme of
““the interests” in the next

Presidential campaign? They
have evidently been greatly encouraged
by the late financial revulsion, which
they have ascribed to the activity of the
President. The one event that probably
did more than anything else to precipi-
tate that catastrophe—-the disclosures
of the traction rottenness in New York
—can not be charged against the Presi-
dent. The doctor who reveals to us our
diseases and tells us that safety can be
assured only by a change of habits,
does mot bring a welcome message; yet
the wise man follows his advice.

That “the interests” will make a bold
fight to elect a man who will offer no
resistance to their schemes is certain.
They are already plucking up courage,
assuming that the recent panic will
cause the people to desire a reversal of
the policy followed by the President.

How bitterly President RooseveLT is
hated in certain quarters was clearly
shown by an article in the New York
“Sun” of December 6, entitled “The
Passing of the Panic and the Occasion
for It.”” From this attack we make
but two quotations:

“Of Mr. RoosevELT’s proficiency in
the arts of the politician, in the worst
significance of that word, he has left
us no room for doubt. A more con-
scienceless or more reckless demagogue
never afflicted this country. * * #
No ray of business intelligence ever en-
tered his brain or ever can enter his
brain.”

The American people know where
lies the responsibility for the distrust
of the high financiers, and whoever the
Presidential candidates may be, or
whichever party may triumph, the work
of reformation inaugurated by Tueo-
porRe Roosevert will go on. It may be
checked for a time, but the evil con-
ditions that will grow up meanwhile
will only call for a stronger and more
unrelenting fight against them when
the contest shall be resumed.

UMOR, of an unconscious sort, is
lent to the discussion of bank-
ing problems by an editorial in

the New York *“Sun” of December 19
under the head of “An Intrusive Of-
ficial.” The article severely criticises
Comptroller RipeeLy for pointing out
the faults in our banking system. “Mr.
RooseverT,” it is said, ‘““does not de-
nounce it,” and “Secretary CorTELYOU
does not condemn it.” Mr. RipGeLy is
referred to as “a financial suckling.”

That the Comptroller of the Cur-
rency, who comes of banking ancestry,
and who has for over six years been
gaining a knowledge of our banking
system by experience and study, should
have opinions on this subject when the
President and Secretary CorTELYOU
are silent, is indeed an amazing piece
of official presumption!

Let it be said to the credit of the
President and the Secretary of the
Treasury that neither has pretended to
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any special knowledge of banking and
finance.  Comptroller RingeLy has
shown by the administration of his of-
fice, by his official reports, and by his
addresses, that he has a sound knowl-
edge of banking and currency matters.
His experience and study and his wise
judgment combine to make him one of
the country’s safe authorities on the
principles that should govern our cur-
rency and banking systems.

We can not approve of his advocacy
of a central Government bank, which
we regard as neither practicable nor
desirable; but his right to propose such
an institution in his official reports is
unquestionable.

In its criticism of the Comptroller’s
arrangement of our banking system the
article referred to says:

“While such statements are unques-
tionably permissible in the case of
WiLLiam B. RipceLy, private citizen of
the United States, there is assuredly a
grave impropriety in their public utter-
ance by WiLLiam B. Ripeeny, the
Comptroller of the Currency in the
Treasury Department. An official re-
port is supposed to be a statement of
what has been done. It is not supposed
to be a public arraignment by a subor-
dinate official of the acts and the poli-
cies of his superiors.”

Evidently the writer of the above
had not read section 383 of the Revised
Statutes, which says that “The Comp-
troller of the Currency shall make an
annual report to Congress, at the com-
mencement of its session, exhibiting
* % * any amendment to the laws
relative to banking by which the sys-
tem may be improved and the security
of the holders of its notes and other
creditors may be increased.”

The plain mandate of the United
States Statutes makes it the duty of the
Comptroller of the Currency to propose
such amendments to the law as, in his
judgment, will improve the banking

system. And in making these recom-
mendations he is not bound to ask per-
mission of his “superiors,” for the sim-
ple reason that the law itself is superior
to anybody.

STOPPING BANK RUNS.

AT banks resort to various de-

vices to stop the clamors of

depositors is well known. Some
of these devices are thus described by
the Harrisburg (Pa.) Telegraph:

“Some amusing anecdotes are being
told of the devices resorted to by
bankers to gain time and inspire con-
fidence. On one memorable occasion
the excited depositors of a Chicago
bank, much to their indignation, were
only able to enter the bank one by one
except at the cost of spoiled coats, as
the cute manager had caused the door-
posts to be freshly painted.

“Another bank prevented a crisis in
its affairs by exhibiting in the win-
dows large tubs apparently brimful of
sovereigns. These tubs, however, simp-
ly were upside down, and only a small
quantity of gold was piled up on their
bottoms.

“But the most ingenious dodge of
all was successfully carried out in
Buenos Aires recently. There was a
run on a large bank and for several
days subscribers besieged the premises,
withdrawing money and placing it in
another bank on the opposite side of the
road. It happened, however, that these
two institutions had a private under-
standing, and as fast as the ‘safe’ bank
received the deposits they were returned
to the ‘un-safe’ one by an underground
passage, with the result that everyone
marveled at its continued ability to
meet its demands.”

UNPALATABLE MEDICINES.

HERE is no medicine for a fool.
—Nem York Sun.

No; but, thank God! there is
medicine for knaves, and they will
have to take it, whether they like it or
not.



NECESSITY AND ADVANTAGES OF TRAINING
FOR BUSINESS.

By John A. Luman, Vice-President Peirce School, Philadelphia, Pa.

DUCATION and progress, com-
merce and civilization, go hand
in hand; their existence is coeval.

Education and commerce are twin sis-
ters, the forerunners of progress and
civilization; they are the factors and
forces that retard or develop national
prosperity, unity and strength. Wisely
directed, their blessings are legion, for
they form the only solidarity of coun-
tries composed of many nationalities,
tongues and castes. But too often peo-
ple are entirely satisfied with beneficent
results, and in no wise concern them-
selves about the active, potent, produc-
tive forces. This works well as long as
people reap the benefits of a well-di-
rected past, and escape the dire conse-
quences of the inertia and misdirected
forces of the present; but the evils are
as surely visited, as the sins of the fath-
ers, on coming generations.  People
who care for their children, their coun-
try or mankind, are duty bound to un-
derstand the forces that make for weal
or for woe. In a few brief words Dr.
Arnold succinctly states the importance
of one of these vital forces: “All who
have meditated on the art of governing
mankind have felt that the fate of em-
pire depended on the education of
youth.” As the study of the rise and
fall, growth and decay of nations re-
veals this fact, it becomes the nation’s
most scrious problem; and every lover
of country, no matter what his station,
is interested in its solution.

Epbvcation Must ConForM To MoDERN
Lire.

While all true education aims at the
perfection of individual powers, yet to
determine upon a system of training
and materials that will best conduce to
the welfare of the individual and of
the nation requires an extended knowl-
edge of the commercial, industrial, so-
cial and economic life, as well as a

knowledge of pedagogy. It is an in-
disputable fact that there ca