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PREFACE

TonE main purpose of this volume is not to set forth or
discuss theories and principles, or to give a history of
banking or an account of different systems, but to describe
in plain terms the various functions of the present-day
bank in the United States and the methods by which its
work is done. It is intendcd to give as clear an idea as
possible of what an up-to-date bank does and how it is
done. For this it is nccessary to take what may be
regarded as a typical bank and deal with its mechanism
and methods, as all others will be only variations upon it,
and it would be confusing to attempt an explanation of
differences of detail. A largo commereial institution with
a full variety of banking operations in the financial centor
of the country has been taken as the model, and what it
does and the manner of doing it fairly rcpresents or sug-
gests tho business and mcthods of banks in general.

While this has been the purpose of making a new book
on an old subject, it has secmed best to lead up to it with
~ somo preliminary chapters on elementary prineiples and
general methods, and to follow it with a rapid sketch of
the development of banking and of existing systems, in
order to make the volume fairly complete. Some chapters
are also given on such subsidiary topics as trust companies,
savings-banks, private banking-houses, foreign exchange,
“safe-deposit companies, ete. For the historical part free
use has been made of the literature of the subject, with
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vi THE MODERN BANK

which the writer has long been familiar, and no particular
authority is entitled to speecial acknowledgment, though
it perhaps ought to be said that in dealing with the actual
history and with foreign systems Mr. Charles A. Conant’s
History of Modern Banks of Issue has been found par-
ticularly useful.

Information regarding the actual working of the
American bank of to-day has been derived from the banks
themselves by personal observation and inquiry, and here
a number of acknowledgments must, in justice, be made
to a very courteous and obliging set of men. The writer
is especially indebted to Mr. James G. Cannon, vice-pres-
ident of the Fourth National Bank, and to Mr. A. S. Fris-
sell, president of the Tifth Avenue Bank, both of New
York, who have afforded cvery opportunity for inquiry
and investigation in those institutions. Mr. Walter L.
Burckett, chief clerk of the former, and Mr. William C.
Murphy, chief clerk of the latter, have been very kind
and assiduous in answering questions and explaining the
work of tho different departments, whenever and wherever
light was sought, and the latter examined eritically the
chapters relating to the practical work of a bank and made
somo valuable sugeestions.  The proofs have been carefully
read by Mr. Frissell. Acknowledgment is also due to Mr.
Ilenry Goldman, of Goldman, Sachs & Co., for points in
relation to private banking-houses and international bank-
ing; to Mr. Beverley Chew, vice-president of the Metro-
politan Trust Company, for information regarding the
methods of trust companies; and to Colonel Charles E.
Sprague, of the Union Dime Savings-Bank, for sugges-
tions on the chapter relating to savings-banks. In short,
all banking men applied to for information have shown
unfailing courtesy in answering questions. It should also
be mentioned that the Hon. William B. Ridgeley, Comp-
troller of the Currency, obligingly furnished material re-
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lating to the organization and the rcports of national
banks; and the author is indebted to the American Insti-
tute of Bank Clerks for permission to use one of its charts
showing the distribution of functions and duties in a
prominent bank.

The writing has been done in odd hours and snatches
of time in the midst of a rather exacting daily occupation,
and doubtless lacks the symmetry and completeness that
might have been attained by more continuous and leisurely
work. DBut with its acknowledged defects it is submitted
to the public with the hope that it will give a fairly clear
and full idea of the complex operation and great utility in
the business of the day of the modern bank.

A.K.F.






PREFACE TO REVISED EDITION

Aportion of the Federal Reserve system of banking
by the Government has not materially changed the pre-
vailing methods of operation by individual banks in the
different districts. It has extended their scope, enlarged
the ficld and brought about much more complete and
economical cobperation throughout the country. It has
also resulted in improved relations with foreign banking
of unmistakable value. The holding of reserves has been
lessened in volume in proportion to the greatly increased
exchange of values and settlement of balances; but at the
same time it has diminished the proportion of cash to be
held as security, and protected it almost completely from
risk of loss.

In the revision a new chapter of considerable ex-
tent has been devoted to setting forth the main features
of the Resorve system, to which the rest needs to be ad-
justed, and changes are made throughout to effect the
adjustments. An effort is also made to give a clear idea
of the change in the currency of the country, which is
onc of the important results. Tho exceptional condition
produced by the war in Europe and our relation to it has
had a material effect in stimulating tho development, es-
pecially in regard to foreign exchange, but has hindered
the final and complete adjustment of the system to our
permancnt needs with reference to both national and in-
ternational requirements. This is likely to lead to further
changes in the future.

ix
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There is little occasion for new acknowledgments
cxcept to officers and employces of the Federal Reserve
Board, Comptroller John S. Williams of the Currency
Burcau, and employces of tho Federal Reserve Bank in
New York and those of leading member banks, especially
the City Bank and the Bank of Commerce.

A. K. F.



CONTENTS

I.—SoME ELEMENTARY PRINCIPLES . . . .
II.—GENERAL PRINCIPLES AND METHODS IN BANKING .
I1I.—CreviT CURRENCY, OR “PAPER MONEY” . .
IV.—Tue FEDERAL RESERVE SYSTEM . . . .

V.—ORGANIZATION OF A BANK . . . . .
VI.—PREMISES AND EQUIPMENT . . . . .
VIL—DIRECTORS AND OFFICERS . . . . .
VIII.—TugE DEPARTMENTS OF A BANK’S WORK . .
IX.—DEPoSITS AND THE RECEIVING TELLER . . .
X.—THE NoTE-TELLER AND 1IS RECEIPTS . . .
XI.—ExcHANGES TurouGH THE CLEARING-I{OUSE . R
XII.—CoLLECTING OUT-0F-TowN CHECKS . . . .

XIII.—THE PAYING TELLER AND THE BANK’s CASH . .
X1V.—1lIow PAIp CHECKS ARE DISPOSED OF . . .
XV.—CoOLLECTION DEPARTMENT . . . . .

XVI.—DrArrs AND DoMmEesTic EXCHANGE . . .
XVII.—Di1scounTS AND COMMERCIAL PAPER . . .
XVIII.—CRrEpIT DEPARTMENT . . . . . .
XIX.—LoANS ON COLLATERAL SECURITY . . . .
XX.—CERTIFICATES OF DEPOSIT, LETTERS OF CREDIT, AND
BiLLs OF EXCHANGE . . . . . .
XXI.—MI1SCELLANEOUS SERVICE, CORRESPONDENCE, PRo-
TESTS . . . . . . . . .
XXII.—THE CIRCULATION OF NATIONAL BANKS . .
XXIII.—THE BANKING RESERVE . . . . . .

XXIV.—BOOKKEEPING OF THE BANK o o o .

5

Xi

PAGE

11
19

13
<t

39
47
50
56
60
73
76
88
98
106
114
117
131
142
150

160

166
172
176
181



xii CONTENTS

XXV.—EXAMINATIONS, STATEMENTS, AND REPORTS

XXVI.—CLERICAL FORCE AND LINES OF ADVANCEMENT

XXVII—BANKS THAT FaiL . . . . .
XXVITL.—CLEARING-HOUSE AND OTHER ASSOCIATIONS
XXIX.—STATE BANKS AND TRUST COMPANIES .
XXX.—PrivaATE BANKING-ITOUSES . . .

XXXI.—FoRreIGN EXCITANGE AND INTERNATIONAL BANKING

XXXII.—SAvVINGS-BANKS . . . . .
XXXITIL.—SAFE-DEPOSIT VAULTS . . . .
XXXIV.—DEVELOPMENT OF MODERN BANKING .
XXXV.—FoREIGN BANKING SYSTEMS . . .

XXXVI.—CONTINENTAL AND OTHER BANKS . .
XXXVIL.—Tye FrEncH SYSTEM . . .
XXXVITI.—BANKS IN OTHER EUROPEAN COUNTRIES
XXXIX.—Tue Orp UNITED STATES BANKS . .

XL.—THE OLp STATE BANKS . . . .

XLI.—Tne CANADA BANKING SYSTEM . .

XLII.—BIirTHH OF OUR NATIONAL SYSTEM . .

XLIII.—TENDENCIES OF AMERICAN BANKING .
INDEX . . . . . . -



LIST OF TLLUSTRATIONS

PAGE
The New York Clearing-House . . . Frontispicce

Chart of a New York bank with large general business facing 58
Deposit slip . . . o e . . . . . . 61

Receiving teller’s proof . . . . . . . . 67
Face of ordinary form of bank check . . . . . 71
Settlement sheet . . . . . . . . . .

Clearing-House credit-ticket . . . . . . . 80
Gold certificate, New York Clearing-1ouse . . . . 83
Clearing-IHouse balance-ticket . . . . . . . 84
Clearing-House due-bill . . . R . . . . 8
Back of collected check . . . . . . . . 89
Paying teller’s morning cash schedule . . . . . 101
Paying teller’s proof . . . . . . . facing 102
Face and back of paid and canceled check . . . . 111
Sample of accepted draft . . . . . . . . 119
Bank draft . . . . . . . . . . . 123
Form of bill receivable . . . . . . . . 133
Sample of single-name paper . . . . . . . 135
Report on offering for discount . . . . S & 1
Credit clerk’s report on application of a country bank for dis-
count . . . . . . . . . . . 147
Form of collateral loan note . . - . . « o 153
Inside envelope for collateral sccurities . . . . . 1556
Bank money-order used by an association of banks . . . 163
Form of account on page of individual ledger . . . 188
Note-teller’s proof . . . . . . . facing 188
Charge and credit ticket . . . . . . . . 191



xiv LIST OF ILLUSTRATIONS

General proof . . . . .

Weekly statement of New York Clearing-House banks

Weekly statement of non-member banks .
Statement of Clearing-llouse bank . ~.

New York Clearing-llouse loan certificate, 1873

Certificate of deposit . . . . .
Letter of credit for use of travelers .
Traveler’s check . . . . . .
Entrance to safe-deposit vault . . .
Interior of large safe-deposit vault . o



THE MODERN BANK

I
SOME ELEMENTARY PRINCIPLES

Darler, Money, and Credit

Tue bank is the most important instrumentality in
the modern system of industry and trade. Without it
this system could never have developed, and without it
could not now be maintained. It makes possible the
immense scale upon which labor is divided and applied
to a multitude of processcs upon which mechanical appli-
ances for saving labor or increasing its effect can be used,
upon which the work of transportation and distribution
can be carried on, and upon which the interchange of
commoditics for the satisfaction of the wants of man can
be effected. This seale of cooperative activity results in
obtaining from the natural resources of the earth a
volume of products far beyond what would be conceiv-
able without it, and this abundance of production from
human effort raises immeasurably the level of human
well-being. Tt has been the chief motive power in the
advance of material civilization in the last century, and
it has been made possible by the device of banking, which
is based upon trust and confidence among men and has
consequently been a potent ageney in stimulating and
strengthening integrity in commercial dealing. Banking

1



2 THE MODERN BANK

is the agency by means of which credit is made to effect
the bulk of the operations of production and interchange.
To make this clear it is nccessary to trace briefly the
natural course of commereial development.

The clue to all the intricacies of modern finance is to
be found in the clementary principle that trade, however
complex and highly developed, is always in cffect mere
barter, the exchange of one product of humgn labor for
anaother. By holding fast to this clue we shall be able to
follow the development from the simple conditions of
primitive life through the vast labyrinth of traffic and
exchange, with their manifold agencies and methods,
which has been built up with the inerease of productian
in recent times, and we shall never lose our way. At the
beginning of the process of economie growth each man gets
from the resources of nature by his own cfforts what is
nceded for his subsistence. In the course of time men learn
to work together, to inerease.the store of what they can get
to satisfy their wants or desires by uniting their efforts.
Their wants and desires inerease with the means of satisfy-
ing them, and they soon come to a division of labor, one set
of men devoting themsclves to producing one kind or class
of articles for their use ov enjoyment, and the other set an-
other kind. Then they exchange products on a basis of their
relative values, value being at first determined by the
amount of labor required to produce the different articles.
Ong,will give of his own for the products of another as
mﬁ& as has cost the amount of labor that he would liave
to bestow in order to obtain the other for himself. Both
are saved from trouble and mutually bencfited by the
exchange.

8 occupations inereasc in number and variety and
men can not easily turn from one to another, a new ele-
ment enters in to modify the simple measure of value
determined by the amount of individual labor necessary
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to obtain one object or another of nced or desire. With
the growth of the primitive industrial community differ-
ent articles are not produced in exact proportion to the
various demands of its members, and there comes to be,
within limits that constantly vary, a velative scareity of
one and a relative abundance of inother. Exchangeable
values are modified by the relation of supply to demand
and gradually come to be determined by it, the original
labor cost being lost sight of, though still the decisive
factor. IIow much of onc product will be given for
another depends not simply on how much labor is required
to produce one or the other, but upon how much of cach
is immediately to be had and how strong is the desire to
have it. That which is scarce will have a higher value
measured in that which is plentiful, but the adjustment
tends to correct itself by labor going from the occupation
that is producing a surplus to that in which the produc-
tion is deficient, so that the labor cost still has a control-
ling effeet in keeping a certain balance between supply and
demand.

But this individual exchange of one thing for another
can not go on long. There must be some general mecans
of exchange even by barter, some market-place at which
the different articles can be assembled and from which
they can be distributed, and the trader, or middleman
between producers and consuniers, becomes nccessary. Ile
must receive a share in the fruits of production for b
service in furnishing a market for scllers and buyers, who
are the real partics to the exchange of products. He
does not mcrely enable them to sell and buy—that is,
to exchange products among themselves—but himself
becomes the buyer from those who have to sell and the
seller to those who wish to buy, making his profit and
accumulating a capital by giving to the seller a little less
and taking from the buyer a little more than would be the
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values if they exchanged directly with each other. Their
advantage, for which this difference pays, lies in being
saved the time and trouble of finding a variety of
customers for their different wares, and this cnables them
to produce more than they otherwise would do.

But this system of direct barter of one commodity for
another can not keep up long in an industrial community
that is really progressing. It would be too cumbersome
and inconvenient, and as the volume and variety of pro-
duction increase there must be greater facility in effecting
the exchanges by which its fruits are distributed or the
community will cease to develop. The first step is to fix
upon some one commodity, of value as universal and as
stable as possible, which all sellers can receive for what-
cver they have to offer in the market and which all buyers
cen give for whatever they wish to obtain.  This constitutes
a medium of exchange which all can use. Trading is
greatly facilitated and industrial development continues
to advance. This common article of exchange, whatever
it may be in substance or quality, is what we call money.

We nced not for our present purpose go into an account
of the development of money systems. One article after
another was used in the carly stages according to the con-
ditions prevailing, until the precious metals were settled
upon as most stable and uniforin in value, most universally
acceptable, and most convenient for this use. They were
made into coins by governments so as to provide certain
specifie quantitics of ascertained value in convenient form
for constant use, and to give assurance-that they were at
all times and in all places what they purported to be in
material and quality and therefore in value. The point
to be impressed and to be kept in mind is this, that money
is a commodity, carrying its value in itself like any other,
and exchanged for other things upon precisely the same
principle that applies in the exchange of other things for
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each other. If the standard is of gold, for instance, it
furnishes as a unit of exchange and of reckoning a cer-
tain specific amount of that metal to be traded by whom-
soever may possess it for an equivalent amount of any
other article that he may desire.  Now the man that goes
to the market with the product of his labor gets its valne
in money, and the man that goes to the market to obtain
the product of another’s labor gives money for it. The
seller of commodities buys one commodity now instead of
many, but that one will buy any other when he wants it.

The buyer of commadities sells his money for them,
and that will buy anything that he may want beeause it
is a commodity that all desire to obtain since they ean
always use it to exchange for others. This is because it
carries a value in itself equal to that for which it is ex-
changed and will eommand the equivalent wherever it
goes. It is a medinmm of exchange beeause it will always
exchange for anything clse of equal value, and anything
else of equal value will always exchange for it; but plainly
its purpose is to cnable the possessors of commodities of
one kind to sceure in return for them commodities of
other kinds which they may have oceasion for, without
having directly to swap them regardless of immediate
needs. It enables them to dispose of what they have when
they are ready to do so and to obtain what they want when
they are in nced of it, in the meantime holding in pos-
session the nniversal commodity, money. So it docs not
climinate from trade the cssential character of barter,
the exchange of commodities for commoditics according
to their relative values, determined by the cost of their
production and the rclation of the amount to be had to
the desire to have it, or of supply to demand. It only
facilitates that process and vastly increases the scale npon
which it can be carried on in any community and between
one productive community and another., Thus far we
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hold fast the idea that all trade is in its essence barter,
and are ready to consider the next advance in increasing
the ease and magnitude of its operations. This is in the
use of credit.

As the inconvenience of a direct exchange of ome
article for another leads to the use of money, the incon-
venience of making payment with money every time a
thing is bought or sold leads to trusting. The man who
carries his products to market does not require to be paid
in money every time, but allows the trader to owe him
for them, thereby giving him ecredit and permitting an
account to accumulate to be scttled at some future time.
The man who makes purchases at the market is not re-
quired to pay each time for what he obtains, but receives
credit, and his account is allowed to run, in order that
he may make payment at his convenience. Mutual con-
ﬁ(_lfﬁf_bwomes an important clement in busingss. The
same customers now become both scllers and buyers at
the same trading-place, and what they owe is offset against
what is due them, and there are only balances to be settled
at intervals, once a month or once a quarter or a year, as
the case may be. The trader keeps an account of these
transactions, and vach customer will do the same, if he is
prudent, and between them there is a “ book account.”
There is much less nced of money in settling balances than
in paying every time anything is bought or sold, and credit
in this simple form facilitates business. Still, it is plain
that what is exchanged is one commodity for another, and
this can be effected by the use of credit even better than
by the use of money, but the latter is necessary to furnish
a standard of value and a means of reckoning values and
to settle balances.

If the payment of any amount duc is deferred for
some time, it is only fair that a little more should be paid
to compensate the creditor for being deprived so long of
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the moncy to which he is entitled, and of which he might
make a profitable use in laying in a larger stock of mer-
chandise. This gives rise to interest or compensation for
credit.  Sales may be made at certain prices with the
understanding that payment will be made, or any balance
due will be liquidated, within a certain length of time, and
beyond that time a certain rate of interest will be paid
on the debt. One may buy not only ecommodities from
another, but his labor or service, which may be paid for
in the products of other labor to the same value, or in
money which will exchange for such products. This is
still barter, in whichever form the payment is made. The
laborer may trust his employer or give him eredit and
receive his pay at intervals. It is a matter of convenience
and mutual agreement and does not change the essential
character of the transaction. ]

This is the use of eredit in its simplest form, but it
is a form in which it is still universally applied for ccono-
mizing the use of money. Another form of carly origin
and large development is its use in horrowing and-lending.
By that means aceumulated resourees may be so distributed
and applied as to be made most useful in the varied proc-
esses of production and distribution. Expressing our-
selves for the moment as if the universal commodity
money were the real objeet of acquisition, with the reserva-
tion always in mind that it is so only as a means of reach-
ing other commoditics, we will say that one man has more
than he has the oceasion or the opportunity of using to
advantage, while another has the occasion and the oppor-
tunity but not sufficient money to take advantage of them.
The man who has will lend to the man who has not, pro-
vided the latter is to be trusted and can give reasonable
assurance that he will repay with that fair compensation
for the use of what belongs to another known as intercst.

The man who borrows may have sufficient substance not
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immediately available for his present purpose, he may
have capacity for a profitable use of more money than he
has at command, and he may have a character that begets
confidence. If he is one to whom the other is willing to
Iend, he is said to have credit, and beeause he has eredit
the other gives him credit, or trusts him. The simplest
form of borrowing is on one’s note of hand, or promise to
pay the amount lent at or within a certain time with in-
terest at a certain rate. This promise signed with-the
borrower’s name may be deemed suflicient seeurity by the
lender that he will be paid aceording to the terms of the
note, or he may desire to have the note indorsed by another
whose credit he considers still stronger, and who therehy
pledges himself to pay the debt in ease the signer of the
‘note fails to do so. Instead of such indorsement, or in
addition to it, further security may be given in a pledge
of actual property to an amount equaling or exceeding
that of the loan, which is turned over to the ereditor or
upon which a lien is given enabling him to hold it or dis-
pose of it to satisfy his debt in ease the payment is not
duly made. Tt is not neeessary here to enlarge upon the
subject of loans, the purpose being merely to illustrate this
particular use of credit as a means of transferring the
resources of one man to another for employment.

We speak of this as an individual transaction, as a
mere accommodation of one man by another, but in the
growth of the industrial system this kind of accommoda-
tion, or money-lending, becomes a separate and important
function. Men devote themselves to it as they devote
themselves to producing commodities and traflicking in
them, hecause it facilitates those operations and enlarges
their resylts. Men who have considerable money at com-
mand make a business of lending it at interest, and being
necessarily men of substance and of credit they are trusted
with the money of others to lend. They may be trusted
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with it for mere safe keeping, or, if they have large op-
portunitics for loaning profitably, they may pay interest
upon it, thereby themselves becoming borrowers that they
may lend upon a larger scale.  Money-lenders were the
first bankers, though often they were engaged in other
business. The utility of credit, as it appears in this sim-
ple and direet form of borrowing and lending, consists in
the transfer of capital, or accumulated wealth, from one
to another in a way to admit of its more effective applica-
tion to the process of production, which is to be taken as
including all the operations necessary for bringing the
materials of natnre to the consumer of the finished articles.
The eapital which might he idle or wasting in the hands
of one man is put at the command of another who can
employ it in producing and trading to thesadvantage of
the community as well as of himself. J In bringing to-
gether this seattered eapital from sourees where it would
be idle or useless and placing it at the command of those
who can make use of it, the banker plays an important part
in inereasing production and is entitled to ecompensation
commensurate with the value of his service.

The individual banker, originally a mere money-
lender or a tradesman who made it an incident of his
business to take charge of the funds of others_ for safe
keeping in_return for the privilege of using or lending
them for profit, was the forerunmer of the modern bank,
and we are in a position now to consider a little more at
lIarge the general prineiple of the bank’s use of eredit.  For
this it is neeessary to refer in a preliminary way to the
character and methods of a banking coneern, which are
to be dealt with in detail hereafter.  To start with, a bank
must have a certain amonnt of capital of its own with
which to make loans and to establish the basis of its own
credit, for it is mainly credit and not money with which
it is to deal. But the volume of its business is not to be
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limited by its own capital, for its chief Junction is to make
the capital of others available to the best advantage.
While its main purpose is to make loans, it is not from its
own capital that they are to be chiefly made. It is to
stand to the community as an embodiment of credit, mak-
ing the scattered and unknown ecredit of some available
for the benefit of others through its own concentrated
and known responsibility, bringing together demand and
supply in the use of credit by its own unifying force. So
it begins at once not only to offer funds for loan but to
receive funds on deposit.



I1

GENERAL PRINCIPLES AND METHODS IN BANKING

WE will not at present undertake to trace the develop-
ment of the modern bank from the original money-lender
or the trader who made the care and use of the money of
others an incident of his own business, but take a brief
preliminary view-of the chief funetions of the hank as it
is to-day and the mecthods by which those functions are
exercised. It may still be an individual or a private firm,
but in its larger significance it has come to be a corporation
organized under specific regulations of law, and conducted
under public supervision. It requires capital and definite
responsibility, and these can be best seeured on an adequate
scale by incorporation. The need of capital is not mercly
or mainly to have funds for its business of lending, but
to establish its credit, to ecnable it to command the confi-
dence that will lead men to entrust it with their money,
and to give assurance that it can meet cvery obligation
that it assumes.

The first business of a bank is to receive deposits, that
it may have larger resources than its own capital for mak-
ing loans, which is to be its chief function in facilitating
the operations of production and trade. As the deposits,
or rather their cquivalent, will belong to its customers
and be subject to their demand at any time, it must keep
on hand a reserve of cash to meet such demand by paying
back without hesitation such sums as may be ealled for.

This is an important use of its own capital. Let us take
u
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a hasty glance at the purpose and manner of making loans
and see how it leads to increasing deposits and making of
them a mass of credits rather than of money. A man in
business has to buy and incur large expense before he can
sell and get his money back, and he has to give credit and
wait for his payments. IIe wishes to obtain the money
that is ultimately coming to him, or a part of it, for his pur-
chases or the expenses of his business in advance of the
time of collecting it. Te goes to the bank and.offers his
own promissory note for the amount he desires, to be
repaid at the end of a certain time with interest. If the
bank has confidence in him it will discount his note, which
means that it will pay over to him the amount at once,
deducting the interest at the start instead of collecting it
in addition to the principal at the time of payment. If it
is doubtful of trusting him for the amount for the desired
length of time, he may strengthen his own credit with that
of another by havmg his note indorsed. In one case the
bank takes his “single name paper ” and in the other his
“indorsed paper,” but in either case he raises the needed
money and the bank becomes his creditor.

Or he may have the note of another man who is owing
him money payable at a future time, and if that man has
standing and credit in the community he can indorse the
note over to the bank and have it discounted in the same
way and get his money at once, less the interest. Then his
debtor beconies the debtor of the bank, and the latter will
look to him for the payment of the note when it matures
instead of to its own borrower, though the borrower will
be held by his indorsement for the payment of the note
if the signer fails to meet it. In the course of mercantile
business there is much of this kind of discounting. The
merchant sells goods on time and the purchaser gives his
note for the payment in thirty or sixty or ninety days,
or in four or six months, or it may be in a year, but the
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merchant is a buyer as well as a seller and he wants money
now and is willing to make a deduction for interest to get
it. The bank is his resource for mecting this want, and it
discounts these notes and attends to their collection at
maturity.

Or a man who is making an investment or a purchase
or has a payment to make may desire a loan from the bank,
as distinguished from a discount, and he has property,
or titles to property in the form of sccurities, which he is
willing to pledge for the payment of the loan, with inter-
est, at end of a certain period. If the sceurities are sat-
isfactory to the bank it will take them in pledge and loan
up to within a certain margin of their value. In this case
the borrower’s personal eredit is of less consequence, as
the bank has his property or an cffcetive lien upon it, to
insure the collection of the loan. In this case the man
gives his personal note and puts up the securities as “ col-
lateral,” but he gets the money for his immediatc nceds,
and the bank gets it back with the interest agreed upon
when the note matures, either by its payment or by selling
the collateral security, though even in this case the inter-
est is sometimes deducted when the loan is made. This
is a “ time loan ” on collateral ; but the borrower may wish
to borrow for an indefinite time, it may be a day or two,
or it may be a week or two, and to pay at his convenience,
while the bank may be willing to lend on those terms
provided it is at liberty to demand payment at its own
convenience in case it needs the money or can do better
with it. This occasion of borrower and lender leads to
“demand loans,” or “call loans,” on collateral security,
and the rate of interest is determined from day to day by
the demand and supply of funds for such accommodation,
while the securities may be subject to change from day
to day according as they fluctuate in value or the owner
may have other use for them or as changes may be made
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in the amount of the loan. This change or substitution of
sceurity applies as well to time loans.

We are now in a position to understand how loans are
used to create or increase deposits, converting these from
money into credits. When the mercantile customer has
his notes or his “ bills receivable ”—that is, the notes of his
own debtors—discounted, or when any borrower gives his
note and pledges sccurity for a loan, he may not wish to
use the money at once but to have it at command where
he can draw upon it in making his payments. Then the
bank may make him a depositor, if he is not one already,
and credit him with the amount upon its books instead
of paying it over to him, giving him the privilege of draw-
ing upon it to suit his own convenience. In an active
mercantile and financial community a large proportion
of bank deposits are created in this way by borrowing, and
consist of eredits, not money. It is the credit of the bank
turned over to the credit of the customer for his use, and
he can turn it over to the credit of others in making his
payments, so that money may play an inconspicuous part
in the process, though not an unimportant one. It must
lic at the bottom and be ready to make good all promises
and pay all balances when settlements in cash are required.

~ Though deposits consist so largely of credit, the bank is
bound to pay in moncy whenever it is called for, and for
that it keeps a “ reserve,” which must be sufficient to meet
all demands. A bank in active operation is engaged in
a continuous process of lending, creating and receiving
deposits, collecting maturing notes and bills and making
payments, and it derives its profit from discount and in-
terest and incidental charges for its service. It is always
owing a large amount and a large amount is always due to
it, and transactions upon both sides proceed mainly on
credits which are continually offset against each other.
So long as payments to-the bank come in in due order
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payments by the bank are readily made and all goes well;
but if payments should fail to any scrious extent, there
might come a severe demand upon its resources to meet
its own obligations. Then would come the test of its
credit, which may be the support of the credit of thou-
sands of others, and that test would dcpend upon its re-
serve, its available resources, and the conservatism and
skill with which it has been managed. V

Some inkling may be obtained from what has been
said of the extent to which business is carried on by the
use of credit through the instrumentality of the bank, but
it can not be fully understood without considering the use
of checks. This is a modern device of great potency for
transferring credits through deposits in banks and econo-
mizing the use of money in effecting the exchange of com-
modities. A check is simply an order upon a bank from
one of its depositors to pay a certain sum from his deposit
to the order of himself or some one else, and when it is
indorsed by the payee and presented the money will be
paid over. If it is payable to the order of another person
and that person is also a depositor in the bank, instead of
having the check paid, the latter may deposit it as if it were
money and it will be eredited to his account and deducted
from, or “ charged to,” the account of the drawer. In this
case a payment is made between the two customers by a
transfer of credit in the bank and no money passes. Pay-
ments are constantly made in this way.

But the person receiving the check may be a depositor
in another bank, and in that case he deposits it in his own
bank, where it is credited to his account and this second
bank sends it to the first, upon which it is drawn, where
it is “charged,” or “ debited,” to the drawer’s account.
The two banks may have many customers who draw checks
in favor of each other in making payments and receive
checks from each other for payments, and each of whom
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deposits the checks received in his own bank, whether
drawn upon that or the other. The scttlements between
the depositors are made by transfers of credits in the banks
and without the use of money, so long as they have the
necessary funds on deposit, but the banks will have ac-
counts to settle with each other. If one bank receives in a
day more checks in aggregate amount drawn upon the
other bank than the other reccives of checks drawn upon
it, there will be a balance due to it from the other bank.
One day the balance may be in favor of onc and another
day in favor of the other, and they must scttle these
balances between themselves. They may be paid cach day
in money or by transfers of credit between the two banks
until some stated settlement time when a single balance
may be struck.

In a populous community where there are many
banks, this process becomes complicated. Each bank has
many depositors drawing checks upon it which are de-
posited in various other banks by those in whose favor
they are drawn, and it receives upon deposit from its own
customers checks drawn upon various other banks. The
credits and debits are duly made in cach case and the bal-
ance struck every day, and each bank has a balance to set-
tle, or to be settled, with all the others. To some it has
payments to make and from others it has payments to
receive. The sending about of clerks or messengers to
clear up these scttlements becomes an onerous matter, and
this has led to the establishment in every large city of a
central agency called a “ clearing-house.” This agency is
established by an association of the banks, which pay the
expense of conducting it in proportion to the average
volume of their “ clearings.”

While the working of the clearing-house seems com-
plex, it is only an extension and multiplication of the
simple elements of a transfer of credits and settlement of



GENERAL PRINCIPLES AND METHODS IN BANKING 17

balances, such as appears in the casc of two or more
Jepositors in the same bank. The clearing-house is a kind
of bank of hanks. Each bank makes out a list of the
checks of each of the other banks that it has reczived and
credited to its depositors during the day, and sends it the
next morning to the clearing-house. (“lerks and messen-
gers of all the banks meet there with their lists, cach hav-
ing his place or desk in a common room, and by a com-
parison of accounts a balance is struck for each, for or
against it in every case, and these balances are adjusted
against each other for all the banks by the clearing-house
officers, and only a single balance upon the aggregate of all
accounts remains to be settled by each bank with the clear-
ing-house itself. If on the day’s business a bank has re-
ceived and credited to its depositors more in aggregate
amount of the checks of all the other banks than all the
other banks have received of its checks, a balance is due
to it from the clearing-house funds; and if the balance
of the aggregate is the other way, it owes that much to the
clearing-house. By this process, so simple in principle
and so complex in operation on account of the multiplicity
of factors, all the balances between the banks are settled
and reduced to a balance between cach bank and the com-
" mon agency of all. The checks, being mere paper orders
for payment, after having cffected their purpose come
back to the banks upon which they were drawn and are
ultimately returned to those who drew them, as vouchers
for the payments made in their behalf.

It will be readily scen what a volume of business trans-
actions may be effected by this process with comparatively
little use of money, though banks are bound to pay money
whenever it is demanded if it stands to the credit of the
persons calling for it. The system is still further compli-
cated by the relation of banks to each other not only in a
single community, but in different and widely separated
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communities having dealings with each other. For in-
stance, a person living in one city or town and keeping a
deposit there may draw a check upon his bank to make
a payment to a person in another city or town at a distance,
and that person on receiving the check may deposit it in
the bank where he lives; or a man who is at a distance
from the bank in which his account is kept may draw
checks upon it to make payments wherever he happens to
be, and these may be deposited by the recipients in any
bank. This ncceessitates an arrangement between banks
in different cities for adjusting such matters and sending
checks to each other for collection, thus ecxtending the
process of exchange upon mere orders to pay over a wide
area.

This process of using credit through the agency of banks
for effecting mercantile transactions, and for borrowing
and paying on a large scale by a small use of actual money
in settling balances, may extend over a wide area of the
same country and into different countries. It contributes
vastly to the volume of trade that can be continuously
carried on and to the facility and cconomy of its opera-
tions, and thereby it gives a scope to productive industry
of all kinds which it could not otherwise attain. In the
United States in time of industrial and commercial
activity, about ninety-five per cent of all the exchanges
which take place in the interval between the production
and consumption of the commodities by which men live
are accomyplished upon credit and mainly through the
agency of banks.



II1
CREDIT CURRENCY, OR “ PAPER MONEY ”

Tuere is another matter pertaining to the use of eredit,
especially of bank credit, of which it is necessary to have
a clear understanding as a preliminary to what is to fol-
low about the actual operation of hanks at the present day.
We have spoken of moncy, the universal medium of ex-
change, as having in itsclf the value for which it exchanges
in other things, but it may have substitutes or representa-
tives that will serve its purpose more widely than is done
by bank checks, somcthing that will pass from one to
another in making payments without resort to the actual
money until some one seces fit to demand it. Such substi-
tutes form a “ eredit currency,” and in order to serve their
purpose safely must be issued by somncbody, a government
or corporation, or an individual, who is bound to redeem
them in actual money whenever it is demanded, and does
so redeem them. They are in effect promissory notes,
which must be paid on demand or there will be a failure
of credit and a depreciation of value. Confusion of mind
has been produced by calling instruments of credit thus
used “ paper money.” Paper would have to be of a very
precious quality to become money, but it is easily used
to represent credit.

Disputes about what money really is, like most dis-
putes, come from a confusion of the meanings put upon
words. 1Money may be used in its original sense of a
medium of exchange, which is a commodity having its

0



20 THE MODERN BANK

value in its own substance and thereby affording a measure
for the value of other things; or it may be applied to any-
thing used in effecting exchanges; or again, it may be used
as an equivalent of value in any form, as when we say a
man is worth so much money, meaning to include all his
property. These are different senses of the same word, all
proper enough if they are clearly distinguished in its use.

Suppose that at an early stage of industrial develop-
ment a man keeping a market-place, instead of paying
those who bring him the products of their labor in money,
for which they may have no immediate use or which they
may not care to keep on hand, gives them slips of paper con-
taining his promise to pay the money whenever they may
want it on presentation of those slips. These may be
written or printed and bear his signature or any device of
his to identify them as genuine, or they may be on any
cheap material. He may call them * notes,” or * bills,”
or “tokens,” or what you will. They certainly are not
money, but evidences of what he owes and promises to
pay, and they are based upon his credit, or upon trust in
him. He will not merely pay over the money for them
when presented, but will accept them for goods bought of
him instead of money; and when he receives them he may
destroy them or use them again in the same way, or replace
them with new ones. Instead of making one each time to
fit the amount of payment, he may have a lot of them
made of different denominations, corresponding to the
coins in use.

If the man who issues tokens of this kind is widely
known and trusted, if he has ample property and credit,
and if he always accepts them in payments to himself or
redeems them in money whenever it is demanded, these
mere slips of printed or pictured paper bearing his name
and device may be used by the people around in making
payments among themselves, because they know that they
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will command the value they represent so long as the issuer
is able and willing to redeem them on demand. They
thereby become a kind of credit currency or “ paper
money,” and they will circulate as such so far and so long
as the man who has put them out is known and trusted,
though nobody will be bound to take them, and they will
be refused whenever and wherever they are distrusted.
Many a time a device of this kind has been resorted to in
a community of greater or less size in times of scarcity of
actual moncy. It involves in its simplicity the whole
theory and practise of “ paper money,” or credit currency.

But suppose instead of the marketman or store-
keeper, some person of known wealth and integrity, who
makes a business of lending money in the manner described
in the previous chapter, issues his notes to borrowers in-
stead of money. They will be more convenient to use and
just as good for their purpose so long as others will take
them, depending upon the issuer to redeem them in money
whenever they are presented to him and the coin is de-
manded. He will naturally keep a supply of coin on hand
to meet such demands, for the notes will depend upon his
credit for their power to circulate as money, and he must
keep that credit good by prompt payment whenever it is
asked for. Go a step farther, and suppose it to be an
established bank that issues the notes. It may have its
notes finely engraved and signed by its officers, and its
resources and credit may be so large and so widely known
that they will be readily accepted and will circulate all
over the country; but that will not make them money,
though they may be called so. They will be mere promises
of the bank and their value will be representative, not
actual. Their power to purchase and to pay will depend
upon the fact that whenever and by whomsoever they may
be presented at the bank the coin they promise will be
forthcoming. The moment that fails they will begin to
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be refused, their circulation will stop and their value will
vanish, because the value is not in the notes but in the
money they represent. In other words, “ paper money ”
is not real money and will not continue current when the
credit on which it was based is gone.

Issuing circulating notes is but an incident in bank-
ing, whereby banks make what appear like “ cash loans ”
with their credit. Banks which issue such notes have
them secured by available assets, or property in some form;
that is, they keep on Land a certain amount of coin with
which to redeem those presented, a certain amount of
securities that can be readilv converted into coin in case
the demand for redemption should be unusual, and in any
case ample property to mnake them all good. If there were
no danger of failure to meet these obligations at all times
from dishonesty, bad management or misfortune, and no
fear of imitation or counterfeiting of the notes, there
would be no occasion for a legal restriction or regulation
of bank issues; but, in point of fact, they are generally
put under restriction and regulation for the protection of
those who accept the slips of paper and come to regard them
as in effect the same thing as money. Banks arc usually
not permitted to issue circulating notes beyond a certain
proportion of their actual capital, and they are required
to hold a certain reserve of specie for their redemption,
unless they are otherwise securcd by a safe deposit of
negotiable securities. Besides this reserve for the imme-
diate redemption of any notes that may be presented there
must be sufficient security in some form to insure the pay-
ment of all of them, if for any reason such payment should
be demanded or if the bank shonld fail and have to wind
up its business. Whatever may become of other creditors,
holders of its circulating notes must be sure of their pay.

It is not the purpose here to consider different systems
of bank currency but merely to press the point that, while
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we are wont to call bank-notes “ money,” they are really
only substitutes for monecy, owing their power to effect
exchanges, like checks, to the fact that money can be got
for them at any time. They are not usually made a “ legal
tender ” for debts, which mcans that no one is obliged to
take them or go without payment, and when they fail of
redemption they beecome worthless.

But the government may issuc its own notes or prom-
ises to pay and have them circulate as substitutes for coin,
and may even make them a legal tender for the payment
of debts, as has been done in the United States; but to
maintain their value they must be redeemable on demand
and a reserve in coir must be kept for their redemption.
If they are not so redecmable, their purchasing power will
depend upon faith in the govermment’s final payment of
what it has promised, and they will depreciate and flue-
tuate in value, having no solid basis to rest upon. No legal-
tender law or forced cireulation will keep them stable or
on the level with coin. The United States notes are
pertinent to our subjeet beeause they have been for forty
vears a part of the curreney of the country, have been de-
clared a legal tender for all debts, and are treated as “law-
ful money,” or the equivalent of coin, in banking reserves.
Their volume has been unchanged at $346,681,016 for a
quarter of a century, their redemption in gold coin on
demand is pledged DLy the Government, and a fund of
$150,000,000 in gold is held in the United States Treasury
for the purpose. Nevertheless, they are not money, but
notes that are reissued whenever paid, and our monetary
system would be sounder without them, but for banking
purposes they are now money. ,

A form of “paper money ” which is not credit cur
rency consists of gold and silver certificates representing
dollar for dollar coin of those metals actually deposited
in the treasury and always to be had in exchange for them

)
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on demand. These maintain the exact value of the coin
they represent and are in the strict sense substitutes for
actual money, which is safely kept from loss and wear
while they circulate in its place for safety and conve-
nience. These various forms of paper in the Unitéd States
circulate together on an equality and on the level of stand-
ard money, only because that money can always be ob-
tained with them. No matter what is used for money in
effecting the exchange of commodities or making payments
for goods or services, setting value against value, the
standard unit of measurement upon which the whole proc-
ess turns is the commercial worth in the world’s market
of the 23.22 grains of fine gold in the American dollar.



Iv
THE FEDERAI RESERVE SYSTEM

ForMEeRLY the National Banking System was spread
over the whole country, without division of territory or
classification of banks in accordance with eapacity, and
was under the general supervision of the Comptroller of
the Currency at Washington. The association or coopera-
tion of institutions was mostly of a voluntary character,
under more or less of legal control or restraint. Quite
independent of it were the State banks and trust com-
panies working in their own field under laws that varied
in requirements and restrictions in different States.
There was more or less association among these, and be-
tween them and National banks, for a common object,
relating mostly to exchanges between them. This two-
fold system for effecting exchanges and furnishing credit
for the business of the country was loose-jointed, costly in
direction and administration, and subject to great risks
and much loss in operation. Besides, its utility was prac-
tically limited to domestic production, trade and finance,
while international commerce and exchange depended
upon foreign bankers and private banking houses in this
country in association with them. This was a decided
disadvantage to the country in its foreign trade.

The main object of the Federal system, which got into
action near the end of 1914, was to replace this with effect-
ive methods for facilitating both production and trade
within the country and commerce with the rest of the

L1d
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world. The war which had broken out in Europe and
into which we were afterwards drawn, seriously delayed
the development and normal adjustment of the new sys-
tem of natjonal banking. TFortunately, however, it served
a purpose of immense consequence in the financial aid and
support which it brought to the government. It was a
most effective ageney in the achievement of vietory for
civilized and progressive nations. The delay caused by
this conflict leaves much to be done for perfecting the sys-
tem. This will take time and expericence, with conditions
restored to normal; but there is reason to believe that
ultimately it will completely absorb the banking intercsts
of the country in their relation to internal trade and inter-
national commerce.

It will be understood, without going into particulars,
that the division of the country into twelve Federal reserve
districts is not in form or extent a matter of area or pop-
ulation, but of approximate equality in banking capacity
and activity, and has in view tho relation of the distriets
with each other and with the country as a whole in regard
to the actual movement of trade. The banks in each dis-
trict are also arranged in connection with their operations
in three classes which are fairly balanced by the adjust-
ment of number and capacity, the largest being fewest .in
number, the smallest most numerous, and those of medium
capacity balanced in a similar way. Then there is an
approximate equality in the Federal Reserve banks of the
districts in their relation to the whole, while a unifying
authority in dirccting the entire system is centered in the
Federal Reserve Board at the National capital. This has
as a special agent one of the directors of each Reserve
Bank, while those dircctors each year choose a member of
a Federal Advisory Council for consultation with the
Board. This Council is required to have a meeting with
the Board at Washington not less than four times a year
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and may be called to a meeting by the Board whenever
there is special occasion. It is unneccssary to dwell upon
how much the material prosperity and political and social
progress of the country may depend upon the wisdom and
integrity with which the pervading agency for conserving,
exchanging, and finally assigning values is conducted.

Leaving further cons1deratlon of the organization,
direction and supervision of this Federal ]’esmve system
to other authorities, we will now give special attention to
the main features which work important changes in the
practical operations of banks, ncecessitating considerable
modification of what follows in this volume. Certain inci-
dental changes calling for merc mention are permitting
loans on farm lands and other real estate under prescribed
hmltatlons, and allowing small banks in rural districts to
act as insurance agents and brokers for procuring loans
on real estate, but without any gunarantee of results.
There is a separate act of Congress providing for a regular
gystem of loans on farm property having for its main
object the encouragement of agriculture and improvement
in its methods and results. This has nothing to do with
banking operations in the proper sense of the term.

One important achievement is in sccuring elasticity,
as well as facility and safety, in handling the great voluine
of continuous operations in business. The main factor in
which elasticity had long been lacking is what is ordmarlly
spoken of as the “currency” of the country, that is, the
money and the representatives of money used in its place,
in making settlements. This element of clasticity, or easy
expansion and contraction of volume according to require-
ments, is supplied by the Federal Reserve notes, the re-
demption of which rests ultimately upon the government,
though adequate coin reserves must be held by the Reserve
banks, partly maintained in the National Treasury. This
will doubtless in time completely replace, not only the
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national bank bond-secured notes, but those of the govern-
ment itself, resting upon its own credit and a large volume
in gold held silent and inactive in the Treasury. On
adequate security firmly held and kept up in sufficient
volume, it is likely in time to constitute the entire credit
currency. While these are in effect government notes,
issued in each district to its Reserve Bank, they are
labeled as belonging to that bank only. They are made
reccivable by all its members, by those of other Reserve
banks, and by the government for dues to itself; but they
are not made legal tender for other purposes. The cost
of their issue is met by the Reserve Bank receiving them
and the Board is authorized to impose a tax upon them.
Other Reserve banks to which they come in settlement of
balances cannot put them in circulation but must return
them to the one to which they are issued. A reserve of
not less than 40 per cent must be held against the notes
issued and outstanding. Five per cent must be kept up
in gold in the United States Treasury and any part of the
rest may be in the keeping of the Reserve Agent of the dis-
trict. Additional notes may be issued, but only against
deposited gold.

Reserve Holdings

One of the chief changes made in the operating of
banks relates to the holdings of cash reserves against cur-
rent deposits. The practice of promiscuous distribution
of reserves of country banks in those of reserve cities
where they may be profitably used and those of reserve
city banks in central reserve cities where they were also
kept in profitable use, has been entirely corrected. That
practice involved risk and was costly in operation. With
the inelastic currency, it was dangerous in periods when
there was a strong current of transfer from one section to
another, as in the harvest season. The reserve rate has
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now been reduced for country banks to 7 per cent for
demand deposits, or those payable within 30-days, 3 per
cent for time deposits payable after 30 days’ notice, or
10 per cent in all. There is a corresponding reduction to
10 and 3 per cent, or 13 per cent in all, for reserve city
banks and 13 and 3 for those of the three central reserve
cities. DBut all of these reserves must now be kept in the
Federal Reserve banks of the several districts, where they
have to be maintained to the limit, with such surplus as
may be needed for operations among the banks which draw
more or less on the Reserve banks. They form part of the
deposits which the Federal Reserve banks are entitled to
use in their own operations, the ultimate cash reserve
being held by them. The members may keep any surplus
cash they may need or make use of in their own vaults,
but it does not count as reserve against deposits.

The final reserve held by the Reserve banks themselves
against deposits must be maintained by them in cash to
the extent of 35 per cent. On account of their own opera-
tions within their districts and the operations going on
between them in the several districts, they in fact main-
tain a considerable excess of cash above the limit required
as security for their deposits. This gives elasticity and
mobility to the interdistrict operations without the risk of
impairing reserves. The fact that their stock is owned by
member banks and all above 6 per cent cumulative divi-
dends goes to the government precludes any temptation to
restrain the movement of reserves between districts.
There is a provision in the law which permits a reduction
below the limit in any district in case of emergency, but
it is subject to a special tax. The general plan may be
considered in its normal working as altogether advan-
tageous and likely in time to become universal in our
gystem.

It does not prevent State banks or banking institutions
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which are not members of the Federal system or volun-
tarily subject to its rules, from kecping part of their
reserve funds, if they sec fit and the law under which they
are organized permits, as deposits in large city banks
which will pay two per cent or more interest for the use
of them. There is nothing in the Federal law against
any national bank receiving and making use of such de-
posits from other banks, and the practice has been one of
the obstructions to drawing State institutions into its
membership.

The Clearing Process

Quite as important as this change in the use of reserves
as security for deposits, and wider in its application, is
that of exchanging and clearing deposited checks and
drafts, and determining balances in the operating of banks
with each other throughout the country, within districts
and between or among them. The methods, so long in
operation as a voluntary device, of clearing houses, are
not altogether replaced in the complex system of national
and state banks, trust companies and banking houses; but
there are provisions and regulations which, if fully com-
plied with, make it almost universal and may make it
completely so except for the local operations of small banks
in rural communities.

Every Federal Reserve Bank acts as a clearing house
for its distriet, not only for members, but for all banking
institutions which comply with the rules and requirements
of the Board in the matter. These latter are designated as
“ Clearing members.” At the present writing the banking
system of the country has been pretty fully taken in and
it is likely to be completely so for this particular process,
though in large business centers clearing houses may be
kept up as a coperative agency, with other functions for
their own members,
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The new clearing process may be briefly stated. The
Federal Reserve Bank will rceeive checks or matured
drafts drawn upon any of those for which it is acting in
effecting exchange and settlement of balances. It will also
act for these in the casc of checks coming from without the
district to members. Interchanges are made through the
Reserve banks of different districts for getting all checks
to their destination. It is made to apply also to matured
notes and some other forms of paper representing credits
and debits to be offset with balances to settle the differ-
cnces. The plan has been revised since the system was
adopted so as to cover the great volume of operations the
country over, within each Reserve distriet through its
Reserve bank and between the Reserve banks of the differ-
ent districts. Before the end of 1918 not only all the
members but a still larger number of non-members, desig-
nated as clearing members, virtually all the institutions
having more than restricted local operations, were deter-
mining their daily balances and having them settled by
this widespread process, with a wecekly official statement
of results recorded by tho Reserve banks of the several
districts and. reported to the Reserve Board at Washing-
ton, which centralizes the whole process. It does not dis-
pense with clearing houses at important financial centers,
especially the central reserve cities, but they become vir-
tually an agency of the Board in unifying the vast daily
operation and the weekly settlement, so that the whole
process goes on record with the Reserve Board at Wash-
ington every weck.

It will be understood as a general illustration without
going into details, that checks drawn upon banks all over-
the country and sent away for making payments are de-
posited by those receiving them in banks in which they
keep accounts to draw upon for their own payments, and
in each there is a daily accumulation. How are- those
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drawn upon a bank and those deposited in it from wide
areas within its district and from outside of it to be re-
turned and offset with a settlement of balances? It would
be impossible without the clearing house process which
has been perfected through the Reserve banks in the new
system.

There used to be a charge for this in most cases, but
under this system there is none on the part of the Reserve
banks. If a local bank acts for others, as it does in many
cases where the field of operation is distant from the
reserve cities, it may be allowed to make a charge for its
service, but it cannot exceed one-tenth of one per cent of
the amount involved. Most banks in the larger places
make no charge for this service if their depositors main-
tain balances to a prescribed limit. This clearing process
is extended to matured promissory notes, coupons, ac-
cepted drafts, for collection purposes, without any charge
except the limited one where a bank acts as collector for
others; but if an item is finally returned as unpaid there
is an extra charge of fiftecn cents as a deterrent for that
kind of deposit. Besides, credit balances are not included
as part of the reserves in the Reserve Bank until the full
settlement is insured.

A most important factor in this widespread and volu-
minous process of clearing is the gold settlement fund
held under authority of the Reserve Board in the govern-
ment Treasury or a designated sub-Treasury to the credit
of the government. In this each Reserve Bank must main-
tain $1,000,000 in gold and gold certificates, with a suffi-
cient margin above that limit to meet all settlements, This
fund counts as part of their reserves and usually exceeds
all actual requirements. The Reserve Agent at each Re-
serve bank also has charge of gold funds as security for
notes issued to it and other obligations, and this strength-
ens its required reserve. To help in settlements between
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banks and maintain the required rescrve for members,
these may also draw special drafts not exceeding $5,000
upon the Reserve bank and deposit them with ample secur-
ity paper and have these count in reserves. The net result
of this system is that very little cash gold, or its direct rep-
resentative in certificates or actual government notes, has
now to be sent back and forth to elear off balances. That
is accomplished by constant transfers in this scttlement
fund duly recorded on the books. The solid value is there,
but little of it has to be actnally handled, while the vast
swarm of figures is flying about in the books and the final
records.

The Use of Acceplances

The Federal Reserve banks are by no means limited
in their operations in connection with trade, domestic or
foreign, to the activity of members or of others working
through them in the exchange of values and settling bal-
ances. Under rules and regulations of the Reserve Board
they are allowed to buy and secll in the open market at
home or abroad—in dealing with domestic or foreign
banks, firms, corporations, or individuals—* cable trans-
fers and bankers’ acceptances and bills of exchange,” such
as are made eligible for rediscount, “ with or without the
indorsement of a member bank,” and they may buy from
or sell to member banks, with or without indorsement, bills
of cxchange arising out of commercial transactions. This
opens the way for “Federal Reserve banks to develop on a
growing scale the kind of banking operations which have
long prevailed in England, extending in its financial and
commercial relations all over the world.

The use of accepted drafts and bills of exchange not
only lessens the volume of cash in circulation, subject to
‘risks of loss, and the cost of the operations, but strengthens
credit and confidence and is thereby of the greatest eco-
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nomic value. At first the principle was applied only to
transactions in foreign trade, where it was already in
practical use through private banking houses; but by an
amendment of the act it was extended to domestic opera-
tions. It has been largely cxperimental, with rather slow
progress in application; but in the course of time it is
likely to become general, and may finally carry the Fed-
eral system to a complete occupation of the banking field
for one of its most important functions, that of facilitat-
ing and economizing industrial and eommereial activities.

The use of checks and drafts for immediate payments
and scttlement of balances has been made clear; but a
large volume of business is conducted on credit, or pay-
ments at intervals of thirty to ninety days, or in the case
of foreign trade as much as six months. In the use of
what are called trade acceptances, the seller of goods may
draw upon the buyer for the amount to be paid and send
his draft to be accepted and returned, with or without
security, according to the understanding. It may be a
personal matter, but the general practice is to have banks
take charge of it. The buyer may arrange with his bank
to indorse the accepted draft as assurance of payment on
time and the seller may arrange with his bank to accept
this as a basis equivalent to deposits upon which he may
draw. The moderate charges of the banks will slightly
lessen the balance at each end of the line, but the service
is worth more than the cost. With a solid basis of credit
the traders are relieved of care in the matter. The banks
keep accounts, make returns and issue statements keeping
the situation clear for all concerned as a matter of record,
the process going on continually for a body of customers.

In this process of transferring values on credit there
are various forms of security. In some cases, where there
is a strong basis of confidence, it is a matter of actual trust,
but usually, and especially in-transactions between dis-
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tricts, there are documents in one form or another convey-
ing title to the values transferred in the form of products
and merchandise, which may be exacted in case of nced.
Goods themselves may be held in storage and may be sold
if need be to settle accounts. But what we are now inter-
ested in is the banking process under the Federal Reserve
system as it works throughout the country, and there is a
clear distinction to be kept in mind between trade accept-
ances and bank acceptances. The former are in more gen-
cral use in the every-day transactions of domestic trade
within and between Reserve districts, the banks acting as
transfer and settlement agencies for their customers at a
moderate charge. Where they accept the drafts or ex-
change papers and indorse them, they may be rediscounted
by the Reserve Bank in the district in which they are to
become due, and interchanged between distriets through
their Reserve Banks in accordance with rules of the Re-
serve Board, which may require more than one indorse-
ment. There must be ample security assured by member
banks on deposit with the Reserve Bank of the district
where they become due, and these must be maintained in
sufficient cxcess over what is required as reserves against
deposits to be drawn upon.

These trade acceptances, to perform their function to
the greatest advantage, must be adequately secured by the
individual credit of those signing or indorsing them or by
documents sustaining a claim to the values represented.
Then they will be constantly marketable as a means of
settlement through banking agencics, passing from where
there is a surplus over demands to where there is a defi-
ciency. It is plain that a basis of gencral confidence is
necessary to make this means of effecting exchanges en-
tirely successful. Its progress has been rather slow in this
country since the new system was adopted, partly on ac-
count of exceptional conditions in the trade and finance
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of the country, due to the war occurring in Europe while
it was in its early stages. It is to be expected that it will
develop and extend until it serves its purpose as fully as it
has long done in other countries, especially Great Britain,
and on a much larger scale than at present in domestic
exchange. It applics not only to member banks but to
others that comply with requirements, and it should result
in blending our whole banking system, National and State,
as a business agency, greatly lesscning cost in the use of
credit and loss in the use of cash.

More actual confidence is felt in bank acceptances than
in what are called trade acceptances. These are used in
the larger transactions in domestic trade as well as in
forcign commerce and arc likely to help materially in
bringing the banking institutions of the country into a
uniform system, except for mecrely local serviece. Back
of it must be a solid basis of confidence and actual value
in money or the metal from which it is coined to insure
final settlements with the minimum of loss. Such losses
as may be inevitably incurred will be far more than offset
by lessening cost in the great volume of operations.

The nature of this process may be briefly stated.
Within a Reserve distriet it is simple. The seller of goods
on credit of 30 to 90 days may arrange with the buyer to
draw upon the latter’s bank, with which an arrangement
has been made to accept the drafts and pay the amount at
maturity, with a slight deduction for the service. At the
same time the scller may arrange with his own bank to
collect the amount when it comes due, and in the meantime
credit the drawer with it as a deposit. An arrangement is
made between the banks of buyer and seller for carrying
on this process for their own mutual profit and for saving
to their customers. These bank acceptances may be re-
discounted by the Reserve Bank of the district where they
are to fall due, without charge if that drawn upon and
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that accepting are both in its own district. This process
goes on between districts on a much larger scale and the
acceptances pass from one Reserve Bank to another for a
final settlement where ‘they become due. The process of
drawing, accepting, rediscounting and opening and clos-
ing accounts is going on constantly under rules of the
Federal Reserve Board. A closc supervision is cxercised
and an official statement is issued every week as to condi-
tions in each district and the state of balances between
the districts. There may be a limited charge for redis-
counting paper from outside the Rescrve Bank’s district.
Various forms of sceurity may be preseribed or approved,
consisting of papers giving title to values transported,
transferred or in storage. Acceptances may be based upon
interchange of government sccurities, but not upon those
representmg investment in fixed property, as land, build-
ings, or appliances used in connection with them. Neither
can their use be applied to values of a speculative char-
acter traded in on Stock Exchanges. In case of thor-
oughly established eredit on the part of trading and bank-
ing houses, their use may go on without any designation
of material values undergoing exchange, but subject to
limitations and regulations prescribed by the Federal
Reserve Board.

In this country this latter use of the accepted draft is
strictly limited and closely supervised, while in England
it has long been a common practice in domestic as well as
foreign trade. That may be attributed to the limited area
of the Kingdom and the small number of centralized
banks, with many branches and agencies, but it has ex-
tended safely to voluminous transactions throughout the
world. The restricted character of our domestic banks
and the supervision to which they have been subject has
prevented any such development, but it is made possible
under the new system. At first it was allowed onmly in



38 THE MODERN BANK

foreign exchange, but has been exténded to domestic opera-
tions. Still, on account of the twelve districts with their
separate Reserve banks and their numerous members,
there is assumed to be neced of restriction and close super-
vision. On account of its manifest advantages it is no
doubt destined in time to develop and have a general appli-
cation in domestic trade the country over, and in foreign
trade through the strong banks with large capital and
foreign branches, and such agencies as they may now
establish. It only needs a strong basis of credit extending
over the country with gencral confidence assured by ex-
perience. If thdt can be established, it will be of vast
value in strengthening credit and lessening the cost of
industrial, commercial and financial operations on a scale
unequaled by any other nation.

While a most important function of the Reserve banks
is rediscounting accepted drafts and bills of exchange,
they have also the right to deal with these in a general
market, buying and selling them on any scale, subject to
rules of the Board and its supervision. This facilitates
the exchange of values and credit on a growing scale,
enlarging what can be done on a limited basis of actual
money. A new feature that is expected to expand is what
is called “ dollar exchange ” in foreign transactions, that is,
having banks and bankers in foreign countries or depend-
encies, or in dependencies or insular possessions of the
United States, draw on our home banks in dollars, and
qualifying these home banks to accept the drafts or bills of
exchange, instead of having the reckoning in terms of for-
eign money. With the change that has come in balances
between nations, this is expected to contribute largely to
making the American dollar as well as the English pound
sterling a prominent figure in foreign exchange.!

* For a more detailed account of the use of acceptances, see Holds-
worth’s ‘¢ Money and Banking.’’



A%
ORGANIZATION OF A BANK

WE are now sufficiently prepared to understand the
organization and working of the present-day bank, and
an account of the development of modern banking and
of the different systems now in existence will be deferred
until we have traversed that ground. For our purpose it
will be best to adopt for description and illustration a
typical institution belonging to the national system of the
United States and located at its chief financial center.
General principles and methods are the same for all, and
they differ only in the detailed application, according ta
location, volume and character of business, and the ideag
of the men who manage them. It might almost be said
that no two banks are exactly alike in the details of their
internal administration, and it would be confusing to at-
tempt to deal with the variations. A large banking insti-
tution exercising all the functions belonging to such an
establishment will serve to cover the whole ground of ex-
position, and it is only necessary to remember that differ-
ences in detail are simply variations of method for secur-
ing expedition, accuracy, and safety in operations that
have the same general purpose. In describing the organi-
zation of a bank we will confine ourselves to one belonging
to the national system, for, while State laws differ, they
follow in the main the lines of the national banking act
so far as these are applicable. Some of them still have
provisions of their own governing circulation, but as the
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federal tax upon the notes of State and private banks is
prohibitive they have no circulating notes.

There must be at least five persons to join as stock-
holders in forming a banking association under the
National Bank Act, and the first thing they have to do is to
make an application to the Comptroller of the Currency
for the privilege, stating therein the business and financial
standing of each of them, whose character and responsi-
bility must be vouched for by a United States Senator or
Representative or some other “ person of prominence.”
It must also state the name and location of the proposed
bank and the amount of capital it is to have. If the
Comptroller approves of the application he will furnish
the necessary blanks and instructions for ecarrying out its
purpose. Then the persons making the application must
enter into “ articles of asscciation ” preseribed by the law,
in which the title and location of the institution must be
stated, the number of dircctors and the time of the mecet-
ing for their election—or the first directors may be named
in the articles—amount of capital stock and other pro-
visions conforming to the rcquirements of the statute.
This is according to the law, as it stood before the organ-
ization of the Reserve system.

The directors must subscribe severally and collectively
an oath that they will ¢ diligently and honestly administer
the affairs ” of the association and not knowingly violate
the law or willingly permit its violation, and they must as
soon as practicable elect a president and cashier, and elect
or appoint such other officers as may be required. They
must also call in the subseriptions of capital, and as soon
as 50 per cent is paid in there must be a certificate of the
fact signed by the president, cashier, and a majority of
the directors, with a declaration that the provisions of the
law have been complied with. This must be attested on
oath.” All these documents and certificates, for which
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forms are furnished by the Comptroller, must be filed with
that officer, and a deposit of registered Government bonds
must be made with the Treasurer of the United States,
equal to at least one-fourth of the capital of a bank of
which the capital is $150,000 or less, and not less than
$50,000 for those having a larger capital. Circulating
notes may be taken out to the par value of the bonds, but
not exceeding the amount of the capital stock. These will
be supplied by the Comptroller, who. has the plates en-
graved and the notes printed at the expense of the bank.
They must be applied for on a regular form designating
tho number of sheets, which are mostly of four notes each,
of the different denominations required, but not more than
one-third of these can be of the denomination of $5. Other
denominations are $10, $20, $50, $100, $500, and $1,000,
though few are issucd higher than $100. The first order
must be for one-fourth more in total amount than the par
value of the bonds, the cxcess being retained for future
issues to replace worn-out or redeemed notes. It takes
about forty days for the engraving and printing, and no
application is acted upon until all the legal requirements
have been complied with.

The notes are of a common design for each denomina-
tion and all bear on their face the signaturcs of the United
States Treasurer and the Register of the Treasury certify-
ing to the security by deposit of bonds, but those of each
bank have the number of that association engraved upon
them and a letter and numbers stamped in colors indi-
cating the serios and the extent of the issue. When the
notes are received from the Comptroller the promise to pay
to bearer on demand which appears on the face of each
must be signed by the president and cashier before they
are issued. This means that they must be redeemed in
standard money whenever presented for the purpose. The
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taking out of notes is not obligatory, but the minimum
deposit of bonds prescribed must be made in any case.

It will be observed that the issue of national bank
notes in amount has been much affected by the use of the
Fedcral reserve notes.

When all the formalitics havo been observed and the
papers duly filed, the Comptroller will, if all the procecd-
ings meet his approval, issue a certificate authorizing the
institution to begin business, assuming that the proper
facilities have been provided, but he must afterward have
a certificate of the full and final payment on the subscrip-
tions of stock. No certificates of shares can be issued
until full payment has been made. Provision is made for
subsequent increasc or reduction of capital, if authorized
by owners of two-thirds of the stock and approved by the
Comptroller, and of this a formal certificate must be filed.
Provision is also made for the conversion into national
associations of banks organized under State laws, when
authorized by the owners of two-thirds of their capital
stock. In that case there must be articles and certificates
of association and other formalities similar to those ob-
served in an original organization. Charters are limited
to twenty ycars, but may be extended for a like period by
act of Congress. Such extension has been twice made since
the Bank Act was first adopted, namely, in 1882 and in
1902. Each bank must make application to the Comptrol-
ler for the privilege of renewal and get his approval to the
necessary amendment of the articles of association, and
must file the amended articles and a certificate that all
required action has been duly taken, for which the consent
of the owners of two-thirds of the stock is nccessary. The
Comptroller has an examination made, and if all the pro-
ceedings meet his approval he will issue his certificate of
extension. A new series of circulating notes must then be
issued of a different design from the former ones. These
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will be furnished as the old ones are received for redemp-
tion, and at the end of three years “lawful money ” must
be deposited to redeem any that may then rcmain out.

The certificates of stocks which the shareholders re-
ceive as evidence of their ownership are prepared by the
bank according to its own design, and are signed by the
president and cashier, testifying that the persons whose
names appear thercon arc entitled to so many shares of,
tho capital. These certificates arec bound together in a
book from which they can be conveniently extracted and
are numbered in consecutive order. They usnally bear the
statement that the shares ‘are transferable only on the
books of the bank on surrender of certificates, and in
case of transfer a new certificate is issued to the new
holder, and also to the former holder for any number of
shares that he may retain. The lcaves of the stock-book -
have a stub for each certificate, upon which is entered the
number of the certificate, the number of shares, the date
of issue and the namec of the holder. Below this entry
is a receipt to be signed by the holder, but there is a sep-
arato form of receipt to be used if he can not sign this in
person. There is another space upon which any transfer
of all or any part of the shares may be noted, with the date
and the name of the new holder. A stock register is also
kept containing the names of sharcholders, in the order of
their subscriptions and the numbers of their certificates,
their residences, dates of issue, and a note of any transfers,
with their dates. The names of new shareholders are
added to the list of old ones and the numbers of certificates
continue consecutively. Canceled certificates are usually
attached to the stubs to which they belong in the book and
from which they were first detached.

Transfers must be made in person or by authenticated
power of attorney. Most banks have a separate transfer
book with a printed form of assignment to be filled out
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and signed. In this are entered the names of the persons
from and to whom the transfer is made, the number of
the old and new certificates, the number of shares and the
pages of the stock-ledger on which the shareholders’ ac-
counts appear, for such a ledger is kept, recording each
transaction in tho stock. A clear record of the ownership
of the bank and any change therein is thus systematically
kept.

After the organization of a bank, the first duty of the
directors is to clect officers and adopt by-laws governing its
management, framed in striet accordance with the pro-
visions of the law. A form of by-laws is furnished by the
Comptroller, but it is in the nature of a suggestion as to
their essential requirements, and nceds to be strictly fol-
lowed only so far as it embodics those requirements,
details being subject to the discrction of the board. The
by-laws of different banks vary in many particulars and
are determined largely by the volume and complexity of
their business. They preseribe the time and manner of
holding the meetings of stockholders and directors, desig-
nate the officers to be chosen and define their duties,
authorize the committecs of directors and lay down gen-
eral rules for the conduct of business in conformity with
the requirements of law. A scal is adoptied by the diree-
tors, an impression of which is reproduced in the by-laws.
A periodical examination of the affairs of the bank by a
committee appointed for the purpose is provided for.
Assuming that a properly equipped place of business has
been secured, the bank may now be considered as an estab-
lished and “ going” institution.

Its capital may range from $25,000 in a small town
to millions in a large city. The highest limit yet reached
in New York is $25,000,000. The law requires one-tenth
of the net earnings to be .set aside before dividends are
declared, in order to accumulate a surplus, until a fund
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is raised equal to 20 per cent of the capital stock. Many
banks have a surplus far exceeding that proportion and
some have several times their capital stock. Sometimes
in these days a bank starts with a surplus contributed by
the shareholders in proportion to their quota of shares.
This strengthens the position of the bank and gives it
resource against early losses without trenching upon cap-
ital. A part of the capital may be invested in a build-
ing and the cquipment for its business, and these are
included in its assets. It can not invest in real estate
for other uses, but under the Reserve law it may loan to
a limited extent on real estate securities. It may also take
such property in payment for debts incurred in the course
of its business and not otherwise collectable, and may take
mortgages as security for such debts, foreclosing in case
of failure to pay according to their tenor.

Another portion of the capital is invested in the Gov-
ernment bonds required to be deposited with the United
States Treasurer. If circulating notes are taken out in
excess of this amount, additional bonds must be deposited,
so that the entire security shall be equal in par value to
the volume of circulation. The bank reccives the interest
on the bonds and the notes serve the same purpose in mak-
ing loans and payments as would the capital thus invested,
though if the bonds are bought at a premium a larger
amount of capital will be tied up than of notes issued in its
place. Other Government bonds, and securities of other
kinds, may be held merely for the investment of funds for
which at any time there may be no more profitable use.

Banks organized under Statc laws and having no cir-
culating notes are not subject to the requirements and
restrictions imposed upon national banks, unless they com-
ply with the prescribed regulations. For #he other banks
these differ in different States, but as a rule no such min-
imum limit is fixed for capital stock and no deposit of
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securities is required. A reserve to be held against deposit
liabilities is usually prescribed, the common ratio being
15 per cent. Their certificates of organization are filed
with some State authority exercising supervision over
them, analogous in different degrees in different States to

that of the Comptroller of the Currency over national
banks.



VI
PREMISES AND EQUIPMENT

A 1nANK may hire the premises upon which its business
is conducted, in which case the rent will be an item in its
expenses, or it may have a building of its own especially
construeted or adapted for its use, npon which the taxes
will be an item of expense. The premises will be spacious
and elaborate or otherwisce according to its requircments
for room or its resources for display. In the general
arrangement of a large city bank therc is ample space for
customers open to the public and separated from the de-
partments occupied by the working force by a partition,
the upper part of which is usually open or transparent,
frequently of wire lattice. This space is supplied with
desks and stationery for the accommodation of those who
have deposits to make or other business to transact. 1t
may run along the front of the enclosed part or around two
or more sides of it, so as to occupy the exterior area, or the
enclosed part may run along two or more sides of the open
space, leaving it in the interior area. It depends upon con-
venicnce of arrangement and the character of the build-
ing, but in any casc the space occupied for the work of
the bank is divided into compartments, usually by wire
partitions with communicating gates and wickets for the
different departments of the service. These divisions are
arranged with reference to the relation between one de-
partment and another and the need of ready communica-
tion, and are equipped with desks, drawers, cases, etc.,
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adapted specially to the use of their occupants. Those
with which customers have occasion to deal directly have
windows or wickets opening upon ‘the public space, and
over each of these is a designation of the department, or
of the teller or clerk in charge of it. Some departments
with which customers do not deal directly, as that of credit
and that of bookkeeping, may be in a separate room or on
a different floor.

The principal officers may have accessible enclosuros
by themselves, or they may be in scparate rooms or private
offices. The degrees of seclusion or accessibility will de-
pend upon the volume of business and the need of security
from unnccessary intrusion, or upon the disposition of
the officers to be readily seen or not. The eashier is usually
easily accessible, as he is the officer with whom customers
have most occasion to deal. Of the equipment of a bank
it is necessary to speak only in general terms. Its most
important requirement is ample vault and safe accommo-
dation, proof against fire, burglary, or tampering of any
kind. These dlﬂ’er great]y There may be one large
vault of the most approved pattern, accessible through
heavy doors with complicated combination and time locks,
the interior walls containing compartments of various
sizes with their separate locks, for the deposit of cash, of
securities, of documents and papers, of books, ete. ; or there
may be more than one vault for different purposes, and
special safes more conveniently located than the vaults for
constant use. Usually the vault for books and files of
documents is separate from that for cash and valuable
securities. The latter is likely to be secluded in the base-
ment and securely guarded. With all precautions for safe-
keeping a vigilant watch will always be kept by faithful
guardians, especially at night. A ecity bank has usually
more than one watchman and requires a round to be made
at intervals through the night, and has an electrical
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mechanism which registers his visit to the different
stations in response to his pressing the proper button,
marking the hour of each visit. It usually requires more
than one person to open a combination lock, each being
entrusted with a different part of the combination. The
time-lock is an additional safeguard, preventing the opening
of a vault before the hour for which it is set. The combina-
tion numbers are kept in sealed envelopes, to be resorted
to only in case of the failure of the persons entrusted with
them to appear. When the day’s business is done, there
is a general storing away and locking up of the cash, securi-
ties, and other valuables of the bank, including the books
of account.

It is hardly necessary to speak more in detail of the
variety of desks with which the working departments are
provided, adapted to their several uses, or the cabinets,
drawers, pigeon-holes, file-cases, and other appliances, or
of the books and stationery and the many forms and blanks
necessary to facilitate work. The character and use of
these will sufficiently appear as we go along, as will that
of certain mechanical devices for saving labor which have
been introduced in many banks. That the tclegraph, the
telephone, the typewriter, and the letter-press are in com-
mon use as in ofher business establishments need not bs
said.



VII
DIRECTORS AND OFFICERS

Ir the first directors of a national bank are not desig-
nated in the Certificate of Association, they must be
elected at a meeting of shareholders before the organiza-
tion is completed, and thereafter their successors must be
thus chosen at each annual meeting, the time of which is
prescribed in the by-laws. Shareholders have one vote for
each share of stock, and it is the majority of stock and not
of holders that prevails. Voting may be done by proxy,
but no director or officer can legally act as proxy for
others. The directors arc usually among the largest and
most influential of the stockholders and each must own
at least ten shares, and they are presumably chosen for
their business capacity, sound judgment, and a character
and standing that will command confidence. The time of
the stockholders’ meeting and manner of conducting the
election of directors are prescribed in the by-laws, and the
cashier is required to give thirty days’ notice by publi-
cation in a newspaper. At the first meeting a president
and secretary are named, but subsequently the president
of the bank presides and the cashier acts as secretary.
Careful minutes of the proceedings are kept in a “ minute-
book.” The number of directors can not be less than five,
but beyond that it may be prescribed in the articles of as-
sociation, in which a minimum and maximum may be
fixed between which it may be changed by action of the
shareholders or with their approval.

0 .
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At their first regular meeting the directors choose from
their own number a president of the bank, who is also presi-
dent of the board, and a cashier who acts as the secretary
of their meetings and recorder of their action. It is their -
business to shape the policy of the institution and direct
its administration. The frequency of their meetings will
depend upon the volume and character of the business
under their charge and will be prescribed in the by-laws.
They may depute their functions to a certain extent to an
executive committee or a finance committee or to officers,
but they can not avoid the final responsibility for their
proper execution and for a careful supervision of the man-
agement. The use of the funds belonging to the bank and
to its customers is under their control. In a smail country
bank there may not be a directors’ meeting more than once
a month, to which the president makes his reports and
from which he receives confirmation of his action and in-
struction for his future guidance. In a city bank there
may be a weekly meeting and an executive committee to
exercise continuous supervision, but with some large banks
there is a meeting more than once a week, and frequently
more than one committee is appointed.

The directors not only choose the officers of the bank
but appoint all its employees, either directly or by ap-
proval of those sclected by the officers, and see to their
being held under proper bonds proportioned to the im-
portance of their duties and the extent of responsibility
entrusted to them. They may, if they choose, decide who
shall be among the depositors and customers of the bank,
though that is commonly left to the officers, and they
must pass upon loans and investments involving the
use of its funds. In a large bank the negotiations and
bargams, the agreements and actual discounting and loan-
ing in the current day-to-day business, are ordinarily left
to the discretion of the president or the vice-president
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acting for him, to whom the applications are made, but
what they do must be reported to the directors at their
meetings and reccive confirmation and approval. That
is generally given as a matter of course, as the methods
are of their own devising and have their authority, and
the officers are careful to do nothing that is not likely to
be approved. For the expedition of business in a busy
institution the exercise of discretion by officers in the
first instance is nceessary, and it is to be remembered
that borrowers who do not give ample security are usually
depositors of the bank and known to its officers, or men in
active business with money coming in from it, and that
means arc taken to keep constantly informed of their
financial standing and condition. It is only in exceptional
cases that applications for loans will be referred to the
board of directors before being acted upon, or will be
made directly to it. The general division and distribu-
tion of labor within the bank is made by the dircctors and
the methods pursued are preseribed by them, though often
on the advice of officers. They act in a relation of author-
ity over the management and in a fiduciary relation to
both depositors and sharcholders, while the business is
of such a nature and so regulated by law that they are
under a distinct responsibility to some public authority.

The duties of the president and vice-president of a
bank are pretty clearly implied in the description of the
functions of directors. The president presides at their
meetings, reports to them upon the bank’s doings or has
the cashicr do so, and receives directions from them. He
represents their authority and gives it effect, exercising
supervision in their behalf. He is in direct contact with
what is going on, and in the bank he is the final arbiter
for the decision of all matters that need to be carried up
to him. He may go about serutinizing and inquiring to
such extent as he sees fit, to-keep himself in touch with



DIRECTORS AND OFFICERS 53

details as well as familiar with the general state of affairs,
and to him are brought such questions as subordinates,
or the cashier, who is their immediate head, may be unable
to settle or are in doubt about. It is to him that those
come who desire to borrow from the bank or to use its
resources or facilities, and he conducts its gencral deal-
ings subject to the instructions or the approval of the-di-
reetors. But where the business is heavy the bulk of these
duties may be put upon a vice-president, and only matters
of special importance referred to the president.

Most of the daily routine of the president’s office will be
discharged by this deputy, while the superior officer re-
serves himself for consultation regarding larger transac-
tions and settles matters that only he can finally pass upon.
There are many cases in which the president’s signature is
necessary to documents and papers, unless on account of
absence or disability the viee-president is authorized to act
for him in such capacity. ITe must, for instance, sign the
papers, usually in conjunction with the cashier, involved in
organizing the bank, the certificates of stock, the eirculating
notes, and most official reports. There are many papers,
such as contracts, drafts, ete., not requiring the signature
of both president and cashier, that may be signed by either
alone. To the public and in the cye of the law the presi-
dent stands as the head of the bank and the representative
of the authority and responsibility of the board of di-
rectors. The election of a vice-president is not obligatory,
and in some banks the office is dispensed with or is rather
honorary than otherwise. In such cases he is merely one
of the directors who acts for the president in his absence
or in case of his disability, the practical work falling to
the cashier, who in a small country bank often “ runs the
business.” But in a large city bank an “active” vice-
president is one of the busiest men in the place. He re-
ceives callers, listens to applications, answers questions
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and decides many matters of ordinary moment, relieving
the president of the burden of routine duties. In a few
banks there is more than one vice-president.

The cashier of a bank is its chief executive officer and
directs and supervises its internal work. He is necessarily
familiar with all the details of the service and the methods
of business, and is the commanding officer over the force
of tellers, clerks, and other employees. He acts as secre-
tary at the directors’ meetings, verifies reports, certificates
and statements, and signs various documents with the
president, including stock certificates and the circulating
notes. He is responsible for the funds, securities, and all
the valuables of the institution, signs its own checks,
drafts and vouchers, makes its indorsements, attends to
the buying and selling of exchange, receipts for securities
deposited and is responsible for their safe custody, and
may rediscount paper or pledge securities for borrowing
money, but with the knowledge and consent of the di-
rectors. Usually, however, the president or vice-president
who conducts a negotiation involving loan or payment will
sign the checks in such transactions, and most of the in-
dorsing is done by assistants of the cashier. New depos-
itors are referred to him, and he assures himself that
their custom is desirable before admitting them to the
books. It is necessary for him to be at all times con-
versant with the bank’s condition and to. be able to
inform the president or vice-president how it stands in
all departments of its business. He has charge of its
correspondence and accounts, though detailed duties in
connection with these may be deputed to others, who
get his approval and signature when necessary. " A state-
ment is made up for him every day by the general book-
keeper showing how all the important items of busi-
ness stand, as to deposits, loans, receipts and expenses,
cash on hand, etc., so that he may see at a glance the
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relation of assets and liabilities and the state of the cash
reserve. His intimate knowledge is an indispensable
guide in each day’s operations.

It is obvious that the cashier in a large bank is a busy
man and must have a clear head and decisive ways, and
in the increasing extent and complexity of banking opera-
tions it has been found necessary in the larger institutions
to give him one or more assistants. In some there are
several of these, each devoting himself to the immediate
oversight of separate departments of the work under the
cashier’s direction.

Sometimes a bank keeps a legal adviser, who is paid a
salary to look out for the legality of its proceedings, at-
tend to the form of contracts and the validity of docu-
ments and to advise upon many points that are constantly
liable to come up; but, after all, his duties are those of a
lawyer and he can hardly be regarded as a bank officer. In
every large bank there is an auditor, who keeps a close
supervision of accounts and of the vouchers and records
of receipts and expenditures. :



VIII
THE DEPARTMENTS OF A BANK'S WORK

Vartous departments in the work of a bank have becn
incidentally referred to, and it may be well before going
farther to get a general idea of what they are and what
their relation to each other is. Taking them in what seems
to be their logical order, that of the receiving teller comes
first, for, while the main business of a bank is loaning
and investing funds in order to derive a revenue from
them, as well as to make them in the highest degrec useful
to the community, the greater part of what it employs
comes from depositors. This teller, as his title implies,
receives the deposits that come in directly over the counter,
and he occupies one of the most conspicuous of the divisions
of the banking-space with which the public has communi-
cation. He has charge of the funds received until he has
fully accounted for them. Next in order to him comes the
note-teller, who, however, is closely associated with the
collection and corresponding departments and the depart-
ments of discounts and loans. Some of the items which
come to the receiving teller, such as drafts, checks upon
out-of-town banks and such as are not exchanged through
the clearing-house, and coupons, have to be collected.
These, if they are to be collected in the city, go directly
to the note-teller, and after the collections are made the
proceeds are accounted for by him. He also, as his title
implies, receives all payments upon notes whether dis-
counted by the bank or given as evidence of loans in gny
form, or merely presented by a customer for collection.

56
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While other departments have charge of discounts and
loans and out-of-town collections, the final payments pass
through the note-teller’s office and he is responsible for
rendering an accurate account of them. Collateral loan
payments, however, are made to the loan clerk and the
proceeds turned over to the note-teller. Thus next to that
of the receiving teller his department is the important
channel through which receipts come in.

The collection-clerk has charge of those items which
are not payable on demand and credited at once as cash,
but have to be held for maturity, as time drafts and notes.
He kecps charge of these until the time comes for collec-
tion, when they are turned over to the note-teller if pay-
able in the city and to the corresponding clerk if payable
out of town. The latter has charge of a very important
department in connection with the work of collecting, as
he keeps a record of all items to be sent away by mail and
despatches them to their various destinations, whether
they are checks to be paid on demand, which have been
already credited to customers, or “ time items,” as drafts
or notes, turned over by other departments, which are be-
coming payable and have to be collected out of town. In
some banks there is a mail-teller, who receives remittances
that come in from these collections and accounts for them,
but his work is subsidiary to that of the note-teller, and is
blended with it in the final accounting. Where there is
no mail-teller remittances are received by the correspond-
ing clerk and by him turned over to the note-teller. In
some banks, also, there is a separate coupon-clerk who
attends to the collection of interest accruing upon bonds
and represented by coupons, whether included in deposits
or left for collection. Some of these may have to go out
by the note-teller’s messengers and some through the cor-
responding department, but, as in other cases, the proceeds
pass into the former’s receipts to be accounted for.
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Some large city banks have a bond and stock depart-
ment which attends to the buying and selling of securi-
ties for the bank or for its customers, but thls is usually
done through Stock Exchange brokers, the bond and stock
clerk having charge of the details and of the records of the
transactions. A few that deal largely in foreign exchange
have a separate department for that work in charge of a
foreign exchange clerk.

Some of the departments already referred to have a
certain relation to payments as well as receipts, but that
which has direct charge of all the bank’s cash payments
and custody of its cash funds is that of the paying teller.
His position ranks first in importance and responsibility
among those subordinate to the cashier. He is the “ first
teller ” and accounts for all payments and all the cash re-
ceived or paid out. The receiving teller is the second
teller and the note-teller is the third teller. In a large
bank there is also an exchange-teller, who has immediate
chdrge of the checks of the hank received from other banks
through the clearing-house in exchange for their own. In
a smaller bank these exchanges are looked after by the
“ check-clerk,” who attends to all paid or returned checks.

The work of all the departments concerned with either
receiving, collecting, loaning, or paying converge upon the
bookkeeper in who%e department all final accounts of the
bank’s business are systematically kept.

Quite independent of all these is the credit depart-
ment, which every bank that has a numerous clientele and
a large volume of business in discounts and loans main-
tains nowadays as a means of ascertaining, recording, and
keeping in form for ready reference evidences of the finan-
cial condition and standing of its customers.

A few large and busy banks have an Information
Bureau, in charge of a clerk whose main duty it is to
answer questions and to have the oversight of the pass-
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books of depositors when they are in the bank to be bal
anced, receiving them" when presented for that purpose,
seeing that the entries are duly and correctly made and
returning them when called for.

These departments cover in a general way the work
that is constantly going on within the bank under the
direction of the cashier as the executive head. There may
be a chief clerk who under him has supervision of the
clerical foree, giving them general instructions and guid-
ance, and settling points of doubt on matters of detail
about which the cashier need not be troubled. There are
assistant tellers and clerks, messengers, porters, and vari-
ous employees whose number and duties are determined
by the volume, character, and variety of the business of the
particular bank. Though departments may be clearly de-
fined in their main function, they come in contact at many
points and there is much passing to and fro between them.

Considerable change in methods of internal working
is occasioned by the relation of these banks with the
Reserve Bank of their district and under rules of the Fed-
eral Reserve Board, but they have always varied more or
less according to the character and volume of their opera-
tions. The manner of opening accounts is determined in
each institution by the rules of its Board of Directors.



IX
DEPOSITS AND THE RECEIVING TELLER

Howxver abundantly supplied a bank may be with
capital and resources of its own, it relies mainly upon
funds deposited with it by others for the means of carrying
on an cxtensive business in discounts and loans. Once
under way, what determines its capacity for loaning is the
relation of reserve to deposits, and capital and surplus give
assurance of its general ability to meet all obligations.
As a rule, its deposits are several times its capital, while
a considerable part of the latter is otherwise invested.
Though a large line of deposits is desirable, more and
more atténtion is given to their character and the prob-
ability of profit from them. Much service is rendered
in connection with deposits, and, depositors being regarded
as customers in the bank’s business, it is expected that a
reasonable balance will be kept and that those who are
liabie to call for accommodation or become borrowers shall
have a corresponding character and standing in the cowmn-
munity. Ilence a large commercial bank requires some-
thing more than an application for the privilege of mak-
ing deposits and keeps a eareful record of those admitted
to its books. It has become a general practise to keep a
card-index of depositors, arranged in alphabetical order
in a cabinet of drawers. Upon each card is the depositor’s
name and address, and it is ruled in perpendicular
columns for a series of years with a line for each month.
Upon this is kept the average monthly balance to his credit,
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and at the foot of the column the average for the year is
entered. With this may be kept statements regarding the
depositor’s business and character, affording evidence of
his responsibility and his title to credit, but in most large
banks this material is kept separately in a credit depart-
ment. Sometimes upon the balance-card is entered in red
ink the discounts granted to the depositor in each month,
showing their relation to the balance kept. This record is
a guide to the value of the account.

When a person applics for the privilege of becoming
a depositor in a bank that is at all strict in its require-
ments, unless personally well known or introduced and
recommended, he is expected to present letters giving evi-
dence of his character and financial circumstances, and a
blank is filled out, with his name and address, his business
and its Jocation, and references to his sponsors. If his cre-
dentials are satisfactory, his name is entered in the' books
and his account is opened. His signature is taken in one
or more books kept for the purpose, or more commonly
nowadays upon cards that may be pasted in the “ signature
books ” in their alphabetical order. Usually more than
one and sometimes several of these are required, that sig-
natures may be conveniently verified in different depart-
ments of the bank’s work. His account being opened he
receives a “ pass-book ”” in which a running account is kept
for his own guidance, and in this the bank is debited with
every deposit as it is made. It is left from time to time to
be balanced, and then the bank is credited on the opposite
page with the payments that have been made on his checks
and all charges to his account, so as to show the balance that
is still credited to him on the bank’s ledger. To make his
deposit he fills out a blank “slip,” a supply of which is
always conveniently at hand, with the date and his name
properly entered at the top. He enters separately on the
slip the amount of cash and of each check or draft and a
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footing of the total. If he has coupons to deposit, they are
placed in separate envelopes provided for the purpose, their
character and amounts being noted on the outside. Placing
the slip and the funds in the pass-book where the entry is
to be made, he presents this at the receiving teller’s window.

The receiving teller’s qualifications and responsibility
will appear from the character of his work. IIe must count
the money and see that it is good, notice that each check is
properly dated and filled out with the amount in writing
as well as in figures and duly signed and indorsed, and
that the amounts agrece with those noted on the deposit
slip. Little attention is given to signatures if they appear
to be all right, for many of them will be unknown to the
teller, but he is expeeted to scrutinize indorscmnents more
carefully, especially if the deposit is not made by the
customer in person, whose indorsement every check must
bear. If there are checks not drawn to his order and bear-
ing other indorsements, thesc may or may not be known,
but the depositor’s own name is the bank’s only guarantee
that he is entitled to the credit.. If a customer whose ac-
count is a small one and whose known financial responsi-
bility is not high deposits an unusually large check, there
may be some question about receiving it and giving him
credit upon which he can draw before it is positively as-
certained that the check is good, lest, if it should prove
otherwise, he might not be able to make good the amount.
The bank is merely put upon its inquiry and the teller
has to exercise caution. Ie may question the depositor,
or the check may be referred to an officer before actual
credit is given, and the bank upon which it is drawn may
be communicated with. Such precautions are likely to be
taken, especially when there is a previous indorsement
about which nothing is known. There is another case in
which care is taken about indorsements. Sometimes joint
accounts are opened in the name of two persons, either of
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whom is entitled to deposit to it and draw upon it, and
checks drawn payable to the order of one may be indorsed
by the other, if it is so stipulated.

"The receiving teller, finding the funds offered to be in
all respects acceptable and to correspond with the deposit
slip, distributes the money and checks in compartments
of his drawer, keeping the denominations of the former
separate for convenience and legal tenders apart from
bank-notes, writes the total upon a book before him with
the name of the depositor and enters it upon the debit page
of the pass-book, with the date and his own initial, puts
the deposit slip upon a spindle, returns the pass-book to
the customer and is ready for the next in line. It should,
perhaps, be explained that the pass-book, representing the
depositor’s side of the transaction, contains the bank’s
account with him, not his account with the bank, so that
the sums deposited being due to him arec entered as debits
of the bank. The entries in the teller’s ¢ deposit book ” may
be made as the deposits are received, or they may be made
afterward from the slips by himself or an assistant, but
the record must be carefully kept. The slips afterward
go to the bookkeepers for the entry of credits in the
ledgers, the money is passed over to the paying teller in
the course of the day or after the close of banking hours,
with a proper exchange of vouchers, and the checks and
other items that are to be collected or paid take different
courses which we shall have occasion to trace hereafter.

Just here let us consider what may be deposited and
immediately credited besides actual cash. There may be
checks drawn by other depositors.on this same bank,
checks upon other banks which are members of the same
clearing-house, checks upon banks or trust companies which
are not members but make exchanges through some bank
that is a member, checks or drafts upon banks, trust com-
panies or other concerns from which direct collection will
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have to be made, sight drafts upon individuals or business
houses in town, checks upon banks and drafts upon per-
sons or concerns out of town. There may also be matured
interest coupons, and almost any authenticated item that
is payable or collectable on demand, even including a
matured note payable at a bank, provided a ccrtification
has been obtained at that bank insuring its payment.

It is obvious that while all these are received from
the depositor and credited to his account as if they were
cash, there is much to be done with them before the pro-
ceeds are realized, and the receciving teller must set them
upon their proper course and give a strict account of their
passage through his hands. The money, properly classified
by kind and denominations, gocs to the paying teller and
is charged to him and receipted for. The checks upon his
own bank are kept apart to be charged as debits to the
accounts upon which they are drawn; the checks to be ex-
changed through the clearing-house form another lot and
much the largest, and those items that have to be col-
lected in the city are turned over to the note-teller, while
those that are to be collected out of the city go to the cor-
respondence department, the former being called “ city ”
and the latter “ foreign ” collections. The receiving teller
has a case of pigeonholes in which to distribute this ma-
terial preliminary to disposing of it. There is a pigeon-
hole for the checks of each of the clearing-house banks,
arranged in the order of their numbers as members of the
association, and the teller or an assistant must assort the
checks preparatory to listing them for the clearing-house
settlement. '

The receiving teller has a “ rack ” of slips upon which
to enter the several items of his day’s receipts. There is
one for each of the clearing-house banks with its clearing-
house number and its name at the top, followed by
“ from ” and the number and name of his bank, and a
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space for the date. Upon each of these he enters a list
of the checks of the bank whose name and number it bears,
the checks having been distributed to the pigeonholes for
the purpose, and then foots up the total. This gives him
the material for drawing up a list of the aggregates for all
the banks, which he does upon a strip of paper by means
of the arithmometer, or adding-machine. This, as the
reader is doubtless aware, is a mechanism on the principle
of the typewriter and cash register combined, by which
the separate numbers are impressed successivelv on a strip
or a sheet of paper by the use of keys and a lever, and the
aggregate is at the same time so kept that it can be in-
stantly inscribed at the bottom of the column by a double
movement of the lever which is drawn once in entering the
separate items. It makes the listing a rapid process with
one clerk calling off the figures and another operating the
machine. Where there are many checks it may be used
in listing those of a single bank on its separate slip, but
its chief use is in making the list of aggregates for all the
banks and footing it up mechanically. Unless it is out of
order the machine can not make a mistake in adding or in
entering the amounts indicated by the keys struck, but the
operator may cause an error by striking the wrong key.
The extent to which this contrivance is used differs greatly,
but it is commonly employed where long lists of figures are
to be made and footed up.

The clearing-house checks are thus listed as a matter
of record and preparatory to the process of clearing, here-
after to be described. The teller also enters upon one of
his rack-slips all the items turned over to the note-teller
for collection and upon another those sent to the correspond-
ing clerk. e also has a slip for the actual cash, or money,
taken, the kinds and denominations of the money being
noted as well as the total. This cash is made up in packages,
perhaps by an assistant, and labeled with the amounts, for
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the use of the paying teller, but the receiving teller must
keep an account of all that passes through his hands. He
also has a list of the checks drawn upon his own bank,
which can be immediately debited to the accounts upon
which they are drawn and go at once to the bookkeeper’s
department.

A process which is required wherever evidences of re-
ceipt or payment pass through the hands of a teller or clerk
is known as “ proving ” or “ making a proof.” It consists
in setting the items covering a total amount into different
categorles independently and sceing that they agree; and
often “proofs” have to be mado between (llﬁewnt de-
partments serving as a check upon errors.  The recciving
teller keeps two books, a deposit-book and a proof-book.
In the former he makes a rccord of all the deposits
made each day and credited to the depositors. In the
latter he records his proof of each day’s work when it is
completed. This is made by entering on one side the total
of deposits and of receipts from any other source, for he
may receive money sent in by express or turned over for
one cause or another by the first or third teller. Against
his total receipts he scts the amount of clearing-house
checks or ‘exchanges,” checks on his own bank, or
“ debits,” “ foreign items,” and city items turned over for
collection, and “ charges” to first and third tellers, and
the cash or money in hand. This should account for the
whole amount and so balance with it. This process com-
pleted, the recciving teller’s work for the day is done, but
in the morning he will have to attend to making up the
“ exchanges ” for the settlement clerk to take to the clear-
ing-house.

He has upon the left-hand margin of each day’s page
of his proof-book a list of the clecaring-house banks in the
order of their numbers as members of the association, and
against each has been entered the amount of its debit
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to this bank for the day, represented by its checks. Each
check is stamped upon the back with a receipt-stamp,
bearing the number of the bank which has received it and
is now sending it back, the date and the legend “re-
ceived payment through the Clearing-House.” The settle-
ment-sheet, finally made up the next morning, has a
similar list of banks, but the aggregate set against each
includes the checks received by the note-teller as well as
the receiving teller and additions coming by mail in the
morning, or any early deposits that it may be desirable to
put through that day. In some clearing-houses the morn-
ing “additions” appear in a separate column, with a
third column for the aggregate credits of the bank, to be
entered against each of the others. Not all banks have
the practise of including the list of banks and the debit of
each in the proof-book.

Among the depositors of such a bank as we are con-
sidering will be not only individuals, but business firms,
corporations, savings-banks, trust companies and other
financial institutions, out-of-town banks, some of them in

~distant parts of the country, and perhaps the financial
departments of the local or State government, or even the
Treasury of the United States. Sometimes interest is
paid where large balances are kept, but that is a matter
of special arrangement. On ordinary deposits no interest
is allowed by conservative banks, and in many cases the
matter is regulated by a clearing-house rule for banks that
belong to the clearing-house association. The rate is in
that case prescribed together with the minimum balance
upon which it is allowed, but in most places it is left to the
discretion of the banks.

The depositor is now entitled to draw checks upon his
deposit with which to make payments, and these may be
indorsed by the recipient and deposited in the same or
another bank, or presented for payment to the paying
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teller. This statement should be qualified by saying that
in case of a new depositor or one about whom little is
known, the bank may defer honoring drafts upon the ac-
count until the checks included in the deposit are proved
good by being accepted as such by the banks upon which
they are drawn. There is such a thing as “ kiting checks,”
or depositing one drawn by an accommodating friend for
the purpose of immediately drawing cash upon it, when
it may not turn out to be good. If there is any suspicion
of that, the game may be balked by waiting for the de-
posited check to prove itsclf all right before accepting that
drawn against the account. In these days of telephone
communication the kite-string may be easily cut.

The bank will furnish a book of blank checks, as well as
the pass-book, and cach bank has a form of its own more or
less tastefully designed and printed, and books of different
sizes to meet the neceds of its various customers. But any
depositor may have a design of his own, if he likes, and
have his own check-books made with the name of his bank
printed upon cach check with the customary legend of
“pay to the order of.” A check written upon a plain
piece of paper, as an order to pay, will be perfectly good,
if there is no doubt about its genuineness. In the check-
book cach blank check has a stub from which it can be
detached, and upon this there are spaces for entering the
balance, the date, thec number of the check drawn, the
name of the payce, the amount, and the balance remaining.
Upon this the depositor can keep a record for himself by
which to verify the entries in his pass-book. In drawing
checks he should number them consecutively, though that
is not necessary, and be careful to insert the correct date,
write the amount to be drawn plainly, and enter the same
amount in figures and sign in his ordinary handwriting.
Though indorsing with a stamp is.permitted, a signature
must always be hand-written. Many business houses and
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corporations and most banks use a stamp for indorsements.
If the amount written on the face is different from that
entered in figures the former controls. Care should be
taken not to change the date or amount after it is once
written, as doubt will be raised when the check comes to
the bank whether the change has not been made since the
check was drawn and by another than the drawer. This
may be obviated by mnoting the change with signature or
initials, but it is best to draw a new check.

If a check deposited should prove to be a forgery, it is
turned back to the depositor and not credited to his ac-
count. If one should be offered to the paying teller to be
cashed, it will naturally be refused if the person offering
it is unknown or not vouched for. If it should be care-
lessly cashed without evidence of responsibility, it will be
a loss to the bank.



X

THE NOTE—TELLER AND HIS RECEIPTS

Nor all of the receipts of the bank come in the form
of deposits at the receiving teller’s window, and, though
the note-teller has more important relations to other de-
partments, to be considered hereafter, we will give a pass-
ing glance to his share in the receipts, because they take
practically the same course in the interior of the bank
as those of the receiving teller, and it is desirable to fol-
low those which go through the clearing-house without
delay. At the risk of anticipating, and even of repeating
to some extent, the matter can be made clearer by this way
of advancing over the ground. We have already seen that
certain items included in deposits must be turned over to
the note-teller for collection. If there are sight drafts
or checks upon trust companies or upon banks that do not
“clear,” to be collected in the city, he makes a proper
entry of them and sends out messenger or collectors to
collect the several sums. As these are payable on demand
it is presumed that they will be paid without demur, but
if there is a refusal the item is returned, and charged to
the depositor’s account and notice is sent to him with the
dishonored draft or check. Payments may be made in
cash or in checks payable to the bank. If the latter is
the case, it is the rule that the checks must be such as can
be exchanged through the clearing-house, unless drawn
upon the collecting bank itself, but sometimes checks will
be taken that have to go through the process of a second
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collection. Trust companies and banks that do not
“clear ” commonly kecp deposits in banks that do, and
make their payments by drawing upon them.

The proceeds of these city collections come into the
hands of the note-teller, usually designated in the bank as
the “third teller,” and are accounted for in much the
same way as the receipts of the receiving or second teller;
but he is also in receipt of payments upon notes and loans,
and remittances from out-of-town collections come to him
through the correspondence department or the mail-
teller. These payments come mostly in checks, and we
are here concerned not with the business of the depart-
ments which attend to the collection of “time” or of
“foreign ” items, but only with the actual receipts when
payments are made. It is with these that the note-teller
has to do, precisely as the receiving teller has to do with
the funds deposited. ITe reeeives money and checks from
messengers making colleetions for the “ city office,” from
customers paying on account of disconnted notes or loans,
and from collections out of town through the correspond-
ence department, and these he has to account for in sub-
stantially the same way that the reeciving teller has to
account for his receipts direct from depositors. Ie has
in his charge the “ supplementary ” credit and debit books
in which the entries are made of eredits and charges from
his department. The relation of these to the bookkeeping
department will appear more clearly hereafter, but for
the present we are interested in the funds which pass
through the third teller’s hands. There is cash and there
are checks upon his own bank and upon other clearing-
house banks, and there may be other checks or drafts, to
take another turn at collection. Tle makes up his total
receipts and the classified items and prepares a * proof ”
similar in form to that of the second teller. His cash goes
to the first or paying teller, and his checks must be assorted
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and listed upon “ rack ” slips, and he, too, makes up a list
of clearing-house ““ exchanges ”’ to be added to those of the
receiving-teller on the “ scttlement-sheet.”

If the bank has a large number of correspondents and
does a heavy business in out-of-town collection, it may
have a separate mail-teller. In that case the note-teller
deals only with the collections and payments made in the
city, and the mail-teller, or fourth teller, receives the out-
of-town remittances; but when the latter has duly recorded
and accounted for them, the proceeds are turned over to the
note-teller to be included with other entries in his books,
and they enter also into his “ proof ” and upon his clear-
ing-house list. Many of these appear as morning “ addi-
tions,” the regular teller’s lists being made up at night.

Interest coupons have been mentioned as among the
items to be collected. Many banks in a large city which is
a financial center have a separate coupon-clerk to record
these and attend to their distribution for collection, some
going out by the note-teller’s eity messengers and some out
of town through the correspondence department, but the
proceeds enter into the note-teller’s account. Having got
these various items of the bank’s receipts together, in
which checks upon clearing-house banks or institutions
that clear through them figure prominently, we are pre-
pared to follow the intercsting process of  clearing,” and
appreciate how much it signifies in facilitating the ex-
change of values by means of credits and debits.



X1
EXCHANGES THROUGH THE CLEARING-HOUSE !

THE association of banks to support clearing-houses
and for other purposes will be treated in a subsequent
chapter, after we have become more familiar with their
varied functions, but this is an appropriate place in our
progress for describing the process of ¢ clearing,” or ex-
changing the checks which have been received in deposits
and in payments to the bank. As New York is the bank-
ing center of the United States and the clearings there
usually constitute a large proportion of the volume for
the entire country, the description will apply especially to
the method pursued there, but variations upon it in other
cities will be noted afterward. The immediate purpose
is to see how the checks and other “ clearing items” are
disposed of. Besides checks upon banks that are members
of the association or institutions that have the privilege
of clearing through members, drafts payable at clearing-
house banks or even matured notes may be passed through
these exchanges if they have been certified or “ accepted ”
by those banks beforehand as so payable.

It should be noted here that many banks and trust com-
panies which do not belong to the Clearing-House Associa-
tion obtain the privilege under its rules of having their
checks exchanged through members with which they make
arrangements for the purpose, and these checks are treated
precisely as if they were drawn upon the bank which does
the clearing, and it becomes responsible for their payment.

!For variations in this process occasioned by the Federal Re-
serve requirements, see introductory chapter.
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In many cases the institution so situated keeps a regular ac-
count as depositor with the bank acting as its clearing-
agent, and deposits with it the checks it has received, which
then have to be assorted and listed with those of the clear-
ing-bank. In other cases they are assorted at the bank re-
ceiving them and sent in listed by themselves to be included
in the morning “ additions.” Kvery bank in the associa-
tion has to keep a careful record of these non-member
banks and their clearing arrangements so as to include
their checks received among deposits with those of their
clearing-agents in making the cxchanges. In New York
there is a charge of one dollar for every check that has to
be returned as “sent wrong,” though the charge on any
single batch can not be more than five dollars.

When a man draws his check upon his bank it is
simply an order to the bank to make payment on his ac-
count. When the one who receives the check deposits it
in another bank he turns the order to pay over to that
bank and it undertakes to collect the amount from the
first bank, which is assumed to make the payment for its
own depositor and charge it to his account. But as each
bank reccives many checks drawn upon several others, and
each of those others has checks drawn upon it, instead of
making collections all around, each exchanges the checks
it has received drawn upon the others for those they ‘have
received drawn upon it, and only the balances are settled.
By all meeting at the Clearing-Ilouse they can ascertain
the aggregate balance to be paid or received, instead of
dealing with each separately, and the Clearing-House
officers and clerks will attend to receiving the payment of
all balances due, or “ debit balances,” and making pay-
ment of all “ credit balances,” thus reducing to one opera-
tion the settlement for all the banks. This will clearly
appear as we proceed.

We will now start with one of the banks. The hour of
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clearing in New York is ten o’clock and the final settle-
ment-sheet is made up in the morning, to include all the
“ exchanges” of the previous day and any carly “addi-
tions,” so that a single entry may be made of the amount
due from each bank. The sheet has printed upon its left-
hand margin a list of the Clearing-IIouse banks by number
and name in consccutive order, and next to this a column
headed “debits.” In this column is entered against the
name of each bank the amount due from it on its checks
and the other itews that it is bound to pay, and the footing
shows the. total credit of the bank presenting the sheet, or
the total amount due to it from all the other banks. Some
banks use a settlement-sheet with two debit columnns, the
morning “ additions” being separately entered, but the
total will include all the items. A “ credit-ticket” for
this total amount is prepared, to be delivered to the clear-
ing-house manager or his * proof-clerk.” The checks of
each bank are enclosed in a strong envelope with a list of
the amounts of the several checks and the total on the
outside. A small ¢ check-ticket ” accompanies it, bearing
the number and name of the bank to which it is to be de-
livered and those of that making the delivery and the total
sum of the enclosed checks. On the sheet next to the debit
column, already filled and footed up, is a column headed
“ credits,” in which is to be entered at the Clearing-Ilouse
the amount due from this bank to each of the others as it
appears upon their several returns.

When the sheet is ready for the Clearing-House it is
taken in hand by the “ settling-clerk,” who is accompanied
or followed to the Clearing-House by a delivery-clerk. The
latter takes the envelopes, arranged in consecutive order,
beginning from his own number and running through the
list to the end and down to the number again from the
head, unless the bank should chance to be No. 1. The
envelopes are carried in a convenient receptacle, the size
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and form of which are determined by the volume of the
bank’s exchanges.  The delivery-clerk also has the “ eredit-
ticket,” small “ check-tickets,” and a duplicate of the set-
tlement-sheet with the debit entries and a column in which
the elerks of the other banks are to receipt for their several
envelopes when delivered.  The settling-clerk may also
have an assistant, or more than one if necessary, the most
important duty of whom will be reccipting for the en-
velopes to be delivered by the other banks.  Arrived at
the clearing-house, the settling-clerk takes his scat at his
own desk with his assistant, if he has one, at his back, or
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by his side, and his sheet before him.  The delivery-clerk
passes the “ecredit-ticket” of his bank up to the manager’s
clerk in the gallery and takes his place with his bag or
case of envelopes, his duplicate-sheet and his check-tickets,
in the passage in front of the desk of his bank.

Before proceeding further, let us glance at the ar-
rangement of the room from the manager’s gallery at the
end. The manager and his assistant have a narrow desk
in the front of the gallery facing the room, and near by
is the desk of his “ proof-clerk ” with an open book, whose
page for the day, like the scttlement-sheet, has the list of
banks by number and name, and columns for “ debits”
and “ credits.” It has also two columns for balances, one
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for those “ due Clearing-Ilouse,” and one for those “ due
banks.” There is a little endless-chain arrangement by
which the credit-tickets have been sent up by the delivery-
clerks as they come in, and from these the manager’s clerk
enters the credits in the book as he finds them on the
tickets of the different banks and makes his own footing
of the totals. Looking from the gallery to the floor we
see the desks arranged in four rows, each divided from
the next by a latticed wire partition. Bchind each sits a
settling-clerk with his sheet before him and an assistant
at his elbow and, it may be, another standing by. In front
stands a delivery-clerk with his reeeptacle on his arm and
his delivery-sheet in his hand, and if his task is heavy he
too may have an assistant, a messenger or porter from
his bank.

The manager, or his assistant, appears in the gallery
and one minute before the hour of ten strikes a gong.
Everybody is at attention and on the alert. On the hour
the gong sounds again and the lines of delivery-clerks in
the passages along the front of the desks begin to move.
Each clerk moves to the next desk and delivers an envel-
ope, lays down his sheet in front of the clerk sitting there
and drops a check-ticket into a slot in the top of the desk.
The settling-clerk takes the envelope and begins to enter
at once from its outside the credit of the bank from which
it comes, while his assistant puts his initials upon the
duplicate-sheet in token of receipt. Meantime the de-
livery-clerk has placed an envelope on the next desk,
reaches back for his sheet and places that there for his
receipt and drops a check-ticket in the slot. This is going
on all along the four lines of desks and is a continuous
movement of ten or twelve minutes, when each delivery-
clerk is before his own desk again with his receptacle for
envelopes empty, while the settling-clerk has before him
all the envelopes delivered to him by the other banks, and
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either has all their dcbits entered in his credit column or
is still engaged upon the process of entering them. Each
bank has back its own checks from all the others and has
a receipt for them in the line of initials on the delivery-
sheet, and when the scttling-clerk is through making
credit entries from the cnvelopes, these, containing the
bank’s own returned checks, are gathered into the empty
bag and taken to the bank without delay, the * check-
tickets ” being now used to verify the entries.

The scttling-clerk foots up the credits which he has
entered to the several banks and strikes a balance of the
ageregates. If this is a credit balance to his own bank,
it shows the amount due from the Clearing-ITouse. If it
is a debit balance, it shows the amount his bank has to
pay to the Clearing-Ilouse. As soon as he has ascertained
this, he fills out a “ balance-ticket,” entering the amount
received, the amount brought, and the balance, and sends
this up to the manager’s proof-clerk, who is busily entering
all the credits and debits of the several banks and strik-
ing a balance in each case and entering it in the proper
column. The aggregates of his balances should be the
same as those of the scttling-clerks, and the balance for
each bank should correspond to that appearing upon its
ticket; otherwise there is some error to be corrected.
The manager calls off the several balances for verification
and for report to the banks. Forty-five minutes is
allowed for completing the * proof,” and fines arc im-
posed upon the delinquent clerks for any error or delay.
The settling-clerk makes a report to his bank on another
sheet showing all the debits and ecredits, the aggregate and
the balance due to or from it.

The settlement of the balances remains to be effected,
and every bank having a dcbit balance is required to pay in
at the Clearing-House between 12.30 and 1.30 o’clock the
amount thus due from it. Payment must be in cash avail-
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able for reserves, but this includes Clearing-House gold
certificates, and a large part of the settlements are made
with these. Each bank has on actual deposit in the Clear-
ing-House vaults gold coin for which certificates are issued
that can only be used in settling balances between the banks.
The certificates are numbered and dated, and on the face
certify to the deposit of so much United States gold coin
which is payable to the order of the bank making the
deposit on demand of any member of the Clearing-House
on surrendering the certificate indorsed by the bank de-
manding payment. On the back is also the number and
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a space for the date, with the order “ Pay only a Bank, mem-
ber of the New York Clearing-I{ouse Association,” and
notice of a fine for any other use of it. Certificates may also
be issued for gold deposited at the Sub-Treasury and used
in the same way. Government coin-certificates and legal- .
tender notes are also used.

The money paid in is made up in packages according to
denominations and properly labeled, the coin being in bags,
and a receipt is given to each bank, signed by the manager.
In case any bank fails to appear to make its payment, the
banks to which it owes balances must each furnish its quota
of the balance necessary to complete the settlement and
must make their own settlement with the defaulting bank
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afterward. The banks having credit balances are required
to appear at 1.30 o’clock to receive the amounts due. These
are paid over by the manager and receipted for in a book,
and when the process is over every dollar of the money paid
in by the banks owing balances has been paid out to those to
which balances were due. 1t should be mentioned that the
United States Sub-Treasury has the privilege of clearing
through the Clearing-1louse, though not a member, as that
is an accommodation to the banks as well as to itself. Tt
receives bank-checks in payment of various Government
dues, and issues checks in paying interest, premiums, ete.,
which are deposited in banks. 1t is neeessary to have these
exchanged from day to day. When the Sub-Treasury has
a credit balance, it takes that much moncey away from the
banks and locks it up. When it has a debit balance, it
pays out that amount from its surplus funds and it goes
into the banks. A complete and careful record of each
day’s clearings is kept by the manager of the Clearing-
House and his clerks.

The principle and purpose of the clearing process is
the same everywhere and there is no essential difference
in the manner of making the exchanges. The velume of
clearings at New York is usually in cxeess of that for all
the rest of the country. In some of the other clearing-
houses the time of mecting, the detailed methods, and
the mode of settling balances are different from those of
the metropolis. Few, if any, of them have a building of
their own, and some of the smaller ones only rent a room
for their purpose. In a few cases there is more than one
meeting in the day, an early one for exchanging the checks
received the day before, and a later one for additional
items received in the morning or cartified as payable on
the day of the meeting. Any funds to be deposited against
which certificates are issued are kept in a bank or some
other depository. In some cases bank-notes may be in-



EXCHANGES THROUGH THE CLEARING-LOUSE 87

cluded in the funds used in settling balances, and in others
arrangements are made for running accounts between the
banl\s and transfers of balances.

The present purpose being merely to show how the
exchange of checks is madc further consideration of
olcaunn-houses will be deferred to a subsequent chapter.
What should clearly appear at this point is the immense
volume of actual payments that are consummated through
the banks by the use of checks, with no use of money ex-
cept as a small part of their deposits by customers, and
with comparatively little use of it by the banks. It is an
imposing illustration of the extent to which mere orders
to pay accomplish the purpese of currency in cffecting
the interchange of values, bringing the mind back to the
idea that what is virtually effected is a barter of values
on a vast scale. This is true on an enlarged scale under
the Federal Reserve system.!

* See account of clearings in previous chapter.



XII
COLLECTING OUT-OF-TOWN CHECKS !

Tue receipts of the bank in the form of checks are not
yet fully accounted for. Those which are drawn by one
of its own depositors for payment to another and deposited
with it by the other merely effcct transfers between their
accounts, the amount being “ charged,” or debited, to the
account of the drawer and credited to that of the drawee
or second depositor. Those deposited with it which are
drawn upon other banks belonging to the clearing-house
or using its facilities are exchanged through that institu-
tion, as we have just seen. Those drawn upon banks, trust
companies, private bankers, or others in the place where
the bank is situated and not exchanging through the Clear-
ing-House are collected directly by messengers under the
direction of the note-teller, as we had previously seen.
But there are still the checks drawn upon banks in other
nlaces to be accounted for. The practise of making pay-
ments with checks upon banks has so extended and is found
so convenient that little heed is given to distance or to the
trouble that may be involved in making collections.

A man in a western or southern city or in a remote
country town who has a bill to pay in New York does not
hesitate to draw a check upon his local bank and send it
by mail. A man in New York who has a payment to
make in a distant city or town in like manner draws his
check and sends it along, with the feeling that the matter
is settled to all intents and purposes. The same is true be-

*This chapter is in effect a history of methods in vogue for
years before the adoption of the Reserve system. For changes sece

introductory chapter of this volume,
88
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tween all manner of places, near or remote, payments
naturally going most to trading-centers from places tribu-
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tary to them or dealing
with them, but moving
also on diverging lines
from them and on con-
necting lines between
them. There is a vast
network of routes over
which checks are going
to and fro all the time
through the mails; but
the actual payment is
not made when the
check is sent, though it
is left to the banks to
see that it comes to
that. Therecin they per-
form one of their most
troublesome and least
appreciated services. A
man in New York may
receive a check for some
small . payment, drawn
upon a bank in a little
town in Kansas or
Oregon. Ie indorses it
and puts it in his bank
with assurance that it is
all right and gives him-
self no more trouble
about it.

Not so the bank. It
has practically paid the

THROUGH WHOSE HANDS 1T HAS PAssED. depositor by crediting
1 Nothing comparable with this is at all likely under the new

avatam.
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him with the amount of the check, but it must get its
pay from the bank upon which the check was drawn,
which must get its pay by charging it to its own depositor
who drew the check. But the New York bank has no rela-
tion with the remote country bank and it stamps its indorse-
ment on the check with an order to pay a bank with which it
has relations in Chicago or St. Louis, guarantecing pre -
vious indorsements, and sends it along with others for collee-
tion. It gets credit and acknowlul«rment in due time, but
the Chicago or St. Louis bank %tlll has the collection to
make and may have no relation with the bank upon which
- the check is drawn. It has to go through the process of
making the necessary entrics in its own books and sending
the check with its own indorsement to some correspondent
near the remote town. The proeess may be repeated sev-
eral times before the strip of paper reaches its destination,
with its back covered with bank indorsements, and the
payment is actually cffected. The check may be indorsed
“ Pay to the order of any national bank,” or “ any bank or
banker,” and sent to the most convenient point on its way,
with confidence that it will ultimately reach the account
of the drawer, and, if good, the settlement will be made.
If not, it will be sent back protested and charged to the
depositor in New York with the costs of the whole opera-
tion. In any case, the cost of collection is charged back
along the line until it reaches the depositor on whose ac-
count it was incurred.

This case is an extreme one but illustrates the meaning
of collecting “ country checks.” The volume of this busi-
ness of collecting out-of-town checks by a large city bank
is very great, and such banks have correspondents in
different parts of the country through which these and
other “ foreign” collections are made by means of their
correspondence departments. Most of these correspond
ent banks keep regular accounts with a bank in New
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York, and make deposits with it, including the New York
checks they receive, which is equivalent to sending them
to it for collection. ~Similar arrangements are made with
other cities, but New York is the chief center and has con-
nections of the kind with all important banking places in
other parts of the country, and with many smaller places
near by. An account of the methods pursued by a promi-
nent New York bank in making these collections will cover
the whole ground, and suggest the less elaborate ways that
may serve the purposc where business is less voluminous
and complicated.

This bank keeps regular ledger-accounts with its cor-
respondents similar in form and method to those for in-
dividual depositors, but arranged alphabetically by the
names of places, in which they are credited with their
deposits and the sums received from them from time to
time, and charged with payments made on their account.
Diffcrent arrangements are made with correspondent
banks as to remittances and settlements and the terms upon
which the business is done, varying with its character and
volume. The New York bank may act as the reserve
agent for some of these out-of-town banks and may have
considerable deposits belonging to them. Upon some it
may allow interest. It may itself keep a deposit account
with some bank in an important Western or Southern city,
like Chicago or New Orleans, for the convenicnce of its
business. It has an index of its correspondents in card-
catalogue form for convenience of reference, and upon
each card is inscribed the terms of the arrangement it has
with the correspondent. With this may be filed other in-
formation about the out-of-town bank and a memorandum
of the average balance it keeps and the general condition
of its account. The arrangement may involve keeping the
funds collected and making remittances at intervals, with
regular periods of settling accounts, or it may require
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remittances to be made without delay. It depends upon
the amount of the business and the particular relations
established between the banks, but in any case prompt
acknowledgment is expected of all items received for col-
lection. Another alphabetical card-index is frequently
kept of cities and towns arranged by sections of the coun-
try, covering all places where there are banks or where
collections may have to be made, with their proximity to
the more important places noted on the cards. This is to
enable the bank, when any item appears from an obscure
or out-of-the-way place to ascertain at once where that
place is and toswhat city the item should be sent to se-
cure collection with the least delay, for in many cases it is
not sent to a regular correspondent, but to any bank in the
right part of the country.

All these provisions for making “ foreign collections ”
being presumed, we may return to the process of having
them made. This cones within the province of the bank’s
correspondence department, and for the present we are
only concerned with checks that have been deposited,
though they are by no means the only “items” to pass
through this department.

We have scen how the receiving teller disposes of
checks upon his own bank, upon other clearing-banks, and
upen institutions in the eity. Those upon out-of-town
banks which he receives, or which the note-teller may take,
or which may come to the bank in any form of payment,
are turned over to the corresponding-clerk. He makes a
record of thesc in a book kept for the purpose, with names,
dates, amounts, and the names of the banks upon which
they are drawn and the correspondents to which they are
to be sent. Some banks keep this record by a duplicate of
the letters of transmission, which are in the form of a
double sheet, so that two copies are made at once by plac-
ing a carbon-shect between the leaves, one copy being de-
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tached for the mail and the other kept on file. The checks
are assorted and arranged alphabetically by the places to
which they are to be sent and the bank’s indorsement is
stamped on the back of cach. There is a series of stamps
for this use. Checks that arc going to regular corre-
spondents are indorsed “ Pay to such and such 4 bank.”
Others may be indorsed “ Pay to any national bank,” or to
“ any bank or banker,” or the name of the bank to which
it is sent may be written in a blank space. The essential
point is to transfer the order to pay with a guarantee that
previous indorsements are valid. - The stamp bears the
name of the bank and its cashier, who is the real indorser.
Before the checks are sent away, or as soon as they are
despatched, the amounts are charged to the several corre-
gpondents, or collecting banks, under that date in the ledger
kept for the purpose. This is known as the “ collection
ledger,” or sometimes the “ foreign ledger.” The bank
has practically paid these checks and now looks to the
correspondent for its payment.

When the correspondent, or collecting bank, receives
the checks it credits them to the bank from which they
come, sends a letter of acknowledgment, enters the items
in its own books and makes the collections, with others
that it may have to make, in the regnlar way. If any of
them are drawn upon itself, they are debited to the
depositors who drew them. If there is a clearing-house
in the place and any of them are drawn upon other mem-
bers, they go through its exchanges. Where there is no
such exchange they are presented for payment. If they
are drawn upon banks in other places they are forwarded
for collection with a new indorsement. Payments are
thus gathered in until the accounts of original drawers
of all the checks are reached and charged and remittances
are duly made from bank to bank. When these reach New
York they are credited on the ledger to the various corre-
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spondents or collecting banks which were first charged
with the amounts to be collected.

Formerly all this work was done for depositors with-
out charge, but the New York Clearing-1louse Associa-
tion and those in some other ecities have established
charges for colleetion, usually one tenth of one per cent,
but not less than ten cents for any item, and the correspond-
ents may also make charges for collecting beyond their
own jurisdiction. The practise differs in different places
and with banks not subject to Clearing-1Touse rules, but it
may be stated as a general practise that there is a small
charge for collecting  foreign ” checks, which is usually
designated as “ exchange.”  The correspondents remit the
amount of the check reecived less their cxchange
charges, but arc credited with the full amount, the ex-
change being cntered as a separate itemn in the ecredit
column of the ledger opposite the original charge, and the
date of receipt is noted. The exchange is charged up to
the depositors for whom the colleetions are made in the
debit columns of the individual deposit-ledgers before
this settlement is complete. Thus it will be seen that
while the depositor is credited at once with everything that
is accepted at the receiving teller’s window for his account,
there may be a good deal to do before it is reduced to actual
cash that he is entitled to draw out or turn over to others,
thongh while he keeps up his balance he is not troubled
with the details of exchange or collection. Though we
have been especially concerned with the course taken in
colleeting checks, it will be appropriate to note here that
other items received on deposit may be collected through
the correspondence department, such as sight drafts and
coupous payable out of town.

If a “ foreign ” check proves not to be “ good ” when
it reaches the bank upon which it is drawn, that fact is duly
certified by a notary in solemn “protest.” Then it is
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rcturned with the certificate of protest, formally signed and
scaled, to the bank from which it eame and by it to the
depositor, who is charged with the amount of the check
and the protest-fees and postage, and any other costs that
may have been inecurred.

This business of colleetion involves the use of various
forms of letters of transmission and advice and of
acknowledgment, and copics of all of them are kept.
Where duplicates are not made by the carbon process,
press copies are made, and even in printed forms a kind
of ink is used that will give the desired impression.
An improved press-copying machine is in use by some banks
with which the paper is in a continnous web, or roll, and one
letter after another is copied by turning a crank and is
wound up on a reel, from which they are afterward un-
wound by a reverse movement and ent off one by one by
means of an attachment for the purpose, to be filed away.
Many letters have to be written besides those for which there
are regnlar forms, and all these go through the process of
copying and filing for future rveference. On the other
hand, all letters reccived in the course of husiness are
arranged and filed for ready reference in case of need, to
verify or rectify anything that may require it.

The methods that have been deseribed for a New York
bank apply wherever there is a large business in collection,
but there are many variations of dctml in actual practise.
Between smaller places there is a less claborate system, and
the banks keep book-aceounts with each other and make
periodical settlements. Their payments are usually made
by bank-drafts or cashier’s checks upon some bank in a
reserve city, or perhaps in New York, where they have
funds to their credit. Such drafts are always acceptable,
as they arc in demand for exchange upon the cities where
they are payable. Collections to be made in New York
or any reserve city are almost always covered by exchange
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upon those cities. To make the meaning of this more
plain, we will assume that a bank in Boston or in a West-
ern city receives many checks upon New York banks, and
has many demands for drafts for making payments in
New York. It sends the checks for deposit in a New York
bank where it keeps an account and it draws upon its
deposit there by its cwn cashier’s check for remittance to
other banks. This it does whether the remittances are to
be made to New York or elsewhere, for checks upon New
York are everywhere in request, as they can be used to
establish credits in that city to make drafts upon.

This business of receiving and collecting all sorts of
checks from all sorts of places has become an onerous part
of the service of a bank, and is practically in the stage of
the old method of collecting all checks instead of exchang-
ing them through clearing-houses, with the added neces-
sity of using the mails extensively in accomplishing the
work. There has been some agitation for a better system
for making collections outside of the cities from which
they are sent, analogous to that devised for making city
exchanges through the Clearing-HHouse. A tentative plan
has been adopted by which one bank in Long Island City
makes all the collections for New York city banks over
Long Island. The items are sent to it and it distributes
them and receives the remittances, accounting to the banks
from which the items come. In Boston a branch of the
Clearing-House called the “ foreign department ” has been
established for collections throughout New England. It
is similar in principle to the old Suffolk bank system for
exchanging and redeeming bank-notes. All items are sent
to this agency from the banks and there they are credited
to the several banks sending them in, classified, recorded,
and transmitted to the various banks from which col-
lections are to be made, and from them the remittances
are received the next day or within a day or two, accord-
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ing to the time required for the mail service. These are
charged to the banks to which they are due and turned
over to them. The business is thus concentrated and sim-
plified and much trouble is saved to the individual banks,
which pay their several quotas of the expense in propor-
tion to the volume of their transactions with the ¢ foreign
department ” of the Clearing-House.!

!This is largely a matter of history and a good deal of change
has been wrought under the Reserve system, as will be seen by
reference to the introductory chapter.



THE PAYING TELLER AND THE BANK’S CASH

We have dealt thus far with the taking in of funds
by the bank in the form of deposits and the methods em-
ployed for realizing upon those which are not cash, but
orders upon other banks or upon persons. In this latter
process we have been compelled to treat incidentally of a
considerable part of the payments of the bank at the same
time, for in exchanging checks through the Clearing-ITouse
it is in reality paying those drawn upon itsclf as well as
collecting those drawn upon the other banks. While only
balances are settled, what is really effected by the exchange
is payment and receipt on a vast volume of orders passing
between the banks. It is no less payment and receipt
because it is accomplished by transfers of credit, for
this credit represents actual values in some form outside
of the banks, and these values in property, commodities,
etc., are what is in reality transferred and exchanged. If
we could follow a strictly logical order the next step after
describing the receipt of funds by the bank in deposits
would be to account for the use of these funds while in the
keeping of the bank. Making use of them is in fact its
principal business, the object of taking deposits, and the
main source of profit. What it chiefly does is to lend out
funds deposited with it and credited to its depositors. But
the functions of a bank in carrying on its business of ob-
taining funds, loaning them, and repaying, work simul-
taneously and become so intermingled and'interlaced in

98
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their operation that it is impossible to follow them in
strictly logical order.

As we have accounted for a considerable part of the
process of paying back to depositors, or paying to their
order on checks, when deseribing the exchange and balanc-
ing off of these orders, it will be simpler now to account
for the rest in the actual cash payments of the paying
teller. The receiving teller’s department was not taken
up first because it is the most important. The position
of the paying teller is regarded as the most important
and responsible under that of the cashicr. Ile has imme-
diate charge of the cash of the bank. It goes out thronugh
his hands, and there is more risk involved in its gomg out
than in its coming in. Next to the ofticers the paying teller
‘ranks first among the employees, receives the highest
salary, and is placed under the heaviest bonds. His chief
occupation during banking hours is paying out money on
the checks of depositors.

Checks are drawn nowadays for making all kinds of
payments, large and small. Among business men they are
mostly indorsed and deposited by those recciving them
in their own bank, which may be the same one upon which
they are drawn or some other. What effect they have
then and what becomes of them we have already seen.
But they may be presented for payment in money, and
primarily that is what they are for. A check may be made
payable to bearer, and in that case the person presenting
it is entitled to payment without identification or indorse-
ment, and if the signature is genuine the bank assumes
no risk in paying it, though it prefer% to have the name
of the payce on the b‘ic]\ If a check is drawn payable to
the order of So-and-so or to him “ or order,” it must be
indorsed with his name by himself or by somcbody known
to be authorized to sign for him. In case of a partnership
it is understood by whom checks are to be either drawn
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or indorsed. With corporations it is the usual practise
for the treasurer to sign and indorse checks with the
corporate name, followed by his own signature as treas-
urer.

As we have said, the paying teller has immediate
charge of all the cash of the bank. That which is taken in
by the receiving teller 2nd note-teller or comes in at the cor-
respondence department is turned over to him with proper
vouchers during or after banking hours. Whatever is to
be used in the current business of the day and not kept in
the vaults for other purposes or as a reserve is in his im-
mediate control for making cash payments. In the morn-
ing he has a slip upon which is entered all the bank’s cash
duly classified as gold coin, gold treasury certificates, gold
Clearing-House certificates, Sub-Treasury reecipts, silver
coin, silver Treasury certificates, silver Treasury notes,
legal-tender notes, national bank-notes, cte., with the
amounts set against each entry and all footed up. Sepa-
rately there is a statement of the three items of the ¢ re-
serve chest ”—Ilegal-tender notes, Treasury gold certificates,
and Clearing-ITouse gold certificates, showing just how
the reserve stands. This shows the condition of the bank
in the matter of cash at the beginning of business on this
day.

In his drawer, or conveniently at hand, the teller
has the amount of money that he expeets to have occasion
to use during the day, though he may draw from the re-
ceiving teller in case of need. This is distributed in sepa-
rate tills by denominations and kinds of money and in pack-
ages of various sums in the manner that experience has
shown to be most convenient for expegdtious payment. For
“making change” an ingenioug fachine has been in-
vented and is more or less used; called the “ automatie
cashier.” All the fractional coins are arranged in the
interior of the mechanism in such a way that by pressing
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a key corresponding to the exact fraction of a dollar that
he requires the teller brings out that precise sum in coin
and can safely hand it over without counting. The ma-
chine ean make no mistakes. It is a common practise with
banks to make up sums that may be required by a customer
for a special purpose, such as providing for a pay-roll, in
the denominations desired, if notice is received beforchand.
A bank with many women depositors will keep on hand a
supply of new bills for making payments to them, as ladies
are apt to be fond of receiving “clean money.”  Other
customers may be accommodated in a similar way, if they
express the wish, for it is the policy of a well-man: ured bank
to be always obliging. At the hour of opcmn«r which is
usually ten o’clock in the forenoon, the paviag teller is
prepared to pay any checks drawn upon his hank.

He keeps himself as familiar as possible with the state
of the different accounts, but will rely upon his confidence
in well-known customers of high standing. When in
doubt, he will ascertain the condition of ﬂm acconnt from
the balance-ledger, which is always aceessible to him. Ile
is familiar with the appearance of most of the customers
who present their own checks, and that of many others
who are accustomed to present checks on the bank, and
with their indorsements. IIe is able to recognize most of
the signatures, but has one of the signature-hbooks at hand
to verify them in case of doubt. When a stranger pre-
sents a check, identification is required even though there
is no doubt about the signature or indorsement. A check
may have passed through several hands and it is desirable
to know to whom i is paid. If the person presenting the
check is not the original payee, his indorsement is required
as well as personal identification. In these matters the
paying teller is particular, and has to look out for forgeries
or changes in the amount of the check, for when payment
is once made recovery is difficult, and the bank and not
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the depositor will be the loser, unless the latter is a par-
ticipant in fraud.

Frequently a check will be presented not for payment
but for ecertification or acceptance, which is made across
the face in writing or with a stamp, usuallv with the
words “accepted ” or ““ good when properly indorsed,”
the date, and name of the teller. A record is kept of all
certified or accepted chiecks, for the amount is at once
debited to the depositor, and his balanee that can be further
drawn upon is reduced by that mucli. These checks are
entitled to payment in preference to those of later date.
National banks arc forbidden by law to certify for a larger
amount than stands to the eredit of the drawer, but in
practisc the rule is somewhat relaxed in favor of good
and trustworthy customers, and the exeess is treated as
a temporary loan. Outstanding certified checks figure
among the bank’s liabilities. If a check is presented for a
larger amount than the drawer has to his eredit, payment
is refused, but exceptions are also made to that and “ over-
drafts” are sometimes allowed to good customers, but a
record is made of them and notice sent to the drawers to
make their balance good. Overdrafts arc items in the
bank’s “ assets,” as they represent sums due to it.

Tt is hardly necessary to say that a good paying teller
is quick at figures, an expert in handwriting, and an adept
at counting money, for in a busy bank he works with great
rapidity at times, and it is important that he should be
accurate and sure. He will be as ready as the receiving
teller to detect “ bad money ” in case it should come into
his hands or any question should be raised by the person
for whom a check is cashed. Tf a check upon some other
bank is offercd, there is no obligation to pay it, but if the
person offering it is known it may be done as an accom-
modation, and banks usually make a point of being ac-
commodating. But such a check must be turned over to

3
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the receiving teller or note-teller to be exchanged or col-
lected. If drawn on a clearing-house bank it will take its
course through the “exchanges” and be charged to the
bank upon which it is drawn. If it is on a bank that does
not “ clear,” or is out of town, it takes its course to the
departments that deal with such for collection. If it is
an out-of-town check, the regular exchange charge will be
made to the person for whom the check is cashed. Such
checks appear as items in the proof of the teller to whom
they are turned over.

The paying teller has beforec him a book upon which
he enters the amount of each check as it is paid, with the
initials of the drawer, just as the receiving teller enters
his receipts. Ile also makes up a “ proof ” after banking-
hours to test the correctness of his work, and this is entered
in the “first teller's proof-bock.” Payments may have
been made upon cashier’s orders or in cashing checks of
other banks, as well as those upon his own bank, and ad-
ditions may have been made to the morning’s cash by
transfers from the receiving teller. In the proof-book are
entered the aggregate of payments made under different
heads, and this must agree with the footing of the vouchers
representing them, in order to “ prove.” Among the pay-
ments made during the day may be a balance due at the
Clearing-House and the paying teller makes that up as
soon as he receives notice of the ‘ debit balance > and its
amount. On the other hand, there may be a credit
balance ” which comes from the Clearing-House to be added
to the paying teller’s cash.

In some banks a “ Teller’s Settlement-Book ” is kept,
~of which a page is devoted to each day’s work. This

shows the balance at the beginning of the day, the
several amounts received from different sources, as sec-
ond teller, third teller, Clearing-House credit balance, if
any; and the sums paid out on checks, Clearing-House
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debit balance, if any, etc., and the balance remaining,
spread out in a description of the different kinds of
money and the amount of each. Finally, as the teller be-
gan the day with a schedule of the money on hand belong-
ing to the bank, he ends it with another of the same kind.
This not only classifies the cash as gold coin, certificates,
legal-tenders, bank-notes, ete., but gives the amount of
each denomination of the certificates and notes, except
those of national banks. This shows at a glance the state
of the bank’s cash as it is gathered into the vault at night
and furnishes the means of comparison with what it was
in the morning. With most large national banks a sepa-
rate statcment is appended of the items of the “ reserve-
chest,” as this can only include “lawful money,” and it is
desirable to have it stated apart, so that its relation to
deposits may be readily noted. The aggregate of the de-
posits can be ascertained each night from the general baok-
keeper, and the relation of the reserve to it is a matter of
importance. State banks do not make this separate state-
ment of reserve items in their cash schedule, because they
include national bank-notes in thcir reserves.



X1V
HOW PAID CHIECKS ARE DISPOSED OF

Wuex the customer of a bank takes in payment a check
drawn upon another bank and deposits it in his own, the
latter eredits him with the amount and proecceds to col-
leet it from the other bank. Whether this is done by send-
mg it dircetly to the other bank by messenger, by exchang-
ing it through the Clearing-Tlouse, or by sending it out of
town through the couupomlvncc department, it is in sub-
stance simply collecting this payment for the customer.
When the depositor makes a payment by drawing a check
upon his own bank and giving or sending it to the person
to whom payment is to bc m: ulo the bank has to see that
the payment is actually cffcctod out of his deposit, and
duly charged to his account. In fact, it has actually to
pay the check which is simply an order upon it to pay. If
it is presented at the paying teller’s window, it is a simple
matter, and the checks received and cashed there are im-
mediately charged against the depositm’s account. If it
is received in a deposit at the receiving teller’s window, it
is equally simple. The amount is transfenod between the
account of the drawer and that of the payee depositing it,
by being charged to the former and credited to the latter.
The debits are entered from the checks in the first place—
just as the credits arc entered from the deposit-slips.
When the bank gets its checks back from the process of
exchanging throu«rh the Clearing-House it is equally a mat-
ter of paying the checks. They have been paid with checks
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of the various banks in which they have been deposited,
and by the settlement of the balance at the clearing-house.
The bank has made all the payments for its customers and
has now to make the charges to them.

To a clear understanding of this it is necessary to make
a preliminary explanation of the balance-ledger, though
that properly belongs to the bookkeeping department, to
be considered more fully hereafter. In a large bank the
ledgers are divided into several volumes designated by
the initials of the first and last name contained in them,
as the “ A--I' ledger,” the “ G-L ledger,” and so on.
In the balanceledger the numnes of depositors are arranged
alphabetically on the left-hand margin of the left-hand
page, and across two broad pages runs a serics of narrow
double columns for debits and credits, so that successive
dates may be included upon the two leaves as the book lies
open. The purpose of this hook is simply to keep up the
balance of every depositor as promptly and closely as pos-
sible, so that it can be readily ascertained. In the first
half of the double column for the day any debit of that
day is entered opposite the name to which it is to be
charged, and in the other half is centered any credit that
may belong to that day, together with the balance.
Deposits are entered as credits direetly from the slips.
Payments of the bank for the depositor arc entered as
debits from the returned checks, and the balance is kept
up each day, being usually entered in the morning in
advance of new debit and credit items. Where there are
many “ inactive ” accounts, in which entries arc made at
irregular and comparatively long intervals, they are in-
cluded by themselves in a separate set of pages in the
ledgers, and are sometimes designated as “ sundries.”

In a large and active city bank by far the largest
volume of its checks come through the Clearing-House in
the envelopes that were sent in by the other banks. There
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may be thousands of them, representing the payment of
millions of dollars by a single bank in one day. As soon as
these are brought in from the morning’s clearing they are
taken in charge by the “ exchange-teller,” or a check-clerk,
who has a force of assistants. The first thing to be done is
to see if the returns from the other banks are correctly
made, and the checks are not separated from the several
envelopes in which they come until they have been com-
pared and “ ticked off ” on the accompanying list and the
several amounts are ascertained to be correctly stated. If
not correct, the checks with which errors have been made
are laid aside for the purpose of making or allowing re-
clamations. The banks have until three o’clock to adjust
such errors. All the checks are then assorted and divided
according to the division of the ledger and books of entry,
and are arranged in alphabetical order for each. They are
examined onc after another by different clerks as to date
and “ filling ”—that is, to see that the date is not later than
the time of payment and that the amounts as written and
as given in figures correspond. Any possibility of the
amount having been “raised ” is also looked out for. As
fast as this is done they are entered in books with names
and amounts in their proper order, the books correspond-
ing to the volumes of the ledgers. This is for  proving,”
which is done by listing the checks of each page of the
book on the adding-machine and seeing that the totals agree
with the returns from the banks. The books also serve as
a record of the exchanges.

When this is done, or while it is going on, the checks
are taken by the balance-bookkeepers to charge as debits
in their ledgers, and it is part of their duty to see that
they are ¢ good ”—that is, that none is an overdraft of
the balance. They have already entered the ‘home
checks,” or those paid or deposited in the bank itself,
and the necessary examination of these has been made
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by the tellers through whose hands they have passed.
All checks are run over by a “stop-clerk,” to see if pay-
ment has been stopped upon any of them. Ie keeps a list
of checks on which the bank has received notice to stop
payment, and goes through the entire lot each day to find
any to which this applies. There is an examination of
signatures as a safeguard against fraud or forgery. A
competent body of check-clerks will become so expert that
they can pass upon the great mass of checks with rapidity
and certainty. They are not only familiar with the sig-
natures of most of the depositors, but with those of many
of the indorsers. It is the business of the banks taking
the checks on deposit to look out for the latter, but if the
amount drawn is large or there scems to be any irregular-
ity in the indorsement, trouble may be saved by an exer-
cise of caution. Anything that excites suspicion will be
subject to keen scrutiny. In spite of every precaution an
untrustworthy customer may be taken, and the forgery
of names is a crime that the utmost vigilance has not
wholly climinated. There is a practise known as “ kiting
checks ” that has to be looked out for in handling the “ ex-
changes.” A customer not known to be wholly trust-
worthy, or a new depositor, may deposit a large check.
The check may prove not to be good, but before it comes
back from the bank upon which it is drawn the customer
may have taken advantage of the credit to draw on his
own account and get the cash. Where there is suspicion
of anything of the kind, payment will be delayed, if pos-
sible, and a sharp watch kept for the deposited check. The
telephone is serviceable in interfering with this kind of
kite-flying.

After checks have gone through the process of exami-
nation, recording, proving, and posting, they are ready to
be sorted to the names of the depositors and filed away to
be returned to them. Those that have been laid aside for
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any error or irregularity are submitted to the cashier or
his assistant, or to some officer or clerk authorized to de-
cide whether they shall be taken without correction. If
any bank has made an crror in its return, or if a check is
postdated or not good, all those so affected are sent back
and reclamations made for the amount, to be eredited in
the exchanges of the next day, but the elaim must be made
before three o’clock to secure the correetion. An over-
draft may be allowed to pass and the depositor notified to
make his account good at once. In the case of a stopped
check, it is simply not paid and is returned to the drawer.
If when the notice comes it has already been paid, noth-
‘ing can be done unless it has come through the exchanges
on the same day the notice is reccived in time to be- re-
turned to the bank in which it was deposited as “ not
good.”

After the entries have all been made and all ir-
regularities have been cleared up, the paid checks are
finally brought together, and the check-clerks sort them
to the different depositors’ names, cancel those which have
come through the Clearing-House by cutting, and stamp
each on the face with a stamp bearing the name of the
bank and the date, as final evidence of payment. Those
that were received by the paying teller, recciving teller, and
note-teller have already been canceled by them by putting
upon a spindle or file, and each has a different cut, so that
every check bears the evidence of the mode of payment. The
books in which the checks have been entered, those from
the Clearing-House and those taken by the several tellers,
are used by the “ deposit” bookkecpers in making the
postings in their ledgers of individual accounts, though
usually the “home checks,” or those paid in the bank
itself, are posted directly. Those taken by the second and
third tellers have to be credited to those depositing or mak-
ing payments with them, as well as charged to those who
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drew them. It is the next morning when all are finally
sorted away as paid and become “ vouchers” for the pay-
ments,

They are then placed in drawers, those of each depos-
itor having back of them a card or strip of pasteboard with
his name on the edge, which for part of its length projects
above the checks so that the name can be readily seen.
These are arranged alphabetically, and additional checks
can be casily inserted from day to day until such time as
the pass-book may come in to be balanced. When that
happens, the book goes first to the check-clerk, who takes
out the paid checks and other vouchers and enters the
amount of each on the credit-page. If there is a large
number, the checks may be listed on the adding-machine
and only the footing entered in the book, the list being
returned with the canceled checks. The charge-tickets
for any other debits to the depositor, which are credits to
the bank, representing charges for “ exchange ” in collect-
ing out-of-town items or any payments of the bank on the
depositor’s account, have been filed away with the checks
and are included with them as vouchers. Thus prepared,
the pass-book goes to the bookkeeper in charge of the  in-
dividual ledger ” to be verified and ““ proved ” by compari-
son with his entries. The balance being struck, the book
is ready to be called for by the depositor, who receipts
with his signature or initials, on the page where the bal-
ance is stated, for the number and amount of the vouchers
returned.

In some banks, instead of making separate entries
of the paid checks and charge-tickets in the pass-book
or listing them when the book is balanced, a voucher-
list is kept upon which the entries are made when the
checks or tickets are charged up. This is complete when
the pass-book is balanced and is footed up, and accompanies
the book when the total has been entered. In a few large
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banks the practise has been adopted of having an  in-
formation-clerk ” as an intermediary between the depos-
itors and the clerks and bookkeepers who deal directly
with their accounts. IIe has a desk, and a window open
to the public, and it is his business to answer general ques-
tions and give information, but his particular charge is
the pass-books when left to be balanced. Ile receives
them, looks np the cheeks, and sces to the verifieation by
the bookkeepers.  If there are any inquiries or any errors
to be corrected, he attends to these details and has charge
of the books until they are ealled for.  One object is to
relieve the cheek-clerks and bookkeepers of this particular
work and to concentrate responsibility for it. Inciden-
tally it is a preeaution against any possible collusion be-
tween a depositor and those having charge of his account.
When the checks have been returned to those who drew
them, they have final evidence that the payments these
represent have béen made by the bank.



XV
COLLECTION DEPARTMENT

THERE is in most large banks a separate department
for making collections for enstomers upon other items
than those payable on demand. The latter have been al-
ready explained as made at once through the note-teller
in the city and through the corresponding clerk out of
town. But if a customer has a time-draft or a note to be
colleeted, instead of attending to the matter himself, he
may leave the ““ item ” with the collection-clerk of his bank
any time before maturity and have it attended to for him.
If he has much of this kind of collection to be done he
may have a speeial pass-book for it, but ordinarily the
clerk will enter the items in the back part of his deposit
pass-book. Then he will make a eareful record in a col-
lection register. Where there is much of this kind of
business he will keep two registers, one for city and one
for “ foreign ” or out-of-town collections. The items are
consceutively numbered in the books and entries are made
in the City Collections Register of the date upon which
the items are left, the name of the signer of a note or the
person upon whom a draft is drawn, the date when payable,
the name of the person for whom the collection is made,
and the amount. There is also a column for noting the
result, as “ paid and eredited,” * returned unpaid,” etec.
In the Forcign Collections Register besides these there
are entries of the place where payable and the correspond-
ents to whom the items are sent. The clerk also keeps a
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book called a “ tickler,” which has a page for each day, and
the items are entered in this under the date on which they
become payable, so that by looking ahead he can always
tell what notes and drafts are maturing day by day. The
notes and drafts themselves aze kept in a large wallet ar-
ranged in the order of maturing.

On the day before any city item beeomes due, or on
the morning of that day, it is turned over to the note-teller
and he includes it with those sent out by messenger
for collection. Ile reccives the payment as in the
case of demand items, and accounts for it in the same
way, adding it to lis credits to customers -for that day.
Then it is eredited for the first time on the ledgers to the
person for whom it is collected. If it is a “ foreign item,”
it is turned over to the corresponding clerk long enough
before the due date to have it sent to a correspondent for
collection in proper time. Collections are made by the
correspondent, and the manner of remitting and crediting
is substantially the same as in the casc of checks. Foreign
demand drafts are sent to correspondents in the same
manner. The remittances come to the mail-teller, or,
where there is none, to the corresponding elerk, to be turned
over to the note-teller, and then the proper “ eredits ” and
“ charges ” are made upon the books.

Sometimes sight drafts or checks are placed in the
hands of the collcctwn—c]erk instead of going directly to
the note-teller or orresponding clerk, but only when col-
lection is to be made under some special instruction, or
in some exceptional way outside of the ordinary routine.
The collection department is in a way supplementary or
subsidiary to thosc of the note-teller and corresponding
clerk, and covers cases requiring time or speclal methods
to secure payment.

In some banks an important part of the work of this
department is collecting coupons left for the purpose be-
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fore they have matured for payment. In others this is
attended to by a separate coupon-clerk, but in either case
a systematic record is kept of the coupons, with the names-
of those to whom they belong, the bonds from which they
have been dctached, the amounts, the persons, corpora-
tions, or officers from whom, and the places at which the
collections are to be made, and the dates of maturity.
There may be a large accumulation of these, adding mate-
rially to deposits when they are collected. It is no uncom-
mon thing for persons going away for a long absence to
leave their coupons at the bank for months ahead, to be
collected and credited as they mature. The collection is
made through the note-teller, or “ city office,” or through
the correspondence department, according as they may be
payable in town or elsewhere, and the proceceds pass finally
through the note-teller’s account in all cases. It is his busi-
ness to account for all cash receipts that do not come to the
receiving teller.



XVI
DRAFTS AND DOMESTIC EXCHANGE !

PersonaL drafts differ from checks in being drawn by
one person upon another and not upon a bank. A draft
may be an order of one person upon another to pay a third,
or it may be an order to pay the drawer himself. It may
be payable “ at sight,” which means as soon as it is pre-
sented, or it may be payable after a specified number of
days or upon a particular date. In the latter case it is
usually presented for “ acceptance,” and this is indicated
by the person upon whom it is drawn writing across its
face the word “ Accepted,” with date and signature. It is
then commonly called an ““ acceptance.” A person receiv-
ing a draft drawn upon another may present it himself,
but nowadays it is usual to leave it with a bank for col-
lection. If it is a sight draft it may be indorsed and de-
posited like a check, as we have already seen, and if it is
made payable at a bank it may go through the exchanges
like a check after being certified as accepted by the bank.
Otherwise, it will be collected “ by hand.” If itisa “ time-
draft,” it will be left for collection, presented at once for
acceptance by the bank’s messenger, and then kept to be
collected at maturity.

Business men in different places having dealings with
each other make considerable use of this form of draft.
For instance, a merchant in one city may buy and sell in
the same .place some distance away and therefore have
occasion both to make payments there and to collect pay-

1 This is the account of a system long prevailing which is a good
deal modified in operation by that of the Reserve banks in the
several districts. Settlements and balances are largely affected by
the use of the Federal Reserve notes. The reader should note the
effect as indicated in the account of the main changes by the new
law. '
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ments due him. Instead of sending money or a check to a
person whom he owes and having the person who owes
him remit in the same way, he will draw a draft upon
his debtor, ordering him to pay a specified sum to his
creditor, and will send this to the latter, who may collect
the amount or have it done by his bank. The same method
may be used at the other end of the line and betwecen
different places in all directions. The result, where there
are many accounts running, will be continual payments
by transfers between debtors and creditors in the same
place, instead of by sending money or checks back and
forth between different places. These accounts are not
likely to balance between persons or between places, and
there will be balances to settle by checks or by remittances
of money from time to time. Ioth in making the trans-
fers and the remittances banks play the leading part.
Drafts when paid by the persons on whom they are drawn
are retained by them.

Another form of draft largely used is drawn payable
to the order of the person who draws it. Many large
transactions are effected by the use of such drafts. To
tHlustrate, we will suppose that a merchant in New York
or Boston is sending goods to a dealer in Chicago, or any
other distant place. He consigns the goods to his customer
and has a bill of lading made out when they are shipped.
He draws upon his customer for the amount of the bill,
attaches the draft to the bill of lading, and takes it to his
bank. The bank may advance the amount, giving him
credit for it at once and make collection for itself, or more
commonly it will take it for collection and ecredit him
with the proceeds and charge him for “ exchange ” after
the collection is made. The bill of lading gives the bank
title to the goods until they are paid for. It sends the draft
with the bill attached to a bank in the place where the
goods are to be delivered and that bank attends to the
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collection. It presents the draft for payment, and does
not surrender the bill of lading so as to permit the con-
signee to get the merchandise, until the draft is paid. Then
it credits the amount to the Eastern bank, holding it sub-
ject to order, or remits at once less its charge for collection,
according to the tenor of instructions. A time-draft may
be used in securing payments of this kind, if there is
an agrcement to that effect between the parties. In that
case it is presented when received by the distant bank for
“acceptance ” and held for collection until its maturity.
Whether the bill of lading is surrendered on acceptance,
thereby permitting the delivery of the goods, or held until
payment, will depend upon instructions. Time-drafts are
not much used for this purpose, and only those of short
date, unless the merchandise is to be stored and kept for
some time.

The same method is used in collecting payment in the
opposite direction. We will suppose, for instance, that
a man is engaged in shipping grain from Minneapolis or
Duluth to Chieago, and it is to be despatched thence, part
to New York, part to Boston, and part to Philadelphia or
Baltimore, some for the home market and some for export.
He sends a cargo or a train-load to the dealer in Chicago
and draws upon him for payment, turning the draft and
bill of lading over to his bank, which sends it to a bank in
Chicago for collection. Thence the bulk of grain may be
divided, and part retained in the city by the lake and part
sent in different directions to various consignees upon
whom drafts will be drawn. These, with separate bills.of
lading attached, will be placed with a Chicago bank to be
forwarded along the different lines to banks at the points
of destination, and they will see to their collection from
the several consignees before the bills of lading are given
up and the grain is delivered. Parts of this cargo or train-
load may be “ billed through” to the Eastern destination
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instead of going through any transfer at Chicago. In that
case the drafts and bills of lading pertaining to those parts
will be sent dircet from the bank at the starting-point to
that in the Eastern city to which the grain is destined.

Assuming now that a draft has reached New York with
a bill of lading attached for certain car-loads of grain, the
bank receiving it will present it for payment and when it
is paid will give up the bill of lading and eredit the Western
bank with the amount colleceted, which that bank has al-
ready paid to its own customer. Charges for collection,
or “ exchange,” will be duly made by the banks concerned
in the transaction, and these will be met by the recipient
of the money collected.

Supposing this grain or a part of it is for export, there
will be another banking operation in drawing a foreign
bill of exchange upon the consignee abroad and attaching
a new bill of lading to that, which bill of exchange will be
sold to a bank or banking-house. This kind of business
is attended to mostly by private banking concerns having
foreign connections, which will be the subject of a separate
chapter later on, but it has come to be more or less a prac-
tise to ship grain from Chicago or even farther West,
intended for export, on “ through bills of lading” to a
foreign consignee. In that case the intermediate collec-
tions of those concerned in the operation are made on
domestic drafts, and the foreign bills of exchange are
drawn at the port of shipment, the same bill of lading
accompanying the successive drafts and the final bills of
exchange: The through bill of lading chiefly concerns the
business of transportation, and through freight-rates are
made, apportioned by agreement between railroad and
steamship lines. The principle and method are essentially
the same if the shipment is of cattle or provisions from
the West, or of cotton or tobacco from the South, or of
any of the products of the interior to places on the borders
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of the land. It is in this large traffic that drafts of the
kind described are mostly used, and it is an important
service of banks to facilitate this sort.of interchange.

Some of the products consigned to central points of
distribution, East, West, or South, whether intended for
the domestic market or for export, may not be sold or
shipped at once. In that case they are usually stored in
warehouses and negotiable receipts are given for them.
On the security of these, which may transfer title to the
goods by appropriate indorscment, money may be bor-
rowed from banks. This is a matter that belongs to the
subject of loans, to be considered in another chapter, but
it is proper to mention here that it is no uncommon thing
to make arrangement with the bank for borrowing money
on the warchouse-reccipts to pay the drafts and obtain
the bills of lading that represent the original purchase of
the merchandise.

There are other forms of making payments and col-
lections between distant places in which banks play an
important part. Traders in different citics may keep
running accounts with each other and make periodical
settlements. 1f one wishes to send a considerable sum,
we will say from Chicago to New York, he may buy from
his bank what is sometimes called a ‘ bank-draft,” but
what is usually in effect a check of that bank drawn upon
a bank in New York with which it keeps an account. The
Chicago bank very likely has checks and drafts drawn upon
New York which have been deposited with it or left for
collection, and it sends these on for deposit to cover the
draft it has sold to its customer. This is known as selling
New York exchange. Of course a corresponding trans-
action may take place in New York, a bank selling its
draft, or check, on Chicago and sending Chicago checks
and drafts that it has received from customers to cover it.
The same proceeding is going on between all manner of
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places, but drafts upon New York banks or those of some
other financial center are much used in making remittances
between smaller places because these are always in de-
mand. New York exchange especially is used all over
the country, because that is the chief distributing point,
and a great volume of payments is being made to it and
from it all the time. To a less extent and for greater or
larger sections of the country this is truc of other cities,
but there is a convergenee of financial lines upon New
York from the other leading centers and from many sub-
ordinate points, cither dircct or through these other cen-
ters. If the network were visible it would appear like an
intricately tangled web, but payments and receipts are
running smoothly over its lines all the time, though there
may be occasional hitches and breaks.

There are still other ways of transmitting funds and
transferring credits by the instrumentality of banks. Sup-
pose a man in New York wishes to make a direct payment
of cash to a man in Chicago. He nced not send it by mail
or express, but pay it in at his own bank and obtain a
“letter of advice,” addressed by that bank to a bank in
Chicago directing it to pay the money on presentation of
the letter. The New York man sends this “letter of ad-
vice ” to his friend or creditor in the distant city, and he
can go to the bank to which it is directed and obtain the
money, the two banks scttling between themselves. The
small charge for this service is an insurance against loss
of the money in transit and saves the expense of trans-
mittal. No moncy passes between the banks on that par-
ticular transaction, but only a transfer of credits, the bank
making the payment charging it to the bank that received
the money, and the latter crediting it to the former.

Instead of a letter of advice, a certificate of deposit
may be used for a transfer of cash to a distant point. These
instruments will be dealt with farther on, but as they enter
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into domestic exchange it may simply be stated here that
by depositing a certain sum in a bank a person may obtain
a certificate of that fact which will direct its payment to
another person. The other person, if at a distance, will
have no difficulty in getting the certificate cashed, or the
amount credited to him by a bank in the place where he is.
Letters of credit, which will also be spoken of hercafter, are
obtained by paying money to a bank in one place and used
in getting the money from banks or bankers in other places.
All these things are referred to here as entering into the
operations known collectively as “ domestic cxchange.”

In domestic exchange is involved those payments and
collections within the country which are cffected between
places at a grcater or less distance from cach other by
transfers of credits and debits and the offsetting of ac-
counts payable and accounts reccivable through the agency
of banks. There can never be an exact balancing and off-
setting of these accounts, but there must be a frequent
settling of balances in cash, and money must be sent back
and forth to a greater or less extent. It is an important
function of banking to reduce this necessity as much as
possible by extending the utility of credit as a means for
effecting exchange to the utmost limit, for in the use of
credit in place of money there is great economy.?

Out of the varying inequality between credit and debit
accounts and the necessity of settling balances arise what
is known as “rates of exchange.” At Chicago or New
Orleans exchange upon New York may be at par at one
time, at & premium at another time, and at a discount at
yet another. This applies at any centers of business be-
tween which exchange operations go on. Smaller places
make their settlements in or through the larger ones, and
the main transactions go on between a few leading cities,

*This is much affected by the Reserve district system and the
use of Federal Reserve notes,
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with converging lines on New York, because its banking
operations considerably exceed in volume those of all the
rest of the country and are intimately connected with
them. We can best understand this matter of fluctuating
rates of exchange and the actual movement of money in
settling balances by taking up concrete instances.

It will be understood from what has been already said
that credits are being all the time created in banks in one
city on account of banks in other cities and are being con-
tinually drawn upon. Suppose now that importers and
jobbers in New York are sending out large amounts of
merchandise in foreign and domestic manufactured goods
for distribution in the West and South. They are drawing
heavily upon Chicago, Cincinnati, St. Louis, New Orleans,
and other distributing points for payment, having their
own drafts collected or receiving checks and drafts from
their customers and piling up credits in the New York
banks at the expense of those in the other places. For the
sake of simplicity we will concentrate attention upon Chi-
cago. When the balance of traffic is strongly westward and
the larger amount of payments is made in New York, there
will be an accumulation of local credits there and a deple-
tion of those of the Chicago banks. A man in New York
who at such a time has payments to make in Chicago will
have no difficulty in buying the exchange. In fact, there
will be so much offered by competing banks that it will be
at a discount, because the supply exceeds the demand.

How much “ below par” will it go? That depends
upon how much it will cost to bring actual money from
Chicago to New York to pay off some of the balances
rolling up against it and reduce the volume of obligations.
The banks, rather than sell their exchange below the mar-
gin of that cost, will draw the money from their corre-
spondents, forcing the Chicago banks to curtail their loans
and reduce their reserves. At the same time New York
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exchange will be scarce and at a premium in Chicago.
There will not be enough to cover the remittances required,
and when the premium goes to the limit of the cost of send-
ing cash to build up credits to be drawn upon, the cash will
be sent. Suppose the cost of sending money by express
from one city to the other to be fifteen cents per thousand
dollars. Then, when the discount in New York or the
premium in Chicago reaches that limit, the banks will
arrange for the transfer of moncy to the East rather than
have the rate of exchange go any further. Thus it hap-
pens that when the value of merchandise going from the
Atlantic coast to the interior execeds that of the commodi-
ties going to markets of the East, there will be a movement
of currency to New York.

Now take the reverse case. At the beginning of the
autumn, when the great erops of grain begin to be sent from
the West and cotton begins to move from the South, there
is a call for money from those scetions. There are pay-
ments to be made to harvest-hands and to farmers and for
expenses of local transportation, and when the products
begin to be consigned to Eastern dealers heavy drafts are

made upon New York. Exchange upon that place will
become plentiful and fall to a discount. As the funds of
Western banks become depleted and their New York cred-
its heavy, there will be a transfer of actual currency to the
interior to :meet the accumulated obligations there and
reduce the balances so as to keep the rate of exchange
down to the limit of the cost of making this transfer, which
will be equal to express charges and insurance. The mat-
ter is arranged between the banks according to the con-
dition of their accounts with cach other and their mutual
interests, and ordinarily their customers will have nothing
directly to do with sending the money that affects their
individual transactions. They will merely buy exchange
at the ruling rate, as they have occasion, and the rate will
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be practically determined by the action of the banks.
Usually money is sent by express from one bank to another,
but sometimes it is deposited with the United States Sub-
‘Treasury, which will order its payment by the Sub-
Treasury at the other end of the line by telegraph. The
advantage of this lies in the promptness and safety of the
transfer, which can be made immediately. There may be
occasions when that is important.

This movement of money castward at onc scason and
westward at another, or from and to “ the interior,” is of
course not a transmission over any single line, but over
geveral, and it involves distribution locally over many. Its
effect upon the money market has become a familiar sub-
ject of discussion. It appears most conspicuously in New
York during the “ crop-moving scason,” because there and
then it is most concentrated. Tt causes a considerable
withdrawal of funds which banks in the interior have kept
on deposit in New York, and which the latter have nsed
in the loan market. Western banks sometimes loan funds
in New York on their own account through their agents
or brokers, and thése are liable to be withdrawn when there
is use for them at home. The result may be, and usually
is, a stringency in the New York money market. The re-
serves are drawn upon and loans have to be called in, with
the effect of curtailing deposits, and interest rates are ad-
vanced. The effeet is felt not only on the Stock Exchange,
where much borrowed money is used, but in commereial
circles as well. It is even extended to foreign exchange
and the movement of gold, as we shall have occasion to
note when dealing with that subject.

This stringency, produced by the interior movement
of money, may be aggravated by the action of the United
States Treasury in making its collections and disburse-
ments, which never closely correspond in volume and time.
When it is collecting more than it pays out, it draws money
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on balance from the banks and keeps it out of the channels
of circulation. This effect is mitigated, when there is a
large surplus of reccipts, by the deposit of public money
in designated national banks instead of keeping it locked
up in the Sub-Treasury, but customs receipts can not under
the present law be so deposited, and banks receiving public’
deposits have to give security for safe-keeping and repay-
ment by lodging Government bonds with the United States
Treasury, “ and otherwise,” according to the requirements
of the Sccretary of the Treasury. Relief is sometimes
given to the money market not only by increasing these
deposits, but by making extra payments in anticipating in-
terest on Government bonds or buying up some of those
obligations for the sinking fund.

Before the reserve system was established the increased
demand for currency at such times tended to induce the
banks to put more ‘of their notes in circulation, but this
could not be done easily and promptly on account of the
necessity of buying Government bonds to secure the addi-
tional circulation, and the restriction upon its withdrawal
when no longer nceded. Not more than $3,000,000 could
be retired in any one month, and to effect that legal tender
notes had to be deposited with the U. S. Treasury to take
up the bond security. This situation is completely relieved
by the use of the Federal Reserve notes, and domestic
cxchange is consequently greatly facilitated.

The reader will of course understand that in dealing
with the subject in this concrete way, it is intended to
illustrate the principle and working of domestic exchange,
and will see for himself the application in the innumer-
able transactions that are all the time going on not only
between the principal centers in different sections of the
country, but between all manner of places having business
relations with each other. But balances between smaller
places and within narrower limits are mostly settled by
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exchange, or drafts upon financial centers, and the actual
transfers of moncy in considerable amount for final settle-
ments are mado only between these centers. New York is
the main point upon which the lines converge and from
which they diverge in the vast network of banking opera-
tions, though they intersect and spread from numerous
other points of varying importance. Under the modified
system there is a great deal of change in the flow of the
various currents. Instead of stretching widely and some-
what irregularly over the country on various routes, be-
tween Reserve and Central Reserve Cities, they run much
more steadily and with greater promptness and regularity
within the several Reserve districts and from one to an-
other in meeting the requirements for settling balances.



XVII

DISCOUNTS AND COMMERCIAL PAPER 1

WEe come now to the principal business of the bank,
that for which it has resources of its own in capital and
accumulated surplus, and for which it rcceives the funds
of others, making payments and collections for them at
considerable expense. That business is lending money, or,
more strictly, it is lending credit based upon its resources
in money. Few realize how largely, in the modern devel-
opment of production and trade, business is conducted by
borrowing. The most important form of the bank’s lend-
ing is that known as discounting comnereial paper. It is
that which furnishes the largest acconimnodation to the
mercantile community and docs most to facilitate the
operations of trade. As the greater includes the less, the
more complex the simpler, we will deal with this subject
as it appears in the working of a large down-town bank in
New York city, only referring incidentally to variations
from its methods as it mmay seem nceessary to a full under-
standing.

Discounting, as the reader doubtless understands, dif-
fers from ordinary lending on a promissory note in deduct-
ing the intevest, at the rate and for the time agreed upon, at
the beginning of the transaction, instcad of adding it to
the rcpayment at the end. Strictly speaking, banks dis-
count paper only for their own customers, but they buy
the notes of others, and that, as a loaning operation, comes
to the same thing, since they advance the amount of the

1 This chapter should be studied with due reference to the effect
of the Fedcral Reserve system, which in no way changes its funda-
mental character.
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note less their charge for the use of their credit, and collect
at maturity the same as in the other case. Purchased
notes are included in “bills discounted ” in the bank’s
operations. DBut in discounting for a customer he is
credited on his account with the sum advanced, instcad
of receiving the money or a check to be deposited else-
where, and it is partly in that way that dcposits are cre-
ated by loans. They are not only thus created in the bank
making a discount, but when it gives a check for a note
they are created in the bank where that check is deposited.
That in part cxplains why “deposits” and “ loans and
discounts ”” so nearly keep pace with each other in bank
statements, and why in active times they may both be
gseveral times the amount of cash reserve held to meet
accruing liabilities, and largely in excess of capital and
surplus.

One common form of commerecial paper subject to dis-
count is known as “ bills receivable.” A jobber or whole-
sale dealer sells goods on time, taking his customer’s notes
for thirty, sixty, or ninety days in payment. Instead of
waiting for these to mature before getting his money, he
indorses them over to his bank and gets it to discount them.
Thereby he gets the money, less the interest, to his credit
at once, and the bank undertakes to rcimburse itself by
collecting the notes at maturity. Whether such paper will
be taken depends upon the standing and credit of the
parties, for banks seek to reduce the risk of loss as much as
possible, and nowadays inquire closely into credit, as we
shall have occasion to sce a little farther on. The indorse-
ment makes the customer responsible for payment, but the
bank wishes to be satisfied of the responsible character
of the maker as well. The rate of discount is somewhat
affected by the strength of credit represented by the paper.
This form of commercial paper is relatively less common
than formerly, because dealers are less disposed to give
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this kind of credit, and prefer to make a reduction from the
price at which they sell “ for cash.”

But there is an interval between their buying and
selling that makes this class of traders large borrowers
from the banks, even when they do not have bills receiv-
able discounted. Though they may have ample capital, it
pays them when business is thriving to borrow for their
large purchases and to repay from the proceeds of their
smaller sales. Much of their borrowing is done by offer-
ing their own notes for discount. These are known as
“ single-name. paper,” or they may be strengthened by re-
ceiving the indorsement of some other person or firm of
high standing, when they become “ double-name ” or “ in-
dorsed ” paper. The rate may be made lower by a strong
indorsement. Such paper may run for thirty, sixty, or
ninety days, or for four or six months, or even a year.
The rate charged will be affected by the time as well as the
names. Instead of offering his note to his own bank for
discount, a man may sell it to another bank, or more likely
to a note-broker, who may dispose of it to a bank. There
is a large business of this kind done, as it cnables a bor-
rower to distribute his obligations to advantage, and the
brokers serve to bring the demand and supply together. All
this, which is in effect loaning upon commercial paper,
comes within the purview of the bank’s discount depart-
ment. Except in the largest banks there is a single depart-
ment of “loans and discounts,” but we will deal with
discounting as a separate matter under the charge of a
discount-clerk.

When an application is made for a discount the first
thing to be done is to inquire into the advisability of grant-
ing it, a matter which is usually entrusted to the diseretion
of the president or vice-president, subject to the authority
and responsibility of the directors or a committee to which
they have deputed it. One consideration is the condition
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of the bank’s funds and the state of its loan account. A
national bank is not permitted to loan more than ten per
cent of the amount of its capital to any one borrower, and
in a reserve city it must maintain a cash reserve equal to
twenty-five per cent of deposits. Whether or not the appli-
cant is a regular customer, and, if so, the value to the bank
of Lis account, are considered. Preference is given to reg-
ular depositors, with discrimination according to their title
to accommodation from a business point of view. If the
application is from an outside person, the eredit and stand-
ing of the applicant is closely serutinized. We shall refer
to this scrutiny more fully in treating of the credit depart-
ment, but for the present will give attention only to the
manner of negotiating discounts.

If the application is entertained at all it is entered
in an “ offering-book,” with the name of the maker of the
paper and that of the indorser, if any, the due date, the
rate of discount, and the amount. The application is re-
ferred to the credit department, which makes a report con-
taining certain items regarding the applicant’s standing
and credit and the state of his aceount. Then, if approved
by the proper officer, the paper is taken in charge by the
discount-clerk, the credit is entercd to the customer’s ac-
count, or, if it is a purchased note, the bank’s check is given.
The clerk keeps a “ discount-register,” in which all notes
are recorded with consecutive numbers and under the date
of discounting, with entries in separate columns of the
names of makers and indorsers, interest rate, due date,
and amount of loan. A “ tickler,” or book with pages con-
secutively dated, is also kept, in which they are entered
under the date at which they become payable, so that the
distribution of this class of outstanding loans may be
readily ascertained and the time of making collection may
be easily kept in mind from day to day. The notes them-
gelves are carefully put away .in large bank-wallets
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with many compartments, arranged in the order of the
“due dates.” A transcript is made cach day from the
discount-register of the “ bills discounted ” for the use of
the credit-clerk, who keeps a close account of all such
transactions.

When the time of payment is at hand the notes are
taken out and turned over to the note-teller for collection,
with a proper exchange of memoranda. Notice may or
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may not have been sent beforehand to the makers. The
practise differs with different banks, but in any case the
note-teller attends to the collection, if the payment is to
“be made in the city. If the discount has been made for
a regular customer, he is presumed to have prepared for
the payment by keeping up his deposit sufficiently to cover
it, and he draws his check for the amount due, payable to
the order of the bank, and it is charged to his account and
credited to “ bills discounted ”” on the ledgers. If the dis-
count is on a purchased note, payment may be made with
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a check on some other bank or in any regular way. It is
then credited to “bills discounted,” and the payment is
accounted for through the note-teller’s work and charged
in his regular debits, unless collection is to be made out
of town, in which case a “charge” is made to “ collec-
tions.” The transaction is closed when all the bookkeeping
entries have been duly made.

Discounts are made not only to customers and on the
notes of persons, firms, and corporations in the city, but
on notes of out-of-town concerns and “country banks.”
Where the collections are to be made out of town the notes
are turned over to the corresponding clerk instead of the
note-teller, to be sent out for collection, but all bills dis-
counted should be made payable at some bank. With some
discounting banks it is a requircment. It is only when
remittances are made that the matter comes into the hands
of the note-teller, or the mail-teller, who is his auxiliary in
this branch of collecting, and the payments are duly
recorded and accounted for as in other cases.

There is in some of the large New York banks much
discounting for smaller banks in different parts of the
eountry, some of them in remote sections of the West and
South. Direct rediscounting of notes taken by other banks
is a common practise with the great banking institutions
of Europe, and it prevails to a restricted extent in this
country between strong banks in large cities and their
correspondents. In such cases the smaller banks discount
for their customers at a high local rate, and indorse the
notes and have them rediscounted at a lower rate by large
city banks. But it is more common in New York, where
many deposits of conntry banks are kept, to make the ad-
vances directly to the banks on their own “ paper,” taking
the discounted notes that they hold as “ collateral ” and as
evidence that the various sums represented thereby are
due to them upon certain dates.” For instance, a small bank
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in Texas may make advances to planters and dealers in
its section upon their notes with all sorts of security, and
upon the basis of these it may borrow from a New York
bank to help carry its mass of small loans. The New York
bank, if satisfied of its sound condition and ecredit, of which
it requires abundant evidence, will discount its note for
such amount as it requires, recciving payment in the regu-
lar way of such remote transactions when the note ma-
tures. The payment may be made by draft or check based
upon New York exchange. DBy that time the customers
of the distant bank are ready to take up their notes, and
they arc returncd to it on the discharge of its own debt.

Many accounts of this kind arc constantly running be-
tween New York banks and borrowing institutions all over
the country. The latter make their profit on the difference
between their local rates and those of the financial center,
while the abundant funds that accumulate in New York
find part of their employment in all manner of distant
places. This diffuses their credit widely in assisting pro-
duction, industry, and trade, and at the bottom of their
credit are their resources in capital, their general deposits,
their cash rescrve, and their skilful management. The
revenue from discounting commercial paper is derived
from thie excess of the repayments over the advances, less
the cost of conducting this branch of the business.

The practise of Lbuying notes on an option remains to
be noticed. A note-broker or a banking firm offers paper
to a bank upon representations of its credit that appear
satisfactory on their face, and the bank may take it with
the option of returning it on a subsequent date, usually
within a day or two, if not satisfied with its own verifica-
tion of the business credit of the parties. If so satisfied,
the discount is confirmed and takes its course. If not, it
is crossed off and the note is returned to the broker or
banker who offered it, to be taken elsewhere.
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Before leaving this subject a word should be said
about what determines the rate of discount. In a general
way it is the same principle that determines the price of
anything else, the relation between supply and demand, for
the interest on money loaned is the price paid for its use.
It is sometimes spoken of as the “value of money,” but
that is a misnomer. When “money is plenty,” which
practically means when funds available for loans are
abundant, and when, on account of dulness in business
or for any other cause, the demand is light, rates will be
low because banks are competing with cach other for bor-
rowers to keep their funds in use.  When business is active
and money is kept moving in large volume, there may be
a heavy demand for discounts and loans in proportion to
the supply of available funds, and then rates will be high.
In these conditions much will also depend upon the general
state of confidence, which is higher in active than in dull
times, and leads to ready borrowing and the extension of
credit. Though credit plays such a large part in all busi-
ness and banking operations, a solid mass of standard
money must be at the bottom of them, and the expansion
can not go beyond a certain relation to its volume. Conse-
quently the volume of money in circulation and in the
reserves of banks is one factor in determining the rates of
interest, or of discount, which is virtually the same thing.
An ample volume of sound money will contribute to ease
and low rates in the loan market, and a restricted amount
will tend to curtail credits and make rates high.

But in the last analysis the general level of interest
rates, or the price for the use of money, is determined by
the general rate of profit to be derived from the use of
capital in the business of the country. Competition in
_various employments for capital tends to bring this to a
certain level. Where that level is high, owing to the con-
ditions of industry and trade in the country, the rate that
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will be paid for the use of borrowed capital is correspond-
ingly high. Where the profits to be derived from the em-
ployment of capital are moderate or small, interest rates
are correspondingly low. Within the range of the influ-
ences determining what may be called the  general rate ”
or price for the use of money or of credit, differences will
be caused by a variety of circumstances. Banks will
charge more where there is any element of doubt as to the
credit of the borrower or the value of his security. The
extra charge is in the nature of an insurance against pos-
sible loss. The time for which the loan is to run will also
be a factor in determining the rate to be paid for it, though
that does not always work in the same way. When there
is a prospeet of a falling off in the demand and a decline
in the general rate, banks will favor long-time paper and
make some concession on the rate prevailing at the mo-
ment. If there is a prospect of an inereased demand and
an advance in the general rate, they will be -averse to
putting out credit for long terms and will charge more.

A good dsal of effect has been produced upon the vol-
ume and manner of using commercial paper in domestic
commerce, under the Federal Rescrve system especially
‘in the use of doublename paper, the effect of what are
called trade acceptances being cspecially notable. These
apply only to domestic trade. There is a corresponding
deveiopment in the use of bank acceptances. Another
feature that has had important effect, especially upon for-
eign commerce, is the authority of the member banks with
large capital to establish branches and common agencies
at home and abroad. Our banking facilities are coming to
be applied more largely than in time past in foreign ex-
change. The abnormal conditions of the war period have
put off the final development which cannot be accurately
foreseen, but there is certain to be permanent improve-
ment of great importance in foreign trade and domestic

production.
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CREDIT DEPARTMENT

OxE of the most important developments in modern
banking is the establishment of a thorough system of in-
vestigation and record of the credit of those to whom
advances are made on negotiable paper. Where loans arc
made upon salable collateral securities with a fair margin
of value above the amount loaned, this credit is a matter of
less moment. Payment is assured by the power to appro-
priate and sell the securities, but in the case of the dis-
count of commercial paper, or accommodation resting
upon personal or corporate credit, the sole guarantee is
the character, responsibility, and financial resources of the
borrower, and of these a conservative and carcfully man-
aged bank requires the most conclusive evidence. In a
small town, where business reclations are simple, bank
officers may have or may readily obtain sufficient knowl-
edge of the affairs of their customers to need no elaborate
system of inquiry, and the extent to which safeguards are
adopted vary according to the volume and complexity of
the operations in which the bank is engaged and the care
with which it is managed.

What a bank lets out at a certain rate of compensation
is virtually its own credit, not money, but the power to get
money. Its credit it must be able to make good at all times
by promptly meeting its obligations, and when it loans
it out and only takes the credit of its customers in return,
the latter must be based upon substantial resources which
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it can reach and appropriate in default of payment.
Credit is nothing in itself but the power to command
value, and the value must exist and be at its command.
When a bank accepts a “ promise to pay ” for the use of
its own resources, it has the right to assure itself in the
most absolute manner of the ability and readiness of its
creditor to make the promise good. If it is in the midst
of a great commereial and financial community, intricately
connceted with the ecomplex system of industry and trade
of the whole country; if it has millions of deposits to care
for and keep in profitable use; if it is subjeet to constant
applications for advances on mere paper-credit from men
engaged in all manner of enterprises and operations, it
will find it nceessary to take the utmost pains to assure
itsclf that the credit it accepts has a sure foundation.
Otherwise it will be liable to incur losses that will bring
it to grief sooner or later. Some banks take more risks
than others and find occasion to write off more losses. The
strongest and most successful are those that have the most
thorough and efficient credit departments, and we will
assume that we are dealing with such a one in the city of
New York.

It is equipped with a competent credit-clerk and a
force of assistants, and it has a variety of forms and
blanks and books of record for its use. It is kept in touch
with all that is done in the discount department and keeps
a record of it. It is prepared to furnish that department
with all the information at its command, and its chief
business is to accumulate information and have it sa
systematically arranged that it can be brought into in-
stant requisition. It has a vault in which its accumulated
information is stored, systematically arranged, and in
which constant additions are made to it. This is lined with
drawers arranged on the card-index principle. In one set
of drawers cards are kept upon which is record~d the
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average monthly balance of cvery customer that has an
account with the bank. These cards usually have a pocket
in the back in which special memoranda may be put, and
as they are alphabetically arranged it is but the work of
a moment to ascertain in a gencral way the value of the
account and the title of the depositor to accommodation.
In another sct of drawers is a series of  folders ” of strong
pasteboard so doubled as to form a compartment or recep-
tacle in which a considerable volume of papers may be
held apart from all others.  There is one for each customer
or borrower and every individual, firm, or corporation
whose credit has been a subjeet of inquiry, and upon a
projecting edge, sometimes a narrow bevel of wood, the
name is inscribed or pasted. This set of drawers may be
divided into two or cven three scparate scctions, one for
“ active ”” records or those that have frequently to be con-
sulted, one for those that are less used, and one for those
that have passed out of use altogcther and become only a
matter of history. Still another set of drawers is used for
banks with which the bank keeping these records has deal-
ings and with whose credit it is concerned.

When an application for a discount, or an “ offering ”
of paper, is made there are several questions to be con-
sidered. One is the state of the bank’s funds and its out-
standing loans and discounts, with their various dates of
maturity. Another is the claim of the applicant to ac-
commodation, preference being given to depositors and
regular customers, with due regard for the value of their '
custom to the bank. Beyond that is the all-important
question of credit. Statements are required from the
applicants, and uniform blanks have been devised and
agreed upon by the bank associations of several States,
which are in common use by those banks that give careful
attention to this subject. There are separate forms for
individual borrowers, for firms, for corporations, and for
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banks. There are in fact two sets, one of short forms and
one of long forms, the former being used where minute
inquiry is not deemed necessary, and the latter when thor-
ough detail is required. These blanks call for information
regarding the business and resources of the applicants,
the amount and distribution of their capital, the various
items of their asscts and liabilities, the investment and
employment of their funds, the character and value of
their property of various kinds, buildings, machinery,
appliances, stocks of goods, cash on hand and in bank, ete.,
the amount and cost of business done, profits, ete.; in
short, everything that will give a creditor full knowledge
of the risk he is taking and full assurance of the capacity
of the borrower to meet all his obligations.

When these statements have been filled out with such
detail as may be required in the individual case, and have
been duly signed and dated, they are relied upon only so
far as they are verified and confirmed either by knowl-
edge of the parties or by inquiry. It is the business of the
credit-clerk to supplement them to the fullest extent
practicable by reference to the commercial agencies, by
personal inquiry or correspondence, and an alert use of
all available sources of information, and to keep the record
constantly up to date through all the fluctuations and
vicissitudes of business. Important subjects of inquiry
are the personal character and habits and the reputation
for business ability and rectitude of those concerned and
their business methods and practises. It is plain that the
effect of this credit-system is not merely to insure safety
for the banks in putting their resources widely and liberally
at the command of the commercial community, not only
where they are located, but over a much larger area, which
will greatly enhance their usefulness, but to raise the
standard of credit and improve the methods of those who
rely upon the banks for financial accommodation. New



146 THE MODERN BANK

statements are required from time to time as new dis-
counts are applied for or paper is offered for purchase,
and the credit-clerk keeps upon sheets headed and ruled
for the purpose a comparison of the statements, which
shows in a general way whether the business and resources
of the borrowers, and consequently their claim to credit,
are improving or declining. There are separate sheets
for firms, corporations, and banks, with all the important
items of the statements printed on the left-hand margin,
opposite which is noted in successive columns any changes
that may have occurred for the better or worse in the
intervals of making them.

1t is with the signed statements and reports, letters and
memoranda resulting from inquiries, that the record 1is
made up which is stored in the drawers of the credit-
department vault. It is not to be assumed that this is
complete in every ease when a discount is made or a note
is bought from a broker or taken from another bank. It
is a gradual accumulation, but a conservative bank will
not make the discount or buy the note until satisfied by
such evidence as it has of the credit of the applicant. In
a majority of cases it will know enough about its customer
or the standing of the makers of the notes to act without
delay upon the evidence the credit-clerk is prepared to
afford. Every application is referred to him by the officer
to whom it is made or by whom it is to be passed upon.
The clerk has a variety of forms and blanks for use in the
immediate performance of his duties. Upon these he has
transeripts of those filled out when accounts are opened
or closed, copies of the offerings of paper and of the
seords of paper taken, listse of bills receivable of
Rifferent customers that are; p}ltetandmg, ef%er pur-
chased and bills discounted, #hereby he is kept informed
of the actual state of thg bank’s discount transgctions.
When paper is offered for discount or purchase it is
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referred to him on a proper blank, which he returns after
investigation with a condensed statement on a separate
form showing the state of the applicant’s account with
the bank, including the accommodation already extended
to him and the main facts affecting his credit.

Where paper is offered by a note-broker on behalf of
some person or concern of whose credit the bank has not
sufficient evidence, it is taken “ on option,” that is, with the
privilege of returning it on a specified day, and separate
forms are used for this, including one that instructs the
note-teller to collect the paper listed upon it, “(not due)
before the close of banking-hours this day.” This is for
such notes as are to be returned under the option, and the
collection is made from the brokers or bankers that have
offered it. Reputable note-brokers have their own means
and methods of investigating credit, and in many cases
they have purchased the paper that they offer to banks.
It behooves them as well as the banks to establish a repu-
tation for care and trustworthiness.

In case an out-of-town bank applies for a loan on its
own paper, it makes and signs by its proper officers a state-
ment on the special form provided for that purpose, and
its credit is subject to investigation and careful record
like that of any other borrower. It is a common practise
for it to back its note with those of its customers upon
which it has made advances, as collateral security, or more
as an evidence of the assets they represent, and of its own
good faith. Of these the credit-clerk makes a list as part
of his record of transactions with the borrowing bank.

There is no more important or valuable part of a
bank’s business than making advances to the mercantile,
manufacturing, and industrial community on commercial
paper, and there is a vast volume of this afloat in times
of business activity, by which the capital and credit con-
centrated in banks is distributed and diffused to vitalize
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the currents of production and interchange. While it sug-
gests the vast scale upon which business is done on “ bor-
rowed money ” or on credit, this is always presumed to
rest upon actual property values in the possession and
control of the borrowers, and it serves to facilitate a great
volume of exchange at a moderate charge with a relatively
small use of actual money. This is a profitable as well as
a useful field for banking, but in the sharp competition
of these days, with the intricate network of credit opera-
tions all the time going on, it calls for consummate ability
in management, unwearying vigilance, and thoroughgoing
system. Its mainstay is a well-organized and capably
conducted credit department.



XIX
LOANS ON COLLATERAL SECURITY

A BANK in a small city or town, or one that has a
moderate volume of business, has a single department of
“loans and discounts ”” under the same clerk, and in most
cases no separate credit department. Dut the large city
banks keep apart their business of loaning on collateral
security in charge of a “ loan-clerk,” who devotes exclusive
attention to it. There is a radical difference between loan-
ing upon actual salable sccurity and upon paper that
represents only the credit of the borrower, or his credit
fortified, or possibly weakened, by that of those with whom
he has business or personal relations. If the security is
adequate in the former case, credit is a minor considera-
tion, for the bank has in its possession property that will
satisfy the debt, and not merely an uncertain claim upon
whatever the debtor may have available for his creditors
in general.

Collateral loans may be made “ on time,” for thirty,
sixty, or ninety days, or four or six months or longer, or
they may be made payable on demand, or “ on call,” and
the purpose of raising money in this way may be as varied
as the interests of men who have use for money. But most
commonly such loans are made either for short periods or
subject to demand, and serve some temporary need of the
borrower. They differ nominally from discounts in the
fact that the full amount is advanced and the interest is
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added to the principal at the time of payment, when the
sceurity is surrendered, though exceptions are often made
in case of time-loans in deducting the interest when the loan
is made. The rate depends upon the time and the state
of the moncy market, and may be affected by the char-
acter of the security accepted, though well-managed banks
take little risk on the latter score, requiring a margin of
“market value” 20 per cent or more above the amount
of the loan. ' :

There are loans on collateral that have a distinetly
commercial character. A merchant may borrow upon his
bills receivable, instead of having themn discounted, by
pledging them as collateral. In case they are accepted as
security by a bank it has to record them in such a
way as to keep watch of their maturing. If any become
payable they must be taken up and replaced with other
security unless the loan is correspondingly reduced. If
this is not done, the note may be colleeted. Banks also loan
to traders on the security of warchouse-receipts, and some
having closc connection with commercial exchanges and
boards of trade do a large business in this line. Goods
coming in bulk for distribution in local markets or for
export are stored in warchouses and negotiable receipts
are given, certifying to the quantity and kind—as so many
bushels of grain, barrels of flour, bales of cotton, hogsheads
of sugar, or what not—which will be delivered to the
holders of the receipts when properly indorsed. These
may be transferred by indorsement, which passes the title
to the merchandise to the new holder. When pledged for
a loan from a bank they are indorsed over to it, and that
gives it a lien upon the goods. It can take possession and
sell them to satisfy the debt, if the accompanying note is
not paid with interest at maturity. TLoans are often ob-
tained on warehouse-receipts to take up the drafts held
by the bank for collecting payment for the same goods,



152 THE MODERN BANK

though additional security, or part payment, may be
required.

A more common class of security for collateral loans
consists of stocks and bonds, especially those of railroad
and industrial corporations. A bank usually has its own
printed form of collateral note which is filled out and
signed by the borrower when the loan is made. After the
customary promise to pay, it includes a list of the securi-
ties deposited and a form of contract. The note may be
indorsed with a guarantee of payment by the indorser in
case the maker should fail to meet it at the date of ma-
turity or “ on demand.” By the contract in its usual form
the borrower gives the bank a lien upon the collateral
deposited, or any that may be added to it, for payment rot
only of the note, but of any other liability existing or
that may be incurred. The lien also attaches to any
balance he may have in the bank or any deposit that he
may afterward make. To indicate more clearly the effect
of one of these collateral contracts, it may be well to set
it forth in full. The form given is one in actual use by
a leading bank. The guarantor, who may be the owner
of the securities, signs a consent printed on the back of
the note. '

Collateral loans on time are made to persons desiring
to raise the money at once for an investment or a purchase,
‘or to carry through any kind of a financial transaction,
but loaning on call is largely done with Stock Exchange
brokers. In case of time-loans the rate of interest is agreed
upon and remains unchanged, but with call-loans it
changes from time to time to conform to the market rate.
This is made on the exchange and is determined by the de-
mand and supply for loanable funds in the money market.
It is the same on any particular day or at any particular
time.of day at all the banks, and may vary in the making of
new loans on the same day. A borrower may notify a bank
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sfoooo_ New York, =247 /€ 1919~
ON DEMAND, for value received, the undersigned promise to pay to
THE IRVING NATIONAL BANK OF THE CITY OF NEW YORK,

ox ORDER, ft its bankngz‘n New York City, in funds current at the New York Clearing House, with interest {rom the date
Wte of per cent. per annum (payable quarterly March 31st. Juue 30th, September 3oth and December 315t)

7":’;0"””“’/ /7?: Dollars;

Baving, d&md with the said Bank as collateral security for the payment of this note and of any other liability or liabilities of the
igued or of the g or ind bereof to the said Bank, due or to become due or which may hereafter be contracted or

existing, the foljowing property, viz

AT Lecnriles m./%:"//olu/‘*{ﬁ WL—/&@"'

of the estimated market value of § 6J 8oo , the undersigned also hereby giving to the said Bank a lien for the amotnt of all the
aforesaid liabilities upon the title or interest of the undersigned in any other property or securities at any time given unto, or left in
or in any way come into the possession or custody of, the said Bauk for safe keeping or otherwise, and also upon the balance of the
deposit account of the undersigned with the said Bank existing from time to time.

In case the securities at any time pledged for any of the aforesaid liabilities should decline in market value, the undersigned
sgree ,without notice or demand, to deposit forthwith with the said Bank additional ities to its satisfaction; and in case of lailure
to do 5. this note and all other liabilities of the undersigned to the said Bauk shall at once become due and payable without demand
of payment thereof, and the said Bank may imwediately sell and apply the said securities in manner and with the effect bereinafter

ided
o The undersigned agree that in the event'of the insolvency of the i or of any g or indorser of this gote al}
the aforesaid liabilities shall, at the option of the said Bank, become immediately due without demand of payment thereof

The undersigned hereby authorize the said Bank at its option at any time to appropriate and apply to the payment of any of
the aforesaid liabilities, whether now existing or hereafter contracted, all moneys held by the said Bank on deposit or otherwise to the
credit of or belonging to the undersigned, whether the said liabilities are then due or not due.

‘The said Bank is hereby authorized, upon the non-payment of any of the said liabilities when due or made due, to sell, assign
and deliver the whole of the said securities, or any part thereof, or any substitutes therefor or additions thereto, or any other securities
of propezty of the undersigned, or in which the undersigned ha  any right or interest, given unto, or left in or in any way come into
the possession or custody of, the said Bank, at any brokers’ board or at public or private sale at the option of the said Bank, without
cither advertisement or notice, which are hereby expressly waived. If such securities or property are so sold at public sale the said Bank
may itself purchase the whale or any part thereof free from any right of redemption on the part of the undersigned, the same being
bereby waived and released

Ta case of sale made for any cause, after deducting all costs or exp of , sale or delivery, the said Bank may
apply the residue of the proceeds to pay either one or more or all of the aforesaid liabilities, whether then dueor not, as it shall
deem proper, making proper rebate for interest on liabilities not then due and returning the overplus if any to the undersigned, or at
fts option to any guarantor or indorser of this note who shall make payment thereof, the igned agreeing to be and remain
Hable to the said Bank for any deficiency arising upon such sale or sales

1

ForM or CoLLATERAL LoaN NoTE EMBODYING CONTRACT OF BORROWER.

holding his collateral note and securities that the rate has
fallen on the exchange, or the bank may notify him that
the rate on his loan has been advanced, but in any case the
prevalhng rate is applied each day untll the loan is paid
or called in,
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The funds available for call-loans constitute an elastic
margin in the bank’s resources, which is in a sense a
regulator of its operations. When the demand for dis-
counts and time-loans is slack, these loans afford an outlet
for funds that would otherwise be idle, at a rate deter-
mined by the demand. 1If the rate is low, it will be an
incentive to speculation, if other conditions are favorable,
and that will increase the demand and tend to put up the
rate. The loans can be called in whenever there is a better
use for the funds or there is danger of the reserves running
too low, and conservative banks may refuse to loan at the
ruling rate if speculation seems too reckless or there is
an undue expansion of credit. The bank may prefer to
invest some part of its funds in the actual purchase of
securities, but it will be averse to having any counsiderable
amount in excess of the reserve lying actually idle, for
then they are earning nothing. The borrower has the
same privilege of paying at any time that the bank has
of calling for payment. In some cases it is agreed that
a certain notice will be given of calling in a demand-
loan.

Whether a loan on collateral security is on time or at
call, it has to be passed upon by an authorized officer of
the bank, and, if the funds are available, the main con-
sideration is the sufficiency of the security. A margin of
20 per cent of “ market valuc ” above the amount of the
loan is usually required, but discrimination is exercised
as to the character of the security and its liability to
fluctuate in value, and it must be “ approved.” Once the
transaction is authorized the details are taken in charge
by the loan-clerk. The borrower or his agent presents at
the loan department the evidence that his application and
his collateral have been duly approved. The “ collateral
loan-note,” duly signed, is taken by the clerk and the securi-
ties are verified and listed. The loan is entered in a “ col-
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lateral loan ” book, or “ register,” properly ruled with col-
umns appropriately headed for the different entries. These
include the name of the borrower, the list of collateral with
value, date of note, rate of interest, time and due date, if
it is a time-loan, amount and interest, date of payment,
if on demand, and a space for signing a receipt when col-
lateral is surrendered on payment. The securities are
placed in a strong envelope, called the “ inside envelope,”
upon which is printed the name of the bank and the char-
acter of the loan, with space for the number, page of
record, name of borrower, amount of loan, and rate of
interest, with a ruled space below for a list of the securi-
ties. A separate slip is filled out headed in much the same
way, with a list of the collateral, and there is an “ outside
envelope,” in which the other is to be placed with the slip,
ruled to indicate the amount of loans made to the particu-
lar borrower, the amounts paid thereon from time to time,
and a list again of the collateral.

When the loan has been entered in the register, if the
borrower is a depositor in the bank the amount is placed
to his credit at the bookkeeper’s desk from a memorandum
furnished by the loan-clerk, and he can draw his checks
upon it. If he is engaged in stock dealings or other active
operations, his checks will ordinarily be presented for
certification before they are used, and sometimes they may
be certified beyond the limit of his deposit, though tech-
nically that is illegal, but not beyond the limit of his
security, and with the understanding that the deficiency
will be speedily made good. The “ overdraft” is in the
nature of an additional temporary loan. If the borrower
is not a depositor he receives the bank’s check for the
amount of his loan, which he may deposit in his own bank
or use otherwise like any bank-check. The loan being duly
recorded, the securities are carefully put away with the
proper labels, the envelopes being placed in alphabetical
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order in a case that is kept in the bank’s strong vaults,
though during banking hours they are accessible to the
loan-clerk, for changes may be required from time to time.
Payments may be made, additional amounts may be bor-
rowed, securities may be added or withdrawn, or substi-
tutions may be made, all these being duly recorded in the
loan-book, or register, and upon the envelopes and slips,
so that the condition of the account may be readily ascer-
tained at any time. Changes in the rate of interest are
also noted, with dates.

The substitution of one security or lot of securities for
another is frequent in the loan accounts of active brokers.
Stocks may be put up as collateral which the broker has
paid for from the procceds of the very loan for which they
are in part the security, having bought them for a customer
on margin. He may afterward have to deliver them on
payment by his client, or he may sell them again for the
client and have to turn them over to some one clse. He
sends an order for them, and unless the loan is to be pro-
portionately reduced by payment, he sends other securities
of equal value to be approved and to take their place.
Many such changes may be made during the life of a
collateral loan. The loan-clerk has to keep a careful record
of these and to maintain a close watch over any fluctuation
in the market value of the securiiies. In case of a ma-
terial decline additional collateral will be called for with-
out increase of the loan; or some withdrawal may be
permitted without its reduction, if there has been a ma-
terial advance in market values. Some banks have a
thorough system of recording the quotations of the Stock
Exchange and noting every change in the securities which
they hold as collateral. They have a card for each loan
upon which is inscribed the mame of the borrower, the
amount and terms of the loan and a list of the securities,
with their value, and ruled spaces for noting changes. In
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a room reserved for this use there is a stock-ticker and &
financial news-ticker, and the quotations of different stocks
are written on a blackboard. When a change appears in the
price of any sccurity held as collateral, it is noted on the
cards for the loans affected. If it carries the security be-
low the required margin of value, the borrower is called
upon to make the margin good by an addition or substi-
tution of securities. There are times of excited specu-
lation and violent fluctuations when . this becomes
important.

Payments of interest or any part of the principal, or
of a loan in full, are made to the loan-clerk and he makes
the proper record. The checks with which payment is
made are turned over to the note-teller to be entered in his
accounts, and from him they take the course of other
checks through the Clearing-House exchanges. If there
is a loan paid otherwise than with checks to be collected
through the Clearing-ITouse the collections are made in the
ordinary way of other payments. From the loan-clerk and
note-teller’s records the proper transeriptions are made by
the bookkeepers.

Every time any collateral sccurity is withdrawn, the
borrower, or an authorized messenger bringing his order,
signs a receipt, and when the loan is closed and all the
collateral given up, the full record is shown upon the slips
and envelopes referred to above. These are filed away and
kept, and if any question arises regarding a loan, even a
year or more afterward, it can readlly be looked up and
its whole history ascertalned This is easier than trac-
ing it in the books, but the system prevails only in banks
with a large collateral loan business. The volume of this
kind of loaning varies greatly and the methods of dealing
with it vary correspondingly. The account here given
applies to large banks with an active business in this par-
ticular line. This is the case with a number of institutions
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in New York having a considerable Stock Exchange clien-
tele. Time-loans on collateral security, however, are
common with most banks in important commercial and
financial centers, the great volume of corporate securi-
ties being much used as the basis of borrowing for all man-
ner of purposes. They furnish banks the means for a
profitable lending of funds that accumulate in cxcess of
other needsy and call-loans enable them to use these in a
way to have them at casy command. The tendeney of
recent years has been for a great mass of surplus funds
to drift to New York to be employed in this way. When
speculation is rife call-loans command a high rate, and at
other times it may be as low as one or two per cent.  Their
safety lics in the ready salability of the securities, and that
is only assured where there is a large Stock Exchange busi-
ness all the time going on, as in New York, or some other
important financial center.



XX

CERTIFICATES OF DEPOSIT, LETTERS OF CREDIT, AND
BILLS OF EXCHANGE

Tre use of checks, individual drafts, and bank-drafts
has perhaps been made sufficiently clear. Cashier’s checks
and certificates of deposit have been incidentally men-
tioned, but may need further explanation. The cashier’s
check is practically the bank’s order upon itself for pay-
ment from its own funds. It may be cashed by the pay-
ing teller when indorsed by the payee, or it may be
deposited in another bank. It is used in buying notes, bills
of exchange or other securities, and in making loans to
outside parties, also in paying various bills of the bank
for expenses or supplies. A special form is used in pay-
ing dividends to shareholders. Cashier’s checks are
usually made up in books with stubs upon which to note
date, amount, and name of payee, and are consecutively
numbered. A register is kept of all such checks issued,
a cashier’s account being also kept in the general ledger
of the bank. A separate record is kept of the dividend
checks.

Certificates of deposit have been mentioned as used
in making transfers of money to a distant place, but they
are quite extensively used for other purposes. A person
may deposit a sum of money in a bank merely for safe-
keeping or for the use of another person and receive a cer-
tificate signed by the cashier. This certifies not only that
the sum has been deposited, but that it is payable to the

160



BANK MONEY-ORDERS 161

order of the depositor himself, or that of another person
whom he may designate as the payee. It may be made
payable on return of the certificate properly indorsed, or
on its return after a certain time. In the latter case inter-
est may be allowed on the deposit, but in no case can it be
drawn upon except by presenting the certificate, and no
partial payments will be accepted, unless-on cancellation
of the certificate and the issue of a new one for the balance.
It may be transferred by indorsement, and a common use
of such certificates is to transfer funds to persons at a
distance. A man in New York desiring to transmit money
to another in Chicago, or any distant place, may deposit it
in a New York bank and obtain a certificatec of deposit
payable to the order of his friend or creditor and send it
to him wherever he may be. Any bank where he is identi-
fied and vouched for will cash it for him, for it is equiva-
lent to so much “ New York exchange” and will enable
the bank to have the sum transferred to its credit in New
York. A person starting on a journey may obtain a cer-
tificate of deposit, or more than one, for usc in raising
funds on his way. DBanks do not hesitate to honor each
other’s certificates if assured of their genuineness, the
rights of the holder, and the standing of the issuing bank.
They stand for deposits of actual money which can be di-
verted to no use but their redemption on return to the bank
that has received the funds, though the right to payment
may be transferred on the way and applied to credits be-
tween banks. They may also be deposited and make their
way through collections and clearings.

The bank keeps the same careful account of its issue
of certificates of deposit as of its other obligations. While
they are out they are among its liabilities and must be
recorded and reported as such. They are numbered con-
secutively and entered in a register, with date, name of
person to whom or in whose favor they are issued, and the
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amount. There is also a column for due-date when they
are payable after a certain time, and for the date of actual
payment, to be entered when payment is made. It is also
usual to enter the same data upon a ticket, when applica-
tion is made for a certificate, and this is marked by the
teller when he receives the money, used by the clerk who
fills out the certificate, and passed with it to the cashier
when he signs it. Then it is filed away as a voucher. A
ledger-account of all certificates of deposit is kept, from
which the number and amount of those outstanding ean
always be ascertained.

A movement has been lately on foot for the issue of
money-orders for small sums, a hundred dollars or less,
similar in purpose to the postal money-orders of the
Government, but in form more like a bank-draft, with a
line of figures across the end, in multiples of five or ten,
up to one hundred, to be punched out as denoting the limit
within which the draft is made, the exact amount being
written, as on check. It is intended that these may be
bought at any bank for a small commission upon the sum
and cashed at any other bank. A reason for adopting this
plan of sending small sums of moncy is not only that it is
a legitimate banking function, in which there may be
some little profit, but that the practise has become common
of depositing postal money-orders, leaving the bank to
collect them at the post-office withont charge. It may also
be called upon to transfer post-office reccipts to Washing-
ton without compensation. The proposal has been made
in certain State bank associations to establish a charge for
collecting express and postal money-orders, and to issue
bank money-orders in competition with the express com-
panies and the Post-Office Department. Many small
banks find the present system something of a burden and
see the chance for a little gain for themselves in the new
plan. A form of money-order between certain banks hav-
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ing direct relations with each other has long been in use, a
specimen of which is given on the next page.

Banks issue letters of credit, though those used by
travelers in forcign countries are usually obtained from
private banking-houses which have conncctions abroad.
Domestic letters of credit are used to some extent in a
similar way by persons traveling over long distances and
absent from home for some time in this country, and many
banks are prepared to furnish them. They are also some-
times used for commercial purposes. A man who goes to
several cities to make purchases or payments may obtain
a “ commereial letter of eredit,” upon which he can raise
money for his purposes at convenient points on his way.
He buys it of his bank, and it is addressed cither to certain
banks in the places he is to visit or to banks in general,
requesting them to honor his drafts upon the bank issuing
the letter within the amount designated upon its face. If
they are correspondents of the issning bank, it is a part
of their business, but in any case they are usnally will-
ing to cash drafts on account of a New York letter
as they furnish them with ““exchange on New York,”
which is always in demand. Each payment is in-
dorsed upon the back of the letter with the date. The
document always bears upon its face the signature of the
person for whom it is issued, which serves as a means of
verifying his signature to the drafts. If anything remains
unpaid on the return by the holder of the letter of credit,
the bank will redeem it.  Whether a commission is
charged for a letter of ceredit depends upon circuinstances.
If it is for a considerable amount and is likely to be out-
standing some time, there may be no charge, as the bank
will have the use of the money while it is undrawn and
to the extent that it remains undrawn, until the return of
the letter. It is hardly necessary to say that a careful
record is kept in the cashier’s account of all dealings in
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letters of credit. Those used by travelers abroad will be
more fully treated in a chapter on Private Banking-Houses,

Foreign bills of exchange will also be more fully
treated in another chapter, but some incorporated banks,
especially in New York, have come to deal with them ex-
tensively since the financial relations between that city
and European money centers have become so highly
developed, and all banks have more or less to do with them.
In their general character they are simply drafts, drawn
by a person or bank in one country upon a person or bank
in another country, and are used in making payments or
transferring funds in foreign trade and international
financial transactions. Only a few banking institutions
engaged in a general domestic business draw foreign
bills or trade in them, but any bank will take them from
its own customers and “ collect ” by selling them to bank-
ers at the current rate. The few that make a business of
dealing in foreign exchange have a department in charge
of a foreign exchange-clerk whose methods are practically
the same as those that prevail in private bnn]\ing-houﬁes.
He keeps a careful record of the transactions in buymg
and selling bills of exchange, and a “ forcign cxchange ”
account figures in the general ledger of the bank.



XXI
MISCELLANEOUS SERVICE, CORRESPONDENCE, PROTESTS

TiurrE are various matters to which passing reference
has been made that may be conveniently brought together
at this point in a miscellancous chapter. Banks perform
a variety of services for their customers which are rather
outside of the regular course of business, or only inciden-
tal to it. They not only sell bills of exchange for them
and colleet interest-coupons, but they sometimes reecive
dividends upon their shares of stock and credit these
regularly to their account. This is done on orders to the
corporations issuing the stock to pay the dividends to the
bank for the account of the sharcholder. Some banks
that have a large number of depositors with merely per-
sonal accounts do a considerable business of this kind.
They have a regular form of standing order to be filled
out and signed by the customers requiring this serviee and
kept on file by the corporations to which they are ad-
dressed. The dividend-checks are made payable to the
order of the bank for account of So-and-so and sent to it.
The bank credits the amount to the customer and collects
the checks or sends them through its Clearing-House ex-
changes.

Such a bank usually keeps three card-indexes alpha-
betically arranged: one of the names of customers for
whom it receives dividends, with a note on each card
of the corporations whose shares the customer holds;
another of the corporations, with a note of the dates on
which their dividends are payable; and a third which con-
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tains upon each card the name of the corporation and
a list of the shareholders whose dividends the bank receives
from that corporation, with columns for ticking off
under the several dates the receipt of the dividends. The
clerk who has charge of this branch of business makes the
entries on the cards and keeps watch of the eoming due of
dividends, and in ease of delay in receiving them sends a
letter of inquiry. Ile also sees that the credits are duly
made in the ledgers and keeps a record of his own work,
giving due notice to depositors of his receipt or failure to
receive their dividends.

The stocks are not in possession of the bank, as it only
acts as an agent to reccive and account for the dividend
payments, and at certain dates, when these are due, which
is usually on the first of certain months, substantial addi-
tions arc made to deposits from this source. The bank
will also buy stocks or bonds for customers upon their
order through a regular broker and charge to their account
the cost plus the commission, or will sell sceurities for
them and ecredit the proceeds. Some employ a regular
stock and bond clerk and have a separate department for
this work, while others have a “ general clerk ” who com-
bines this with other dutics, such as issuing letters of
credit and keeping account of them, sclling bills of ex-
change, cte. A bank may act as financial agent for cus-
tomers in a variety of ways, such as making subscriptions
to new stocks and attending to their registration or trans-
fer, exercising options allowed to stock or bond holders and
notifying them of their rights, and otherwise looking after
interests which affeet their accounts with the bank in the
way of receipts or payments. Some incorporated banks
establish foreign conncctions and deal regularly in ex-
change, issuing bills of their own, and buying and selling
those of others, though this business is more generally
done by private banking-houses,



168 THE MODERN BANK

The correspondence department has heretofore been
referred to only in connection with making out-of-town
collections of checks, drafts, notes, ctc., but every large
bank has a great volume of miscellaneous correspondence
not relating directly to these. There arc letters of advice
and inquiry of various sorts received which may concern
different departments of the bank’s work, and nearly all
require acknowledgment or reply, while the bank itself
has letters of advice and inquiry to send out. Where
there is a mail-teller the incoming mail is first received
and opened by him for the purpose of obtaining remit-
tances. Where there is none, this is attended to by the
receiving teller, the primary purpose being to secure the
early credits and the “ additions ” to the Clearing-House
exchanges. But all letters are promptly turned over to
the corresponding clerk, who is responsible for their care
and must see that all requiring attention are duly attended
to. A full synoptical list is made, upon which each letter
is noted by date and a brief indication of its character.

There are different systems of disposing of the mail.
In some banks it is the duty of the corresponding
clerk and his assistants to attend to all acknowledgments
and replies. For the former and many of the latter there
are regular printed forms to be filled out, having the name
of the cashicr printed at the end, to which the clerk merely
appends “ per” and his initials. Those that are not of a
mere routine character and require special replies, the
clerks answer by obtaining the necessary information from
the proper department. In important cases they are re-
ferred to officers for instructions and submitted to them for
approval and sometimes for signature. In exceptional cases
an officer may write or dictate letters himself instead of
merely giving directions to a clerk, but whenever a letter
leaves the hands of the corresponding clerk to be retained
for consideration or possibly for reply by another, he
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takes a receipt for it, and he must follow the matter up
and see that all necessary replies are made and the letters
returned to him.

Under another practise, the letters that conecern mat-
ters outside of his own immediate department and that
of collections the corresponding clerk distributes among
those in charge of the departments to which thoy relate,
to be answered by them, and takes a reccipt in all cases.
The letters must come back to him, and all answers or
scparate letters of advice or inquiry or of any kind, which
he is not instructed to write, must also come to him to
be mailed. The correspondence incoming and outgoing
centers in his department however the details may be dis-
posed of, and he is responsible for secing that nothing is
neglected or unnccessarily delayed. Tt is cleared up as
closely as possible every night, and the lists are run over
the next morning to sce what has been disposed of and
what is still held back. The letters received on a particu-
lar date are kept together, with the synoptical list and
reccipts for such as may be held back, and these are all
kept on file. Being kept in the order of dates and always
accompanied by the list, they can be readily referred to,
if necessary, but as a rule everything is finally disposed
of before they are filed away. These letter-files are allowed
to accumuiate for years, and arc never destroyed until
everything they relate to is outlawed beyond question. All
letters sent out are copied. Reference has been made to
the press-copying machine, but most banks still prefer to
have the copies made in books by the old form of press.
As all letters are dated and are copied in chronological
order, there is no need of indexing. The correspondence
department of a bank is one involving a great variety of
detail, and its work has to be kept up promptly and sys-
tematically to insure care and accuracy and thorough
attention to everything that comes or goes by mail.



170 TIIE MODERN BANK

Another matter that has been referred to only in an
incidental way and may require further explanation is
that of protesting unpaid checks, drafts, or notes. The
main purpose of making a formal and solemn protest
under the seal and signature of a duly commissioned
notary, when payment is refused, is to give notice to in-
dorsers that they may be held responsible, and to have
evidence of the fact that will be recognized by courts as
conclusive. The check, draft, or note must be presented
at the proper place, and failure to pay must occur before
the matter is turned over to a notary, and he must per-
sonally make the demand again and get a refusal before
making the protest. A time-draft may be protested for
non-acceptance as well as non-payment, and a note must
be presented on the day it is due to make the protest
effectual as a mnotice to indorsers. The notary certifics
that he has presented the docunient at such a place on such
a date and that payment has been refused for such a rea-
son, or for no reason, and makes his solemn protest. e
must send notice of the facts to all indorsers if their ad-
dresses are known, and failing that, to the place where
the payment should be made.

When a check or draft deposited by a customer and
indorsed by him is returned as not good, it is not cus-
tomary to protest it, as that involves fecs and the matter
can be arranged by returning the check or draft to the
depositor and charging the amount to his account; but
checks and drafts sent from a distance to be collected are
protested unless there are instructions to the contrary.
If they go through the Clearing-House and are returned
unpaid, that constitutes the first presentation and refusal,
and they are turned over to the notary to be presented
again. Others are presented in due course by the bank
messenger and then sent to the notary. His certificate
is attached to the check or draft and it is returned to the
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correspondent from which it came, after the amount, with
protest fces and postage, has been charged to the corre-
spondent’s account. The bank receiving a protested cheek
or draft which it has sent out for collection charges it, with
the fees and expenses, to the person depositing it or leav-
ing it for collection and sends him the documents. The
banks are then done with it, and the customer has recourse
to the person whose payment to him has proved not to be
good.

With a note the case is somewhat different. If it is
payable at a bank and payment is refused by the bank the
note and certificate of protest may be sent to it. A bank
that has discounted or purchased a note that is dishonored
may bring suit for recovery against either the maker or
indorser, or both, and it is customary, for the sake of the
notary’s evidence, to make protest even when there is no
indorsement or the maker and indorser are the same.  Care
is exereised in protesting lest non-payment be due to acei-
dent or inadvertence, and every reasonable cffort is made
to secure payment before resorting to what is regarded as
an extreme measure. Usually a record is kept of all cases
of protesting. A matter requiring mention is the fact that
in some States the law still allows three days’ grace for the
payment of notes after they fall due, and notice must be
taken of that fact in collecting notes in such a State.



XXIT
THE CIRCULATION OF NATIONAL BANKS

In a subsequent chapter dealing with the national
bank system, and in a previous one describing the organi-
zation of a bank under the law, the requirements for tak-
ing out notes and for inercasing or reducing circulation
are sufficiently explained, but there are matters connected
with the part circulation plays in the business of the bank
that need special reference. Notes are put in circulation
by the simple process of paying them out like any other
“cash ” in the bank’s transactions, and when they are once
out no distinction is made between them and the notes of
other banks. In the handling of money and the keeping
of the teller’s accounts bank-notes are kept distinet from
legal-tender and coin certificates, for the reason that the
latter are available for reserves, while in national banks the
former are not. As all banks are required to receive the
notes of other banks, and as they pay them out without ref-
erence to their origin, they all circulate together as a com-
mon currency and no attention is paid to the name of the
bank that issues them. While every bank is bound to re-
deem its own notes on demand, it is seldom that any demand
is made, because the Government has made itself responsi-
ble for their redemption, and any one can get “lawful
money ”’ for them by sending them in for the purpose in
sums of not less than a thousand dollars. Little of this is
done except by the banks themselves. They have two rea-
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sons for doing it. They may have occasion for more legal-
tender notes or other forms of lawful money, and they can
obtain them by sending an equivalent amount of bank-notes
to the Redemption Bureau in the Treuasurer’s Office at
Washington; or they may wish simply to get rid of an
accumulation of worn or mutilated notes, and the process
of redemption serves the purpose of keeping the circulation
clear of these.

Notes are constantly coming in for redemption at the
bureau from all over the country, being sent alnost in-
variably by banks that have accumulated a mass of
mutilated, worn, or soiled currency, or that desire a fresh
supply of “legal tenders.” They consist of a miscella-
neous lot of “ bills ” of different banks and of various de-
nominations. There is no direct charge for the cost of
redemption, but the expense of the bureau is charged to
the banks in proportion to the amount of circulation re-
deemed for each, and this charge is collected once a year.
“ Lawful money ” is sent at once to the applicant out of
the 5-per-cent redemption-fund of the banks whose notes
are redeemed, and the cost of transmitting this is directly
charged to the bank sending the notes in and receiving the -
legal-tender money. The redeemed notes are assorted and
classified according to the banks issuing them; those that
are in good condition are sent to those banks as still “ fit
for circulation,” the worn and mutilated ones are destroyed
and new ones are sent to replace them. This process is
going on all the time, with practically no effect upon the
volume of circulation. Each bank, any of whose notes
have been thus redeemed by the Government, receives
notice with the new notes or in advance of them, and is
required to replenish its share of the redemption-fund. A
circulation account is kept in the General Ledger of the
bank in which these incidents are noted, circulation being
charged with the amount sent to keep up the 5-per-cent
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fund and credited with the notes received, leaving the cash
account unaffected.

A “circulation-book ” is also kept which exhibits at
all times the state of the outstanding circulation, of which
a report must be made to the Comptroller of the Currency
twice a year, stating the average for six months. Upon
this the half-yearly tax is levied of } of 1 per cent
upon such as is secured by 2-per-cent bonds and § of
1 per cent upon that secured by other Government bonds.
The report has to be made within ten days of the end of
June and Deccember, and the tax is collected in July and
January. In the cireulation-book the total amount of the
bank’s circulation is entered in one column and is divided
in consccutive columms into the amounts of each denomi-
nation, 5s, 10s, 20s, etc., so that the number of “ bills”
outstanding of cach denomination may be readily ascer-
tained. Not more than one-third of the circulation can
consist of s, and it may be desirable to know what amount
of each denomination keeps in cireulation most readily.
Changes are noted down the columns against successive
dates, as notice of redemptions are received, and as notes
come in to replace those redecmed. While the total ecir-
culation may be all the while the same, the amount
actually outstanding and subjeet to tax varies over a nar-
row margin, those being deducted whieh are in hand for
reissue or with the Treasurer at Washington for redemp-
tion. When there are actual additions or withdrawals the
amounts enter of course into the book-accounts.

These latter changes are made at irregular intervals,
and are determined by the state of the money market and
the price of the bonds required for security. When there
is a plenitude of funds and it is difficult to keep them
placed at a reasonable profit there may be a saving in with-
drawing circulation. Then lawful money is deposited with
the Treasury or at a Sub-Treasury for the purpose, and
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when it reaches the Treasurer at Washington it is held for
the retirement of an equivalent amount of the bank’s notes
as they come in from the bank or from any other source,
and bonds to the same amount are surrendered and re-
turned to the bank, which may then dispose of them or
hold them in its own keeping. Tt is relieved of s0 much
of its idle funds and of the tax upon so much of its cir-
culation. If at a later period there comes such a demand
for money and such an advance in interest-rates as to
make it worth while, the bank may restore its circulation
to the old volume, or increase it by making a new deposit
of bonds and applying for new notes.  The application will
be similar to that made in originally taking out circula-
tion, except that new plates will not be required. It will
designate the number of sheets desired of different de-
nominations making up the total asked for, and these will
be printed and forwarded when all the ‘formalities are
completed. The profit on circulation is determined by
the prevailing rate of interest for money. In calculating
it one must take into account the interest on the bonds
deposited, the interest to be derived from the circulation
itself, with deductions for expenses connceted with it, in-
cluding the tax, and compare with this the interest that
might be derived from the amount of capital invested in
the bonds at their market price. If money is worth 6 per
cent and the notes are in constant use, the profit will be
about 4 of 1 per cent with the 2-per-cent bond security
and considerably less for the others. The determining
factor, apart from the tax, is the premium on the bonds.

The working of the National bank note circulation has
been greatly modified, since the adoption of the Federal
Reserve system and the issue of its notes. These latter
serve the main purpose much more effectively in adjusting
the volume according to requirements for exchanges within
and between districts, and the settlement of balances.



XXII1

THE BANKING RESERVE

In European countries where there are great central
banks, these institutions hold a large amount of coin and
bullion to meet current demands. That fund is what is
known in this country as a “ reserve.” As the demand is
liable to come from other banks and bankers, who keep
large deposits in the central institution and use its notes
as cash, this is virtually the banking reserve of the whole
country. The Bank of England usually maintains a re-
serve of 40 to 50 per cent of liabilities, but none of this is
held against its notes, which are fully secured in the issue-
department. The Reichsbank of Germany is required to
kecp a reserve against its notes, but it has a much larger
amount than this requirement, because it practically
holds the reserve for other banks. The Bank of France
also maintains a large reserve in coin and bullion, though
it is not required by law to hold any definite fund for the
redemption of the notes or for any other purpose. This
stands against all liabilities and is the basis of the whole
banking system of the country. The result is that in the
countries named, and in most countries of Europe, the cen-
tral bank, which is associated more or less closely with
the Government, contains the bulk of the gold and silver
coin and bullion not in actual circulation.

In this country the condition is entirely different.
The Government itself holds a large fund of coin and bul-
lion, a part of which is for the redemption of its own legal-
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tender notes, and a much larger part is a trust fund upon
which it issues gold and silver certificates for circulation.

Under the national banking law before the Reserve sys-
tem was adopted, each bank was required to keep its own
reserves as secnrity for the prompt payment of any or all
of its demand liabilities. There was a fixed limit of percen-
tage as to deposits, below which they could not be allowed
to fall. The reserve consisted cntirely of “ lawful money,”
which included United States legal tender notes as well as
gold and silver coin, or certificates representing them in
full value.. Included in it was the five per cent of circu-
lation held in the United States Treasury for the redemp-
tion of notes. It may be recalled that the three cities of
New York, Chicago and St. Louis were ranked as Central
Reserve Cities and required to maintain in their vaults in
“lawful money” 25 per cent of their deposits. Other
banks were required to have “at all times on hand ” 15
per cent of their deposits; but afterwards it was provided
that other cities of large population could be “ Reserve
Cities,” and a considerable number were designated as
such. While they were required to maintain the 25 per
cent reserve, one-half of it might be deposited in a Central
Reserve City bank and used there, and threc-fifths of the
reserves of those outside could be kept on deposit in Reserve
City banks. The advantage of this was that the banks hold-
ing deposits for others could make profitable use of them
and share the profit with the depositing banks.

The reserve required by law was intended to be a mini-
mum, and any bank whose reserve fell below the legal
limit was forbidden to increase its liabilities by “ making
any new loans or discounts, otherwise than by discounting
or purchasing bills of exchange payable at sight,” or to
“make any dividend of its profits,” until the required
proportion had been restored. The provision which al-
lowed banks in other places to keep three-fifths of their
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reserve as deposits in Reserve Cities and those of Reserve
Cities to keep half their cash reserves in a Central Reserve
City, had the effect of concentrating these reserves largely
in the New York Clearing-House banks, and somewhat
weakening the aggregate as security against demand lia-
bilities. The country bunks were practically required to
keep only 6 per cent of their own deposits in cash on hand,
and they were liable to demand any part of the remainder
of their reserve from the Reserve banks in  lawful
money,” though their deposits with those banks might con-
sist mainly of credits. The Reserve Cities might, on ac-
count of these demands or their own needs, withdraw their
cash deposits from Central Reserve Cities, of which New
York contains at all times by far the largest amount. The
cffect of this upon the reserve supply, and consequently
upon the amount of deposits to be held and the ability to
make loans, is obvious. The radical change in regard to
the keeping of reserves against deposits has been accounted
for in a previous chapter. It applies to all the banking
concerns that become members of the Reserve system or
comply with its requirements.

State banks in New York, and in most States, are re-
quired to keep reserves of 15 per cent of deposits and are
allowed to keep them in part in other banks. Trust com-
panies are not required by law to keep cash reserves, but
as a rule they have large deposits in banks against which
reserves must be held. Banks of the New York Clearing-
House still bear the brunt of holding the Reserves of
banks which do mnot belong to the Reserve system,
on account of their facilities in effecting exchanges. The
reserves of these banks are ordinarily maintained above
25 per cent of deposits, and the strength of their condition
is gauged by the surplus they hold in excess of the legal
requirement. While the banks are separately responsible,
they act more or less in association or in concurrence in
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maintaining the reserve. The method of strengthening it
is by curtailing loans either by advancing rates or being
strict in the matter of sccurity, which results in a certain
amount of liquidation that reduces deposits and increases
cash. In ordinary times there is more or less conflict of
interest between keeping funds employed as close to the
limit as practicable for the sake of the profit and main-
taining a reserve that will beget general confidence in the
security of the banks.

In regard to reserves it is only fair to consider that
cash on hand is not the only resource for mecting current
demands. Strong banks keep a varying amount of their
capital or surplus invested in “ sceurities ” that are read-
ily marketable in case of an unusual demand. They may
take advantage of low prices for such sccuritics of a
standard and paying character to increase their invest-
ment, and may dispose of some at a profit when high
prices prevail, but a legitimate purpose of such a fund is
to have an available resource when reserves run low. A
considerable line of safe demand-loans is also a resource
that fortifies the reserve, as the money is to be had on no-
tice or “ call.” If calling in loans does not greatly increase
“cash in hand,” it will reduce demand liabilities in the
form of deposits. Trust companies depend largely upon
their “ call-loans” and bank-deposits to take the place of
cash reserves in their own vaults. Banks organized under
State laws are not subject to the same requirements as
national banks, but in most, if not all, States there is a
prescribed percentage of cash reserves to deposit liabilities,
As a rule, these are not limited to “lawful money,” but
may be made up to any extent of the notes of national
banks. While national banks can not include bank-notes
in their cash reserves, they may deduct them from the
volume of deposits against which the reserves are held.
These are “ net deposits ” and do not include uncollected
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items, and bank-notes represent sums due from the banks
that issue them, while a bank’s own notes in its own
possession are not an outstanding liability.

These last remarks apply to the old system and its
surviving remnants, and not to that under the direction
of the Federal Reserve Board. The tendency seems likely
to be expansion of the latter and the ultimate absorption
of the former.



XXIV

BOOKKEEPING OF THE BANK

BooKKEEPING is not ordinarily considered a subject of
thrilling interest, though it is admitted to be important.
An understanding of its ways and methods is generally
left to accountants and people who are fond of figures.
But there are features in the bookkeeping of a bank that
take it out of the ordinary category of keeping accounts.
We have scen how the clerks in each department are re-
quired to keep a systematic and accurate record of all the
transactions that pass through their hands, so that the
least detail may be traced and verified. The tellers, who
have to do with the receipt and payment of funds and the
determining of the credits and debits of customers and
those of the bank, besides keeping careful record of the
various items with which they deal, are required to make
“ proofs” of their work cach day and enter these in
books. The purposc of this is to secure perfect accuracy
and detect all possible errors by comparing one form of
statement of the same details with another. A “ settle-
ment-book ” is kept in which the aggregates of each
day’s transactions are brought together in such a way as
to exhibit the condition of the bank’s cash in the morn-
ing, the receipts and payments through their departments
during the day, and the state of the cash at night.

With the details of making up these aggregates the
bookkeeping department has nothing to do. It has charge
of the ledgers that contain the final entries and permanent
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record of the day’s business. Upon this department center
all the lines of credit and debit reduced to their ultimate
terms, but there are certain intermediate volumes in which
the items are gathered from the various departments that
deal with details, partly as a mecans of verification and of
“ proving ” one against another in order to check errors,
and partly as a reservoir from which the figures of the book-
keepers may be drawn or with which they may be compared.
These are known as “ credit ” and “ debit ”” books. There
is one ledger, however, that is posted in advance of these
from the original items. This is the “ balance ledger,”
the purpose of which is to exhibit promptly and constantly
the state of each depositor’s account, not merely at the end
of the day but at all times during the day.

In a large bank with many accounts one volume is not
enough for the ledger in which the individual accounts are
kept, and there may be several designated by the initial
letters of the names covered by each, as the A-D ledger,
the E-K ledger, the T-R ledger, and the S-Z ledger. The
credit and debit books are divided to correspond to this
classification, as the substance of their contents is to be
embodied in the ledger volumes or used for comparison and
verification of what they contain.  Accounts are arranged
in the alphabetical order of names, either strictly or on the
vowel system, that is, according to the initial letter and first
vowel, regardless of the consonants that may come between
or after them. Some banks having a multitude of small
accounts have separate ledgers for men and women depos-
itors. The strict alphabetical arrangement is more con-
venient where the names are very numerous, as the exact
page of an account is more readily found by the index-
letters that are placed on the upper corner of each left-hand
page as the book is opened. Some large commercial banks
with many out-of-town custorhers have a separate ledger
for these called the “ foreign individual ledger,” as dis-
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tinguished from the “ecity individual ledger.” There is

also the ledger for accounts with other hanks, and all of
these are divided into two or more volumes according to
the number of accounts to be contained in them, in order
that a ledger may last as long as practicable before it is
filled.

The balance ledger is quite independent of the other
books, except that it may be referred to for verification
of entries. In this the names of depositors are entered
in a list down the left-hund margin of the left-hand
leaf, as the book lics open, and dated columns run
across the two pages, usually covering the twelve business
days of two weeks. The right-hand margin of the sccond
leaf may be cut off so that when the leaf is turned the
entries may continue across two more pages without en-
tering the names again, as they will not then be covered
by the leaf. This may be carried along for several weeks,
but if there is a large number of depositors the list of
names will have to be continued on several pages, and the
book must be divided so as to receive them. The names
may have to be reentered a number of times before the
ledger is filled. The columns are double and ruled through
the middle to separate debits from credits, the former be-
ing entered to the left of the line and the latter to the
right, the balance being kept on the credit side.  Usually
the debits from Clearing-Ilousc checks are entered in
red ink to distinguish themn from those that have a differ-
ent source, as they constitute by far the larger part of the
whole.

In the morning the balance from the previous day is
entered in the credit column and shows how much each
depositor has then to his eredit. As deposits come in the
deposit-slips are sent from time to time to the balance-
bookkeepers, and from these the fresh credits are entered
at once. As fast as paid checks are ready for entry they
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are similarly distributed and the debits are entered from
them. These include such as are paid by the paying teller
or drawn upon the bank and deposited with it, and those
which ‘come in much larger number from the Clearing-
ITouse after being deposited in other banks. The latter
are taken in hand as speedily as they can be arranged for
the different ledgers, and sometimes before the scrutiny
of the check-clerks is completed. As collections from items
not included in deposits come in from the note-teller they
are cntered as credits, and any payment or charge on
account of depositors is entered as a debit. Credit-tickets
for discounts or loans and other miscellaneous credits, and
charge-tickets for interest or exchange or anything to be
paid by the depositor, go to the balance-bookkeepers and the
entries are completed daily, so that the state of the balance
may be readily ascertained for the information of the
paying teller or of any ofticer who may have occasion to
ascertain it. The number of entries for any account will
depend upon how “ active ” it is, and many of them may
not change for days together. Spaces are left on the
ledger pages for the insertion of new names as accounts
are opened, and as one serics of pages become filled another
is begun, so that one thick volume may last for a consider-
able period.

In the “regular” credit-books all the credits to de-
positors arc written up each day from the deposit-slips,
and in this casc the name of the depositor as well as the
amount deposited is written in each time. The names are
divided according to the ledgers to which they belong and
arranged alphabetically for the convenience of the book-
keepers. The main purpose is to get a correct total, and
to furnish the material for final entries and the means
of proving the work of clerks and bookkeepers. In the
regular debit-books are entered the debits-on account of
checks upon the bank paid by the first teller or received
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by the second teller; but, on account of the number that
come from the Clearing-House and the separate handling
they are subjeet to, there is a separate “ exchange debit ”
book. There are separate books also for ¢ foreign ” credita
and debits, such as arise from collcetions out of town that
have not been entered from deposits and regular charges.

There are “supplementary” credit and debit books
in which are gathered additional items for cach side of
the account. In the supplementary credit-book is entered'
the total of the credits from regular sources, alrcady en-
tered in detail in the other books, and to this total is add-
ed scparately those which come from whatever quarter
through the note-telicr, so as to make up a grand total of
all the day’s credits. In a similar manner the total of
regular debits is entered in the “supplementary debit-
book,” and additional debits from whatever source are en-
tered in detail and a grand total of debits for the day is
thus obtained. As the supplementary credits and debits
pass through the note-teller’s department the results are
exhibited in his proof, frequently made up twice a day.
An example of his proof is given to illustrate what it
includes. Some large banks have also what they call
“ general” credit and debit books, upon which all the
items of the day are set forth in a systematic form, classi-
fied according to sources, so as to exhibit all transactions
on both sides of the account on a single page or two con-
tiguous pages. Others enter the general items and bring
together the totals in “ foreign and general ” credit and
debit books.

The final posting to the accounts of individual depos-
itors is made in the “individual” or “deposit” ledger,
which is divided, like the balance ledger and the credit
and debit books, into two or more volumes according to
the number of accounts, the divisions exactly correspond-
ing for the different set of books. In this ledger the
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accounts arc arranged alphabetically, either strictly or by
the initial and vowel system as mentioned above. The
pages arc turned backward from the upper left-hand
corner, upon which appears the names of the depositors
whose accounts are on the two pages laid open at any par-
ticular place, so arranged as to indicate the position of
each account. Thus with cither the exact alphabetical or
the vowel system it is easy to turn to any account. Each
page may be divided down the middle by a double ruling,
as the account does not require the full width, but some
banks allow the full width of the page for the entries of a
single account. The space allowed for an account is de-
termined by an estimate of the number of entries likely
to be required. While there may be several inactive ac-
counts kept on one page, an “ active account ”—that is, one
of a customer likely to make many deposits and draw
many checks—may occupy several pages. Where there are
many of the former a scparate part of the ledger is re-
served to them. In opening a new ledger a careful esti-
mate is made of the number of pages to be allotted to each
letter of the alphabet and the space to be given to each
account, with a fair allowance of blank pages and spaces
for new accounts to be inserted in their proper order and
for those that may overrun the limits originally assigned
to them. The purpose is to make the ledger last as long
as: possible without an unnecessary waste of space or de-
rangement of the order of the accounts. It is considered
desirable to have it cover at least a year. Some large
banks make a point of opening new ledgers at the begin-
ning of the year and closing them at the end, whether
filled or not. Others open them at any time and run them
as long as they will conveniently last.

The division being made and the space. for each being
determined, the accounts are opened by entering the name
of each depositor in its proper place and order on the page
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or in the perpendicular half page to which it is assigned.
Under this heading are two sufficiently wide columns,
the first for the debit charges and the second for credits,
and at the left of each of these a narrow ruling for the
date as each debit or credit is entered. Here the credits
for any day may be entered directly from deposit-slips
and credit-tickets, and the dcbits from paid checks and
charge-tickets, or they may be transcribed from separate
books in which they have already been entered by assistant
clerks or tellers. The practisc varies in different banks.
The essential point is to have all the credits and debits ac-
curately entered against the date to which they belong.
It will be understood that a credit is the sum which a
depositor has paid into the bank or which is to be credited
to him, and that a debit is the sum which the bank has
paid to or for him, or which is to be charged to him, and
a balance is the difference between what he is owing the
bank and what the bank is owing him, or what remains
to his credit when the former is deducted from the latter,
or vice versa. In some accounts entries of credits or debits,
or both, may have to be made every day, while in others
entries of one or the other are made only at irregular inter-
vals. It depends upon the activity of the account, and that
of course depends upon the circumstances of the customer.
He may be a business man, or firm or corporation, ma-
king frequent deposits, drawing many checks, and often
having discounts or borrowing and paying on loans, or he
may be a person that keeps a bank account only for con-
venience in paying occasional bills.

There is no separate column for a balance, but a
balance is “struck” on the ledger whenever the depos-
itor’s pass-book comes in to be balanced. This is' done
in red ink, a line being drawn under the account, the
debits and credits footed up, and the balance entered. It
is at this point that the credit entries are made in the
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pass-book, corresponding to the debits of the ledger, unless
they have been separately listed by the check-clerks or kept
on a voucher-list, and in that case the aggregate is entered,
with a reference to the list, which must accompany the
vouchers to be returned. These include canceled checks
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and charge-tickets. The entries in the pass-book and those
in the ledger must be found to agree, and the pass-book
and vouchers are left with the bookkeeper to be returned
to the depositor on application, unless there is an informa-
tion-clerk whose special duty it is to attend to the details
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of balancing the pass-book, as described in a previous
chapter. Only a few large banks make this the business
of a separate “ information burcau.” _
Where there is a separate ledger for “foreign ac-
counts,” or those of individual customers out of town, of
which some banks in New York have a large number, it
is kept in substantially the same way, though credits may
be entered from remittance-letters instead of deposit-slips,
or from books of original entry in the correspondence
department. Whatever the detailed method, the purpose
is the same of recording each day the credits and debits of
the account as they then appear. The same is the case
with banks which act as correspondents and for which the
bank we are describing may act as an agent in its city—in
short, for all banks that keep an account with it. This is
called the “ bank ledger.” While the method of keeping
it is substantially the same as that ot keeping the indi-
vidual ledgers, the accounts are arranged alphabetically by
the names of the citics and towns in which the depositing
or correspondent banks are situated.  Whatever is due to
them is entered as a eredit when it becomes due, and what-
ever is due from them is entered as a debit when it becomes
due to the bank. The accounts are usually balanced at
the end of each month, but this may be donc at other times,
according to circumstances. These accounts vary in size
~and importance according to the location of the corre-
spondent and the character of its relations with the city
bank, and are subject to a variety of agrecements. Upon
some of ‘the deposits interest is allowed and credited to
the account once a month on the average balance. When
items are sent to a bank for collection the amounts are
charged to it, and when remittances are received they are
credited. Their charges for collection are also credited.
The source of these entrics is the books and remittance-
letters of the correspondence department. It is custom-
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ary to keep on a separate sheet an “ account current,”
which is a duplicate of the running account in the ledger,
to be sent at intcrvals to the correspondents or depositing
banks. This exhibits the state of the account and the
balance and corresponds to the pass-book of the individual
depositor.

There are banks which keep a double set of ledgers—
complete duplicates—merely for the purpose of having one
as a check upon the other, and to afford greater assurance
against error or collusion. In such cases a comparison of
all the accounts is made once a month.

The ledgers thus far deseribed pertain to the accounts
of customers with the bank, including individual deposi-
tors in the city and out, of all grades and classes, and banks
that act as correspondents or keep funds on deposit in the
city. They establish and record each day the credit and
debit relations of these customers with the bank. This
brings us to what, from the bank’s point of view, is the
most important book of all, the “ General Ledger.” This
is a single ponderous volume, and in it is centered a
record of all the bank’s business from day to day. It is
made up by the general bookkeeper, so as to exhibit each
morning the completed transactions of the day before,
and from it can be drawn at any time a statement of the
bank’s condition in all its departments, showing the aggre-
gate items of its resources and liabilities and their rela-
tion to each other. Most of its accounts contain no names
of persons and no detailed items, but only aggregates of
debits and credits and the balances on various accounts.
These accounts differ somewhat in number and deseription
with different banks, but they are so classified as to cover
all its operations of whatever kind.

There would be neither interest nor instruction in an
attempt to deal with these in-detail, but their general pur-
port and purpose and the method of keeping them can be
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indicated in a brief space. Among the accounts that per-
tain to liabilities are those of capital, surplus, undivided
profits, circulation, individual deposits, bank deposits,
certified checks or acceptances, ete. Among those that
relate to resources are bills discounted, demand-loans,
time-loans, cash, stock and bonds, or securities, United
States bonds, real estate, and so on. Scparate accounts
are kept of dividends, discount, interest, cashier’s checks,
certificates of deposit, bills of exchange, overdrafts, ex-
penses, etc. The division and classification of accounts
may differ according to the volume and varicty of the
business, but they must include every kind of transac-
tion in which the bank is engaged in such a manner as
to show under each head the eredits and charges that belong
to it and afford the material for a general statement of
resources and liabilities, or a daily trial balance. There
is a profit-and-loss account into which is gathered the
final balances in such a way as to exhibit gains and losses
and the ultimate balance. This is closed at the end of
the year or of periods of six months, but it is kept up so
as to admit of a statement of condxtlon with respect to
profit and loss at any time.

Accounts in the general ledger differ widely in the
number of entries that have to be made. A capital account,
or surplus account, may be changed only at long intervals,
when some increase or decrease is made by the authorized
action of directors, while deposit accounts, loan accounts,
and many others may require entries every day. The
name of the account is written at the top of the page of
the ledger and there is a narrow column for dates down

- the left-hand margin. The rest of the space is divided
into two sides by a double ruling down the middle, that to
the left being for debit entries, and that to the right for
credits, though sometimes two opposite pages are used for
an account, one being occupied exclusively for debits and
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debit balances and the other for credits and credit balances.
Each space, whether a page or a perpendicular half page,
is divided by a single ruling into two halves for the figures,
the first for balances and the second for the debits or the
credits, as the case may be, for the balance, whether of
debit or of credit, is constantly kept up. The arrange-
ment of the accounts in the book and the number of pages
allotted to each is determined by convenience, and an in-
dex is kept at the beginning of the ledger.

It may be stated as a general principle that anything
that goes to the assets or resources of the bank is charged to
the proper account as a debit. It is due from the account to
the bank. Whatever goes to its liabilities is credited to
the account. It is due to the account from the bank. The
sources of the items which the general bookkeeper posts in
his ledger are various. He keeps a separate account for
cach of the individual deposit ledgers and cach of the bank
ledgers, and he has access to the credit and debit books
for his items. It is he who brings together in the  gen-
eral ” credit and debit books the various aggregates that
have been derived from original entries in the several de-
partments. Ile ascertains the totals of credits and debits
of each of the deposit ledgers, of the collections, of bills
discounted, of loans, of cashier’s transactions, and of all
the rest that come within the purview of his duties in
bringing into systematic order all the day’s credits and
debits as they are finally ascertained at the close of busi-
ness. The clerks and tellers prepare each day the material
for his postings and he deals only in aggregates. Upon
a single line in each account to which anything is to be
posted he enters against the date the aggregate of debits
and credits belonging to it on that day’s transactions; and
the balance in its proper column. Thus he gathers into
this receptacle of figures the results of each day’s work
so far as they are completed and made permanent.
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The statement that general-ledger accounts deal only
in aggregates to be entered in single sums for the day,
without designation of persons or specific items, is subject
to some qualification. It is true, for instance, of deposit-
accounts and most others, but in the case of a loan-account
it is common to charge each loan separately and designate
it by the name of the borrower. So in the expense-account,
the object of the cxpense or the bill for which it is charged
may be indicated in the entry, and in ercditing to the
cashier-account the names of the persons for whom the
bank’s checks are drawn are designated. But where the
totals come from the combination of many items only the
aggregates are entered. The cash-account is an omni-
um-gatherum for all the actual reccipts and payments of
the bank for each day. All that is taken in is charged to
“ cash,” and all that is paid ont is credited to “ cash.” The
balance is always a ““ debit balance ”; otherwise the bank
would be without funds available for use. There may be
on a single day a deduction from the balance, but if the
bank is in a flourishing condition there is about an ever
level of cash. It should be gaining in funds rather than
losing, or should at least hold its own. On the other hand,
the balance of the deposits-account is constantly a credit
balance, or should be so; otherwise the bank is paying
back to depositors more than it is getting in from them,
and a debit balance to the account wofld indicate that
it had no deposits left and was in default to its depositors,
or owing the account.

Some banks that do a large business keep a separate
“ general balance ledger,” in which is brought together on
one broad page or two contiguous pages of the open book,
an exhibit of the aggregate credits, debits, and balances
of all the accounts of the general ledger. This is made
up by a different hand from the various sources, and so
serves as a check and a “ proof ” upon the work of the
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general bookkeeper. Finally, there is a daily statement-
book in which the titles of the several accounts of the gen-
eral ledger are printed on the left-hand margin of the
pages, classified on opposite pages as resources and liabili-
ties, or this may be done on the perpendicular halves of a
single page divided down the middle. Here the aggregate
balances as finally determined are entered in a way to
show the condition of the bank. Upon the page or half
page for assets, for instance, appear the amount of the
bank’s cash, with the reserve separately stated, of various
kinds of loans and discounts outstanding, of securities
owned, of sums due from other banks, and so on through-
out the list. Upon the page or half page of liabilities is
the amount of capital, of surplus, of undivided profits,
of circulation outstanding, individual deposits, amount due
to other banks, certificates of deposit, cashier’s checks, ete.
This book enables the officers to ascertain readily the con-
dition of the various accounts, and scrves as a guide in ma-
king loans and engaging in other new transactions. It also
furnishes the material for making up the statements for
the Clearing-ITouse and the reports of condition to the
Comptroller of the Currency or to the State Bank Com-
missioner or Superintendent. It is in the nature of a
daily trial balance. A “ general proof ” is, made up every
night by the bookkeeper, giving the grand totals of cash
and of the day’s debits and credits. This is sometimes
called a “ teller’s proof.”

Clearing-House banks in New York keep a book of
“ daily averages ” of those items that enter into the weekly
statement required by,the Clearing-House. These items
being made up for each of the six days, it is an easy matter
to obtain the daily average of each on Saturday morning.

In many banks which have a very large number of
depositors and a great volume of business widely dis-
tributed a still further condensation is made of the state:
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ment of condition in a smaller book labeled “ Teller’s
Proof,” which exhibits cach morning in small compass the
essential items of resources and liabilities, showing the
amount of the bank’s cash and the state of its reserve, the
volume of deposits, the amount of loans and discounts out-
standing, including that which is subject to call separately
stated, ete. This enables the chief officer, who will have to
decide upon new applications for accommodation, to know
approximately what resources he has at command. There
is an element of estimate in this, and it may be subject to
correction before noon. For instance, he can not tell until
after the Clearing-House exchanges have been made
whether the cash is to be drawn upon for the payment of
a debit balance or will be increased by a credit balance.
The result of the Clearing-House settlement may change his
calculations. Ile must consider the question of maintain-
ing the percentage of reserve, and may find it advisable to
call in certain demand-loans to replenish his funds and
keep up the reserve.

Apart from what may be regarded as the daily system
or routine of the bank’s work, an alert and careful presi-
dent has a variety of statements prepared from time to
time. One of these is a detailed statement of expenses. The
general bookkeeper, as he posts from day to day the bills
for expenses in his expense-account, keeps a classified state-
ment of the several amounts and the purposes for which
payments are made. At the end of the month he puts this
in completed form, making a comparison with the cor-
responding month of the previous year. He makes a simi-
lar comparison for the part of the calendar that has
elapsed, so that it is easy to see how the expenses for vari-
ous purposes have been running, and whether they have
increased or diminished as a whole or in any particular
direction. Similar statements of earnings from various
sources are kept up so that the course of the income can
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be readily traced. The value of such statements to the
responsible officers is apparent. A watchful officer fre-
quently has tables of statistics prepared under his own eye
relating to a variety of matters that more or less concern
the banking business, such as the course of the market
prices of the principal stocks and bonds dealt in or used as
security for loans, the volume of mercantile business and
its variations, the earnings of railroads and large indus-
trial interests, and so on. There is hardly a limit to the
practical, industrial, commercial, and financial informa-
tion which it is useful for a bank to have at its command
in systematic form for the purpose of study and reference.



XXV
EXAMINATIONS, STATEMENTS, AND REPORTS

Norwrrastanping the thoroughness and care with
which all records and accounts are kept in a well-managed
bank, and the number of statements that are prepared to
show the course and condition of its business, it is sub-
ject to a variety of examinations, as a precaution against
inaccuracy, negligence, and possible collusion and dishon-
esty. In the first place, there is a system of internal exam-
inations by committces made up by the officers from the
clerical force. These are applied unexpectedly and simul-
taneously to all those departments in which funds are
handled and debits and credits are determined and
recorded, as those of the tellers and the collection, dis-
count, and loan clerks, and the committees are made up
of those who have no part or responsibility in the work
to be scrutinized. At the closc of banking hours on some
day that can not be anticipated the head of each of these
departments finds his work suddenly taken out of his
hands by one of these committees, which goes carefully
and thoroughly through the books and records of the de-
partment, its “ proofs,” and all the methods and details
of its work, to ascertain how efficiently and faithfully it
has been and is being done. Hours are spent in hunting
for faults, errors, and defects, and a careful and confi-
dential report is made upon the investigation. This may
be done two or three times a year, or oftener if there is
deemed to be occasion for it, and it naturally keeps the
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tellers and clerks of these departments constantly on their
guard and up to their work. Another practise is that of
suddenly shifting the bookkeepers at irregular intervals
from one division of the ledgers to another, instead of keep-
ing the same men permanently at the same hooks.

Besides the internal examinations made under the di-
rection of the officers by committees chosen from em-
ployees of the bank, there are occasional examinations of
the work and methods of all departments and the general
condition of affairs by an outside committee of experts
selected by the directors, which even the officers can not
anticipate. This committec makes its appearance upon
the scene suddenly some day after banking hours and takes
possession. Everything is put at its command, and every-
body is subjeet to its orders for the time being. 1t is made
up of experienced banking men who have no concern with
the institution under examination, and it subjects the
affairs of that institution to a rigid serutiny in detail, and
prepares a report to be laid before the Board of Dircctors,
with such suggestions as it finds occasion to make. These
unofficial examiners are paid by the bank, and the salaried
clerks who serve on the committees previously mentioned
receive extra pay for this service, which also gives them
an opportunity to justify the confidence reposed in them.

Finally, there are the official cxaminations, which even
the directors can not anticipate. They know that they
are liable to come, but they never know when they are com-
ing. The Comptroller of the Currency has a board of
examiners for national banks, who are, or at all events
should be, competent experts, and he assigns them from
time to time to the task of examining certain designated
banks, passing from one to another at irregular intervals.
The Superintendent of Banking, or whatever officer may
be vested with the supervision of banks under State laws,
is provided with a similar force of examiners for State
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banks and other financial institutions under State control.
The official examiner is liable to make his appearance at
any time in any bank, and on showing his credentials he is
entitled to every facility and cooperation in looking into
its affairs. Ile can go over its books and accounts, inquire
closely into its methods, count up its cash, examine into
its discounts and loans, serutinize its securities and its in-
vestments, and make himself acquainted with every detail
of its business and its condition. The thoroughness with
which this is done may depend upon the competence and
fidelity of the examiner and the circumstances of each
case, but the purpose is to ascertain whether the bank is
properly managed and in a sound condition. The head of
the banking department of the State or the National
Comptroller of the Currency must depend mainly upon
the reports of his examiners for making effective his super-
vision of the system under his charge.

The Clearing-Iouse statement mcntmned in the last
chapter is requn'ed not only from members of the asso-
ciation, but from the institutions that clear their checks
through any of the members. The statement must be sent
in before eleven o’clock on Saturday for the six preceding
business days, giving the daily average of loans and dis-
counts, specic, legal tenders, deposits, and circulation. The
aggregate for all the associated banks is immediately made
up at the Clearing-House and given out for publication in
the newspapers, and is always looked for with interest as
indicating the relation of the reserves to deposits. This,
taken with the volume of loans outstanding, is an index
of the condition of the money market. If the reserves are
close to the legal limit, or below it, this is regarded as a sign
of actual or impending stringency and a probable advance
of rates for money, whereas if there is a liberal margin of
surplus it is a token of ease and possible dulness. As the
statement is for daily averages it is not an exact indicatior
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of condition at the end of the week, since the amounts may
have been rising or falling during the week. In the general
182448

COPY OF STATEMENT

OF THE

’é Mﬂ/fw/ 0; for week

ending the / ? day of L
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Please send a copy of the Weekly Statement of your Bank to the
Clearing House before11 o'clock A. M. on eack and every Saturday.
WILLIAM SHERER, MANAGER.
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Clearing-Touse statement the increase or decrease for the
various items and for the total reserve is noted. A state-
ment for all the banks in detail, as well as the aggregate for



202 THE MODERN BANK

the association, is published every week, in which the
capital and surplus, as well as the other items, are given
and the percentage of reserve is noted for each bank. To
this is added the volume of clearings and the amount of
balances settled for the week, as compared with the previ-
ous week. A separate statement is published for the non-
member banks of the city. Examples of these statements
for a recent date are here presented by way of illustration;
these are for the associated banks of New York and the
non-member banks, but similar statements are required
by clearing-houses in other cities.

National banks are not only subject to examination
by an official examiner appointed by the Comptroller,
whenever the latter may sce fit to direet it to be made, but
the Comptroller is required by law to call for a report of
condition at least five times a year. Ilc issues his call
from Washington, fixing a date for which all reports are
to be made of the condition of the bank “ at the close of
business ” on that day, and requiring them to be forwarded
to his office ““ immediately.” There is a penalty of $100
for every day’s delay beyond five days from the receipt of
the notice. Two copies of a blank form are furnished to
each bank to fill out, one of which it may file for its own
use. This consists of two pages of a broad sheet, one for
a statement of resources and the other for liabilitics. There
are twenty items in each of these lists. Those on the side
of resources are “loans and discounts,” subdivided into
those on which officers and directors are liable as payers
or indorsers and thosc on which they are not so liable;
“ overdrafts,” secured and unsecured separately stated;
“ United States bonds to secure circulation ” (par value),
the amount of each class being stated; “ United States
bonds to secure United States deposits ”; “ United States
bonds on hand ”; “ premium on bonds,” stated separately
for those to secure circulation and others; “ stocks, securi-
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ties, ete., including premium on same”; “ banking-house
furniture and fixtures,” value separately stated; “ other
real estate owned ”’; “ due from national banks (not ap-
proved reserve agents)”; “due from State and private
banks and bankers, trust companics, and savings-banks "
“ due from approved reserve agents”;  internal-revenue
stamps ”’; “checks and other cash items”; ¢ exchanges
for Clearing-House ”’; “ bills of other mnational banks”;
“ fractional paper currency, nickels, and cents ”’; “ lawful
money reserve in bank,” classificd in gold coin and certifi-
cates, silver coin and certificates, fractional silver coin, and
legal-tender notes; “ redemption fund with United States
Treasurer (not more than 5 per cent on circulation)”; and
“due from United States Treasurer.” The amount of
each of these items is to be entered, no spaces being left
vacant, but the word “ none ”” being written in where there
is no such amount, and the total footed up.

The items in the list of liabilities are: Capital stock
paid in”; “surplus fund”; “undivided profits,” in-
cluding amounts, if any, set aside for special purposes,
less current expenses and taxes paid; “ circulating notes
secured by United States bonds, less amount on hand
and in Treasury for redemption or in transit ” (the latter
amount being separately stated) ; “ due to national banks
{not approved reserve agents)”; “ due to State banks and
private bankers ”; “ due to trust companies and savings-
banks ”; “ due to approved reserve agents” ; ¢ dividends
unpaid ”; “individual deposits subject to check ”; “ de-
mand certificates of deposit”; “time certificates of de-
posits ”; “ certified checks ”’; “ cashier’s checks outstand-
ing ”; “ United States deposits”; “ deposits of United
States disbursing officers”; “notes and bills redis-
counted ”’; “ bills payable, including certificates of deposit
representing money borrowed ”; and “liabilities other
than those stated above.”” As in the case of resources, an



204 THE MODERN BANK

entry must be made for each item and the total footed up.
The two sides of the statement should balance, as showing
the exact condition of the bank on the prescribed date.

On the back of the statement are a number of blank
schedules in which details of some of the items must be
set forth. These include, on the side of resources, loans
and discounts, presenting the different classes of dis-
counted paper and loans on security; overdrafts, the sc-
cured and unsccured secparately, classified as “standing
twelve months or over,” “standing six months or over,”
“ temporary,” and “officers and dircetors ”; stocks, se-

_curities, ete., entered by name and value, with amount at
which ecarried on books and estimated market value;
“other real estate owned,” with details of property and
value, date of acquiring, and whether taken for debts
previously contracted; checks and cash items other than
exchange for Clearing-ITouse, stating separately checks and
drafts on ecity banks not members and those on other
banks. Other schedules are for average percentage of
reserve to deposits for thirty days and rate of interest
paid on deposits and on bills rediscounted and bills pay-
able, certificates of deposit representing money borrowed ;
loans exceeding the preseribed limit, including amounts
due from banks and bankers and overdrafts; balances due
from or to approved reserve agents with name and location
of each bank and the amount in each case, and liabilities
of different officers and directors, as payers, as indorsers,
and for overdrafts, with number of shares in the bank
owned by each.

This report of condition has to be sworn to by the pres-
ident or cashicr and attested by three directors before a
notary public or other officer commissioned to administer
oaths. The substance of each report, containing all the
items of resources and liabilities in condensed form, must
be published in a newspaper in the place where the bank
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is located, or, if there is none in that place, in the ncarest
one in the same county. A copy of this, cut from the news-
paper, must be sent to the Comptroller’s office pasted upon
the form furnished for this published report and accom-
panied by a statement of the fact of publication sworn to
by the publisher. A compilation from these reports for
the whole country is made in the Comptroller’s office and
furnished to any newspaper correspondent who may de-
sire it, that the utmost publicity may be given to the con-
dition of the national banks. Five times a year it is pos-
sible to know accurately how many of these banks there
are, not only in the country but in each State and each city
and town where there is any, the amount of their capital,
and their resources and liabilities in their various forms.
Apart from the oceasional publication of the important
facts in the newspapers, full and detailed information is
given every year in the Comptroller’s official report to
Congress.

Besides, the report on condition, every national bank
has to make a semiannual report to the Comptroller of its
earnings and dividends. A form is supplied for this, di-
vided into three scctions. In the first is entered on one
side the gross earnings of the period and any losses re-
covered since the previous reports, and on the other pre-
miums on United States honds charged off, losses from
bad debts, decrease of values or otherwise, expenses and
taxes, and net earnings for the six months. These two
sides should balance. In the second scction must be en-
tered on one side the net earnings brought down from the
first section, undivided profits or loss, brought forward
from the previous report, any amount withdrawn from
surplus since the previous report, any authorized reduction
of capital to meet loss or add to profit, any assessment paid
on capital, and any amount subscribed and paid by share-
holders as surplus or profits; and on the other side any,
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sum carried to surplus fund during the half year, amount
of dividends paid, with rate, and net profits undivided, or
loss, as the case may be. This is complete for the six
months’ period, but a third section must be filled out show-
ing on one side the total profits since organization as a
national bank, profits and surplus of old organization at
time of conversion, if any, and total paid in by share-
holders and reductions of capital to meet losses and passed
to profits; and on the other side total surplus at date of
the report, total dividends paid since organization, and
amount of present undivided profits, or of loss, to
be carried forward to the next report. If no dividend has
been paid, the report must be made to show earnings and
the disposition made of them. The report must be sworn
to by the cashier as a true statement to the best of his
knowledge and belief.

The semiannual report on circulation outstanding is
made to the Treasurer of the United States for the pur-
pose of having the “duty,” or tax, levied thereon. A
blank is furnished by the Treasurer with full instructions
as to the manner of computing the average circulation
for the six months. The amount for each day is to be
recorded, and when the report is made these sums are
added together and the aggregate is divided by the number
of days, the tax not being levied upon the authorized or
issued circulation, but the  average outstanding.” The
bank is entitled to deduct the amounts with the Treasurer
for redemption and reissue, or in its own hands for re-
issue, but sometimes the return is made for the full issue.
The form of report is simple, the amount of notes received
from the Comptroller of the Currency being entered, the
amount in circulation based upon 2-per-cent consols of
1900, with the amount of tax at } of 1 per cent, and
the amount based on “any or all other United States
bonds,” with the tax at 3 of 1 per cent. It must be sworp
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to as a true statement by the cashier, and the payment of
the tax is usually made to the Treasurer on the return of
the report. A bank having circulation outstanding less
than half a year at the time of the report, which must be
made within ten days of the 1st day of July and January,
divides the aggregate for the time the notes are outstand-
ing by the number of days in the half-year to ascertain
the “ average ” subject to the tax.

Where there are State banks, reports of condition
somewhat similar to those of the national banks, but usually
with less detail, are required, to be called for by the author-
ity entrusted with the execution of the banking laws of the
State. In New York the call is made four times a year.
Tt is intended in both cases that there shall be no oppor-
tunity to make preparation for thesc reports. In New
York and some other States the official supervision of
banks includes trust companies and savings-banks.

Under the Reserve system changes have been made in
the rules for examinations making them more strict and
complete. Examiners have fixed salaries instead of fees
and may be shifted from one district to another. Member
banks must undergo examination at least twice a year, but
the Reserve bank of any district may have any of them
examined at any time with the approval of the Federal
Reserve Board or its district agent. This makes the sys-
tem as a whole far more uniform and effective.



XXVI

OLERICAL FORCE AND LINES OF ADVANCEMENT

AF¥TER having gone over the ground of the work of a
large and active bank in an important financial center, it
will be easy to understand that the service requires a con-
siderable clerical force in which there will naturally be
gradations and lines of advancement. It is unnecessary
to dwell upon the qualitics desirable in this kind of work.
There can not be too much intelligence and general mental
training, but special taste and aptitude and a readiness
to study the business are eminently desirable. Nowhere
does more depend upon confidence ; and the commonplace
virtues of honesty, industry, fidelity, and loyalty arc indis-
pensable to success. In no business is there likely to be
stricter inquiry into the character and qualifications of
those employed or a more vigilant supervision over their
habits. At the same time every one who holds a position
of any degree of trust or responsibility will be put under
bonds. In these days there are corporations that make a
business of giving bonds, which are generally acceptable,
though first-class personal bonds of men of standing and
known integrity are preferred.

There are in most banks a number of employees, like
janitors, porters, and watchmen, who are hardly the ma-
terial for advancement to higher places, and may spend
the better part of their lives in these humbler places. It
is not common nowadays in the larger city banks to call
those messengers who are sent out to make collections or
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exercise discretion in carrying out instructions in dealing
with customers or with other banks. Messengers, rather,
are trusty men who are sent on ordinary errands or to
accompany clerks upon duties that require incidental help,
though the term is still applied in many banks to the young
men who act as collectors.

These latter present notes and drafts and make collec-
tions, and here is the first step in learning the practical
work of banking, and the beginning is usually made in the
collection department or that of the note-teller. The col-
lector gradually beecomes familiar with the details of that
department, and his next step is likely to be that of an
assistant to the clerk; or if there is need of an assistant to
the mail-teller, the correspondmg clerk, or the exchange-
teller, he may be chosen to fill the vacancy. The advance-
ment is likely to be through the lower grades of those
departments in the order named. As a variety of experi-
ence is desirable, there is more likely to be such transfers
than a waiting for promotion in the same department.
There may, however, be more than one assistant in a de-
partment, and if a first assistant is transferred his place
will be taken by the next in line. Much will depend upon
where vacancies happen and upon the special aptitude dis-
played by persons selected to fill them, as well as experience
or seniority in service. Next to the assistants to clerks
come those to the regular tellers and the bookkeepers. The
line of advancement for assistant tellers is likely to be first
to that of the note-teller, then the recceiving teller, and
finally the paying teller. A young man who once enters the
bookkeeper’s department is less likely to be transferred on
account of the peculiar character of the dutics, requiring a
special kind of expertness; but there are exceptions, for
a good bookkeeper may be highly qualified for a teller’s
place just when a competent man is wanted.

When it gets beyond the grade of assistants the service
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becomes more stable, but changes will come in the best-
regulated banks. A vacancy may be filled by an experi-
enced and highly recommended person seeking a place from
the outside, but the rule is one of promotion from the
ranks of the most trusted subordinates. The first head of a
department likely to be reached is that of collection-clerk
or coupon-clerk, and the next step in promotion will be
to the position of corresponding-clerk. After him come
in order the discount-clerk and loan-clerk. The distine-
tion between clerks and tellers is largely one of name, but
some remnant of the etymological significance of the words
remains. A clerk is a writer and a teller is a counter, and
the latter has more direct responsibility in handling funds.
The mail-teller receives and accounts for those that come
through the post-office, but his duties are subsidiary to
those of the note-teller, who has immediate charge of the
proceeds of all collections.” The relation of the exchange-
teller who takes charge of the checks that are settled
through the Clearing-1Iouse is rather with the bookkeepers
than with those who handle the cash, and he ranks below
the note-teller. The three principal tellers are the note-
teller, the receiving teller, and the paying teller, and the
line of promotion above the clerkships is through these.
It has been mentioned that the cashier is the chief
executive officer in command of this force, but with the
increase of his duties and the necessity of one or more
assistant cashiers, he now has in the largest banks a repre-
sentative in immediate charge of the clerical force in the
person of the chief clerk. The latter is usually a man who
has risen through the ranks and passed the various impor-
tant grades of the service, and is therefore familiar with all
the duties. He is able to relieve the cashier of a multitude
of details in the supervision of the routine work, assigning
subordinates to duty here and there where they are needed,
seeing that every point is covered, answering questions,
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giving directions, and supplementing the work by his own
hand wherever necessary. Ile is the rcal superintendent
of the work of clerks and tellers and the connecting link
between the rank and file of the force and the officers of
the bank. It is assumed here that the institution is sys-
tematically managed with sole reference to its cfficiency
as a great business agency, having well-defined obligations
and responsibilities, and that in the employments and pro-
motions ““ merit and fitness,” and not favoritism or “ pull,”
are determining factors. This is doubtless the case with
the largest and most successful institutions, but this does
not imply that personal choice or influence are without
effect. The purpose has been merely to give an idea of the
gradations of the service and the normal lines of advance-
ment. In smaller banks the system is naturally simpler
and more flexible, and the relations between officers and
employces are closer. There are fewer clerks and may
be no assistants, and departments may be blended together,
but from the complex it is easy to infer the methods of
the simpler.

The plan of gradation and promotlon described above
is not that of all banks, and there is no uniform system.
Variation may be determined by the character and extent
of the bank’s business, which affects the relative impor-
tance of departments. It is the custom of some banks to
admit new men to their service only at the bottom, taking
them in young as messengers or collectors, who after their
morning work act as assistants to the check-clerks. They
are liable to be assigned to minor duties in any depart-
ment where additional assistance is needed, until they
become familiar with a variety of work and have a chance
to display their aptitudes and qualities. Their advance-
ment will then depend upon the openings that are made
by an increase of business or the dropping out of old ems
ployees, leading to promotion or a shifting of the forge.



XXVII
BANKS THAT FAIL

Tue National Bank Act makes provision for both vol-
untary and involuntary liquidation of banks belonging to
the system, and several hundred have been placed in the
hands of receivers and had their affairs wound up since
the act took ecffect. If a bank proves to be unprofitable
and its continuance is considered undesirable, it may go
into voluntary liquidation on a vote of the owners of two-
thirds of the shares, notice of the fact being certified under
its seal by the president or cashier to the Comptroller of
the Currency. Notice must then be published for two
months in a newspaper in New York and in one where
the bank is situated, calling upon notcholders and cred-
itors to present their claims for payment. Within six
months of the time of the vote “ lawful money ” must be
deposited with the Treasurer of the United States for the
redemption of all notes outstanding, and the bonds depos-
ited for security will be reassigned to the association. In
case of failure to make the deposit the bonds will be sold
to redeem the notes and cover the expense of the proceed-
ing, and any balance will be turned over to the legal repre-
sentatives of the bank. If a bank fails to renew its cer-
tificate of association under a provision for extending
charters when the limit has expired, it is required to
wind up its affairs and settle the claims of creditors in
the same manner.

The Compgroller may put a bank in the hands of a
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receiver and have its affairs wound up for any one of
several reasons. One is the very exceptional case of refus-
ing to redeem its circulating notes on demand. In such a
case therc must be a formal protest of the notes by a notary
and notice to the Comptroller, who, with the concurrence
of the Secretary of the Treasury, may appoint a special
agent to ascertain whether the bank persists in refusing to
pay its notes. If so, he shall within thirty days declare
its bonds forfeited, suspend its right to prosecute its busi-
ness, and call upon holders of its notes to present them
at the Treasury of the United States for payment in law-
ful money. As they are paid, the bonds held for security
may be canceled, or they may be sold at auction or private
sale, and if not enough is realized to redeem all the notes
the Government will have a paramount lien upon assets
to reimburse it for the rest. A receiver will be appointed
to take possession of the books and records and all the
assets of the association, colleet all debts and claims, and
upon order of a.competent court to compound bad or doubt-
ful debts, sell property, and, if necessary in order to pay all
debts of the association, cnforce the individual liability
of stockholders. The moneys colleccted are paid over to
the Treasurer of the United States subject to the order
of the Comptroller of the Currency, to whom a report of
the proceedings must be made.

A receiver may in like manner be appointed, the fran-
chise of the bank forfeited and its affairs wound up, when-
ever a creditor shall obtain judgment against it in any
court of record and shall make application for the appoint-
ment, accompanied by a certificate of the clerk of the
court that such judgment has been rendered and has re-
mained unsatisfied for thirty days, or when the Comp-
troller shall become satisfied of its insolvency after due
examination of its condition. Proceedings for the same
purpose may be taken for certain violations of law, viz.,
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failure to have the capital stock fully paid up or to make
good any deficiency in legal reserve after a notice of thirty
days; purchase by the bank of its own stock, except to
prevent loss upon a debt contracted in good faith, and
failure to dispose of the same within six months when so
purchased ; failure to make good any impairment of capi-
tal and refusal to go into liquidation within three months
after notice; and falsc certification of checks. Suit may
be brought by the Comptroller for forfeiture of charter
if the directors of any national banking association “ shall
knowingly violate, or knowingly permit any of the officers,
agents, or servants of the association ” to violate, any pro-
visions of the law. In such cases the directors participa-
ting in or assenting to the violation are held personally and
individually responsible for any loss or damage to the
asgociation, its shareholders, or any other person, in con-
sequence of the illegal act.

Provision is made for notice to creditors, in case of
a reccivership, to present their claims, and for a ratable
distribution of assets. If all claims of creditors are satis-
fied and expenses paid, the residue is to be distributed
among shareholders in proportion to the stock held by
them. After the redemption of notes has been provided
for, the claims of creditors satisfied, and the expense of
the receivership met, the Comptroller of the Currency is
required to call a meeting of the shareholders, giving
thirty df\ys notice by pubhcatlon in a newspaper where
the bank is situated, at which they may decide by a ma-
jority vote that the receiver shall continue and wind up
their affairs, or may choose an agent of their own to com-
plete the process. In the latter case, on the execution of
a bond to the Comptroller for the faithful performance
of all the duties of the trust, that officer and his receiver
will make an assignment and transfer of the undivided or
uncollected assets and be discharged from all liabilities,
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but the powers and duties of the agent are fully prescribed
in the law. .

The method of winding up the affairs of a State bank
are not materially different, but the causes of forfeiture
of charter and manner of determining insolvency vary in
different States. Proceedings are usually instituted under
State laws by some officer having supervision of banking,
after an examination and by application to a court of
competent jurisdiction.

Under the Federal Reserve Act the proceedings do not
vary materially, but there have been few cases of failure,
and such as have happened have been from voluntary
action.
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CLEARING-HQUSE AND OTHER ASSOCIATIONS

UrpEer the provisions of the National Bank Act no
“ banking association ” could have more than one place of
business, and as a consequence no branches or outside
agencies could be established. The result was a large num-
ber of independent banks, and no provision for their asso-
ciation together for any common purpose. This has led
to voluntary associations in different cities under con-
stitutions and by-laws of their own, and to a number of
State Bankers’ Associations and an American Bankers’
Association, which comprise national and State banks and
hold annual conventions for the consideration of subjects
of common interest. A few States permit the establish-
ment of branches by institutions organized under their own
laws, and in New York the privilege is given to State
banks in New York city- alone, but what is known as
branch banking is practised to only a limited extent in this
country, and there has been no concentration of resources
in a few great central institutions. Under the Reserve
system banks with capital of $1,000,000 or more may
establish branches in foreign countries and invest one-
tenth of capital and surplus in the stock of corporations
engaged in international banking operations.

The first associations were formed for the one purpose
of maintaining clearing-houses for the exchange of checks
ard other items deposited at one bank and payable at
another. This process has been sufficiently described in a
previous chapter, but clearing-house associations have come
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to have other purposes, and that in New York has become
an important agency in the banking business of the chief
financial center of the United States. It was first formed
in 1853, for the primary purposc of cffecting the exchanges
above referred to, and occupied rented premises in Wall
Street. At first there were about fifty of the old State
banks in the association and the daily volume of ex-
changes was little more than $20,000,000. A constitu-
tion was adopted in 1854, and in 1858 more commodious
quarters were occupied in the building of the Bank of New
York in Wall Street. During the civil war the banks in
this association were of essential scrvice to the Government
in floating its loans and in cooperating in the establish-
ment of the national bank system, although they did not
all reorganize under it. The Bank of Commeree of New
York was then the only banking institution in the United
States having a capital of $5,000,000, and it was induced
to enter the system by being relieved of the double liability
of stockholders imposed upon all others.

Later the association raised a building fund and ac-
quired a bank building at the corner of Pine and Nassau
Streets which it adapted to its use. This it occupied from
1875 to 1896, when it took possession of the fine building
especially constrncted for it in Cedar Strect at a cost of
over a million dollars. The membership has changed in
the course of years, as old members have dropped out and
new ones have been taken in. Each new member took a
number at the foot of the list and the places vacated were
not filled, so that now, though the numbers run up to
ninety-five, there are only fifty-six members, of which
thirty-seven are national and nineteen State banks, The
daily exchanges gradually expanded until they came
largely to cxcced those of all the other clearing-houses in
the country. The organization has meanwhile undergone
various changes and its functions have been extended. It
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holds an annual meeting in October, at which a president,
vice-president, secretary, and treasurer are clected and a
number of committees are constituted.

The officers have the duties implied in their titles, and
the most important committee is known as the Clearing-
House Committee. It has under the constitution the prac-
tical direction of the affairs of the association, and holds
regular monthly meetings and special meetings from time
to time. There is a Conference Committee, chosen to co-
operate with the Clearing-Ilonse Committee in emergencies
or on special occasions; an Arbitration Committce for the
adjustment of any differences that may arise between mem-
bers; a Nominating Committee to propose candidates for
office to be voted upon at the annual meeting; and a Com-
mittee on Admissions to which applications for member-
ship are referred by the Clearing-House Committee, to
which such applications must be made in the first instance.
New members may be admitted by a vote of three-fourths
of the existing members at any annual meeting.

There is an initiation fee of $5,000 for any bank not
having a capital of $5,000,000 or more, and for any such
bank it is $7,500. The annmal expenses are apportioned
among the members according to the average amount of
their exchanges. The practical management of the Clear-
ing-Iouse is in the hands of a paid manager under the direc-
tion of the Clearing-Iouse Comnittee, and he has an assist-
ant and a force of clerks. There is a regular system of
records and bookkeeping. The manager is charged with the
enforcement of the rules applying to the internal adminis-
tration of the Clearing-House, and has the power to impose
fines for their violation, which are charged to the banks
whose employees are delinquent in any of the duties con-
nected with the dzily process of clearing.

There are in New York and the immediate vicinity
quite a number of banks and. trust companies that are
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allowed the privilege of clearing through members of
the association. This privilege of “ non-members” be-
gan to be allowed carly in the history of the Clearing-
House, but gradually restrictions and requirements have
been laid down including an annual charge of $200. Now
those desiring the privilege have to make application, to
be approved by the Clearing-Ilonse Committee, and all
exercising it must submit to an cxamination of their con-
dition and make a weekly statement, which is published
like that of the member banks. This applies only to
banks, but trust companies arc required to make state-
ments of their condition, which are not published. This
must include capital, net profits, average of loans and
investments, and of deposits, amount of specie, legal
tenders and bank-notes held, and the amount on deposit
in banks and other trust companies. A new rule requires
them to hold a certain pereentage of lawful money
reserve. )

Among the purposes served by clearing-house associa-
tions, apart from that of effecting the daily exchange of
checks and settlement of balances, are cooperating together
in support of Government loans or Treasury requirements,
and for mutual aid in time of financial difficulty and
establishing uniform rates of interest on deposits and
charges for collection. It is not considered good banking
to pay interest upon daily balances of depositors unless
under special regulations as to the minimum balance to
be maintained and the rate to be paid, as the competition
for deposits by offering to pay interest involves disturbing
risks. The deposits upon which interest is allowed are
large, and mostly those of outside banks or of trust com-
panies. There is a clearing-house rule in some cities,
though not in New York, establishing the minimum bal-
ance to be kept and the rate of interest which its mem-
bers may allow. Another practise that has been instituted
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is that of making a regular charge for out-of-town collec-
tions. This also precludes a more or less demoralizing
competition for deposits by the offer to make collections
gratuitously or by underbidding the established rates. To
prevent this, a regular schedule is preseribed for various
sections of the country, determined by distance from the
collecting centers, with a minimum charge for small sums
and a certain small percentage on amounts above that
limit. Ilere again the practise is not uniform, but most
clearing-houses at important centers have an established
rule.

An important service of the Clearing-ITouse for the
mutual support of its members in time of financial trouble
was formerly that of issuing loan certificates to be used in
the settlement of balances instead of cash. On such oceca-
sions a special loan committce was appointed to issue the
certificate and pass upon the securities offered, which
might include good bills receivable as well as approved
stocks and bonds. A careful record was kept and interest
charged upon the certificates, to be paid by the banks tak-
ing them out and turned over to those rcceiving them in
payment of Clearing-ITouse balances, which was the sole
use that could be made of them. This was to insure their
withdrawal when no longer needed. Their purpose was to
relieve the strain upon banking resources and reserves in
time of severe money stringency, and in effect they added
so much to the currency in circulation by diminishing the
amount in use by the banks for the settlement of balances
between themselves. They practically made of the aggre-
gate reserves of all the Clearing-ITouse banks a common
fund for the protection of their deposits, and in extreme
cases there might be an actual apportionment of this fund
for the temporary support of the weaker banks. The most
important effect consisted in supporting public confidence
in the banks and allaying panic until the situation is re-
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lieved by liquidations and adjustments of resources and
liabilities in the commercial community.

Taking out the loan certificates was not made obliga-
tory, and banks obtained and used them in the daily settle-
ment only to the extent of their needs to enable them to
meet other demands. It was a temporary resource, which
was abandoned as soon as the occasion for it was fairly
passed. It was first resorted to by the New York Clearing-
House in 1860, and the occasion rose two or three times
during the civil war. During the severe panic of 1873
loan certificates were again issued not only in New York
but in several other citics. In New York the issue began
in September and continued about two months, the aggre-
gate being $26,565,000, of which $22,410,000 were out-
standing at one time. This expedient for relieving a local
strain was resorted to several times in different cities be-
tween 1873 and 1893, but in the latter year it was more
extensively employed than ever before.

In time of financial panic the strain was felt with spe-
cial severity in New York, on account of the dependence
of the whole system of credit upon its banks. Deposits and
reserves of country banks were largely withdrawn and the
local demand upon deposits and for loans became ex-
tremely pressing. The trouble was intensified by the dis-
position of the timid to draw out cash and hoard it, and
there is no doubt that the action of the Clearing-House in
1893 prevented the breaking down of some of the banks
and many disastrous failures that would have followed.
The issue of loan certificates began June 21st and ceased
September 6th, the last of them being retired November
1st. The total issue was $41,490,000, the maximum out-
standing being $38,280,000 on August 20th. The resort
of clearing-houses to this device for tiding over a period of
financial stress has been sometimes criticized as having no
legal authority, but it was in its essence merely a process
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of the banks loaning to each other on ample security
through a voluntary association that insures payment. The
association acted as in other cases as the agent of its mem-
bers for their mutual benefit and not as an independent
organization. The high rate of interest, which has ranged
from 6 to 9 per cent, insures the issue of certificates only
so far and so long as they are imnperatively needed.

Since the Reserve system went into cffect there has
been no occasion for resorting to this method for settling
balances between clearing-house members and there is no
likelihood of its recurrence. It is now only an item in
American banking history.

The clearing-house system developed until there were
over a hundred associations in the United States outside
of New York. Of these cleven were in New England, all
but three (New Iaven, Providence and Portland) in
Massachusetts, eighteen in the Middle States (New York,
New Jersey, Pennsylvania, Dclaware, and Maryland),
twenty-seven in the Middle West (east of the Mississippi
and north of the Ohio), thirteen in the West (east of the
Rocky Mountains), ten in the Pacific States, and twenty-
one in the South. They differed in the details of their
organization and methods, as well as the extent of their
activity, but their general character and purpose were
everywhere the same, and their functions determined by
the needs of the communities which they serve. The total
clearings for a weck have sometimes reached several bil-
lions and a considerable majority of these have taken place
in New York.

Canada has the clearing-house system, but its opera-
tion is simplified by the fact that there are only a small
number of banks, which maintain branches all over the
Dominion. Considerably more than half of these are in
Halifax, Quebec, Montreal and Toronto, the largest num-
ber being in the last named, due to its being on the border
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of the United States and having considerable operations
with its chief banking center. Private banking houses,
however, participate in the exchanges. The London Clear-
ing-Ilouse is an important institution, and there are sev-
eral others in Great Britain, but they are hardly known
on the Continent of Europe. Their necessity and utility
is reduced where there arc but few great banks with
branches, and one central institution, and where circulat-
ing notes are chiefly used and the check system is mot
highly developed. In this country they were long of grow-
ing importance and cxerted a strongly conservative influ-
ence upon banking methods.

The establishment of the Reserve system has produced
a serious change in the clearing-house operations and may
ultimately displace that of clearing checks and immediate
drafts and matured notes and the settling of weekly bal-
ances.

Bank associations in the broader sense are voluntary
organizations,formed for the discussion of banking ques-
tions and metheds, and the general promotion of the inter-
ests with which they are concerned. Associations have
been formed in many of the States, and usually include
both State and national banks, and sometimes private
bankers, trust companies, and savings-banks. Among the
objects promoted by these associations are better safe-
guards against crimes and casualties, safer and more uni-
form methods of banking, better means of investigating
credits, the training of efficient clerks, and the improve-
ment of laws relating to banking and the currency.



XXIX
STATE BANKS AND TRUST COMPANIES

Norwrrustanping the development of the national
banking. system and the prohibitive tax upon circulating
notes of State and private banks, State banks have contin-
ued to exist, and still outnumber the national banks in the
United States. In a few States, including Massachusetts
and Texas, there are none, and the laws in regard to their
organization and regulation vary in different States. Tn
some the minimum eapital required is as low as $5,000,
which accounts for their number in sparsely peopled see-
tions, where there is not sufficient inducement for estab-
lishing national banks, which were not permitted to supply
the need by maintaining branches or agencies away from
the one place of business authorized by law or to organize
with less than $25,000 capital. Tn some States banks are
perthitted to have branches, and in others not. 1'nder the
New York law those in a eity of 1,000,000 inhabitants or
more may ecstablish branches within snch a ecity, but not
clsewhere. This applies only to the city of New York.

Tn many States the banking laws are modeled upon the
United States Bank Act, and in general the manner of
organizing, methods of examination and supervision and
character of business are substantially the same as those
of national banks. There is usually some public officer or
commission having charge of the execution of the laws
relating to banks and other incorporated financial institu-
tions. In New York there is a Superintendent of Bank-
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ing, whose authority is similar to that of the Comptroller
of the Currency except as the latter relates to note circula-
tion. ITe may dircet examinations to be made and eall for
reports from time to time, at least four times a year, and
in case of insolvency may have a bank placed in the hands
of a recciver and wind up its affairs. Apart from the
lack of circulation the business of a State bank differs
in no respeet from that of a national bank, and the methods
and details are essentially the same in institutions of the
same grade. In New York all have been required to keep
a cash rcserve equal to 15 per cent of deposits, and that
has been the usual rule in other States, there being no
provision for “reserve cities.” They belong to clearing-
house associations along with national banks and make
exchanges with them, and the general description of
methods applies to the two classcs of institutions alike. In
New York city those which joined the Clearing-llouse
Association in recent years were required as a condition
of membership to keep a 23-per-cent reserve, and those
which were members before the rule was adopted aimed to
do so as a matter of policy. Those joining the Federal
Reserve system have now as a matter of course to comply
with its regulations.

vrust companics are a class of State corporations
which do more or less of a banking business, the tendency
in recent years being toward a development on that side.
Their original function was to act as incorporated trustees,
and the law relating to their organization and supervision
seemed to contemplate no other. They had no legal au-
thority to discount commereial paper, but in the execution
of their various trusts they reccive money on deposit, and
may loan it on either real or personal security and pur-
chase, invest in and sell stocks, bonds, mortgages, bills of
exchange, and “ other securities.” Under this authority
it became customary with them to take other deposits than,
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rust funds, and these “ general deposits” came largely
to exceed the “ trust deposits.” Some of them pay inter-
est upon balances of only a few hundred dollars, and at
the same time hold them subjcet to demand-checks. They
also uso the funds in almost every way that banks employ
theirs, and though they can not discount unotes without
transcending their corporate powers, they are accustomed
to buy them, which amounts to much the same thing. They
may loan upon a greater variety of sceurities than banks,
including real-estatec mortgages, and are not restricted to
any proportion of their capital in making loans to a single
borrower. They have the advantage of not being required
to keep a cash reserve on hand, which would diminish
their resources available for lending aud investment. Such
as now join the Reserve system have as a matter of course
to comply with its rules and regulations.

vWhen these institutions were confined in practise to a
strictly trust business cash reserves were not regarded as
neeessary, as their deposits were not liable to be drawn
upon except on notice, and they had time to realize from
leans and investments to meet all demands, and they were
accustomed to keep deposits in banks upon which they
could draw at need. These, with what cash they might see
fit to-keep in their own vaults, served all the purposes of
a reserve. Such checks as were drawn upon them and
"deposited elsewhere, or drawn upon other institutions and
deposited with them, they were allowed to cxchange
through some member of the Clearing-Ilouse without mak-
ing reports of their business to that institution or being in
any way subject to its rules,/Dut as the banking opera-
tions of those in tne city of New York increased, as their
deposits and the use made of them took on more of a com-
mercial character, and their checks multiplied, the com-
petition with the banks in their own ficld began to cause
dissatisfaction. To this was added a conviction that some
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of these companies nceded the same safeguards for the
sccurity of their depositors that were by law required of
banks.

The first move made by the Clearing-House was to
adopt a rule that no trust company should have the privi-
lego of clearing its checks through a member of the asso-
ciation until it had been in business one year, and that all
excrcising that privilege should be required to make a
weckly statement of its affairs similar to that made by
banks, so far as amount of loans and deposits and holding
of lawful money was concerned. This latter requirement
being objected to, the Clearing-Ilouse Committec con-
sented to treat thcxr weckly statements as confidential and
not give them out for publication. The next move was to
require those using the Clearing-Ilouse facilities to hold
a specified percentage of their deposits in a cash reserve
in their own vaunlts. This was fixed at 5 per cent begin-
ning with June 1, 1903, to be increased to 7§ per cent
February 1, 1904, and 10 per cent Juno 1, 1904, authority
being reserved to the Clearing-ITouse Committee to raise
the requirement to 15 per cent in its diseretion. This
resulted in a number of the largest trust companies with-
drawing from their clearing-house connection with. banks,
though they continued to keep accounts with them and to
have large sums on dcposit upon which interest was al-
lowed. This made it necessary for them to pay their debit
balances to various banks, on aceount of their own cheeks,
every day over the counter on pre%entqtlon of the vouchers
from the banks. This they did in checks drawn upon
banks in which they kept their deposits, and most of them
found it necessary to employ an additional teller to attend
to these payments. The checks of other institutions de-
posited with them they disposed of by the simple process
of including them in their deposits with the banks and
leaving the banks to exchange them through the Clearing-
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House or make the collections. They found it necessary
to'keep more cash on hand and have more of their resources
at immediate command than before.

The extent to which trust companies departed from
their original functions or extended those functions and
took on others of a strictly banking character differs wide-
ly. Some were still confined mainly to a trust business,
taking deposits subject to demand-checks and making loans
for commercial accominodation to only a limited cxtent
and chiefly for those for whom they were acting in a trust
capacity and as an incident to their regular business. With
others, banking became their main business and acting as
trustees only incidental. There was every gradation be-
tween these. Among the proper functions of trust com-
panics is having custody of funds from various sources for
safc-keeping or investment, managing estates and proper-
ties, collecting the income and paying the expenses for the
owners and receiving a commission for the service. They
may act as exccutors and administrators in settling the
estates of deccased persons and as gnardians for minor
heirs, and have charge of funds the right to which is in
litigation, or which are in the custody of courts. Their
deposits of money are ordinarily of a more permanent and
stable character than thosc of banks, and they regularly
allow interest upon them.

Their use of the money is less restricted than that of
banks. They usually loan it out for longer terms and upon
a wider range of scecurities, being allowed to hold mort-
gages upon real estate as well as a variety of stocks and
bonds, and they may invest it in the actual purchase of
properties of varions kinds. But the most important func-
tion of the larger trust companies, from a financial point
of view, arises out of their relation to other corporations
and the part they take in the process of promoting, organ-
izing, and reorganizing corporate enterprises, in which
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they act as both trustees and fiscal agents. When a new
corporation is to be formed, it is common for a trust com-
pany to receive the capital as it is paid in and attend to
the issuing and registration of stocks and bonds, and to
become the trustee of whatever mortgage may be given to
secure its indebtedness. It may continue as an agent to
receive the carnings of the eorporation on deposit, or such
part of them as may be entrusted to it, and make the pay-
ments of interest on bonds and dividends on stock. It
may be the trustee or agent for individual security-holders,
as well as the corporation itsclf, to take care of their
interests.

When a railroad eompany or other large corporation
becomes bankrmpt and has to be rcorganized or have its
affairs wound up, it has been a common thing for a trust
company to be appointed as a recciver of its assets, or to
act as a committeo of rcorganization, or, more often, to
act as the fiscal agent for such recciver or committee in
the execution of their functions. In case of reorganiza-
tion and the conversion of sccurities, it receives the old
bonds and certificates of shares, attends to the issue of new
ones, makes the transfers, keeps a registration of the hold-
ings, and, in short, manages the details of the whole opera-
tion. An effecting the consolidations and combinations that
produce what are known as “ trusts,” trust companics have
performed a conspicuous part as agents of the various
parties primarily coneerned and as custodians of capital
and sccurities involved in the operations. They are not
presumed to take risks or assume liabilities of their own
in such proccedings, but only to perform services for which
they are paid in commissions; but they do sometimes ad-
vance capital and cven promote organizations and reorgan-
izations, and hold stocks and bonds in the resulting cor-
porations as their own property. Some have been formed
mainly for that purpose, and are known as “ corporation
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frust companies,” acting net only as registrars and agents,
but as controlling stockholders. The promoting, however,
is ususlly done by syndicates, made up of individual cap-
italists and banking-houses, which often jointly or sever
ally underwrite the sceurities of the new orzanizationsy”
A\ trust company that does both a trust and a banking
business, which came {o be the common practise, keeps the
two branches quite apart and has a full sct of books and
of clerks and tellers for each. The trust department, in
fact, keeps a regular account with the banking department,
appearing upon its ledgers as a depositor. Tt has imme-
diate charge of reeeiving, investing, and handling the trust
funds, and an account is kept upon the books with each
person or corperatien for which it acts as trustee or agent.
There are certain preseribed investments for what are
strietly trust funds, but, unless there is an order of court,
anything may be done with them within the limits of the
company’s corporate powers, with the formal consent or
agreement of those for whom they are held. They may be
loaned upon mortgages and other sceurities, or invested in
bonds, stocks, and other kinds of property. They draw
interest, and usually it requires more or less time to realize
upon them to advantage, but they can not be suddenly
withdrawn from the company’s custody. That is a matter
of notice and a reasonable opportunity for preparation./”
On tho banking side the business is conducted much the
same as in a commercial bank. The deposits are made by
regular customers from day to day and are subject to de-
mand-checks, but as a rule they are fewer in number,
larger in individual amounts, and less subject to small
drafts and the nccessity of many collections, than those of
a bank of the same grade. The method of dealing with
receipts and payments and of keeping records and accounts
is not essentially different from that of a bank. The indi-
. vidual Jedger accounts are kept in substantially the same
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way, but the general ledger of the company covers all
branches of its business. The use of the commereial and
personal deposits is kept apart from that of the trust
funds. Trust companies have no legal authority to dis-
count commercial paper, but there is nothing to prevent
them from buying notes, and some of them do it to a con-
siderable extent. They loan their funds on time and upon
a variety of securities, and also make considerable use of
them in demand or “ call ” loans.

The practise of loaning on eall with collateral security
increased with the development of the banking side of the
business, as a resource for meeting current demands with-
out keepm«r a large cash reserve on hand. Some special
features of banking have become enlarged in the hands of
trust companies, as, for instance, that of issuing certifi-
cates of deposit. Tersens engaged in changing their in-
vestments or those rcceiving large sumns from sales of
property, inheritance, or otherwise, deposit funds with a
trust company and take a certificate of deposit, pending
their decision to make some other use of them. This may
be a time or a demand certificate, but the deposit can not
be drawn upon at will. This ean’only be done by present-
ing the certificate itself. I’rovision may be made for par-
tial payments, payments on notice, or upon or after a cer-
tain date. Interest is paid upon the deposits, unless they
arc small and temporary, and such are rarely taken, but
the business is peculiarly safe for the company, as it decals
with actual funds deposited, involving little or no risk or
trouble in making collections.

In allowing imterest upon general deposits above a
moderate limit, usually not less than $500, trust companies
calculate this upon the daily balances. At the end of the
month the average daily balance is computed and the rate,
commonly 2 per cent, is applied to that average for the
number of days in the month. While trust companies have
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a certain advantage in the uncontrolled practise of allow-
ing interest on deposits, in a wide range of investment and
use of their funds, and in freedom {rom any absolute re-
quirement of cash reserves, which is a restraint upon the
excreise of diseretion in the matter of keeping their re-
sources employed, they have for the most part been con-
servatively and safcly managed. Where it is otherwise,
they are apt to come to grief without inflicting so much
injury as would come from bank failures, and this danger
itsclf operates as a restraint. A few have lost credit by
becoming involved in speculative ventures. '

Under tho Federal Reserve system there ean be no
actual control over the operation of these State institu-
tions, unless they choose to become members and to comply
with all requirements and restrictiops. As an inducement
some of their powers and privileges have been extended
within defined limits to member banks. The conditions
thus far prevailing have prevented the working out of
plans for the blending process. Ilow far it may yet go
can only be determined by experience.



XXX

PRIVATE BANKING-IIOUSES

Tur private banker has by no means been superseded
by the eorporate banks of the present day, though the char-
acter of his business has been somewhat changed by modern
conditions. In fact, private banking-houses hold a very
important place in the financial community, though their
relation to the commereial eomnmunity hes Lieen cempara-
tively insignificant. In a general way they may be said to
deal with investments, and they may be Lroadly divided
into two classes, one doing a domestic business and the
other dealing with foreign exchange, though many do both,
and some do both on a large seale, while others are devoted
to special lines, such as dealing in municipal bonds or some
other particular class of sccurities. DPrivate banking is a
business in which there is a goed deal of latitude and little
restriction, and hence a great variety of employment with
funds of different kinds. It depends mainly upon com-
mand of capital and confidence, and upon sound judgment
and financial skill, and not upon public regulation or su-
pervision,

Banking-houses may rcceive deposits subject to check,
but they do little of this exeept for customers who are at
the same time investors and who desire this kind of accom-
modation, and they keep no speeial reserve of cash to meet
demand liabilities. This is a matter that rests in their own
discretion. - They do not as a rule discount commereial
paper or make what are called “ business loans,” advancing
money on personal notes or on the security of merchandise
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in transit or on sale. They do, however, buy and sell com-
merecial paper and loan their balances, or funds not tied
up in seenrities in their own hands, on “ collateral,” and
some do a large business of this kind. Mostly these loans
are payable on demand or on “call,” though some houses
make a practise of lending on time. The fact remains that
their main business consists in buying and selling securi-
ties, stocks and bonds of governments and of public and
private corporations, and dealing in foreign exchange and
foreign loans. They may buy on their own account to sell
again, or they may buy and sell for their eustomers, thereby
acting as brokers. The business of private banking and
brokerage is closely associated, and some banking-houses
carry securities on margins for their clients.

An important funection of the private banker is “ pla-
cing ” securities for corporations issuing them—that is, un-
dertaking to disposc of an entire issue, or a speeific amount
of an issue, in the market upon certain terms agreed upon.
Ordinarily the price is fixed by agreement with the officers
of the corporation issuing its shares or bonds, cither on its
first organization or a rcorganization, or on an inecrease of
capital, and the banking-house reccives a commission on
the amount disposed of. Sometimes the issue, or a certain
portion of it, is underwritten by the banking-house, which
means that it obligates itself to dispose of the entire amount
on the terms agreed upon, and what it fails to scll on those
terms it is bound to take and pay for itself. In case of a
large transaction of this kind a syndieate may be formed
consisting of a number of bankers and banking-houses, who
agree together and with the other party concerned to carry
the operation through. Each member of the syndicate binds
himself to take a certain portion of the securities and to
furnish his proportion of any cash that may be required in
financing the operation, and for this service a certain per-
centage of the amount is to be paid as a commission.
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A syndicate manager is appointed from the number,
who receives a special compensation for his serviee in at-
tending to the receipt and distribution of the securities and
accounting for the proceeds. It is usually a part of the
agrecment that none of the bonds or stocks shall be sold
until a eertain date, that all may be on the same footing and
that everything may be ready for placing them on the mar-
ket to advantage. When the issne or any part of it is made
cach subseriber receives his pro rala shave. 1f it is an
underwriting syndieate, which is usually the case, a time
is set within which the sccurities are to be disposed of
and the proceeds accounted for, and cach syndicate mem-
ber must pay over his share and receive his commission at
that time. If any of the secnrvities are left on his hands,
they are his and he ean dispose of them at his leisure as
best he may. There are obvious risks in operations of this
kind.  When successfully carried out they are apt to be
profitable, but if unsuccessful they may involve losses that
devour the commissions.  When cash is pledged in advance
to earry out a syndieate operation a percentage is paid on
the amount pledged, all of which may or may not be called
for.  When the operation is completed the manager makes
a report upon the result, the affairs of the syndieate are
wound up, and it is dissolved. This device has been re-
sorted to largely in the consolidation of indnstrial concerns
in those combinations known as “ trusts ” and in floating
new issues of railroad stocks or bonds. Tt transfers the
risk from the corporations to the syndicates and concen-
trates and facilitates financial operations that are too large
for one concern to handle.

Sometimes a single banking-house will undertake to
place an issue of corporate stocks or bonds or a public loan,
but frequently there is competition for the privilege. In
the case of State or municipal bonds it is a common practise
to invite bids and to allot the securities, when issued, to the
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houses offering the best terms. In this case they purchase
them outright and rely for their profit upon selling therm
in smaller lots at an advance upoun the price paid. The
same plan is often pursued in placing Government loans,
though an arrangement may be made with a certain bank-
ing-house, or with more than one, to take the entire issue
on certain terms. It has occasionally happened that a syn-
dicate or combination of bankers has been formed to loan
money in the market at an agreed rate, to relieve strin-
geney caused Dy a seareity of funds or an unusual demand
and to allay apprchension which might become intensified
to a panic. DBanks as well as private bankers have taken
part in such movements, and it is one of the services that
clearing-houses have rendered thus to combine banking
resources and preserve confidence when it is endangered.

Banking-houses, like incorporated banks, act as the
agents of corporations, not only in placing their securities on
the market, but in keeping a register of their ownership and
making transfers when they are bought and sold by others,
but trust eompanies are more commonly employed for this
service, which is not of a banking character. Buying and
selling or transferring gold or other forms of eash is strictly
a banking funetion, and it is done by private banking-houscs
as well as by incorporated banks. The latter do not act as
brokers for their customers, and yet they often render serv-
ices that relieve these ecustomers from all océeasion of dealing
with brokers dircetly. Not only do they take their coupons
and collect interest upon bonds, and collect the principal of
the bonds when they have matured, but they will buy or
sell securitics for them through a broker. In New York
a good deal of business of this kind is done by some of the
banks, which have a regnlar conneetion with a stock-ex-
change broker. Such business is done by regular banks to
accommodate customers who have no relations with banking
or brokerage concerns and do not desire to form any. They
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do not or should not take part in speculative dealings of
any kind, except in making loans on ample security, but
private concerns are under no such restraint.

Foreign banks have agencies and conduet business in
various parts of the United States, but the laws of the
different States vary in regard to the privileges allowed to
them. In somo they may receive commereial deposits sub-
jeet to check, discount commerecial paper, and perform all
the regular functions of banking. This is not the case in
New York. They can not take deposits or discount notes,
but may transact the business usually done by privato
banking-houses, dealing in securities, buying and sclling
commerecial paper, and most of them make a specialty of
fereign exchange. Canada hanks have long had agencics
in New York city, where their funds are sometimes exten-
sively loaned. The same is true of a number of large
banking concerns with headquarters in London, which
have to do mainly with commereial operations in different
parts of the world. One has dealings on a large scale in
South Ameriean countries, where it maintains branches.
Another has like eonncetion in South Africa; another in
India, Australia and China, and still another in China
and Japan. Some of these have branch offices in New
York and elsewhere.  An International Banking Company
was organized somo years ago in London with a view to
cxtending business on an increasing scale in distant parts
of the world especially in the Southern hemisphere in both
the I%ast and the West.

The. outbreak and long continuance of the war in
Europe interfered seriously with the development and ex-
tensicn of plans, and materially changed what is likely
to be the course of events, especially in commerce and the
financial dircetion of its activities. This will largely affect
the position, the policy and the influence of the United
States in regard to industrics and trade in various foreign
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countries, and between them, and especially international
movements and their results. It is not alone the events
and material effects of the conflict that are to be counted
upon with reference to the future. Two new factors have
been evolved in this country which are destined to have
an influence that is at present incaleulable and cannot be
confidently estimated, much less predicted.

One of these appears in the sudden, but swift building
up of American shipping as an ageney in the world’s trade
in time of peace. Its crcation has been costly and the
main purpose of creating it was to have it act as an effec-
tive agency in prosecuting war across the occan. It is
expected to be completed on a large scale though much

within the limits planned, but with what pract1cal results
for the future no man can foresce. The other factor is one
to be caleulated upon with more assurance, but no absolute
certainty as to final cffect, though a widely beneficial influ-
ence can hardly be doubted. This is the Federal Reserve
system of currency and bank operating. It was unques-
tionably a decisive factor in bringing victory for the civil-
ized nations in time to rescue some from the swamp of
barbarism and others from a long and costly struggle for
final safety. The working of the system during the war
requires no detailed account, and it is too soon to treat its
results in the progress of peace times. In many ways its
working will have to be readjusted and extended, while
curtailed in other respeets. It may be perfected so as to
give the United States a large advantage, on account of
the unimpaired resources behind its people, in the reviving
activities and improved finaneial relations facing them;
but this can only come through a fair recognition of the
claims of others and coGperation with them for a common
destiny of progress and prosperity.



XXXI
FOREIGN EXCHANGE AND INTERNATIONAL BANKING

NexT to facilitating domestic commereial transactions
the most important function of banking is dealing in
foreign exchange, for that facilitates international trans-
actions. This branch of the business is mostly in the hands
of private banking-houses, which either have branches or
establish intimate relations with other houses of a simi-
lar character in the principal financial centers abroad,
though a few national banks take a considerable part in
it. As New York is the chief center of domestic exchange
for the United States, so London is the chief center of
international cxchange.

For a clear understanding of this subject some pre-
liminary consideration must be given to the principle of
foreign exchange and the use of bills of exchange, though
the principle does not differ essentially from that of do-
mestic exchange, and the use of “ bills” is analogous to
that of domestic drafts. In the commerecial and financial
dealings between two countries, as the United States and
Great Britain, for example, there are constantly many pay-
ments to be made in both directions. For the most part
these are effected by transfers of credit from one side to
the other, and only balances are finally paid in money,
which in this case means gold, not gold dollars or pounds
sterling, but the metal gold by weight, whether in the
form of coin or bullion. Exporters send American prod-
ucts, say from New York to Liverpool, or any English
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port, for consignecs in different parts of the United
Kingdom. A certain amount is due for these commodities,
to be paid on this side of the Atlantic. At the same time
importers are buying merchandise in England for which
they must pay on the other side of the Atlantic. Instead
-of sending money back and forth these payments are set
off against cach other. In cffect, the York importer pays
over to the New York exporter what he owes to the ex-
porter of his merchandise in England, and that exporter
colleets from the English importer of American produce
the amount due to him, instead of leaving the latter to pay
his creditor in New York, who has already got his money.
That is the cssence of the operation, assuming for illustra-
tion of the principle that the values e\ohan«rcd are equal,
and that the parties to it on cach side of the ocean come
together in this way. In practise, of course, that is far
from the case, and there is a multiplicity of unequal trans-
actions going on all the time, and there is an intermediary
between the parties in bringing about the settlements.

To come down to practical facts, the New York ex-
porter, when he sends a cargo of wheat or cotton to Eng-
land, draws a bill of exchango, which is in cffeet a drdft
payable to himself for the amount due, upon his consignee
cr upon a banker with whomn that consignee has the neces-
sary credit and upon whom the American exporter is
instructed to draw for his payment. The bill may be pay-
able at sight, or thirty, sixty, or ninety days after sight;
but, instead of sending it abroad for collection to get his .
money, the exporter sells the Dill of exchange, after in-
dorsing it, to a banker and gets his moncy at once. The
banker having thus paid the exporter, sends the bill to his
corre-?.pondent abroad and gets credit with him for the
amount, the latter having the draft paid, if at sight, and
accepted, if on tima, in the latter case making the co]lec-
tion at maturity. The proceeding of the British merchant
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or manufacturer from whom the American importer has
bought is similar. He draws his bill upon the American
importer for the amount due for the goods and sells it to
a banker, who sends it to a banking-house in New York
for payment or for acceptance and collection, receiving
credit for the amount. The process may not be so direct
as this, for the first buyer of the bill may indorse and sell
it to another banker who has larger or more dircet con-
nections for effecting the exchange, but so far as the
exporters and importers are concerned, they get their pay
by selling their bills of exehange, and the bankers, taking
due precautions as to the eredit of the parties, their right
to make the drafts, and the assurance of acceptance and
payment, attend to the rest. Their dealings are with each
other and are effected by transfers of credit until there
is occasion for paying some balance in money.

The profit of the bankers, or their compensation for
the service rendered, is involved in the rates of exchange
or the price at which the bills are bought and sold. What
determines that price? In a general way it is the same
that determines the price of anything else, the law of sup-
ply and demand. It would be a simple matter to explain
if there were a common money standard, but for the sake
of conciscness we will take matters as they stand and deal
with_English and American money on the basis of $4.866
as the equivalent of a pound sterling at par. The Ameri-
can exporter draws his bill for so many pounds sterling
on his English customer, but whether he will get $4.866
per pound for it, in case it is a sight bill, or more or less,
depends upon circumstances. Suppose there is more ex-
porting than importing going on, more payments to come
from England than to go there, more sterling bills in the
market than there is a demand for at par, on account of
the state of the bankers’ credits; he will then have to take
Jess than par. How much less will depend upon how much
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it would cost him, or a banker acting for him, to have the
gold sent over from the other side for payment. That
cost is determined by the charges for freight and insur-
ance, interest on the amount for the time it is in transit,
and the possible loss by abrasion, which with the present
care in shipping is very slight.

Gold shipments are made by bankers because they have
facilities for doing it at the lowest cost and connections for
making the transfers to advantage. The normal cost is
something less than two cents per pound sterling, and when
sight bills go much below 4.85 they will not be sold, but
arrangements will be made for importing gold. Bankers,
however, will buy the bills at a rate which will give them a
profit in importing gold to pay themsclves, and draw bills
on their own credits in London to pay for it, remitting these
to their correspondents, for at such a time, when London is
owing a balance to New York, they are likely to have large
credits abroad. These are reduced by the purchase of gold
while cash is increased at the New York end of the line. At
a time of heavy exporting and large dues to New York from
London, making exchange low at the former place, rates
for money arc apt to be high there and low at the latter
place, and this facilitates the transfer of gold, since money
tends to go from the place where it is in less demand to
the place where it is in greater demand. This process of
collecting payment by importing gold through the banking-
houses will go on until the equilibrium is sufficiently re-
stored to raise the rate of exchange, so that it will be more
advantageous to sell bills at the prevailing price than to
incur the expense of collecting in gold.

While the essence of the transaction is paying the cost
of actual collection in preference to selling bills below what
is called the “ importing point,” it will be seen that the
trader does not actually import gold on his own account
or require his foreign debtor to remit it at his expense,
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but the whole process is a matter of banking and is at-
tended to by the bankers, who buy the bills at the minimum
price to which they will go and import the gold on their
own account, diminishing their credits abroad and increas-
ing their funds at home and making their profit in the proc-
ess. Suppose now that the conditions are reversed, and, on
account of heavy importing and relatively light export-
ing of commodities, New York has more to pay to London
than London has to pay to New York, taking these as the
centers at which settlements are made: then bills drawn
upon traders on the other side will be relatively searce,
foreign bankers will have larger credits on this side and
American bankers smaller credits in London, which they
will desire to increase, moncy rates will be likely to be
relatively low in New York and high in London and the
rates for sterling exchange will go up. They will rise
until it becomes cheaper to ship gold abroad than to pay
the price for bills, and that will be when sterling exchange
is somewhat above 4.88. Bankers will pay for bills of
exchange up to the shipping-point; then, in response to
the demand on the other side, where American exchange
will be correspondingly low, they will find a profit in ex-
porting gold. They will be drawn upon for it by their
foreign correspondents in the banking business, and will
honor the bills and reduce the foreign credits which they
hold. These transactions have attained such dimensions
that a profit of y per cent in shipping gold is enough
to start the movement.

What has been said about sterling exchange in New
York applies equally to American exchange in London,
but at any particular time the conditions will be exactly
reversed. At either end of the line payments from the
other end are obtained by drawing bills and selling them
to bankers. The bankers send these over to their corre-
spondents who attend to their collection, and there is con-
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stant communication back and forth in regard to their
transactions with each other and constant transfers of
credits. It is through these bankers’ credits, based upon
the buying and selling of bills of exchange, that the mass
of international business transactions is carried on. It
is only accumulated balances on one side or the other that
are paid in money—that is, by the shipment of gold, and
these bear a very small proportion to the bulk of the trade
operations. It is another illustration of the extent to
which credit is used to effect an exchange of commodities,
which is in substance a barter of the produnets of labor,
extending on a large scale to interchange between distant
countries.

This process of economizing the use of money, which
in international trade mecans gold only, is carried to the
highest practicable degree by various devices dependent
upon credit and confidence. Even the fluctuations be-
tween periods of heavy and light exporting arc min-
imized as much as possible. In advance of the heavy ex-
porting scason arrangements are sometimes made for
drawing in anticipation of shipments of commodities, so
as to extend the period to be covered by the supply of
bills, and a corresponding extension may be made at the
end of the season by deferring the drafts. The purpose is
to prevent concentrating the supply of commercial bills
and depressing exchange so as to force an unnecessary
transfer of gold from the other side. Corresponding
arrangements may be made when importing is rclatively
heavy, to avoid concentrating the demand for bills and
forcing the rate to the exporting point unnceessarily.
These arrangements are cffected by bankers to bring the
shipping back and forth of gold to a minimum, and they
find a profit in thus equalizing so far as practicable the
demand and supply for exchange, while it is also a gain
for those who draw bills and those upon whom they are
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drawn. There is economy for all concerned in reducing
to the utmost the balances which have to be actually paid,
at the expense of transporting gold from one country to
another.

The practical form which this controlling of the rate
of exchange within certain limits usually takes is, that
bankers draw their own time-bills for sixty or ninety days
in advance of the heavy exporting scason, intending to
cover them with commmercial bills later when rates are
lower. Their correspondents accept these bills and give
them credit for the amount at the prevailing rate of ex
change. When the commereial bills come into the market,
payable perhaps at sight, the bankers buy these and remit
them to cover their own maturing bills, and the foreign
bankers collect them to satisfy the eredits they have given,
or if the commercial bills are not payable at sight they
have them accepted and get them discounted, or hold them
for collection, as best suits their purpose. It is a question
of rates and of profit in the transaction. The commereial
bills may be drawn upon consignees of merchandise or
upon bankers, according to agreement between the parties.

When the exporting movement is under way it is a
common practise for the American banker to buy com-
mercial bills drawn for sixty or ninety days, which is the
more usual form, and with these create credit with his
foreign correspondent, against which he can later draw
his own sight bills for sale in the exchange market. The
bills, being sent abroad, may be accepted there and im-
mediately discounted, the proeceds being credited by the
foreign to the American banker. Many of these are what
are called “ documentary acceptances.”” The ¢ docu-
ments ”’ consist of bills of lading, and sometimes certifi-
cates of insurance, and of inspection in the case of grain
or cotton, testifying to the value of the merchandise
shipped. There may also be an invoice of the goods.
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These are attached to the bill of exchange when it is sold to
the banker and give him a lien upon the merchandise
as sccurity. Ordinarily he instruets his correspondent to
surrender the documents on acceptance of the bills. Then
the goods can be delivered and the bills can be discounted
at the prevailing London rate. It is a matter of confidence
and fine calculation on the part of the bankers, who make
their profit out of the rates of exchange and at the same
time serve to distribute the demand and supply of bills
in a way to give stability to the rates and minimize the
occasion for settling balances by transfers of gold.

What has been said about trade between the United
States and Great Britain and payments between New York
and London applies in principle and in practise to any two
countries dealing with each other, but the matter of
foreign exchange is complicated by the fact that the bank-
ing feature involves transactions that may include several
countries which make settlements through the same finan-
‘cial center. While payments may be made between New
York and Paris, or Berlin, or St. Pctersburg, they may
be and often are made between New York and London®
on account of transactions in France, Germany, Russia,
and other parts of Europe. Most of those with Oriental
and South American countries and other parts of the
world with meager banking facilities are made through
London. A China merchant selling tea in New York will
not draw upon his American consignee, but upon a London
banker with whom the New York buyer keeps a credit or
with whom the latter’s American banker keeps a credit,
because he can always dispose of a sterling bill on Lon-
don, while he might not be able to sell an American bill on
New York, no American banker with New York connee-
tions being accessible. It is not necessary for our present
purpose to go into these intricacies, but they suggest why
London has become the “clearing-house of the world’s
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commerce ”’ as the result of the wide extension of British
trade and English banking.

It is desirable to go somewhat more into the distinction
between commercial bills of exchange and bankers’ bills,
and the difference between sight and time bills. Time-
bills sell at a lower rate than sight-bills and are less uni-
form and stable in quotation, allowance having to be made
for loss of interest on the amount to be paid and the risks
attending a difference of credit in the drawers. As a gen-
eral principle it may be said that the difference in price
between a sight and time bill is the interest on the money
for the period of maturing, but the bills of first-class houses
in high eredit will command a better price than others.
Fluctuations in the value of money before maturity are
also taken into account. Ience there is considerable
variation from the “ posted ” rate in actual sales. The
price of time-bills is affected by the rates for money at
the place of payment, because they arc remitted for ac-
ceptance and usually discounted at the prevailing rate
there. If the discount rate is high, the price the bills will
- command when drawn will be correspondingly low, and
vice versa.

Commercial bills of exchange are not ordinarily drawn
pay#hle to a third person, though if the drawer is owing
mon Yy abroad at the same time that he is collecting there
he n'ay order the payment to be made to his creditor or to
a bs nking concern with which he has established a credit.
He may sell his own bill to another who has payments
to make abroad, or the banker who buys it may sell to such
a person with proper indorsement, and much of that is
done; but the usual course is simply to draw bills payable
to one’s own order and indorse and sell them to a banking-
house, which remits them to the foreign house with which
it has connection, for acceptance, discount, and collection.
The real exchange business is done by the hankers. If
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a man has payments to make abroad or desires to establish
a credit there that may be drawn upon, he buys bankers’
bills. These are drawn by bankers in one country upon
bankers in another country and sold to those who have
remittances to make. They are drawn to the order of the
persons to whom payments are to be made, and those per-.
sons receive payment or credit from the foreign bankers.
International bankers keep eredits with each other for
carrying on this kind of business and notify each other of
the bills drawn.

The settlement of trade operations is by no means the
only use of bankers’ bills. They are used for establishing
credits and- drawing upon credits for a’ great variety of
purposes, in the purchasc and sale of all manner of loans
and sccurities, and in borrowing and lending opcrations
chat take advantage of different rates of interest in differ-
“ent countries. The balances which are finally paid in gold
are the net outcome of a complicated network of trans-
actions which may involve movements to and from several
moncy centers and reach pretty well over the world. There
are two comnon forms of loan in the moncy market which
should be understood in connection with dealings in foreign
exchange. Again we will confine our attention, for the
sake of simplicity, to New York and London, remembering
that what applies in their case applies generally, though
American dealings with Europe, and indeed with all the
world, are largely through thosc two financial centers.

Suppose there is a strong demand for money in New
York and the rates are high there, while funds are plenti-
ful in London and rates are low. Then many “ foreign
loans ” are made in New York, which means in effect the
game as borrowing in London. The process is for the
New York banker to establish credit with a London house
by drawing his bills upon it to an amount which it agrees
to accept. The proceeds of these he loans in the markes
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at the prevailing rate. Ile may have an understanding
in advance with those who desire the loans, being assured
of a demand for the money when the bills are drawn. IIis
ptofit is the difference between the local interest rate and
the rate of discount for his bills in Londor. less other ex-
penses involved. Such loans may accumulate to a large
amount, if there is sufficient demand, and have a material
effect nupon the relation of credits between the two coun-
tries, and consequently upon rates of exchange and the
chance of a transfer of gold. The tendency will be to
supply the demand for loans and depress the rate for
money here, and to deplete the supply and raise the rate
in London, and it may go so far as to turn the scale and
lead to paying off the foreign loans and doing the borrow-
ing at home. It will be readily seen how this may enter
into the course of the exchange market and affect the move-
ment of gold. .
There is quite a different class of loans, known in New
York as “sterling loans,” as distinguished from  foreign
Toans,” because they are based upon bills on London, and
never, or rarely, upon bills on any other financial center.
A man desires to borrow a considerable sum which he can
not obtain to advantage from the banks. Ile goes to a
prominent banker with a London connection, who may not
‘have the money to lend him on collateral sceurity but will
loan him his bill of exchange drawn upon London for, say,
ninety days, taking his collateral, on an agreement that
before the bill matures the borrower will provide for tak-
ing it up with sight exchange. The borrower raises the
money by sclling the banker’s  finance-bill ” wherever ne
can find a purchaser, and in due time it is accepted in
London under instructions from New York, with the
corresponding credit. As it is maturing the borrower
must furnish the banker with a sight-bill sufficient to cover
it, or settle with him by a direct payment of the amount,
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in which case the banker will himself provide for extin-
guishing the credit in London. The bills do not go out of
the hands of the bankers effecting the loan, or affect the
money market otherwise than as a domestic loan. It-is
merely a device for loaning the credit of the American
banker by the use of his bills of exchange drawn upon a
London banker. In fact, it is a form of loaning on col-
lateral security, but its cost will depend upon the state of
the exchange market. If exchange is high when the bor-
rower sells the banker’s time-bill, and low when he has
to buy a sight-bill to cover it, it will cost him less for the
loan than if the conditions are reversed, and this chance
enters into his calculations. Sometimes, to make certain
of the cost, he will buy the sight-bill, to be delivered and
paid for at a future date, at the same time that he sells
the ninety-days’ bill, allowance being made for the time
required for remitting it. In these cases the bankers are
paid a commission for their accommodation, and the col-
lateral security is surrendered when the settlement has
been made. If the obligation is not met on time the securi-
ties may be sold, as in the case of regular bank loans.
There is one other use of bills of exchange that ought
to be mentioned. Time-bills are sometimes bought for
“ investment,” or for speculation. At a time when there
is a prospect of advance in the rates, which may some-
times amount to a certainty, a bill for sixty or ninety days
may be bought at a low rate, held till it matures, and sold
as a sight-bill at the advanced rate. Even if there is no
advance the higher rate for sight exchange will be equiva-
lent to interest on the sum invested in the bill, and if there
is an advance it will be equivalent to so much more inter-
est. If there should be a decline in exchange there may
be a loss from what the same amount of money would have
brought if loaned out. Hence the process has something
of the character of temporary investment and something
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of that of speculating upon the fluctuations of exchange.
The variety of uses of foreign cxchange above described
give to international bankers a large part of their business.
For the most part, this kind of business is carried on by
private banking-houses, but some national banks estab-
lish connections abroad for the purpose of taking part in
it, particularly in dealing in foreign loans.

Another feature of the business of private bankers
with foreign conncetions, which has already been men-
tioned, is that of issuing letters of credit, mainly for the
use of tourists and travelers. A letter of eredit is obtained
by paying to the banker the amount of moncy it is desired
to draw from time to time on onc’s journey, and it in-
troduces the holder to the foreign correspondents of the
banking-house, certifies that he is authorized to draw upon
its London, Paris, or Berlin agent, as the case may be,
to the amount stated, and requests that his drafts be
honored. The signature of the holder is written at the
foot of the letter and sometimes a personal description is
given. A list of the correspondents is contained on a sepa-
rate leaf. Whenever a draft is made abroad it must be
signed in the presence of a representative of the corre-
spondent by whom it is to be paid, and an indorsement is
made on the back of the first leaf of the letter, with date,
name of the house making payment, the place of pavment
and the amount, both in writing and in figures. These
drafts will gencrally be honored wherever the house issu-
ing the letter and the branch or agent upon which they
arc drawn are well known, even by banking concerns
which are not included in the list, and corresponding
~transfurs of credit will be made. Whatever may remain
of the amount authorized to be drawn when the traveler
returns will be redeemed by the banking-house issuing the
letter. Ordinarily a commission is charged for the use
of the letter, but if the amount is large and the contem-
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A device of international checks has been coming into
use of late. These are in the form of drafts or orders to
pay for small amounts, usually four or five pounds sterling,
or the equivalent in different currencies, issued by the
home banker upon his foreign correspondents and sold
for a small commission upon the sums they represent,
which have also to be paid, of course. The buyer
of the checks has to write his name on the face of
cach, and there is a space below it for his signature again
when he has them cashed, which affords evidence of gen-
uineness. These checks, usually drawn upon a London
banking-house, arc readily cashed all over Europe by
bankers and even by hotel-keepers, either at par or for a
small commission, for they furnish exchange upon Lon-
don, which is always and everywhere in demand. Drafts
can be made on the London house with the checks attached
and turned over for collection.

When credits abroad are required immediately they
may be made by “cable orders” from the domestic to
the foreign banking-house. These command a slightly
higher rate than those for sight-bills, as there is no loss
of interest for the time of transmission and a small ex-
pense is incurred in cabling. Tt is a matter of immediate
transfer of credits between the bankers for the benefit of
customers who pay for the service in the rate charged for

“cable orders.” Their use is not different from that of
bills of exchange except in the saving of time.!

!The foregoing chapter covers the working of foreign exchange,
so far as this country is concerned, in the time before the Federal
Reserve system was established. How it is affected by that may be
judged from the account given in early part of this volume, but
the conditions prevailing thus far have been so abnormal that there
is no certainty as to the final adjustment and permanent working.
That is yet to be determined by experience.



XXXII
SAVINGS-BANKS

ProrERLY speaking, savings-banks do not conduct a
banking business, and such institutions arc not banks in
the strict sense of the word, but in some States commereial
banks arc permitted to have a savings department, and
separate savings-banks may be closcly associated with-
them. Somectimes the savings funds, instead of being care-
fully invested, dre kept in the banks of deposit and used by
them in their ordinary business. This is a bad system,
and subjects the savings deposits to risks inconsistent with
the legitimate purpose of such institutions. When a man
makes a deposit in a commercial bank he intrusts the
funds to it for its own use. It makes him its creditor. He
is entitled to no increment from the use of the funds un-
less the bank has agreed to pay him interest, and has only
a claim upon it for the amount due him. A savings-bank
takes deposits not for its own use, but for safe kecping
and the sole use and benefit of the depositors. The prime
consideration is safety, mot profit or income. Under
proper regulations the bank is in charge of a Board of
Trustees, who are precluded from making a profit out of
it for themseclves. They are authorized to employ the
necessary officers and clerks for conducting it and to make
all requisite disbursements for expenses, but the funds
belong not to them or to the bank, but to the depositors
collectively, and are held in trust. They are to be invested
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safely in a prescribed manner, and the revenue derived
from them is to be credited to the depositors and distrib-
uted to them in dividends, or “ interest,” determined at
intervals, it may be semiannually or quarterly. The
entire increment over and above the expenses of manage-
ment belongs to them. ,There may be a surplus fund
accumulated as a sccurity against the depreciation of in-
vestnents or other contingencies, but this remains the
property of the depositors and is for their security. It
is in no sense “ undivided profits ” of the bank.

The deposits of savings-banks are not loaned on per-
sonal security, but invested. Even what are called real-
estate loans are more properly investments in the bond
and mortgage security, which should be a first lien upon
the property and not exceed a certain percentage of its
value, allowing such a margin as will be a safeguard
against loss by shrinkage. Under the laws of New York
savings-bank deposits can only be loaned upon first mort-
gages on real estate to not more than 60 per cent of its
market value, or invested in bonds of the United States,
or of States which have not defaulted in the payment of
interest or principal on their obligations, and those of
counties, cities, towns, and school districts in the State and
certain specified cities in other States, and of certain rail-
road corporations named in the law. The tendency has
been to extend the range of these investments on account
of the large increase of deposits and a relative diminution
in the volume of available securities of the first class, but
the consideration of absolute safety is kept in view, though
it may result in a reducticn of the dividends that might
be paid. Only funds awaiting investment or liable to be
needed to meet demands for withdrawal or other pay-
ments are kept on deposit with regular banks,

Laws relating to savings-banks differ in different
States and in different countries, and few are so strict as
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those of New York. In what follows we shall only deal
with the savings-bank as strictly an institution for savings
under rigid regulation and supervision. The control is
placed in a board of trustees consisting of men who are
presumed to be responsible and of high character, and
they are permitted to fill vacangies in their own number,
making it a self-perpetuating body. lts members serve
gratuitously and are assumed to have no personal interest
in the use of the funds. They choose the officers, who are
paid to manage the affairs of the bank under their direc-
tion, decide upon all investments, and declare the dividends
or rate of interest to be paid upon deposits, usually semi-
annually but in some cascs quarterly. They hold frequent
meetings to receive reports from the officers, pass upon
real-estate loans, authorize investments, and otherwise
exercise the duties of dircction, for in them all final
responsibility is lodged. Usually the officers are chosen:
from their number, and they authorize the employment
of the tellers, bookkeepers, clerks, and other employees,
and fix their salaries.

A large savings-bank in a city has an active president,
treasurer, and secretary, and these officers may have any
necessary assistants, but in a small institution the presi-
dent may take no active part in management, and the execu-
tive duties may be concentrated in a single officer called
the secretary and treasurer. In the former case the presi-
dent is the direct representative of the trustees and exer-
cises general supervision over the affairs of the institution.
The secretary keeps the minutes and records of the Board
of Trustees, attends to the correspondence, acts as general
auditor and accountant of all the departments, looks after
the filing and custody of documents, and has charge of
the bookkeeping of the bank in its outside dealings, as
distinguished from the bookkeeping for the accounts of

depositors, which is a department by itself in charge of a
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head bookkeeper. The treasurer has the custody and man-
agement of investments, controls the cash, deposits funds in
other banks, draws checks upon them, which usually have
also to be signed by the sccretary and countersigned by
the president, collects interest on investments, including
mortgage-loans, receives payment of principal of matured
obligations and for seccurities sold, receives applications
for loans and refers them to the Board of Trustees, makes
payments for the bank and otherwise performs the duties
of its financial officer. The important subordinate em-
ployees are a rcceiving teller, paying teller, and book-
keeper, with such clerks as may be necessary to assist
them. The janitor is also an employee of consequence,
for, besides having charge of the premises, he keeps watch
over the depositors as they come and go and acts as mes-
senger and general factotum. "

When a depositor opens an account his name is en-
tered in a book, with his residence, his place of birth, the
names of his parents, and other facts useful in establish-
ing identity, and his signature is added, if he can write;
if not, he makes his mark. Sometimes these entries are
made upon cards to be filed or pasted in books. Ile re-
ceives a pass-book, which bears a number as well as his
name. As this is to contain the account of the bank with
him, whatever he deposits is entered upon a debit page as
being due to him, and whatever is drawn out is credited
to the bank on the opposite page. The balance is always
a debit balance in the pass-book, being due to the depositor,
and there can be no overdraft to produce a credit balance,
which could be made in no other way. He states the
amount he desires to deposit and signs a slip or ticket
upoy which it is entered and presents the book with the
money to the receiving teller. Sometimes the teller does
the entering upon the slip and no signature is required in
making a deposit. The amount of the deposit is entered
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in the pass-book on the debit side and also in the teller’s
deposit-book. 1In a large bank this is done by a separate
clerk, who hands back the book at another window; and
in a small bank the teller not only enters the amount in
the pass-book and in his deposit-book but sces it posted at
once in the bookkeeper’s ledger, where it is credited to
the depositor.

Where there are many depositors their names and
the facts relating to them arc kept in an alphabetical
index of cards after the manner of a library catalogue.
Many deposits are made by persons as trustees for
others, especially minor children or persons unable to
attend to it for themselves. As the amount that will be
received from the same person is usually limited to a
certain sum, this depositing as trustec is often resorted
to as a means of dividing one person’s money into more
than onc deposit. Checks and drafts in proper form will
be received at most savings-banks and credited at once, but
no drafts against the proceeds will be allowed until after
these have been collected.

The receiving teller’s duty is to receive and duly enter
all deposits, and he must account each day for his work.
He may keep up the entries in his deposit-book during the
banking hours or complete them from the deposit-tickets at
the close. All bank-checks and drafts taken pass to the
treasurer to be indorsed and deposited in a regular bank and
a separate account is kept of them. The cash goes to the
paying teller, either from time to time during the day on
requisitions from him or after business with depositors
is over. The receiving teller makes up a proof of his work
and reports the day’s transactions at his desk to the secre-
tary. The proof consists in noting any balance with which
he began the day and the amount received as indicated in
the footing of his deposit-book, and setting against this the
amount turned over to the treasurer, that charged to the
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paying teller and any balance left on hand. Obviously
these amounts should exactly balance.

In one large savings-bank in New York an ingenious
machine, specially invented for it, is used to list the day’s
deposits, which dispenses with the use of the teller’s
depcsit-book. It is based upon the principle of the arith-
mometer and cash-register, with a new application. The
date is set for the day and the machine enters that and
the amount of the deposit in the pass-book, which is placed
in a proper position, and when the right keys have been
pressed is pushed in with a movement that sets the
mechanism in operation under the impulse of a small mo-
tor. DBy a'single movement the entry of date and amount
is made in the book, and the amount is also impressed upon
a paper ribbon which is to receive the list of one deposit
after another. At the same time the aggregate of succes-
sive deposits is kept up within the machine, to be taken
off at the close of the day, and it is also continued day
after day, so that the total of all deposits from the time
the machine began to be used can be ascertained at a
glance. The list of deposits for the day is taken off at the
end of banking hours and pasted in a book, where it can be
compared with the deposit-tickets and with the ledger en-
tries. The machine not only saves labor but contributes
to accuracy. When the teller reports his receipts to the
secretary, the latter enters the aggregate in his book, but
if there is any discrepancy between the actual receipts and
the teller’s entries which can not be reconciled, his account
is either ““ over ” or “ short ”” and there is a charge to “ ex-
cess ”’ or “ deficiency ” account. If this is not traced and
rectified, the teller has to make up the deficiency, but he
never gets the excess.

When a depositor wishes to draw out money he pre-
sents his pass-book at the paying teller’s window and names
the sum desired. This is written upon a draft which he is
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asked to sign, and he is usually asked some question which
will serve to identify him. In some savings-banks there
are blank forms of drafts which the depositor himself fills
out. Unless he is well known to the teller, reference is
made to the bank’s book in which his application was
originally entered to verify the identity of the person and
the signature. Then the date and amount drawn is en-
tered upon the credit page of the pass-book, which is handed
back to the depositor, who is called by name and asked to
state the amount asked for. Sometimes paying the money
and returning the book is done by a different person from
the one who receives the application. The paying teller
begins the day with a certain amount of money in his
drawer and may replenish it by requisitions on the receiv-
ing teller. When depositing exceeds the drawing out,
there will be a surplus each day to be turned over to the
treasurer, and if the drafts at any time excced the deposit-
ing, requisitions may be made upon the treasurer for funds
to be taken from the vault, or, if necessary, drawn from -
a bank. Such periods can usually be foreseen and pro-
vided for, but occasionally there may be a “ run” on the
bank. It is good policy to meet this by promptly paying
every demand, but the bank has the right to require notice
of a certain number of days, usually thirty, of the inten-
tion to withdraw deposits. Payments will be made by
check on a regular bank if desired, but this must be signed
by the officers, and the teller receipts for it on the stub of
the check-book, and the sccretary makes a record in his
books, as he does of the checks received on deposit.

The paying teller keeps a “ draft-book ” in which he
enters the drafts paid against the number of the account
in each case, not the name of the depositor, and he makes
up a “ proof ” of his day’s work. This he does by footing
up all payments from the drafts themselves or from his
draft-book, adding the balance he has on hand and setting
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against this the balance he had in the morning and what
he has received during the day from the receiving teller
and the treasurer. The two totals will balance if there
is no crror, and a report of the day’s transactions at his
desk goes to the secretary.

The bookkecping of a savings-bank is important but
not complicated, as it relates only to the deposits received,
the payments made to depositors, and the interest on their
accounts at the rate declared by the Board of Trustees
near the end of cach half-year or quarter, as the case may
be. The bookkeeping of one day is done for the opera-
tions of the day before. All the deposit-tickets and drafts
bear the numbers of the several accounts to which they
belong and have been stamped with the date. The ac-
counts are kept in a ledger ruled with columns for the
date, for the credits or amount of deposits, debits or
amount of drafts, and the balance. They are arranged
consccutively by the numbers of the accounts and not
alphabetically by names of depositors, but the name of
the depositor is written above each. Usually several are
kept upon each page of the large ledgers. Methods differ
in different banks, but there are two principal ones. By
one of these the credits are entered from the deposit-tickets
and the debits from the drafts, and a new balance is entered
by adding the credit or deducting the debit, as the case
may be, thus keeping up the actual balance with each
new entry. By the other method the balance only is en-
tered by mentally adding the credit or deducting the
debit, and another clerk, or assistant bookkeeper, enters
the credit or debit by noting the difference between the
two balances and comparing it with the lists of deposits
and drafts, or with the entries in a journal of credits and
debits when these lists are not used. The entries in this
journal are made from the deposit and draft books and
it becomes in effect a detailed “ proof-book.” The de-
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posit-tickets and drafts, the teller’s books or lists, and
the journal contain repetitions of the same items, with
which the ledger entries must agree, if all are correct.
The aggregates are transferred to a daily proof-book and
compared with the tellers’ reports to the scerctary. If
there are discrepancies they must be hunted down and
rectified. In most savings-banks a monthly proof-book is
made up for the transactions of the month, and there may
be others for longer intervals.

After the trustecs have declared the dividend rate
for the half-year the amount is computed for each account
by the bookkeepers. It is a simple matter, as interest
is allowed only on a complete balance running through
the period, whether a quarter or half-year. Any deposit
made after the beginning of the period is not included,
and any draft made before its close is excluded. This
always affords a considerable margin of investment funds
upon which no interest is drawn and helps to keep up the
rate for the rest. The interest is entered in the ledgers
at the end of the period in red ink, and if not drawn out
is added to the balance at that time. A separate intcrest
and balance book is usually kept in which the items of
interest and balance are scparately entered, also in red
ink.. There is one of these for each ledger, covering the
same accounts, and the aggregates of the interest items
from the two sets of books should agree and furnish a
“ proof 7 exhibit of the total dividends. A rccord of this
goces to the secretary, to be entered with other aggregate
items to show the condition of the deposit-accounts.

A word should be said about the closing of accounts.
Wlien an entire deposit is drawn out the account is closed
at once and the pass-book is surrendered to the paying
teller, who includes a statement of all such in his daily
report. An appropriate entry of the closing of the ac-
count is made in the ledger, and the index-card for that
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account is taken from its place and filed with others of
the same kind in another drawer, with the date of closing
noted upon it. Closed accounts arc not included in the
“ interest and balance book,” as the right to dividends is
forfeited for any remnant of the dividend period.

The business of managing the investment of the funds
is quite apart from that of the deposit department and is
in immediate charge of the officers. The trustees decide
upon the securitics to be purchased within the limits
allowed by law, and upon the loans to be made on bond
and mortgage, but the treasurer has the active manage-
ment of this branch of the business. In some savings-
banks he has an assistant who investigates the property
offered as security with reference to its value, present and
prospective, and the possibility of any existing lien upon
it or any flaw in the title. An attorney is entrusted with
the actual negotiation, the drawing of papers and the
searching of titles, and when the trcasurer draws the
bank’s check for the amount of the loan he takes a formal
receipt with the mortgage bond, an abstract of title, and
a policy of insurance, if there arc buildings on the
property. These documents are filed away in envelopes
serially numbered, the application for the loan and the
abstract of title being usually enclosed separately. The
treasurer collects the interest semiannually, sending no-
tice some days in advance in a form that may be signed
as a letter of remittance, and gives the bank’s receipt when
payment is made. If this is made by check he includes
it in his bank-deposit; if in money, he may pass it over to
one of the tellers, who gives a voucher for it and includes
it in his daily statement, credited to the treasurer.

Other investments are dealt with in a similar way, so
far as collections and accounts are concerned, and the
secretary has charge of the bookkeeping for this side of
the bank’s transactions, which do not differ essentially
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from those of any financial concern. The secretary keeps
a daily cash-book, accounting separately for money passing
through the hands of the tellers, that in the custody of the
treasurer, and that deposited in a regular bank. 1t also
contains a record of transfers from one account to another,
as such transfers may be made, a special ticket being some-
times used, consisting of two parts, one rcpresenting a
draft by one depositor and the other a deposit by the other.
This is divided in making the eredits and charges, and of
course the funds in the bank are not affected, except to
transfer a certain sum from one account to another. A
general ledger is kept recording all the business of the
institution, but in form and method it does not differ es-
sentially from that of any business concern, crediting
receipts to different accounts such as deposits, interest,
and other payments to the bank, and debiting payments
from the bank for different disbursements and expendi-
tures. A daily ‘balance-sheet” is usually kept at the
bottom of the page of each day’s entries, showing the exact
condition of the bank on that date. The secretary not
only has charge of this general bookkeeping, but keeps a
file of all letters reccived and has copies made of all
sent out.

A savings-bank may only own real estate used for its
business, except that it may aequire it by foreclosure of
mortgage or by purchase to secure a payment and hold
it until it can be advantageously disposéd of. In the mean-
time it may be rented out and the care of such property
and income and expense on account of it become an in-
cident of the business. Any part of the bank’s premises
not required for its use may also be rented. Rules and
practise are but slightly modified by such power as has
been granted to members of the Reserve system to receive
savings deposits.
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SAFE-DEPOSIT VAULTS

TrE mere safe-keeping of money or other valuables is
no longer a part of the business of banking, though it was
chiefly that for which banks were first instituted. But there
has been in recent times such a multiplication of the forms
in which value is represented, especially in stocks, bonds,
mortgages, -and other titles to property and cvidences of
debt, that a new need has arisen for places of absolute safe-
keeping against the chance of loss by fire, theft, or other
casualty. In a highly developed commereial community
banks can not afford space in their safes and vaults for such
valuables, merely to accommodate their customers and keep
guard over their possessions, and furnishing places of safe
deposit has become a separate business. It may be regarded
as incidental to banking so far as it concerns securities used
in connection with loans or in transit for purchase or sale or
for registration and transfer, but not for the care of individ-
ual property upon which the bank has no claim or lien and
with which it is not dealing. Under the laws of some
States, of which New York is one, no corporation can ex-
ercise any powers not specifically granted or not incidental
to the exercise of those that are so granted. The National
Bank Act confers no powers except “ such as shall be neces-
sary to carry on the business of banking,” which is defined
as discounting and negotiating promissory notes, drafts,
bills of exchange, and other evidences of debt, receiving
deposits, buying and selling exchange, coin, and bullion,
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loaning money on personal security, obtaining, issuing, and
circulating notes according to the provisions of the act.
This definition is generally followed in State bank laws,
but there are banks which maintain safe-deposit vaults,
and the legal right has not been questioned. It may be that
it would be judieially held to be properly incidental to the
business of banking, as it affords to customers a place of
safe-keeping for valuables which constantly enter into bank-
ing operations. This may also be incidental to the business
of a trust company.

The need of systematic provision for the safe-keeping
of securities, documents, and other valuable property has,
however, led to establishing and managing safe-deposit
vaults as an independent business, and corporations are
organized to conduet it on a large scale. The premises are
usually in the basement or lower part of a fireproof and
well-protected building, and are especially equipped and
fitted for their purpose. There is always one large vault,
and there may be more than one. This is usually so con-
structed as to be entirely separate from the walls, floor, and
ceiling of the building. The structure is of steel, some-
times heavily incased with brick, and has thick double doors
with complicated locks. The outer door has a combination
lock of which only one person knows the secret—or the
secret may be divided between two or more persons, no one
having the entire combination. The inner one is set on a
different combination known only to another person or set
of persons, and this will only work on the running down of
a clockwork mechanism, a certain number of hours from the
closing of the vault, when the mechanism is wound up and
set for the hour of opening. Thus it requires at least two
responsible persons to open the vault, and they can not do
it between the time of closing and that set for opening.
Within these heavy double doors is another door or gate of
light grilled construction for going in and out during busi-
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ness hours. Some of the newest vaults have a single door,
circular in form and provided with a specially complex
locking mechanism.

The inner walls of the vault are lined with steel com-
partments of various sizes, each with its separate door and
lock, the rents for their use varying with the space occu-
pied. Here it requires two keys and two persons to
gain access to one of the boxes kept in these strong com-
partments.  The superintendent or custodian has a single
key which must be turned in the lock before the key of
the tenant will open it.  Each lock is different from every
other, and the key of the tenant will open only his own;
and whenever a box is newly rented a new lock is fitted to
the door with a key unlike any other. No tenant, however
well known, can enter the vault or gain access to his own
rented compartment without being accompanied by the per-
son in charge, but no representative of the company knows
or has a right to know what the box contains. The exact
legal responsibility of such a corporation has never been
defined, but it is of the essence of the business that it shall
have no control over the valuables deposited and shall put
no restriction upon the control of the owner, except so far
as is necessary to insure safe-kecping.

Within the locked compartment is a separate box, usu-
ally of tin, with a lock of its own, and this can be taken
out for examination or change of the contents. Rooms are
provided outside of the vault itself, but convenient to it,
to one of which the owner of a box can retire and do what
he will with his own in entire safety, for a strict guard is
kept at all times. Nobody is admitted who is not known
to the superintendent or does not bring satisfactory creden-
tials, and every tenant must be personally known. When
any person rents a box his name and address are registered,
with a personal deseription and particulars of parentage
that will make his identification certain, and his signature
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is also taken. A compartment may be taken by two per-
sons, or special arrangement may be made for access to it
by a properly accredited agent, who must himself be known.
In the absence of such an arrangement, if a tenant dies,
his box can only be opened by the legal representative of
the estate on a certificate of the surrogate or probate judge,
which shall assure the company of the right of such repre-
sentative to the control of the property of the deceased. Im
addition to all other precautions, at least two trustworthy
watchmen are kept on duty day and night. Sometimes
such vaults are an adjunct of a bank and intended for the
keeping of money, securities, and documents or valuables
in small compass, and sometimes they are appurtenant to
storage warehouses and used for more bulky articles as
well.

The records and bookkeeping of a safe-deposit company
are simple, and its relation to its customers is in effect that
of landlord and tenant. The latter is bound only to pay
his rent and submit to such restrictions as are necessary for
the safety of his own property and that of his fellow ten-
ants, for which the company makes itself responsible only
on the conditions which it imposes. Apart from the books
containing the signatures, addresses, terms of rental, ete.,
of those renting compartments in the vaults, there is usu-
ally a card-index alphabetically arranged in a case of
drawers for ready reference.



XXXIV
DEVELOPMENT OF MODERN BANKING

TaE modern bank is a development of the last two or
three centuries, but the evolution has had a rapid culmina-
tion within a comparatively few years and is not yet com-
plete. The vast extension and complexity of industrial,
commercial, and financial relations have compelled the use
of credit upon a scale never before imagined, and has
wrought wonderful changes in the manner of applying it
with effect and safety. Trading and borrowing and lend-
ing come down from primitive times, and bills of exchange
for making transfers between distant places are of an-
cient date. For ages they were simple orders upon one
person to pay to another, or drafts upon a debtor which could
be made over to a creditor, and werc negotiated through
intermediaries, who bought and sold them to serve the con-
venience of traders. Collections and the settlement of bal-
ances were subject to uncertainty and loss, but the range
of traffic and exchange was narrow, and “ moncy-dealers ”
established fairly safe relations with each other at the few
trading centers.

The first banks were hardly more than agencies for
concentrating and managing the loans of governments, and
as such had their origin in Italy as early as the twelfth
century. The word “ bank ” originally signified a “ pile ”
or “mass” of funds, like the Italian “ monte” and the
French “ mont,” and was applied to the massing together
of various government obligations, or their consolidation
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in sets of negotiable securities, which were issued, trans-
ferred, and paid through “ bankers,” who sometimes col-
lected the public revenues and made payments in connee-
tion with the handling of public debts. It was for such
functions as these that the first banks were established
at Venice, Florence, and Genoa. DBut when a large and
lucrative trade was developed by the enterprising merchants
of those cities with the Levant and the Orient, and later by
those of Antwerp and Amsterdam with distant parts of the
world, as the result of the discoveries and adventures of
the navigators of the fifteenth and sixteenth centuries, the
necessity arose for some means of effecting commercial
exchanges on a scale never before known, at least not since
the dim ages of Phenician, Babylonian, and KEgyptian
traffic.

At that time the supplies of money in Europe were
inadequate to meet the new demands, and there was a
multiplicity of coinages, based first upon silver and after-
ward upon both gold and silver, without any stable or uni-
form ratio between them, or any clear understanding of
their relation. In the bringing of merchandise from differ-
ent parts and distributing it in Europe in exchange for
other commodities there was a tendency to draw money of
different coinages, more or less impaired in weight, to the
trading centers and to produce an increasing volume of
bills of exchange. There was need of more effectual means
than the irresponsible private money brokers and dealers
in exchange to accomplish the transfer and settlement of
accounts in the miscellaneous money of the time, on some
reasonable basis of equivalence. This gave rise to the
precursors of the modern banks of deposit, of which the
best example for the purpose of illustration was the Bank
of Amsterdam, rather than the kindred institutions of
Venice, Forence, and Genoa.

This vas established by the city to meet the needs of
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commerce and suppress the disorders of private banking,
and lasted for nearly two centuries. Its chief character-
istic, like that of the early Italian banks, was receiving all
kinds of specie and bullion on deposit and crediting to the
depositor its value in “ gulden,” according to the standard
of the time, of which the silver riksdaler was the unit.
These deposits could be withdrawn at will or could be as-
signed or transferred, and all bills of exchange of consider-
able amount werc paid through the bank by the transfer of
deposits. It also bought and sold specie, but did not make
loans, and its income was derived from a commission upon
all transactions. Discounts in the modern sense were un-
known. These transferable credits for actual coin or bul-
lion deposited, representing the standard money of account,
came to be known as “ bank-moncy,” as distinguished from
the varied and fluctuating currency in circulation, and
served as a stable medium in commercial transactions. The
premium upon it indicated the depreciation of the moneys
rated in it.

In the early history of the Bank of Amsterdam any
one credited with a deposit was entitled to draw specie on
demand according to its value in “ bank-money,” which
made the evidences of that money virtually redeemable in
coin, giving it the character of a stable currency repre-
senting the full value of standard coin of the Netherlands.
The system was modified in the latter part of the seven-
teenth century by the plan of making advances by a credit
in “bank-money” upon deposits of specie of certain
specific kinds to substantially the amount of its value, the
depositor receiving a “ recipisse ” entitling him to with-
draw it within six months upon returning the bank-money
with which he was credited and paying % of 1 per cent
interest. The deposit might be renewed at the end of six-
month periods indefinitely, but in case of failure to
redeem or renew it was forfeited to the bank. Mean-
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time the practise of redeeming bank-money in specie on
demand fell into desuctude and was no longer regarded
as a right, and the method was adopted of buying and
selling specie at fixed rates in “ bank-money.”

The plan was to buy bank-money with specie when the
premium was low and buy specie with bank-1money when the
premium was high, and so keep the fluctuation within cer
tain narrow limits. This was done through outside agents,
and the extent and rates were determined by the bank and
not by the demands of the community for cither form of
currency, which made it a departure from the principle
of convertibility. In its early days the bank was required
to hold in its vaults the kind of specie that it was bound
to pay, and to the full value of the payments that could
be called for, but its later advances and purchases pro-
duced a dislocation that made its supply in a measure
unavailable to meet the demand. Bank-money gradually
lost its stability, and in the course of time, through the
secrecy of its management, which led to irregularities, and
to loans to the city and to the East India Company, the
Bank of Amsterdam fell from its high estate and was
found at last to be insolvent.

The Banks of Antwerp and Hamburg were founded
upon the same principle, and the latter had a continuous
history from 1619 until the establishment of the imperial
system of Germany. Its accounts were kept in “ marks
banco,” equivalent to a half-thaler (374 cents). Its notes
represented only coin and bullion actually deposited and
were payable in silver on presentation, but credits could
only be transferred by the appearance of the depositor
in person or by attorney. It made no loans and incurred
no liabilities beyond the coin and bullion on deposit. The
old system was continued for nearly two centuries without
loss and served the purpose of the merchants in the
most flourishing days of the “free cities.” It was
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only after the Napoleonic wars that modern banking
methods were gradually adopted at amburg, and the
venerable institution was merged in the Reichsbank in
1875. :

The commereial activity of England did not begin
until that of Italy had declined and that of the Nether-
lands had begun to wane, and it was near the end of the
seventeenth century before any important banking insti-
tution was established. Such facilities for exchange as
existed were provided by private concerns, and the gold-
smiths of London received money on deposit upon which
they paid interest and which they loaned out. All the
conveniences of domestic and foreign exchange were pro-
vided by private persons or firms. The currency was in
a bad condition, and there was no regular system of tax-
ation to provide revenues for the Government. The
goldsmiths made advances to the Crown on interest-bearing
securities, but after Charles IT repudiated some of these
obligations it beeame difficult to raise money on loans.

In the time of William IIT and his war expenses on the
Continent some means had to be devised for raising funds
on the public credit and managing the increasing national
dcbt. It was then that a canny Scotchman named William
Patterson came forward with a proposal to establish a
bank that should lend its capital to the Government and
have the privilege of issuing on the securities “ bills ” that
would constitute a legal-tender currency. After some
opposition and delay the suggestion was substantially
adopted in 1697, when “ The Governor and Company of
the Bank of England ” was established by Act of Parlia-
ment, or rather by what we would call a “rider” on a
revenue bill. It was organized on a loan of £1,200,000
to the Government and authorized to issue notes which
should be a legal tender except at the bank itself, to deal
in bullion and commercial bills, and make advances on
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merchandise. It received the public funds on deposit and
acted as fiscal agent of the Government, not only in placing
loans, but to some extent in the collection of revenues from
taxation, as well as making payments on official warrants.
It was in close relations of mutual dependence with the
Government and was regarded as to some extent a political
institution, which occasioned opposition from the Tory
party as well as from the goldsmiths whose business it
threatened to curtail.

This was the Bank of England, which established in
1732 the home in Threadneedle Street that it still occupies
after passing through many trials and vicissitudes of
fortune. Its charter has been renewed and its capital
increased several times and its privileges have been varied
from time to time, but the character of the institution has
not been greatly modified, except by a gradual adaptation
to the growing requirements of commerce. An carly at-
tempt was made to establish a land-bank in competition
with it, but it failed. The South Sea Company attempted
to rival it in 1717 as the manager of the national debt and
secured the privilege from Parliament, but it was short-
lived, collapsing under the weight of its speculative enter-
prises. The intention was to give the bank a substantial
monopoly by prohibiting any partnership or association oi
more than six persons from engaging in banking opera-
tions. This did not prevent private partnerships and
corporate organizations of six persons or less from carry-
ing on banking operations or from issning notes for cir-
culation, though these were not a legal tender for debts.
Neither did the terms of the Act of 1742 renewing the
charter prohibit larger joint-stock companies from con-
ducting a deposit and discount business, provided they did
not “ borrow, owe, or take up any sum or sums of money
on their bills or notes, payable at demand, or at any less
time than six months from the borrowing thereof,” but
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that privilege was then deemed cssential to successful
banking, and no such companies were formed for nearly
a century after that.

After the political upheaval in France and the events
that led to the Napoleonic wars the Bank of England
began to have serious trouble. The currency of the realm
was in a bad state, the Government was exacting in its
demands for advances, the importance of constant specie
redemption of circulating notes was not appreciated, and
coin was drained away to the Continent. In 1797 the bank
was obliged to suspend specic payments, authorized to do
so by the “ Restriction Act,” and did not resume until 1821.
The first part of that long interval was one of great finan-
cial confusion and distress, of enormous public expendi-
tures, and the creation of the huge national debt of Great
Britain. Many of the small banks failed, and ““ the bank ”
largely increased its note issues, which were still made a
tender for debts, though not redeemable. A parliamentary
inquiry led to the famous “ bullion report” of 1810, the
establishment of the gold standard and the present coin-
age system in 1816, and a gradual bringing of order out
of chaos. After 1826 joint-stock banks of more than six
shareholders were permitted to do business in England and
Wales beyond a radius of sixty-five miles from London,
including the issue of notes, and on the renewal of the
charter of the Bank of England in 1833 they were per-
mitted within that distance, but without the privilege of
issue. The first to take advantage of the liberty was the
London and Westminster. Not until then did the great
bank begin to establish branches, the first being at Man-
chester, Gloucester, and Swansea. The Bank Act of 1844
established the British system on its present basis.

This divided the institution into a banking depart-
ment and an issue department, the latter to be in charge
of a committee appointed by the directors. What was
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called “the currency principle” was then first applied.
The average circulation at the time was about £14,000,
000, and this was taken as the amount that could be kept
permanently afloat without being subject to demands for
redemption. Sceuritics to that amount were to be trans-
ferred from the banking to the issue department, and as
much gold coin and bullion as the former did not require
for its regular operations, and an exact equivalent of these
two deposits was to be issued in circulating notes. No
addition could be made to this volume except on deposit
of an equal sum in coin or bullion, and all notes were to
be redeemed on demand. Out of regard for vested inter-
ests the private and joint-stock banks could retain their
existing circulation, but no addition could be made to it.
It was intended that this should be gradually absorbed
by the Bank of England, and it was provided that when-
ever any other bank went out of business or surrendered
any part of its circulation that institution could issue two-
thirds of the amount withdrawn by depositing  securi-
ties,” but only on an order in Council authorizing it. This
process of absorption has mot yet been completed. The
bank was required to make weekly reports to the Govern-
ment and pay £180,000 a ycar for its privileges. This
charge has since been increased to £200,000.

Scotland had a banking system with some peculiar
features, established by its own Parliament before the
union. The Bank of Scotland was in fact organized under
an Act of 1695, before the Bank of England was in opera-
tion but not before its plan had been formed and discussed.
It was a private joint-stock company with a special charter,
and was authorized to lend on real or personal security at
not more than 6 per cent and to negotiate bills of ex-
change. At first no deposits were received, but notes were
issued to the amount of its capital, ranging in denomina-
tion from £1 to £100, It had a monopoly until 1716, but
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this was not continued on the renewal of its charter at
that time. The Royal Bank of Scotland was incorpo-
rated by the holders of the public debt and began business
in 1722. It began what has ever since been a distinetive
feature of Scotch banking, the advancing of money on
personal credits, the advances being made in notes of the
bank. The British Linen Company of Edinburgh, formed
in 1746 to promote the linen industry by lending money
to the manufacturers, soon went into a regular banking
business. Other banks were established from time to time,
and at the time of the Bank Act of 1844 there were ten
in existence, with munerous branches.

The Scotch banks passed through the trying time
at the close of the cighteenth and beginning of the nine-
teenth century with very little strain. Their notes were the
chief currency of the country, and though the issues were
increased there was litile call for their redemption. They
were maintained at par while those of the English banks
were depreciated and fluctuating, though within narrow
limits on account of the strength of .the Bank of England
and the general confidence in it. In 1845 the “ currency
principle ” was applied to the Scotch banks. They were
allowed to retain the volume of notes then outstanding,
£3,087,209, on the basis of securities, but all additions
must be “ covered ” with coin, not more than one-fifth of
which could be silver. The “ authorized” or “ uncov-
ered ” circulation was reduced to £2,676,350 by the failure
of the Western Bank in 1857 and the City of Glasgow
Bank in 1878 through bad management. This application
of the “currency principle ” somewhat modified the tra-
ditional character of Scotch banking by restricting the issue
of notes and the practise that had prevailed of paying
interest on deposits, but the peculiar feature of making
advances on personal credits continued. This consists in
giving persons properly vouched for or of known probity
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a credit to a certain moderate amount without making a
deposit, and allowing him to draw upon it from time to
time in the bank’s notes, paying interest upon the amount
taken while it is kept out and making payments by de-
posit of the notes, thercby lessening the interest-bearing
loan to that extent.

Ireland depended upon private concerns for what were
in those days regarded as banking facilities, such as ma-
king advances upon various forms of security and negotia-
ting commercial bills and bills of exchange, until 1783.
Some of these private bankers issned promissory notes
payable on demand, which served as currency of uncertain
stability. “ The Governor and Company of the Bank of
Ireland ” was cstablished by an act of the Irish Parlia-
ment in 1782 and began operations in Dublin the next
year. It was organized by private sharcholders and was
not allowed to charge more than 5 per cent on loans and
for discounts. Its circulation of notes was not restricted,
and no other body corporate of more than six persons was
to be allowed to ““ borrow, owe, or take up any sum or sums
of money on their bills or notes payable at demand or at
less than six months from the borrowing thereof,” this
language being borrowed from the English law. This did
not put an end to the circulation of the small banking
concerns. The Bank of Ireland suspended specie pay-
ments from 1797 to 1821, and in the latter year, on an
increase of its capital, surrenderced its monopoly outside
of a circuit of fifty miles from Dublin. Thercupon some
English capitalists established the Provincial Bank of Ire-
land, with its head office in London and various branches
in Ireland outside of the fifty-mile limit. Later, other
banks were established and there were six in 1845, when
the same restriction was put upon note issues as was im-
posed upon those of Scotch banks, and the monopoly of
the Bank of Ireland within the fifty-mile circuit was
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abolished. At that time the authorized circulation was
£6,354,404, more than half of which belonged to the Dub-
lin institution. In Ireland as well as Scotland the banks
are permitted to issue one-pound notes, while in England
no denomination less than five pounds is allowed.

The first banking institution in France was founded
by John Law in 1716 under the regency of the Duke of
Orleans. It reccived a charter by letters patent, and was
authorized to issue “ bank crowns” redecemable in moncy
of the weight and denominations of the day of issue,
which was intended to keep them from fluctuating at a
time when current coin was mixed and variable in weight
and fineness. The bank was based upon sound principles
and started well, acting as the fiscal agent of the Govern-
ment, making loans on good security, discounting com-
mercial paper, and redeeming its notes on demand, but
Law was a promoter and speculator, and mixed up his
banking concern with the Compagnie d’Occident, which
was to exploit the resources of the Mississippi region. To
strengthen his scheme he got the bank converted into a
public institution as the Banque Royale, and issued a
great volume of notes which became irredeemable. The
story of that wild speculation and the collapse of the whole
inflated financial “ trust” is a familiar one, and France
had nothing more to do with banks, except in the old-
fashioned manner of private lenders and exchange dealers,
until 1776, when the Caisse d’Escompte du Commerce
was established during the ministry of Turgot, primarily
to help the Government with its loans. It tried to serve
the commercial community at the same time, but became
too much involved in obligations of the Government and
subject to its exactions, and it went down with other
established institutions in the French Revolution. There
is another familiar story in the “ fiat-money” policy of
those days, when France was flooded with “ assignats.”
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Two important commercial banks were established in
Paris after the Revolution and were doing a flourishing
business when Napoleon became First Consul, but he
desired a financial institution that should serve the Gov-
ernment and be subservient to it, and in 1800 he issued
a decree establishing the Bank of France. This speedily
absorbed one of the existing institutions, and the other
was forced to give way to it when, in 1803, the Bank of
France received the exclusive privilege of issuing circu-
lating notes in Paris. In 1806 the bank was put on a
permanent basis and brought into closer relation to the
state. Its capital was increased to 90,000,000 francs, and
its direction put in charge of a governor and two deputies
appointed by the Government. Soon afterward its ex-
clusive privilege of issuing notes was extended to all places
in France in which it should establish branches.

After the fall of Napoleon banks were established in
the different departments of France, some of which grew to
importance, but they suffered severely in the financial dis-
turbances attending the revolutions of 1830 and 1848. On
both those occasions there was a suspension of specie pay-
ments, and various devices were resorted to for the relief
of financial stress. Discount-houses were established,
Government commissions advanced loans from the public
treasury, and forced legal tender was given to the notes
of the Bank of France. After the final downfall of the
Bourbon dynasty a monopoly of the issue of circulating
notes was given to that institution and its branches, and
the ‘departmental banks were consolidated with it, their
capital being added to its own. From that time it began
to fill the place in French banking that it has occupied
ever since. It was of great service to the Government, to
the commercial community, and to the various corporate
enterprises that developed in the last half of the nineteenth
century. It went through severe trials at the time of the
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Franco-German War and the Commune, but came out
triumphant and was of immense service in floating Gov-
ernment loans and otherwise aiding in the payment of
the huge war indemnity to Germany.

The course of development from the old condition of
banking and facilitating commercial exchange came some-
what later in Germany than in Great Britain and France.
The first important institution was the Bank of Prussia,
created by decree in the time of Frederick the Great
(1765). It was strictly a state institution and under
Government control, though there were private share-
holders. As in other cascs of that day, the issue of notes
was considered the chief function of banking, apart from
direct service to the state, and they were the main re-
source in making loans. The practise of making advances
upon merchandise and pledge of sccurities as well as coin
and bullion became a feature of German banking. The
Bank of Prussia served as a financial agency of the Gov-
ernment, and it was mainly for that that it was estab-
lished. The same motive was at the bottom of the
development of similar institutions in other German
states to supplement the private banking concerns.

There was an irregular growth with the usual vicissi-
tudes until the consolidation of the German Empire, when
the foundation was laid for the present system. There had
been difféerences of coinage in the various states and much
monetary confusion, but in 1873 the gold standard was
adopted and a new and uniform currency system was
founded with the mark as a unit in place of the thaler.
The French indemnity aided materially in carrying out
the plans of reform, and the demonetization of silver had
a far-reaching effect. The Imperial Bank (Reichsbank)
was established in 1875 on the foundation of the old Bank
of Prussia. While it was made a private institution in
its ownership, it was kept under Government control and
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regulation through a council of which the Chancellor of the
Empire was president, onc of the other four members be-
ing appointed by the Emperor, and the rest by the Federal
Council, or Bundesrath. There 1s a “ Central Commis-
sion” of fifteen members rcpresenting the shareholders,
which has charge of most of the details of management.
The development of banking in other countries of
Europe presents few novel features. It grew out of the
old devices of moncy-lending and dealing in the coin of
different countries, and in bills of exchange, as the re-
quircments of traffic increased, and out of the exigencies
of governments as their expenses were enhanced and they
needed to raise funds on their credit. Their special need
was for agencies to make advances and manage loans, and
in return they granted special privileges for the issue of
paper currency. Sometimes they issued notes of their
own as well, and it took a long time for governments and
banks to learn that notes are not money and can be made
to serve the purpose safely only by being always redecm-
able on demand in coin. There was a banking institution
in Vienna necar the beginning of the eighteenth century
similar in character to the earlier ones of Venice, Amster-
dam, and IHHamburg, but the National Bank of Austria
was not founded until 1817. It was succeeded in 1878
by the present Austro-Hungarian Bank. Through its
branches the latter has conducted a large part of the bank-
ing business of both countries which constitute the dual
empire. Austria and IHungary grew together through
struggle, and the united empire has had its troubles and
losses. One of its greatest ills has been financial disorder
and irredecmable “ paper money,” issued partly by the
Government and partly by the bank, and only lately has
it been getting on solid ground A new monetary system
on a gold basis was adopted in 1892, but the process of
getting squarely upon it has been a slow and painful one.



288 THE MODERN BANK

Italy after the decline of its early commercial im-
portance went through many political vicissitudes which
are a matter of history, and through the experimental
stage of modern banking, and emerged with three impor-
tant institutions, the Bank of Italy, the Bank of Naples,
and the Bank of Sicily, and many small local banks. But
it has had a surfeit of “ paper money ” from time to time,
from which it has not altogether recovered. Russia had
the curse of irredeemable and depreciated paper currency,
issued by the Government, long before it had a great bank.
The Imperial Bank of Russia was not established until
after the Crimean War, when the finances were in greater
disorder than ever. It is peculiar in being in form a stock
corporation in which the Government is the sole stock-
holder, and therefore has the exclusive power of control
and management.

The Bank of Netherlands was established in 1814,
after the failure of the old Bank of Amsterdam. It be-
came and has continued to be the center of the banking
system of Holland, having the exclusive right to issue
circulating notes. While it was not a public institution
and the state ceased to hold shares in it in 1864, the Gov-
ernment exercised close supervision over it through an
official commission, and the president and secretary were
appointed by the Crown. Through its influence modern
banking methods have been gradually assimilated in Hol-
land. When Belgium became an independent kingdom
with a guaranteed neutrality in 1830 there was one strong
banking institution within its limits, the Société Générale
pour Favoriser PIndustrie Nationale, which had the
privilege of issuing notes and discounting commercial
paper. It remained largely under Dutch influence, and,
though it received the public funds on deposit, it refused
to make advances to the Government, and as a result the
Bank of Belgium was founded in 1835. The Government



DEVELOPMENT OF MODERN BANKING 289

transferred its funds to the new institution, which got into
trouble by the practise of making long-time loans while
issuing notes payable on demand. It lost the public de-
posits in 1842, when an arrangement was made with the
Société Générale upon the renewal of its charter, but both
institutions became embarrassed in 1848, and in 1850 the
National Bank of Belgium was chartered, with the exclu-
sive privilege of issuing circulating notes and a prohibition
of loans upon mortgages or the sccurities of industrial
enterprises. This became the principal banking institu-
tion of the kingdom and still holds that position.

The State Bank of Sweden was founded in 1656 and
was the first to issue notes in excess of the amount of specie
held for their payment, thus giving them the character of
a credit currency. It was made a public institution in
1668, its entire capital being furnished by the state and
its administration being in charge of a commission chosen
by the Diet. It continues to hold that relation, but since
1824 banking corporations have been authorized, con-
sisting of not less than thirty shareholders, which may
issue notes within a defined limit, redeemable in gold on
demand.. The Bank of Norway was founded in 1814,
mainly for the encouragement of agriculture. The capital
was raised by a tax upon landed property, and the land-
owners became shareholders in proportion to their pay-
ments. Notes were at first issued in loans upon land
security, but their depreciation on account of the lack of
provision for ready redemption in coin ultimately led to
a reform of the system. The State Bank of Denmark
was created in 1813 as a Government institution in order
to establish an orderly financial system, but in 1818 its
privileges, resources, and obligations were transferred to
the newly founded National Danish Bank. The capital
of the latter was raised by a tax upon real estate, the
shares being held by the landholders in proportion to their
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payments. No limit was fixed to its note circulation, but
reserve requirements were gradually established.

Prior to 1836 banking facilities in Switzerland were
furnished entirely by private banking-houses, and there
was considerable commercial development in Geneva and
Basle, but in that year a bank of issue was established at
St. Gall. At that time the issuc of notes and their use
in making loans were still considered the chief function
of incorporated banking institutions. These multiplied
in the different cantons with a purely local character until
1875, when there were twenty-eight of them. Then a
federal banking law was adopted under the revised con-
stitution, which was superseded by a new act in 1881
estabhbhmg the present system.

In her days of enterprise and commercial activity
Spain had a number of banks of the same type as those
of Venice, Genoa, Amsterdam, and IHamburg, but they
disappeared with her commercial decadence. A credit
institution similar to that of other countries in the
eightecnth century was established in Madrid in 1782 in
the Bank of San Carlos, which continued in existence until
1874. The Bank of San Fernando was founded in 1829,
with certain special privileges at the capital and at places
where it had branches. In 1856 this was converted into
the Bank of Spain, and a new law was passed in regard
to banks in gencral, of which there were several at that
time specially chartered by the Government. Under this
law only one was allowed with the privilege of issue in
the same city, and those newly organized could put out
notes to the amount of three times their capital but must
keep a coin reserve of one-third the volume. The Govern-
ment appointed the governor of the Bank of Spain and
commissioners to manage the “ independent” banks. In
1874 the exclusive right of issue was conferred upon the
former, and the others, .then eighteen in number, were
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required to surrender their circulation to it. By a revision
of the law in 1891 the limit of circulation was fixed at
1,500,000,000 pesctas ($300,000,000), against which a
coin reserve of one-third was required, onc-half of which
must be in gold, but the bank was also required to make
advances to the Government, and that involved: it in diffi-
cultics. As Spain did not suspend the coinage of silver
with the Latin union, its currency went to a silver basis
and the notes of the bank depreciated heavily in relation
to gold. It established branches which went far to crowd
out the other banks, though thoy retained the ordinary
functions of deposit and discount banking.

Banking development in the rest of Europe, in what
were or still are colonies of European nations, and in other
parts of the world, has been a mere extension or adapta-
tion of the methods of the countries referred to above. A
rapid survey of the present systems will be attempted in
the chapters that follow.
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FOREIGN BANKING SYSTEMS

Tae Bank of England is the center of the banking
system of England and Wales, and to a certain extent the
central agency for those of Scotland and Ireland. It is
the sole depository for the British Government, and is its
fiscal agent. It is also the chief factor in effecting inter-
national exchange and in controlling the course of gold
with which international balances are settled. Notwith-
standing its important public functions, it is a private
corporation, controlled by its shareholders, who eleet a
board of twenty-four directors. By custom some of these
are chosen each year, the changes being always made
among the younger members, and it is an unwritten rule
that none of them shall be in the banking business. They
choose from their own number a governor for two years
and a deputy governor for a like term, the latter usually
becoming the successor of the former, and the offices being
filled by rotation from the body of directors. The ex-
governors constitute an executive council known as the
Committee of the Treasury.

The notes of the Bank of England, of which the lowest
denomination is £5, constitute the only paper currency
for England and Wales except for the unabsorbed remnant
of the circulation of the joint-stock and private banks, the
surviving amount of which is uncertain, and are a legal
tender in those countries, except in payments by the bank
itself. The note issue department is entirely distinet from
the banking department, and above the authorized limit
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described in the previous chapter, which by taking over
the circulation of other banks has reached £18,450,000,
all notes must be covered in full by coin or bullion, for
which gold alone is used, though onefifth in silver is
legally authorized. The effect of this restriction has been
a large use of coin in general circulation and a high devel-
opment of the use of checks. The extent of the note circu-
lation depends mainly upon the preference of the cus-
tomers of the bank between them and coin.? The banking
department may obtain notes in any quantity by deposit-
ing coin and bullion with the issue department for the full
amount, and can obtain coin by presenting notes there for
redemption. It is immaterial to either department which
are called for, as above the fixed limit of the securities the
notes become practically coin certificates.

The currency system is not what is called “ elastic,”
but owing to the moderate area of the country, its compact-
ness and ample means of communication, the large use of
coin and the general employment of checks, it works satis-
factorily except in times of special stress, and then au-
thority may be given for suspending the restriction upon
the issue of notes upon securities. This has been exercised
only three times since the Bank Act of 1844 was adopted.
Much depends upon the circumstances and habits of the
people of the country, and there is absolute confidence in
the Bank of England, whose notes are as good as gold the
world over. Any proposal to relax the restriction upon
paper currency is generally discountenanced in England.

.The Bank of England had eleven branches in 1830,
and the number has not been increased, but the joint-stock
and private banks have multiplied in number, in resources,
and in volume of business, though in recent years there
has been a diminution in the number of banks, accom-

1In time of emergency the Government may authorize larger
volume and lower denominations.
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panied by an increase of capital and extension of opera-
tions. It is through these that the bulk of the banking of
England and Wales is carried on, and the character of the
business of deposit and discount, of making loans and ad-
vances of money, and of dealing in exchange is not ma-
terially different from that with which we are familiar in
this country. There is an incidental way of supplement-
ing bank currency more or less in vogue with which we
are not familiar, through * check-banks.” These take de-
- posits and furnish books of checks filled out to various
amounts making up the aggregate, less a small charge for
the accommodation. Arrangements are made for paying
these at different banks and they have a limited circula-
tion.

Apart from its own dircct commercial business the
Bank of England is a kind of bank of banks. There is
no prescribed percentage of rescrve either for it or for
other banking institutions. It is left to the discretion
of the managers, subject to their legal liabilities. The
joint-stock and private banks are accustomed to have on
hand only the cash deemed requisite for their current
business and to keep regular deposits in the Bank of Eng-
land. There has been a tendency of late to strengthen
their cash reserves. This puts upon that institution the
burden of the banking reserve of the kingdom, as the banks
of Scotland and Ireland make use of it to an extent in the
same way. Accordingly it aims to keep on hand in cash
as reserve approximately 50 per cent of its deposit liabil-
ities. It has a way of protecting its reserve which is un-
known in this country though it is followed to some extent
on the Continent of Europe, and that is by raising its rate
of discount when the reserve is too heavily drawn upon,
which has the effect of restricting loans, and by lowering
the rate when the reserve rises above what is regarded as a
pormal level. There is a weekly meeting of the directors
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on Thursday, at which a report of the condition of the bank
is made and then the rate of discount is determined. It
may remain the same for many weeks or it may be changed
at short intervals, according to the state of the market, for
it is by no means an arbitrary process. When there is a
strong demand for money the general rate will naturally
tend upward, and it is then that the reserve will be imper-
iled on account of the expansion of loans. The bank can
not go much higher than the prevailing rate without sacri-
ficing its own business, but can only fix a standard for that
rate and give it stability. It can not put the rate too low
without producing a demand upon its resources that will
weaken the reserve. Where there is a strong combination
of associated banks, working in close co-operation over an
extensive territory, it is not so difficult to adjust reserves so
as to balance the supply and demand of funds without shift-
ing rates materially. That is one of the advantages of the
American Reserve system.

It will be well to note just here the function of the
Banl: of England in connection with the gold movement.
London, on account of the vast extent of British commerce,
shipping, and banking facilities in different parts of the
world, has long been the center of international exchange.
Enghsh bills of exchange are drawn and negotiated every-
where and come home for payment, and are drawn in Lon-
don to go everywhere in all sorts of international settle-
ments. Final payment of balances in gold is made to
London and from London all the time. Involved with
this commercial process is a continual tramsfer of capital
in loans and investments to and from London. When in-
terest rates are high there they attract capital and gold
tends to stay at home and to flow in from foreign sources,
If they are low there and more attractive to capital else-
where, it tends to flow out. The Bank of England, as the
main reservoir of the reserves and the chief agent in the
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settlement of international balances, is the repository of
most of the gold for the United Kingdom. From that it
comes and into that it goes in the general process of dis-
tribution, though the actual transfers are chiefly made by
the great private banking-houses of London.

When the supply is abundant and interest rates are low
and exchange high, it goes out to meet the demand in set-
tling balances elsewhere, and is distributed according to the
pressure at different points. If it goes too fast and the re-
gerve sinks too much, the discount rate goes up and checks
or reverses the current, and balances are made to wait by an
extension of foreign credits. If it is necessary to draw gold,
the rates go high enough to attract capital to London and the
metal flows in. The process of transfer is effected by bills
of exchange drawn by bankers to be met at the point from
which gold is to move. There is another device for affect-
ing the current. Gold is bought and sold by the bank and
the price is varied slightly according to the relation of
supply and demand. Gold is taken by the bank for the
mint, and the mint price is 77 shillings 10} pence per
ounce, but the depositor of bullion is paid in coin 77 shil-
lings 9 pence, the difference being an interest charge for
the time required for coinage. When bankers wish to
obtain gold for export, and it is desirable to husband the
supply or prevent exportation, a slight advance is made
in the price, and when export is for commercial and finan-
cial reasons desirable it is slightly lowered. By those two
devices of raising and lowering the discount rate and the
price of bullion the gold movement is controlled, and
serves as the barometer of the state of the international
exchanges. A moderate difference in sight-exchange rates,
which move inversely to local interest rates, will turn the
current one way or the other. If exchange goes sufficiently
above par to cover the cost of transportation, interest, and
insurance, and afford a slight profit in sending gold abroad,
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it will be sent in preference to buying bills of exchange for
foreign payments.

While the Bank of England is such an important insti-
tution as the central reserve ageney of the system, the fis-
cal agent of the Government and almost the only source of
a bank-note circulation and coin supply, it docs a rela-
tively small part of the banking business of the kingdom.
There are quite a number of joint-stock banks with many
local branches, mostly with moderate capital and large
surplus or reserve funds. These by no means exhaust the
banking facilities that center in London as the “Clearing-
House of the World’s Commerce,” and extend mnot only
throughout the kingdom and its colonies but into the re-
motest regions that are penetrated by European trade.
There are quite a number of colonial joint-stock banks
that have London offices and do a large loaning and ex-
change business there. A considerable number of these
are in Canada, New Zealand, India and Africa, and there
are several with business divided between different col-
onies. Besides, a number of foreign banks have offices and
agencies in the British metropolis, including prominent
institutions on the Continent of Europe, such as the
Deutsche Bank, the Disconto Gesellschaft, and the Dresd-
ner Bank of Germany, the Comptoir National d’Escompte
of Paris, the Credit Lyonnais, and the Imperial Ottoman
Bank. They also include the Bank of Egypt, the Im-
perial Bank of Persia, and several specially organized for
business in the East, in South America, Mexico and the
United States. This statement does not include the nu-
merous private banking houses, some of which have largo
resources and do a general banking business.

The methods of the Scotch banks have not changed
materially since the restriction was imposed upon their
note issues, except that they are less disposed to pay inter-
est upon deposits and are consequently less used as banks



298 THE MODERN BANK

for savings, and there is a greater use of checks on account
of the diminished freedom of issuing notes, but the devel-
opment of commercial transactions has not been so great
as to produce any radical change. They still make ad-
vances upon personal credits and loan upon a variety of
securities, as well as discount commercial paper in the
ordinary way, and deal in exchange. On account of the
character of the system and the use of £1 notes, bank cir-
culation has always been the chief currency of the country
and commands universal confidence. This is due largely
to the traditions and habits of the people. They scrve
mainly the local business of Scotland. In Ireland there
has been no such growth either in population or industrial
and commercial activity as to produce much change, but
there are several banks with small branches scattered over
the island with a considerable volume of circulating notes.
There is a joint-stock bank on the Isle of Guernsey with a
branch on the Island of Jersey. The Isle of Man Banking
Company has several branches. All of these have circu-
lating notes and investments and exercise for local accom-
modation the ordinary functions of English banks.



XXXVI
CONTINENTAL AND OTHER BANKS!

Wiex the Reichsbank of Germany was established on
the foundation of the old Bank of Russia, in 1875, the
exclusive right to issue circulating notes in the future was
granted to it, but there were thirty-two other banks which
then had the privilege. It was provided that whenever
they abandoned it the volume of circulation given up
might be added to that of the Imperial Bank, and only five
of these banks of issue now remain, so distributed in dif-
ferent states of the empire that they find it desirable to
retain the privilege for certain local advantages. Their
total circulation is small compared with that of the insti-
tution at Berlin, which expands freely to meet prevailing
requirements. That has many branches in different parts
of the empire, and its notes have in recent years been made
legal tender and circulate all over the country. They must
be paid in gold on presentation at any branch. The other
banks having notes outstanding are required to redeem
them at their own offices, and at an agency at Berlin or
Frankfort. They must accept each other’s notes, but each
can only pay out its own, except that the others may be
paid to the banks issuing them, or in the cities where those
banks are situated. This circumsecribes their circulation.

The system of security for bank-notes is a modification
of that of the Bank of England, but has more of the ele-

*So far as practice is concerned the German system was en-
tirely upset by the war and its future condition is quite uncertain.
299
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ment of elasticity. There must be a reserve of “cash”
equal to at least one-third of the circulation, imperial
notes, of which there is an issue of 120,000,000 marks
against the “ War-chest ” of gold coin kept at Spandau,
and notes of other banks, as well as coin and bullion,
being counted as “ cash,” and the rest must be covered at
all times by discounted paper not having more than three
months to run. Though the cash funds are spoken of as
a “reserve,’ they are merely a part of the general re-
sources and are not directly pledged to the redemption
of the notes. The latter are not even a first lien upon
assets, but are merely a part of the general liabilities. But
as the Reichsbank, like the Bank of England, holds a
large part of the reserves of the other banks, it usually
keeps in its vaults coin and bullion to the amount of two
or three times the proportion to circulation required to be
held. There is a fixed limit to the amount which it can
issue under cover of discounted paper, and all excess over
that must be covered by the cash reserve, but in times of
emergency the limit may be exceeded on payment of a
tax of 5 per cent per annum upon the excess while it is
outstanding. A report is required four times a month on
fixed dates, and whatever excess of circulation over the
authorized limit and not covered by cash is then found to
exist is subject to tax. This gives a certain margin of
circulation which will only be used in case of stress, but
in general the volume is considerably below the legal
limit.

The Reichsbank has the same method as the Bank of
England for protecting its general reserve of coin and
bullion, which is made important by its relation to the
other banks and the consequent fact that it is the custodian
of the gold fund of the country. It raises and lowers its
discount rate according t6 the demands made upon its
resources, but the law gives it an advantage which the
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Bank of England does not have in requiring the other
banks to conform to its rate when it is as high as 4 per
cent, and not to cut more than } of 1 per cent under it
when it is lower. There are a considerable number of
independent banks of deposit and discount in the empire
besides those that retain the privilege of note issue, some
of them important institutions, and though the transfer
of credits in making payments by means of checks is more
highly developed than in France, it is still much less so
than in Great Britain and the United States. Bank-notes
are largely used in business transactions, and as the lowest
denomination is 100 marks, or ncarly twenty-five dollars,
gold and silver coin is ordinarily employed in smaller pay-
ments. The independent banks play an important part in
promoting industrial enterprises, after the manner of our
trust companies, and some of them have been accustomed
to make advances on real-estate mortgages, as well as cor-
porate securities.

The Reichsbank is a private institution under the con-
trol of the Government, as previously deseribed, and acts
as the fiscal agent of the empire in recciving and dis-
bursing public money and in managing its financial obliga-
tions. On the renewal of its charter in 1899 its capital
was fixed at 180,000,000 marks, and it was required to
accumulate a surplus of one-third as much more. Until
this was accomplished 20 per cent of the profits in excess
of a dividend of 3} per cent was to be devoted to that pur-
pose, 60 per cent was to be paid over to the state, and only
20 per cent was to go to the private shareholders. When
the surplus had been fully made up, three-fourths of the
profits above the regular dividend of 3% per cent was to
go to the state and one-fourth to the shareholders. The
revenue from this source and the service to the Govern-
ment are the return required for the privilege granted,
and for the use of the public funds.



302 THE MODERN BANK

Among the larger incorporated banks are the Deutsche
Bank at Berlin, which has branches at Hamburg and
Bremen and an office in London, the Disconto-Gesellschaft
and the Dresdner Bank. There are also several other
banks of large resources, some of which loan on mortgage
and do what we should call a “trust company business,”
and many “ people’s banks,” and private bankers. A
characteristic of German banking is a large use of coin
and notes of the Reichsbank, and large capital and surplus
in proportion to deposits and loans. All this relates to
conditions which existed before the Great War. What is
to follow in the way of financial reconstruction no men
knoweth at the present date.



XXXVII

THE FRENCH SYSTEM

Tue leading characteristic of the French system of
banking is the comparatively small development of the
use of credit for currency purposes in the form of checks
upon deposits and the large use of bank-notes supplied
exclusively by one central institution. The only restric-
tion the Government puts upon the circulation of the Bank
of France, whose notes are a legal tender so long as they
are redecemed in specie, is 2 maximum limit to the issue,
which has been repeatedly advanced until it stands at
5,800,000,000 francs. No security is required and no
special reserve for either notes or other liabilities, though
a very large amount of coin and bullion is held as a mat-
ter of business policy. While notes as small as five francs
are authorized, few are issued below fifty franes, and coin
is generally used for small payments. The circulation
rests entirely upon the credit and assets of the bank, and
is gencrally six or seven times the amount of deposits, and
from three to four times that of loans and discounts, but
the specie is kept at about 60 per cent of all liabilities,
including the circulating notes. France has never for-
mally abandoned the bimetallic standard, though under a
suspension of the coinage of five-franc pieces by the Latin
Union it has for many years practically maintained the
gold standard. The bank holds the bulk of the legal-
tender silver, except the subsidiary coin in common use,
and this approximates one-half the amount of the gold in
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its vaults, It makes use of its legal right to pay silver,
which it must take when offered, to protect its gold, in-
stead of frequently changing its discount rate. It exer-
cises its option to pay silver by charging a small premium
on gold as the alternative, when it is considered desirable
to prevent the withdrawal of the latter.

The result is the extensive use of bank-notes in all the
transactions of business throughout the country. The
" bank maintains branches in all the departments of France,
besides auxiliary offices, and under the Act of 1897 renew-
ing the charter, the number of the former is to be in-
creased. This serves to carry the circulation and general
operations of the bank throughout the country, but there
are many other institutions, some of considerable impor-
tance, engaged in a general banking business and using the
legal-tender notes of the central institution as the bulk of
their ¢ cash.” A characteristic of French banking is mak-
ing a multitude of advances of small amount and discount-
ing paper in sums ranging down to a few franes, as well
as dealing with large financial transactions. A consider-
able part of the busmess of the Bank of France is redis-
counting paper already taken by smaller institutions and
bearing their indorsement, the profit of the latter being
derived from a rate somewhat higher than the regular one.

While it receives the deposits of public money and acts
as fiscal agent of the Government to a very important ex-
tent, the Bank of France is not a state institution, though
the governor and two deputies are appointed by the pres-
ident of the republic and are removable by the Minister of
Finance. Their tenure of office is practically “ during
good behavior,” and has in fact been very stable. There
is a general council consisting of fifteen regents and three
auditors (censeurs) chosen by the two hundred stockhold-
ers having the largest number of shares, but three of the
regents must be taken from the treasury disbursing agents.
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Each branch has a certain amount of capital allotted to it,
half of which is held by local shareholders, and is in
charge of a board of directors appointed by the governor
from a list made up in some cases by local shareholders
and sometimes by those of the bank in Paris. The man-
ager is appointed by the Government and his subordinates
are generally sent from Paris, so that the administration
is thoroughly centralized. But more than half the dis-
count of commercial paper is made at the branches, show-
ing a thorough competition with local institutions where
they exist. This tends to keep the circulation well dis-
tributed.

The largest of the other banking institutions of France
are the Crédit Lyonnais, the Société Générale, the Comp-
toir d’Escompte, and the Crédit Foncier. The last named
does mainly a mortgage business. The others act largely
as financial agents of corporations and do what we call a
“trust company business,” in addition to commercial
banking. Le Comptoir d’Escompte was virtually wrecked
some years ago in supporting a copper speculation syndi-
cate. The smaller banks do a commercial business in com-
petition with the branches of the Bank of France, using
the notes of that institution as cash and relying on their
redemption for actual reserves, but in ordinary times
nobody thinks of demanding redemption. To a consider-
able extent their ““bills” are rediscounted by the great
institution at Paris, which is regarded as representing the
financial power of the republic. The general confidence in
the Bank of France and the flexibility of this operation
made it a powerful agency in carrying the French govern-
ment through the war with Germany.



XXXVIII
BANKS IN OTHER EUROPEAN COUNTRIES

AvustriA-HuncAry was for some years engaged in re-
storing specie payments on the basis of the gold standard
and a new coinage system, with the crown as the unit in
place of the old florin. The crown is equivalent to about
twenty cents, and is exchanged for florins at the rate of
two for one, though the original coinage value of the florin
was over forty-eight cents. The Austro-Hungarian Bank
has the exclusive right to issue circulating notes in the
empire, but though it has many branches and agencies its
general deposit business is comparatively small. There
is no definite limit to its circulation, but it is required to
hold a reserve of at least 40 per cent in coin, and the un-
covered issues can not exceed 200,000,000 florins without
payment of a 5-per-cent tax upon the excess. There are
a number of joint-stock and private banks of deposit and
discount, and the postal savings banks may receive de-
posits of not less than 100 florins subject to check, but the
system of using checks is not highly developed in the em-
pire. As in the case of Germany there will be radical
financial changes caused by the war.

The currency of Italy consists chiefly of coin and the
notes of the three banks of issue, the chief of which is the
Bank of Italy, with a capital of 300,000,000 lire or $60,-
000,000. This institution was formed in 1893 by the
fusion of the National Bank of the Kingdom of Italy, the
National Bank of Tuscany, and the Tuscan Bank of
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Credit. An ultimate limit has been set to the eirculation
by gradual reduction to 630,000,000 lire for the Bank of
Italy, 190,000,000 lire for the Bank of Naples, and
44,000,000 lire for the Bank of Sicily. This may be
increased by covering the excess by deposits of coin and
by advances to the Government. The notes are not a
legal tender. The banks are under Government super-
vision, and the appointment of the director-general of the
Bank of Italy is subject to the approval of the Govern-
ment. The deposits of thesc banks on open accounts are
comparatively small and checks are little used. There
is a large number of private banks and small institutions,
known as “ people’s banks,” distributed over the kingdom,
the latter making loans and advances on easy terms of
security.

Other countries of Europe have what may be called
central institutions controlled in greater or less degree by
government authority, issuing ecirculation mnotes on coin
reserves. The local banking is usually done by small
branch offices or private concerns. The Bank of Nether-
lands issues circulating notes with fixed limit, but with a
specie reserve maintained at 40 per cent of notes and
deposits, It is under close government supervision and is
more a fiscal agency than a commercial bank. The general
banking is done by small institutions and private con-
cerns. The Bank of Belgium was in the time of peace the
center of banking operations for the small but crowded
Kingdom. It was required to hold a reserve of specie
equal to one-third of its notes and other demand liabilities.
The circulating notes were a legal tender so long as they
were redeemed in coin, and their volume was several times
as great as that of deposits, and larger than loans and
discounts. There was comparatively little banking out-
side of its operation except by private concerns.

In Russia there was one great central bank at Petro-
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grad controlled by the Imperial Government, which fur-
nished its capital and directed its operation as its own
fiscal agent. It kept a large reserve of gold coin and
issued gold certificates on deposits of the metal as well as
a large volume of its own circulating notes, and kept de-
posits of private persons and commercial establishments.
There were also many joint-stock and private banks as
well as a number of mortgage banks making loans on real
estate securities. As fiscal agent it negotiated loans and
financed industrial and railway enterprises, and became
the service of a considerable part of the public revenue.
Sweden, Norway and Denmark constituted the Scan-
dinavian Union, with the gold standard and the krone or
crown as the unit of value, worth about twenty-seven cents.
That of Sweden was owned by the state and managed by
officers chosen by the legislative body. It issued legal
tender notes based upon one-third as much gold coin, with
an excess covered by credits of foreign banks. There were
other banks which could issue circulating notes that were
not legal tender but had to be redeemed in gold on demand.
That of Norway was the only bank of issue in the country
and its notes were legal tender well secured, and it was
largely controlled by official government direction. It had
several branches. There were a considerable number of
prominent banks, with a central organization at Chris-
tiania which served the purpose of a clearing house. One
incorporated bank and a number of private banks were
engaged in making loans on real estate and other secure
property. The National Bank of Denmark issues legal
tender notes, the only credit currency in the country, with
strong metallic reserve, but much commercial banking is
done by private institutions under official regulation.
Spain, Portugal and Greece have central banks which
issue circulating notes and do a general business under
government control and regulation, and have small insti-
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tutions for local service. In Greece there is the Ionian
Bank dealing mainly with foreign trade and having its
chief office in London. The Imperial Ottoman Bank of
Turkey was established with French and English capital
and maintained a number of branches. Similar institu-
tions have existed in the Balkan States. In other parts
of the world, including China and Japan, Southern Africa
and South America, banking operations have been estab-
lished mostly on European models.



XXXIX
THE OLD UNITED STATES BANKS

In the colonial days in America there was great
scarcity of money, and the English colonies which after-
ward became the United States undertook to supply cur-
rency by emitting their own ‘“bills of credit,” often
badly secured and soon discredited for lack of redemption
on demand. It was to supply the same need that the first
banks were established, the earliest being in Massachusetts
in 1714. It was founded on land security, its notes being
secured on real estate and other “ imperishable commodi-
ties.” It was under no legal regulation, was badly man-
aged, and came to grief. There were other crude experi-
ments in what was then called banking in the colonies
before the Government of the United States was estab-
lished, the chief purpose of which was to furnish “ paper
money,” which was put out in the purchase of property,
or in loans secured in a variety of risky ways. Banking
in the modern sense was hardly known. After the Con-
stitution was adopted banks were organized in the different
States, and the first Secretary of the Treasury, Alexander
Hamilton, promptly set about having a United States Bank
founded, to be a “ regulator of the currency,” a depository
for public money, and a fiscal agent of the Government.
In accordance with his recommendations in a formal
report a charter was granted by Congress in 1791 for a
term of twenty years.
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The first United States Bank had a capital of $10,000,-
000, divided into 25,000 shares, of which the Government
was to hold one-fifth, paying for them in ten annual instals
ments, with interest at 6 per cent. The rest were open
to general subseription and were to be paid for, one-fourth
in specie and three-fourths in Government obligations,
bearing interest at 6 per cent. The voting power was
peculiarly distributed, one vote being cast for one share,
one for the next two shares, and so on in arithmetical pro-
gression, but no shareholder could have more than thirty
votes, and foreign holders, who came to be the majority,
could not vote by proxy at all. The bank could not hold
real estate, except for the accommodation of its business,
nor lend on mortgage security. It could not become in-
debted to a greater amount than its capital, but deposits
were not reckoned among its liabilities. This was the only
limitation upon its issue of notes, but their volume was
usually only about half its capital. It was subject to in-
spection by the head of the Treasury, and its notes were re-
ceivable for public dues so long as they were kept payable in
coin. It was allowed to establish branches, and had one in
each of the leading cities of the time, the main institution
being in Philadelphia. It was indubitably successful, and
when Secretary Gallatin first recommended a renewal of its
charter in 1809 he reported that the Government had made
a profit of $671,860 by the sale of its shares, besides re-
ceiving dividends at an average rate of 83 per cent. At
that time 18,000 of its shares were held abroad, but the
exclusive power of management was in the hands of the
holders of the 7,000 who resided in the United States. Its
loans and discounts amounted to $15,000,000, its deposits
to $8,500,000, it held $5,000,000 in specie, and its out-
standing circulation was $4,500,000. The constitution-
ality of the charter had always been questioned, and there
was a bitter politica]l contest over its renewal, which re-
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sulted in defeat. The bank was put in liquidation, and
shareholders received $434 for each $400 share.

The Government had then to rely for financial aid and
service upon the State banks, and the War of 1812 brought
trouble and disorder, including a suspension of specie -
payments, except in New England. An agitation began
in 1814 for a charter for a new Bank of the United States.
There was much debate in Congress, and a bill was passed
which was vetoed by President Madison in January, 1815,
but in December of the same year he suggested a national
bank as a means of putting an end to the financial dis-
order. A somewhat different bill was passed, and ap-
proved by the President, April 10, 1816. The charter
was to run twenty years, and differed little in its main
features from that of the first bank, but the capital was to
be $35,000,000, one-fifth subscribed by the Government,
and paid either in cash or its own obligations bearing 5
per cent interest. Payment was made with a “ stock note,”
which was not fully paid off until 1831. It was required
that public money be deposited in the bank “unless the
Secretary of the Treasury shall at any time otherwise
order and direct.” Private shares were to be paid for,
one-fourth in coin and the rest either in coin or Govern-
ment securities, and in three instalments, 30 per cent at
the time of subscription, 35 per cent in six months, and
35 per cent in one year.

The early history of the bank was clouded by scandal,
mainly on account of failure to collect the stock payments
as provided and making loans on security of the shares
even before they were fully paid for, but it was saved from
disaster after a congressional investigation in 1819 by its
new president, Langdon Cheves, of South Carolina, who
borrowed $2,500,000 in Europe, reformed the manage-
ment, and put the institution on a sound basis. During the
next ten years it commanded general confidence and was
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regarded as a solid and valuable institution, both to the
Government and to the country. Then began an attack
upon it which brought it into politics and wrought its
ruin.

Nicholas Biddle had succeeded Cheves as president of
the bank in 1823, and in 1829 it had twenty-five branches
and was in a prosperous condition. The trouble began with
an attack upon the branch at Portsmouth, N. H., which
was under the charge of Jeremiah Mason, who had been
defeated for the United States Senate by Levi Woodbury.
Mason gave offense by his strict management, and was
charged with partiality toward the opponents of the ad-
ministration of General Jackson. There was a political
intrigue to secure his removal, but Biddle sustained him
with injudicious zeal, and Jackson’s “ kitchen Cabinet ”
fomented the idea that the bank and its management were
hostile to the administration and working against it and
its friends. The result was that the President, in his mes-
sage to Congress in December, 1829, to the surprise of
everybody who was not in his personal confidence, declared
that “ both the constitutionality and the expediency of the
law creating the bank are well questioned by a large por-
tion of our fellow citizens; and it must be admitted by
all that it has failed in the great end of establishing a uni-
form and sound currency.” This precipitated a contest
against the renewal of its charter, in which Henry Clay
took a leading part as its defender, and it was made an
issue in the campaign of 1832. The President had Con-
gress against him, as well as a considerable part of his
official Cabinet, including the Secretary of the Treasury,
Louis McLane. A bill renewing the charter of the bank was
passed in the summer of 1832 and promptly vetoed. Bid-
dle again displayed his injudicious zeal in defending the
bank and intensified the conflict for its destruction. At
the election in November Jackson won an overwhelming
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triumph, and Clay, who was the candidate against him,
was ““ snowed under.”

There was no hope now of securing a renewal of the
charter, which was to expire in 1836, but Jackson deter-
mined to administer another blow by causing the public
deposits to be removed. Biddle furnished him a pretext
by an act that savored of bad faith toward the Govern-
ment. He had been notified by the Secretary of the
Treasury that the Government wished to apply $9,000,000
of the $12,000,000 which it had on deposit to the payment
of its outstanding 3-per-cent obligations, which were held
largely abroad. The president of the bank agreed to take
the necessary steps to get possession of the bulk of these,
but sent one of the directors to London to make a private
arrangement with the Barings for postponing payment of
$5,000,000 of the debt, as money was worth 7 per cent to
the bank, while the interest on the bonds was only 3 per
cent. This became public and enraged the president.

As Secretary McLane was unwilling to direct the re-
moval of the deposits to certain State banks, he was trans-
ferred to the State Department in the spring of 1833, and
William J. Duane was put in his place. The House of Rep-
resentatives declared by resolution that the deposits could
be safely left in the bank, and Duane proved averse to obey-
ing the behest of the President, who wrote him a long let-
ter on the subject of ordering a removal of the deposits,
or rather of making future deposits in State banks and
gradually drawing out the funds in the national institu-
tion for disbursements. Duane was not a believer in the
bank, but he regarded the right to the deposits as part of
a contract with the Government and doubted the author-
ity to place them elsewhere. He declined either to order
their removal or to resign, and was himself removed, At-
torney-General Roger B. Taney being put in his place and
afterward rewarded for his subserviency by being ap-
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pointed Chief Justice of the Supreme Court. The de-
posits were removed and the President was censured by a
resolution of the Senate, which was afterward expunged
from the record. After the expiration of its national
charter the Second Bank of the United States obtained a
new charter from the State of Pennsylvania, but it was
badly managed and fell into disaster, and after two
temporary suspensions it collapsed in 1841. The process
of liquidation lasted fifteen years, and though its credit-
ors were finally paid in full the sharcholders recovered
nothing.

The ruin of the United States Bank was wrought by
politics in an exciting period and was started in a miser-
able local intrigue to discredit the management of an in-
significant branch, when it was at the height of its
prosperity and usefulness. In 1835 its loans amounted
to $51,808,739, deposits to, $11,756,905, circulation
$17,339,797, and it held $15,708,369 in specie. For
fifteen years it had been well managed and profitable, and -
had helped to maintain financial stability. Apart from its
direct service to the Government, its business consisted
chiefly in discounting commercial paper and dealing in
domestic and foreign exchange. Depositing in State banks
did not work well, and after their suspension in 1837
President Van Buren recommended that public funds be
kept exclusively by public officers, and only specie be. re-
ceived for Government dues. A bill to establish what was
called the “independent treasury system,” after several
defeats, was finally enacted in 1840, but when the Whigs
came into power the next year the law was repealed. Two
bills providing for a national bank were afterward sue-
cessively passed and vetoed by President Tyler. The in-
dependent treasury system was finally established by an
Act of Congress in 1846, and from that time down to the
civil war the Government made its collections and. dis-
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bursements in specie only and kept its funds in the
custody of its own officers. As its receipts and expendi-
tures were relatively small in those days, and any balance
on hand was insignificant, as the Treasury had no con-
nection with the banking system, which was wholly one
of State banks, and as the Government supplied currency
only by coining money, there was no disturbance of credit
or of the money market occasioned by the financial opera-
tions of the Government.



XL
THE OLD STATE BANKS

. State banks were established even before the first
United States Bank was chartered, and they increased in
number and variety in the different States until the time
of the civil war, gradually working through confusion
toward a sound system, which might have become uniform
even if it had not been ultimately nationalized. In their
early history banking principles had not become settled
and were imperfectly understood in this country. The
business was for a long time in an experimental stage. The
country was little developed, there was a lack of accumu-
lated capital, and coin was scarce. The main purpose of
banks was supposed to be to supply currency in the form
of circulating notes to serve as ‘ paper money,” and secu-
rity by constant redemption in specie was too little re-
garded.

The earliest and most rapid development was in Massa-
chusetts, which was industrially and commercially the most
advanced of the States. The Bank of Massachusetts was
chartered in 1784, and was followed by several others in
the course of the next twenty or thirty years, the first law
to regulate banking being passed in 1805. Each institution
was established under a special charter subject to very loose
regulation, and the granting of charters was for some time
the occasion for political favoritism. The principal re-
strictions applied to the payment of the capital in coin and
Among liabilities the notes but not deposits were included,
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and that was the sole restriction on the volume of notes,
whose security was only the assets of the banks. They were
generally issued in making loans on promissory notes or
such commercial paper as was then used in making pay-
ments, and they constituted the bulk of deposits. Checks
in the later form were not used, and deposits were not con-
stituted by credits in the present way. Bank “ bills ” were
mostly used in receipts and payments, in loans and deposits,
and they formed the bulk of “ current money.” Little
thought was given by people in general to their redemption
in coin. Those of diffcrent banks circulated together, and
not much attention was paid to the difference. It was
hardly considered the proper thing, except among banks
themselves, and not among all of those, to ask or expect
their redemption unless coin was required for some specific
purpose.

The only feature of New England banking deserving
of particular attention is what is known as the Suffolk
Bank system of redemption. After banks had considerably
multiplied and had issued notes which wandered about at
will, passing from hand to hand regardless of their origin
and careless of redemption, Boston found itself flooded
with “ bills ” which were not redeemable there and against
which the local banks diseriminated in receiving deposits,
80 as to drive them to a discount. This made them circulate
all the more, and drove in the notes of the Boston banks,
as the cheaper currency will always displace the dearer.
To remedy this the Suffolk Bank devised a means of com-
pelling the redemption of these notes at par in Boston. The
country banks refusing to provide for this, the Suffolk
adopted the plan of gathering up the notes and sending
them home for redemption. Then it proposed that the
different banks keep a permanent cash deposit with it and
a sufficient margin above this to meet the current redemp-
tion of their notes, in return for which it would attend to
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the redeeming business. Six other Boston banks joined
with it in putting the plan in operation, and in spite of
some resistance the combination, which was dubbed the
“ Holy Alliance ” and the ““ Six-tailed Bashaw,” succeeded
in establishing the scheme of redemption. It was begun
in 1824 and lasted till the time of the civil war, though
for a while there was another redemption agency in Boston,
organized for the special purpose and called the Bank of
Mutual Redemption. Under the Suffolk Bank system, and
a law passed in 1845 providing that no bank should pay
any notes but its own over its counter, constant redemption
was kept up and all notes were maintained at par, each
bank having its own legitimate proportion of the circula-
tion. '

The Suffolk Bank was practically a clearing-house
for New England bank-notes. In 1857 there were 504
banks in its system, and it employed seventy clerks in as-
sorting “ bills ” and attending to their despatch. Though
the circulation of all the banks was less than $40,000,000,
the redemptions amounted to $400,000,000 a year. The
system was never established or regulated by law, and it
was not until after the panic of 1857 that the banks of
Massachusetts were required to hold a specie reserve of 15
per cent against both circulation and deposits. By that
time most New England banks were on a fairly secure basis,
and there had been a large development of commercial bus-
iness in which they constituted an important agency.

State banking began in New York with the Bank of
New York, which started without a charter in 1784, and in
the establishment of which Alexander Hamilton was con-
cerned. It was regarded as a Federalist institution, and
Republicans could not get a bank charter from the powers
that then were. The Bank of New York was regularly
chartered with $900,000 capital and limited liability of
stockholders in 1791. Soon after, certain Republicans
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secured a charter for the Manhattan Company to supply
water to the city, but with the privilege of using its surplus
funds in any “ moneyed transactions” not inconsistent
with the Constitution and laws. This was a shrewd device
of Aaron Burr, under which the company established a bank
that exists unto this day. Other bank charters were granted
from time to time to those in political favor, and obtaining
them became a source of scandal and corruption for many
years. The banks were not materially different in the
character and methods of business from those of New Eng-
land, but in the course of time two methods of securing
notes were adopted which were unknown there. One was
known as the “safety-fund system,” and the other was
adopted under the free-banking law, which in 1838 put
an end to the old plan of granting special charters and lim-
iting them to those who could secure the favor of the Legis-
lature. .

The safety-fund system was started in 1829 by a leg-
islative act recommended by Governor Van Buren. Under
it each bank paid a tax of  of 1 per cent of its paid-up
capital into a “ bank fund ” in the custody of the Comp-
troller, until it should amount to 3 per cent of the eapital,
and whenever it was depleted it was to be restored to that
limit by the same process. This fund was to secure not
simply the redemption of the notes of failed banks, but the
payment of all their liabilities, being resorted to at first
only when their assets were exhausted. After some ex-
perience with failures and the depreciation of notes, it was
provided that two-thirds of the fund might be used at once
for the redemption of notes, the rest being reserved for the
benefit of other creditors and the fund being restored from
assets in the final settlement, so far as they would go. In
1842 the notes were made a first lien upon the entire fund,
but it was still liable for other debts, and the Constitution
of 1846 made note-holders preferred creditors in all cases
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of the failure of banks. The safety-fund plan of securing
bank circulation was not worked out to perfection in New
York before the civil war came to produce radical changes.
Properly the fund should have been raised by a contribu-
tion proportioned to circulation instead of capital and used
only to redeem the notes of failed banks. It is caleulated
that if that method had been pursued a tax of } of 1 per
cent on circulation would have been sufficient to provide
for all failures that occurred while the system existed,
making the notes of all the banks secure.

The .political contest waged over the granting of bank
charters and the alleged “ monopoly ” allowed to friends
of the party in power led to an “ antibank ” movement, in
which a faction of Democrats dubbed “ Locofocos ” finally
joined with Whigs and gained control of the Legislature.
This resulted in a “ frec-banking” law in 1838, under
which anybody could set up a bank and issue notes on de-
positing securities with the State Comptroller. These
might consist of stocks of the United States, or the State of
New York, or those of any other State approved by the
Comptroller, made equal to 5-per-cent stock of New
York, or mortgages on real estate worth double the amount,
exclusive of improvements, and bearing 6 per cent interest.
Not more than one-half could consist of mortgage funds.
These securities were to be sold to redeem notes in case of
the bank’s failure. After some failures in which the secu-
rities did not realize enough to pay the notes at par the
bonds of other States were excluded, but failures continued
in which the securities fell short of redeeming the notes.
Too many banks were organized and the demand for bonds
advanced their price and encouraged their issue. After-
ward they depreciated, especially when failures occurred
and it became necessary to sell them. The system worked
badly, mainly on account of the uncertainty of the securi-
ties and bad management of the banks, but it was widely



322 THE MODERN BANK

imitated in other States, where the effect was still worse.
It, however, contained the germ of our present national
system. Its principal fault, in case the securities were
sound and proper management and supervision were exer-
cised, was lack of elasticity in the issues, which could only
be expanded by investing in additional bonds and con-
tracted by withdrawing them.

Illinois and other Western States had a disastrous ex-
perience with “ free banking,” but there was a lack of
proper regulation and of capable management. There was
difficulty in securing the paying-up of capital in specie,
even when it was required by law. In some cases a first
instalment was paid, and then notes were issued in return
for the “ stock notes” of subseribers and taken back in
payment for more shares. Sometimes the same specie was
transferred from one new bank to another to answer the
technical requirements of “ paid-up capital.” There was
seldom much kept on hand, and in many cases there was no
pretense of redeeming notes in coin. The securities required
were often of the most dubious character, and there was
much unserupulous evasion of such reqmrements as the laW
laid down. There was a mania for issuing ¢ paper money,”
and many banks did no ]egl‘rlmate business, but issued notes
for the interest to be obtained in loaning them and to be
collected on the bonds deposited for their security, which
were in fact sometimes paid for with the notes they were
intended to secure. The notes could generally be kept in
circulation without any demand for redemption until fail-
ure came, when they depreciated and sometimes became
worthless, the proceeds of the deposited securities never
reaching them. In Michigan banks were established in the
wilderness with practically no capital and little available
security for notes, and these came to be known as ¢ wild-cat
banks.” Hardly a Western or Southern State escaped the
infection, and it even spread in Pennsylvania, though Phil-
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adelphia had one famous institution in the Bank of North
America. It was first chartered by the Continental Con-
gress in 1782, and afterward by the State, and exists yet
under the national system. First and last it was fairly
well managed and successful.

During the period of so much reckless  banking,” the
memory of which still clouds the old State system, there
were even outside of the Eastern Statcs some sound and
prudently conducted banks. Several States established
banks of their own that carried on a regular business and
issued circulating notes, which the Supreme Court decided
not to be State “ bills of credit,” within the meaning of the
constitutional prohibition. Some were bad and some were
good, as in the case of other banks, all depending upon the
ability and integrity with which they were managed. This
is as essential for financial success in public as in private
business. Kentucky, Alabama, and Mississippi had State
banks in the strict sense, which were ruined by politics,
dishonesty, and lack of sound methods. The case of Missis-
sippi was notorious on account of the capital being raised
by an issue of bonds which were afterward repudiated,
staining the credit of the State for many years. The
“ paper-money ”’ lunacy and lack of faith in the necessity
of redemption were at the bottom of most of these failures.
But there were examples of successful public banks in
South Carolina and Indiana. The former was established
on various assets belonging to the State and was the de-
pository of its funds and its fiscal agent. Its debts could
not exceed twice its capital, and that was the only restric-
tion on the issue of notes, but deposits were not included in
liabilities. The bank had three branches and could make
limited loans on mortgage security. It was, on the whole,
safely managed and survived the civil war. Its assets
were the only security for its liabilities, including circula-
ting notes.
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The Indiana experiment was equally successful and
had some points of peculiar interest. The State owned half
the capital and advanced the funds for five-cighths of the
stock taken by private subscribers, issuing “ bank notes ”
bearing 5 per cent interest to raise the money. These were
negotiated in London and the proceeds advanced to share-
holders on their notes, which were subsequently paid. The
capital was $1,600,000, divided among the branches, after-
ward increased to thirteen, and the central institution only
exercised supervision and control, the branches doing all
the business and being managed by the private sharchold-
ers. The president and four directors were elected by the
Legislature, and the stockholders of each branch chose one
director. The capital was actually paid in silver, Spanish
and Mexican coin, and each branch could issue notes equal
to twice its capital, less its other debts. While the assets
‘of the branches were independent they were jointly liable
for obligations. The bank did a legitimate business and
was successful and profitable, because it was ably and hon-
estly managed. Indiana did not wholly escape the free
banking craze ; but after the Constitution of 1851 had au-
thorized a general banking law and forbidden the State to
own shares, the “ Bank of the State of Indiana ” was re-
organized as a private incorporated institution and contin-
ued to be soundly managed under the presidency of Hugh
MecCulloch, who had previously had charge of the Fort
Wayne branch.

The State Bank of Ohio was established on much the
same plan, with branches and a central directing institu-
tion, but the State never had any ownership in it. It was
fairly well conducted and successful. A prosperous bank-
ing business was conducted in Wisconsin under the charter
of an insurance company by dint of capable management.
It had no legal right to issue notes, but it made * certifi-
cates of deposit” serve the same purpose, and they circu-
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lated safely as money because it scrupulously redeemed
them in coin on demand. But one of the best State bank-
ing systems of the antebellum days was that of Louisiana,
which was established in 1842. Under the law then passed,
all banks were required to hold a reserve of specie equal to
one-third of their liabilities, including notes and deposits.
The other two-thirds had to be covered by commereial paper
having not more than ninety days to run. There was no
other limit put upon cireulation. No bank could pay out
any notes but its own, and balances between banks had to
be settled in specic every Saturday. There had to be at
least fifty stockholders, none of whom should have less than
thirty shares, and there were examinations by a board of
State officers at intervals of not more than three months.
It was a perfectly sound system and the banks were ably
and honestly condncted. As a resnlt they were prosperous,
did not suspend in the panic of 1857, and continued in
operation until the capture of New Orleans during the
civil war.

Experience in banking under State laws was working
toward a system when it was interrupted by that momen-
tous event which wrought so many radical changes. It had,
in fact, developed several systems, out of which one of en-
during soundness might have been evolved. The issue of
notes to be used as currency was, until near the end of the
period, regarded as the chief function of banks, these to be
used in making loans and effecting exchanges. In New
England and some States West and South circulation was
secured, like other liabilities, only by assets, sometimes
being made a first lien and sometimes not. In a few cases
a specified percentage of specie reserve was required. In
Massachusetts a sound system of redemption was estab-
lished by the cooperation of Boston banks and without the
sanction of law. Boston became in effect a reserve city for
New England and the Suffolk bank a clearing-house for
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notes. It was an exemplification of the * banking princi-
ple.” New York adopted in a crude way the * currency
principle ”” in requiring the deposit of sccurities and allow-
ing no issue of notes above their officially estimated value.
It also applied in a crude way the safety-fund principle
as an additional safeguard for the redemption of the notes,
or rather for the payment of all liabilities, of failed banks.
The proceeds of the securities were assumed to afford the
means of redeeming the notes.

The variety of laws and the loose and often un-
secrupulous practise under them in different States led to
the issue broadcast of a vast variety of notes, which cir-
culated promiscuously all over the country on account of
the lack of proper provision for their return and redemp-
tion. Banks might diseriminate in accepting them, but
the people generally did not. As a result many coun-
terfeit and spurious notes and those of insolvent banks
floated about and vitiated the currency. * Counterfeit
detectors ”’ and “ bank-note reporters,” keeping track of
the mixture of “ paper money,” were periodically pub-
lished and became the vade mecum not only of banks but of
mercantile houses. Tt is this confusion of good and bad,
of weak and strong, this lack of a real system for the coun-
try, that has left such an unsavory memory of the old State
banks, but there was nevertheless a plentiful sprinkling of
sound institutions and the germs of good banking. Exactly
the extent of the business at its culmination, say in 1861,
is largely a matter of estimate, though in some States accu-
rate records were kept. The number of banks has been set
down as 1,600, the amount of capital stock about $430,-
000,000, loans and discounts approximately $700,000,000,
and deposits $260,000,000. The aggregate circulation was
in the neighborhood of $200,000,000, and this was some-
thing less than half the volume of currency in the country,
the rest consisting of coin. :



XLI
THE CANADA BANKING SYSTEM

Tue development of banking in the States in the direc-
tion of what might have become a settled system was ar-
rested by the civil war, but it was afterward taken up in
Canada and carried to its logical conclusion. The early
banks of the old provinces were conducted rather on the
Scotch model, and were mainly devoted to the issue of notes
to be advanced in loans and secured only by gencral re-
sources. Their circulation always exceeded deposits. They
were subject to little regulation and some of them were pri-
vate partnerships. Charters were afterward granted with
limitation of liability, and after 1837 only chartered banks
could issue notes. After the union of Upper and Lower
Canada in 1841 an attempt was made to impose the English
“ currency prineiple 7 of setting an authorized limit to cir-
culation, to be protected to the full by Government securi-
ties, beyond which all issues were to be covered by coin or
bullion, but it was not acceptable and the attempt was given
up. In 1851 an experiment was made with a new banking
system similar to that in New York, notes being secured by
a deposit of public securities, but little progress was made
with it and that was also abandoned. Shortly after the
confederation of the provinces and the establishment of the
Dominion Government the matter of a banking system was
taken up in earnest, and an act was passed in 1870 which
laid the foundation upon which the present system was
built up and perfected.

327
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Canada has always depended mainly upon bank-notes
for its currency. While it is a gold-standard country it
has no legal coinage of its own. United States gold coin
is a legal tender at par, and so is British gold, with the
pound sterling as a unit at $4.866. There is no silver
coinage except for subsidiary purposes and its legal-tender
limit is $10. There are no silver dollars, no coin certifi-
cates, and gold is little used except as a fund to maintain
the redemption of notes. Dominion legal-tender notes are
redeemable in gold on demand and must be secured to the
extent of 15 per cent by gold coin, and at least 25 per cent
by gold coin and Dominion securities guaranteced by the
Imperial Government. The other 75 per cent rest upon
ordinary Dominion securities held in custody of the Min-
ister of Finance. Beyond this limit notes may be issued
on deposit of gold to the full amount, and the larger part
is held in the reserves of banks.

The ‘Canada banks have always had the privilege of
maintaining branches, and no bank can be organized with
a smaller capital than $500,000, of which $250,000 must
be paid-up at the start. The Act of 1870 limited the note
circulation to the amount of the paid-up and unimpaired
capital, required each bank to reccive its own notes at par
at all its branches, and to redeem them in coin or Domin-
ion notes at its main office. The old tax of 1 per cent on
circulation was abolished, and the principle of double lia-
bility of stockholders for all obligations, including circu-
lation and deposits, was adopted. Charters were to run
for ten years, and in 1880 the law was amended so as to
make circulating notes a first lien upon assets in case of
failure.

The Canada system is substantially one of banks with
large capital and the privilege of establishing branches
wherever it is convenient or profitable. This enables them
to distribute their capital widely in the banking business
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and brings them into competition with cach other through-
out the country, with the result of practically uniform
interest charges and the fullest accommodation at the low-
cst competitive rates. Their circulation is limited only by
the amount of their paid-up capital and secured only by
their assets and the double liability of stockholders. The
amount of cash reserve is left to the judgment and discre-
tion of responsible managers, and the redemption fund is
an insurance for the redemption of the notes of failed
banks, which keeps them from depreciating until paid.
The system has worked successfully and been largely in-
strumental in the industrial and commercial development
of the Dominion. Its greatest advantage is in furnishing
an elastic currency that is entirely safe. The banks pay
out only their own notes and send others home for redemp-
tion, redeeming their own on demand at the agencies. This
keeps up a constant process of redemption and issue and
the volume fluctuates with the requirements of business.
It rarcly exceeds 50 to 60 per cent of the bank capital, but
it varies in different parts of the year by about 20 per cent,
according to the demands of the season in marketing the
annual produects of the country. The general business of
the banks in discounting commercial paper, making loans,
buying and selling cxchange, and transferring funds and
credits is similar in all respects to that of the national
banks of the United States. They can not pay dividends
of more than 8 per cent until they have accumulated a
surplus of 30 per cent of their paid-up capital.

The frecedom with which notes are issued and retired
obviates the necessity of transferring funds from one part
of the Dominion to another according to local demands,
such as are produced by the autumnal crop movements.
The banks have suffered from no panie or crisis in thirty
years and more.!

! For fuller account of Canada banks see Holdsworth’s « Moﬁe}
and Banking.”
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BIRTH OF OUR NATIONAL SYSTEM

Wuen the United States beecame involved in a war for
the preservation of the Union in 1861 the Government had
no relation with the banking system of the country, and
the policy for many years had been to avoid all such rela-
tion. The Treasury received and disbursed all the revenues
in coin and kept all its own deposits with sub-treasuries at
leading cities in different parts of the country. There was
consequently no effective financial ageney to meet the new
requirements, but the Government was soon compelled to
resort to the strong banks of the Eastern cities for help.
It began at once to meet the war expenses by means of loans
instead of increasing revenues. The banks offered to ad-
vance $150,000,000 in gold on three-year notes bearing 7.30
per cent interest, to be rcimbursed from the proceeds of
bonds, and they also took the bulk of the bonds when issued
and undertook to market them. Notes payable on demand
at sub-treasuries and bearing no interest were issued for cir-
culation, but were not made a legal tender for debts. The
banks objected to this, because it not only threatened their
own cireulation but was a menace to continued specic re-
demption, which had, in fact, to be suspended at the end of
1861 by both the Government and the banks. Early in
1862 legal-tender notes were issued without interest and
with no provision for redemption, and the result was a gen-
eral disappearance of coin and depreciation of the whole
paper currency.

330
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Already there had been proposals for national banks,
based mainly on the free banking system of New York,
with a deposit of Government bonds for the security of cir-
culation. Congress was reluctant to resort to this expe-
dlent, but came to it early in 1863 through a mixture of
motives. One motive was to make a market for bonds and
to secure their general distribution in this country in order
to sustain the public credit at home, and another was to
supply a safe and uniform currency, of which the nced had
greatly increased, and to diminish the necessity of issuing a
large volume of irredeemable Government notes. It was
also felt that it would facilitate an early return to specie
payments. The first Bank Act, of February, 1863, was de-
fective, and progress under it was unsatisfactory. It was
superseded by the Act of June, 1864, which remedicd some
of the defects and made liberal provision for the conversion
of the State banks to the national system.

This law provided for the organization of * associations
for carrying on the business of banking ” by any number
of “ natural persons ” not less than five, to have succession
for a term of twenty years. This has been continued by
renewal of charters for a like period. It required a capital
of at least $100,000, except that banks might be organized
with not less than $50,000, with the approval of the Secre-
tary of the Treasury, in places of not more than 6,000 in-
habitants, and in places of 50,000 or more the capital could
not be less than $200,000. Half had to be paid in before
business could begin, and the rest in instalments of not less
than 10 per cent monthly. No provision was made for
more than one place of business, which precluded the estab-
lishment of branches. A deposit of Government bonds with
the United States Treasurer was required of not less than
one-third of the capital stock and in no case less than $30,-
000. Shareholders were made ratably liable for debts to
the par value of their stock in addition to the amount of
capital invested in their shares.
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A bureau was established in the Treasury Department,
under the charge of a Comptroller of the Currency, to
attend to the execution of all laws relating to bank
currency, and cach bank was authorized to issue notes
to the amount of 90 per cent of the market value of
the bonds deposited, but not exceeding 90 per cent of
the par value, subject to a tax of 1 per cent upon the
aggregate circulation.” Sixteen leading cities were desig-
nated as reserve cities, and in those the banks were re-
quired to keep in “lawful money ” 25 per cent of their
circulation and deposits. Elsewhere they must keep 15
per cent, but three-fifths of it might be deposited in reserve
city banks. New York was made a central reserve city,
and onc-half the cash reserve of banks in the reserve cities
might be kept on deposit there, thus centralizing the bulk
of the reserves but weakening their volume, as the deposits
in New York, against which it held 25 per cent, might
include half the reserve of the reserve cities, wlnch might
include three-fifths of those of the “ country banks.” T his
made the actual reserve less in amount than the nominal
aggregate for all the banks, and was caleulated to put a
heavy strain upon New York in time of stringency. In
1887 it was provided that any city of 200,000 inhabitants
might be made a central reserve eity, and Chicago and St.
Louis were added to New York, but the latter continued
to bear the brunt of the reserve requirements, as its banks
still held large deposits of the reserve money of outside
institutions.

All notes were to be prepared and printed in uniform
style for each denomination, and issued from Washington
with the Treasurer’s signature and that of the Register of
the Treasury, certifying to the deposit of the security, and
plank places for those of the proper officers of each bank,
to be affixed before the actual issue for circulation. They
were not to be a legal tender for private debts, but the banks
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were required to receive those of each other, and they were
receivable and payable by the Government except where
coin was specifically prescribed by law, as in the case of
customs receipts and payments on account of the public
debt. The first act provided only that each bank should
redeem its notes over its own counter, but the second re-
quired the establishinent of redemption agencies in certain
leading cities. In 187+ an entirely new system of redemp-
tion was provided, which put the whole responsibility upon
the Government.

Each bank was then required to keep 5 per cent of the
amount of its ecirculation in ¢ lawful money ” on deposit
with the Treasurer of the United States. This was to con-
stitute a fund for the redeniption of its notes whenever they
were sent to the Comptroller for the purpose, no matter by
whom. The practical effeet was little more than to keep
the circulation clear of worn and mutilated currency, and
the process was conducted mainly through the banks them-
selves. Provision was made for replacing redeemed notes
on replenishment of the fund. This was in no sense a
“safety fund.” Each deposit belonged to the bank making
it and was for the redemption of its own notes alone. It
could be counted as part of its reserve, and after the amend-
ment of 1874 the reserve was to be a percentage of deposits
only, not including circulation. Tf a bank desired to with-
draw a part of its circulation it had to make a special de-
posit of “ lawful money ”’ to the amount, and then the Gov-
ernment would take up the necessary proportion of notes
and release the corresponding amount of bonds. An amend-
ment in 1882 limited the aggregate amount of withdrawals
to $3,000,000 a month, and provided that any bank retiring
notes could not increase its issue again within six months.
As to the redemption of the notes of insolvent banks, the
Comptroller attended to that entirely. He was required
to redeem all the notes at once on demand, and the proceeds
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of the bonds held as security would indemnify the Treasury.
Besides, the Government had a first lien on assets and on
the liability of shareholders.

At first a limit of $300,000,000 was put upon the vol-
ume of bank-notes to be issued, and onec-half the amount
was to be apportioned among the States according to repre-
sentative population, but as preference was given to exist-
ing banks converted to the national system, the result was
the concentration of the bulk of the circulation in the East-
ern cities. Attempts were made to remedy the inequality,
first by authorizing an additional $54,000,000 and assign-
ing it to other parts of the country, and afterward by
withdrawing $55,000,000 from Eastern banks and trans-
ferring it to those of other parts of the country, but this had
only mitigated the difficulty slightly when the Specie Re-
sumption Act of 1875 removed the limit upon circulation
altogether. When the act of 1864 was passed, notes of
State banks were still in circulation to the amount of nearly
$180,000,000, and little more than $31,000,000 had been
issued by national banks under the act of the previous year.
On July 1, 1865, some months after the war was over, the
State banks still had about $143,000,000 of their notes out,
while the circulation of the national banks was a little over
$146,000,000. Then Congress decided to give the latter a
monopoly by imposing a tax of 10 per cent upon the circu-
lating notes of all other banking institutions, and when this
took effect, July 1, 1866, the issues of the national banks
had risen to over $276,000,000, and those of State banks
had fallen below $20,000,000. There were then 1,634 of
the former in existence, many of which had been converted
from State institutions. No bank could have a circulation
exceeding the amount of its paid-up capital or more than
90 per cent of the bonds deposited as security, and after
1874 no bank withdrawing circulation could reduce the
amount of bonds held by the Treasury below $50,000.
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In 1882 the amount necessary to be held was reduced to
one-fourth of the capital in the case of banks whose capital
stock was $150,000 or less.

Under this system the amount of circulation fluctuated
with the value of the bonds that had to be invested in as
security and the rate of interest which the banks could de-
rive from their possession, rather than with the demands
of business for currency. When the resumption act was
passed it was the purpose to withdraw the Government
legal-tender notes to the extent of 80 per cent of bank-notes
issued to take their place, until their volume was reduced
to $300,000,000, but after the act took effect, in 1879, and
the process of redemption was begun, a temporary strin-
gency caused an outery against their retirement and the
process was arrested, leaving the volume at $346,681,016,
where it has remained ever since. The maximum issued
had been $442,424,007, in March, 1866. The banks aided
materially in bringing about resumption, as they held a
large part of the legal-tender notes and refrained from offer-
ing them to draw gold from the Treasury, but their own
circulation did not expand. In fact, as the Government
bonds appreciated in market value and were refunded at
lower rates of interest it was severely contracted. The
maximum was something over $362,000,000 in 1883, and
it fell to little more than $173,000,000 in 1892. The fluc-
tuation was affected by the demand for currency, but it was
kept within inelastic limits by the bond-security require-
ments.

Considerable relief was afforded by the Gold Standard
Act of 1900, which provided for refunding certain
bonds in long-term issues at 2 per cent, permitted the
banks to issue notes to the full par value of the bonds de-
posited, and reduced the interest on circulation from 1 to %
of 1 per cent when the new 2-per-cents were used for se-
curity. It also permitted banks to be organized with a cap-



336 THE MODERN BANK

ital as low as $25,000 in places of not more than 3,000
inhabitants. These provisions led to the establishing of
many new banks and the conversion of more of the exist-

ing State banks.



XLIII

TENDENCIES OF AMERICAN BANKING

‘WaiLE the theory and the general principles of banking
are the same everywhere, and varying methods are only
different ways of attaining results that are essentially the
same, the system of any particular country is the outgrowth
of its own history and circumstances, and becomes in-
trenched in traditions that it is not easy to change. A
sudden transformation of a system, however desirable the
result might be when once established, is practically im-
possible, unless it is caused by a sudden and exceptional
stress of circumstances.

The European systems, for the most part, had their
origin in the needs of governments for a financial agency
to assist them in raising loans and handling revenues, and
to supplement monetary resources with their credit. Their
private privileges were a compensation for public services.
The usual result was one great central institution in close
relation with the Government, with the right to establish
branches and local agencies, and all other banking concerns
were made in a sense subordinate and subsidiary to this.
The tendency has been to limit the right to issue circulating
notes to the large central banks, and to make of these a part
—sometimes the main part—of the national currency. This
confuses them with money, whereas they belong in the cate-
gory of credit.

When this country formed a government of its own, it
began, under the influence of English traditions, by estab-
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lishing a great National Bank, without interfering with
the right of States to have banking systems of their own.
The result, as we have seen, was, after two notable experi-
ments, the survival of the State systems alone, under
which there were in a few cases central banks associated
with State governments and maintaining branches, but
for the most part a large number of independent local
institutions brought gradually under the regulation of law,
which tended toward uniformity, and having no associa-
tion with each other except what they voluntarily formed
to serve their own purposes.

When the events of the civil war led to the establish-
ment of a new national system, there was no reversion to
the idea of a great central institution with branches and
agencies, but the adoption of the State plan of independent
banks of moderate capital scattered all over the country.
Constitutional obstacles as well as a strong sentiment for
the integrity of the rights of States within their own juris-
diction prevented any superseding of the separate State
systems, except in the matter of issuing circulating notes
to form a part of the common currency of the country.
For the sake of uniformity, safety, and a concentrated
supervision and control the notes of State banks were
taxed out of existence.

Circumstances rather than reason or sound policy dic-
tated the system of bank currency that was then adopted,
and that became intrenched in the traditions and preju-
dices of a generation that had seen a remarkable financial
development. There came a strong tendency to pull away
from it, which was powerfully resisted. Notwithstanding
the great number and the individual independence of the
national banks, the principle upon which their circulation
was based is substantially that of the Bank of England.
It was not a bank currency in the true sense of the term,
but a Government currency; not a reans of employing
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‘bank credit to meet the requirements of business, but a
means of applying Government authority to supply
“ Money ” to the country, for which the mint and the treas-
ury, and not the banks were assumed to be the proper
agency.

A certain portion of the circulation of the Bank of
England rests upon Government and “ other ” securities,
and that is an unchanging portion except as it is added
to by the surrender of circulation by the other banks. The
rest is based upon a full equivalent in coin. It can only
be increased by a deposit of coin or bullion to the full
amount, as it is diminished only by redemption in coin,
which is merely the payment of the demand notes. Tn the
United States the notes had to be secured by deposit with
the public Treasury, not of coin in any part, but of Gov-
ernment bonds to the full amount at their par value. The
volume could only be increased by buying and depositing
more bonds, and reduced only by the deposit of money to
redeem the notes and the withdrawal of bonds. With the
necessity of investing so much capital in bonds at a pre-
mium, getting 2 per cent from these, and paying an an-
nual tax of § of 1 per cent on circulation, there was hardly
greater facility in adapting the currency to the needs or
the country than there would be in having bullion eoined
at the mint, if the proceeds were used directly as the basis
of circulation.

There is little advantage in this kind of Government
currency over that which consists of coin and coin certifi-
cates issued directly by the Government through the mint
and public Treasury. If the hundreds of millions of
bank notes were replaced with these, and the Government
bonds deposited for their security were converted into
active capital, the banks would be as well off and the cur-
rency would be substantially as flexible and adjustable as
it wag before. It could be increased by having gold coined
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and depositing the coin for certificates, as additional notes
of the Bank of England are obtained, and it could be re-
duced by redemption as before.

A true bank currency consists of the notes of banks,
resting upon their credit and secured by their resources,
cach bank being required to pay its own notes in standard
coin on demand and to send those of other banks home to
be paid like their checks, instead of using them as cash.
This was the form with the safest and soundest of the old
State banks. It is the form adopted and adapted from
them by the banks of Canada. The tendency of sentiment
in this country became more and more in favor of making
Government currency the issue of the Government alone
and based wholly upon coin, and gradually to permit the
banks to have a currency confined to the circle of their
operations and based upon their credit, with all necessary
safeguards for holding them to their obligation to redcem
these like other demand liabilities, and special insurance
for their prompt payment in case of insolvency.

The growing sentiment of the country in favor of a
flexible bank currency finally led to a move forward which
bids fair to place the United States in the front of the
nations in this respect. A joint Commission of the two
houses of Congress was formed, with liberal means of sup-
port, to make a study of it at home and abroad. It made
a report presenting a carefully devised plan for a central
bank with branches and clearly defined powers. Before
it was finally passed upon there was a change in the polit-
ical control of Congress and the Executive Government.
This resulted in a change of plan in some important re-
spects by a new joint Commission of the two houses of
Congress. The act which it drew up, after some modifi-
cations by the legislative body, met with the Executive
approval December 23, 1913. The organization was
elected by a special committee consisting of the Secretary
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of the Treasury, the Secretary of Agriculture and the
Comptroller of the Currency. It was August 10, 1914,
when the Federal Reserve Board as constituted was sworn
into office and November 16 when the twelve Federal Re-
serve Banks were opened and set in operation. The service
rendered from that time on cannot be overestimated, but
it was under conditions absolutely abnormal in the indus-
tries, the commerce and the finance of the nation and of
the world. The complete test is yet to come and the sys-
tem will have to be perfected as the result of experience
in time of the normal operation of the forces of peace.
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