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STATE BANKING BEFORE THE
CIVIL WAR.

I. PAYING IN OF CAPITAL.

Beginning with the period of national independence the
earliest banking experiments were founded on specie. The
Bank of North America, 1781, was based on specie ob-
tained by the Government from France; and the Bank of
Massachusetts had collected in specie $253,5oo, out of its,

total capital of $300,0o0, before it began operation. There
was, however, no great supply of precious metals in the
.country, and when banks began to increase in number it
was found impossible to adhere to this conservative rule.
Hamilton recognized that it would be impossible to found
a great national bank on specie, and so, following the ex-
ample of the Bank of England, in 179o recommended the
use of government securities. The charter of the First
Bank of the Uftited States accordingly. provided that only
$2,ooo,ooo, or one-fourth of the capital subscribed by
individuals, should be paid in gold and silver, and the

remainder in government stock. Even for this compara-
tively small amount payment by installments was per-
mitted, and the bank was authorized tobegin operations
when $4oo,ooo was paid in. This method was repeated
in the capitalization of the Second United States Bank in
r8i6. In nearly all local charters provision was made that
the State should subscribe for a portion of the capital, but
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this subscription did not necessarily mean that money
was actually to be paid in, but rather stock or bonds.
The United States Government, which subscribed for
$2,ooo,ooo of the stock of the, First Bank, borrowed its

subscription from the bank. But the bank, having no
money to lend, passed a credit of $2,ooo,ooo on its books
to the Government,. on which it paid 6 per cent.a In the
case of the Bank of Pennsylvania, 1793, the State sub-
scribed for its third, or $i ,ooo,ooo, of the capital in United
States stock, and again, in 1803, thok: advantage of this

privilege when such securities were selling -at. a discount.
The charter of the Bank of America in New York, 8ii,
with a capital- of $6,ooo,o0o, allowed $5'ooo,o0o to be
subscribed in stock of the Bank of the United States and
called for only $4i,ooo,ooo in cash.

The instability of bank capital was rendered even mote

insecure by abuses of a flagrant character.. As a rule,
subscriptions were ,made in-installments extending from
one to four years, and it became a common practice for
subscribers, after ,the first installment was paid, to pledge
their stock, then only partially ptirchased, back to the
bank for a loan with which to. settle for subsequent obli-
gations. "Speculators in shares were not slow to perceive
that if they could put their own stock notes: into the bank
instead of cash, they might get something for nothing. If
the bank survived the dividends would probably exceed
the interest on the stock notes, the difference being a clear
gain.to the shareholders, without any investment of their

a Gouge: Inquiry into the Principles of the American Banking System,

p. 72.
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own money. ' a Many banks, therefore, were established

on an inadequate specie basis, represented by a first in-

stallment of from 5 to i5 per cent of the capital. In 1820

Secretary Crawford reported that although the banking
capital was nominally'over $125,o0'ooo, including that

of the Second United States Bank, the actual capital paid

in was only $94,000,000. The active capital, however, in

his opinion, did not even reach this, as stockholders were

allowed permanent accommodations at the bank or were
permitted to pay portions of their stock subscriptions with

their own notes. In this way most of the banks estab-
lished after 1812 had been organized: ".Not because there
was capital seeking investment, not because the places
where they were 'established had commerce and manufac-
tures which required their fostering aid, but because men

without active capital wanted the means of obtaining
loans Which their standing in the community would not

command from banks or individuals having real capital

and established credit. ' 6 The active capital was conse-
quently estimated as not over $75,o0,oo.

Gouge vividly describes the method: "The first in-

stailment, which we shall suppose to be $5 on a share, en-

ables the banks to purchase desks and the counter and to

pay for engraving and printing its notes. It has, then, the
necessary apparatus for commencing its operations, and
it has, perhaps, a specie fund in reserve, of three or four

dollars for each share of stock, to meet contingencies.

It then begins to discount notes and circulate paper. "As

-White: Money and Banking, p. 291.

b Report of the Sebretary of the Treasury, February 24, 1820.
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the bank notes will serve the purposes of trade in the
neighborhood, the specie is sent to distant places to pro-
cure commodities. Then comes the time for paying the
second, third, or fourth installment. The bank makes a
call on the stockholders. Some of them hypothecate their
stock; that is, pledge it to the bank and with the means
obtained from the bank itself pay in their proportion.
Others have obtained the-means by discounts of accom-
modation notes without any hypothecation of stock.

Some few pay in real money, but they generally pay in the
notes of the bank itself, or of similar institutions. Thus,
bank 6apitals are formed by exchanging one kind of
promises to pay for another kind of promises to pay.

*This mode of forming bank capitals wifh the stock notes
of the subscribers is not peculiar to banks of the second
and third order. The banks of the most approved stand-
ing have formed their capitals in the same way."a Under
the conditions' of the charter of the First United States
Bank it, is not probable that more than $5o0,ooo of a total
of $io,ooo.ooo was ever paid in specie. This method
was repeated, in the establishment of the Second Bank,
for the third installment was not paid in specie, but in
bank notes or stock notes. Lowndes, of South Carolina,
in a congressional debate in x 818, declared that everyone
anticipated the payment of the capital of this bank by
notes discounted for that purpose; as the bank was in
full operation it could not be expected to exclude its own
stockholders from discounts; and it was probable that a

a!Gouge: Inquiry into the Principles of the American Banking System.
pp. 71"72.



State Banking Before Civil War

bank had never gone into operation in which the same
thing had not occurred.a

In Massachusetts the policy was variable, "showing

that some people could get inserted in bank charters
privileges which others could not get." b The charter of
the Nantucket Bank, 1795, provided that no stockholder

could borrow at the bank until he should have paid his
full proportion of each installment as it became due. This

did not, as White points out, prevent the subscriber from
borrowing the money after it had been paid in. "In the
following year the Merrimac Bank of Newburyport was
chartered with a capital stock of not less than $70,000
nor more than $x5o,ooo. Here we find an attempt to
evade the principle affirmed in the charter of the Nan-
tucket Bank. No loans were to be made to shareholders
until they had paid their proportion of $70,000. If they

should choose to have a capital of $I5O,OOO, they might
borrow from the bank itself all except the first $70,000..
There was much contrariety of legislation' until 18o4,

when several charters contained an express provision that
no money should be loaned to anybody until satisfactory

evidence was .presented to the governorand council 'that
the whole capital stock aforesaid is actually paid in and

existing in gold, silver, or other metals in their vaults.'
Even this provision was not sufficient, for it was proved
in more than one case that banks borrowed the entire
amount of their capital in gold and silver coin from other
banks and, having exhibited it to the bank officials, re-

a Annals of Congress, 25th Cong., 2d sess., I : 329.
b White: Money and Banking, p. 291.
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turned it to the rightful owners on the same day. Accord-
ingly, in 1811i, a clause was inserted in bank charters re-
quiring the directors to take. an oath that the money paid
in was intended to remain there as the capital of the
bank," a and by the charter of the State Bank, i8i i, the
bank was not to begin operations until one-fifth of the
capital had been paid in gold and silver and examina-
tions had been made by the commissioners. Later the
proportion was raised to one-fourth.b In 1813 it was
enacted that three commissioners should be appointed
by the governor to count the gold and silver and to take
the oaths of the directors that it had been paid in bona
fide by the stockholders as the bank's capital and for no
other purpose, and that it was intended to remain there,
and, in 1822 it was enacted that no dividends should be
declared until the whole capital was paid in. As evi-
dence of the criticism which was aroused at an early date,
the following resolutions, which were laid before the
house of representatives in Massachusetts in 1804, may
be cited:

"Resolved as the opinion of this house, That in future
the incorporation of any bank ought to be granted, but
with the following restrictions:

"First. No bank to commence discounts until one
year after an act shall have been pdssed for that purpose.

"Second. No bank to commence discounts until evi-
dence shall have been given that the whole of the capital
shall have been paid in and is actually existing in specie
in the vaults.

a White: Money and Banking, pp. 291-292.
b Commonwealth Bank, 1824.
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"Third. That evidence shall be produced that the entire
capital in specie in any bank has been imported from for-
eign countries after its incorporation and before its opera-
tion."

Although Massachusetts through its legislation sought
to attain a high standard, there are abundant illustra-
tions of the loose practices which prevailed. In 1819, a
legislative committee of Massachusetts reported that at
the organization of the Agric~ltural Bank in Pittsfield,
the first installment, $45,ooo, was placed in the Vaults,
with the expectation that it would be repaid by a loan to
stockholders. The next day $32,000 was taken back as
a loan for which notes without indorsers were given and
on shares pledged as security., During the speculative
period which culminated in 1837, the law was openly
evaded. The City Bank in Lowell under its charter was
to receive one-half of its capital, or $75,000, in specie;
$43,000 of this, however, was obtained from Boston
banks on agreement that it should be returned, and
$20,ooo was obtained from Lowell banks on the same
condition. The balance of the capital was paid in checks,
but no one could tell on what bank the checks were
drawn and not one of them was ever paid or presented
for payment b. Again in 1838 the Bank Commissioners re-
lorted that the North Bank of Boston had for many years
been in the habit of buying up its own stock at auction
and selling it in advance, and it was held an idle ceremony
to require a full amount of stock to be paid in within a
given -period, if, on the next day, it might rightfully be

a Resolves, i819, ch. 245.
b Report of Bank Commissioners, Massachusetts, 1837.
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purchased back again from the stockholders and yet the
institution go on as a legal banking corporation, without

stockholders .and without stock. It was also noted that,
notwithstanding the explicit provisions of law, some
argued that the giving of a note of hand or a memoran-

dum check secured by pledge of.,shares, was a substantial

compliance with the law. To such violations and evasions

were attributed most of the bank failures which occurred
in Massachusetts.a

In Rhode Island the charter of the Providence Bank,

1791, provided for the payment of two-fifths in specie

and the balance in United States stock.b Before many
years, however, the requirement that stock be partly or

wholly paid in specie was frequently omitted and the
payment of a later installment was deferred. For the
period, 18oo-i86o, it has been estimated that not more

than one-third and possibly not more than one-fifth of
the nominal capital of all the banks in that state was
paid for in any other way than stock notes. In the case

of the Farmers' Exchange Bank- of Gloucester, 1804, a
cash deposit of only one dollar per annum was required

with the subscription, and remaining payments were
extended over three years.'c In 1826 a legislative com-
mittee opposed the grant of new charters chiefly on the

ground that banks were founded bn an artificial basis.

Although the charters usually provided that capital should

be paid in specie, evasions were the rule. The specie
paid in one day, frequently borrowed for the purpose,
was withdrawn the next day, and the notes of stockholders

a Report of Bank Commissioners, Massachusetts, 1838.
b Stokes: Chartered Banking in Rhode Island, p. 9.
C Ibid., p. 17.
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were substituted. At the payment of each successive

installment, the process was repeated. Said the chair-

man of the committee: "The notes given for the stock

and the stock pledged for the notes, cancel and annul

each other; or rather they are both nullities from the

beginning. * * * That by far too great a portion of

the capital of the banks already granted consists of

nothing better than such notes is to be inferred from their

reports, by which it appears that nearly $i,5oo,ooo is due

them from their stockholders."G Although there was a

temporary check given to organization, abuses continued.

in the charter of the Arcade Bank in Rhode Island, 1831,

more than a year was given to pay by installments. In

1836 the Massachusetts method was adopted: no bank

could go into operation until one-half of the capital was

paid in, to the satisfaction of the bank commissioners,

certified to under oath; and the remainder was to be

paid in within one year under penalty of forfeiture of the

charter. b

The same laxness existed in Connecticut. The charter

of the Hartford Bank, 1792, called for initial payments of

only 35 per cent, and the historian of that institution

writes that it was reasonable to conjecture that at the

outset the assets of the bank consisted of the promissory

notes of the stockholders, indorsed by each other, with a

sprinkling of gold drawn from old hoards and possibly a

few notes from the Bank of North America. c The charter

of the Farmers' and Mechanics' Bank, Hartford, 1833,

aStokes: 'Chartered Banking in Rhode Island, pp. 33-34.
b Report of Bank Commissioners, Rhode Island, 1836.
c Woodward: The Hartford Bank, p. 6.
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provided for payment in specie, or notes of Connecticut
banks or the Bank of the United States or of the City of
New York, provided the notes were at par in Connecticut,
in installments up to 30 per cent, and the residue at such
times as the directors should determine. In 1852 the
general banking law required that one-half of the capital
be paid in before beginning operations, and the remainder
within a year.

In the formation of the Bank of Maine in 1812, after

the payment of one-fourth of the capital ($37,500 out of

$i 5o,ooo), large loans were made to stockholders. It was

afterwards shown that within a year discounts to stock-
holders on pledge of st6ck amounted to $137,75o.a Bank

returns for the whole State in 1814 showed that four-ninths
of the capital was made up of stockholders' promises se-
cured by real estate and bank stock b Gradually there was
improvement. In 1831 the general banking law forbade
the use of stock notes. In 1837 the bank commissioners
reported that in some instances loans had been made to
stockholders before capital had been paid in, but this
departure from sound methods was attributed to ifiad-
vertence rather than to deliberate intention. c

In New Hampshire it was common to require the pay-
ment of capital in specie, but the stockholders determined
the amounts of payment and the times when they should
be made. In 1838 the bank commissioners complained
that stock notes were frequently received. In Vermont
the earlier charters, as in that of the Bank of Burlington,

a Report of Committee, p. 5.
b Knox: History of Banking in the United States, p. 330.
c Report of Bank Commissioners, Maine, 1837.
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18x8, permitted the directors to det rmine how much
should be paid in. In 1831 the payment of one-half, to
be certified to on oath, was required; and in i84o it was
enacted that one-half was to be paid in specie and the
remainder within two years.

In New York, the charter provisions dealing with the
paying in of capital were very lax. For example, the
charter of the Mechanics Bank, i8io, permitted directors
to call for payments from the stockholders in such pro-
portions as they saw fit. No transfer of stock, however,
could be made until one-half had been paid in. In 1818
a committee of the New York legislature reported that the
major portion of the circulation of the State. had been
issued by banks whose nominal capitals were small and

composed largely of. notes of stockholders, called stock
notes.a In many cases but a small proportion of the au-
thorized capital was paid in, even through stock notes.--
For example, the Greene County Bank in 1820 had-ony
$44,000 of a subscribed capital of $9o,ooo paid in'_.Ah<

Washington and Warren Company, with subscribed cap-
ital of $4oo,oo0, had $17 6,218 paid in; the Bank of Geneva,
with a subscribed capital of $4oo,ooo, had $ioo,ooo paid

in; in 1824 the Central Bank, with a subscribed capital of
$2oo,ooo, had but $45,000 paid in; and the Bank of Platts-

burgh, with a subscribed capital of $3oo,ooo, had but
$6o,ooo paid in. In two charters granted in 1825 a step
toward conservatism was taken in a requirement that 5o
per cent of the capital be paid in. b Payment in specie,
however, was not enforced; and a legislative committee

a Niles, 14:39; New York Assembly Journal, 1818, p. 309.
b Session Laws, New York, 1825, ch. 117.

24635-io-----2 15
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in 1826 reported that it was well known that the capital

of banks chartered for several years had been paid in with

the bills of institutions previously chartered (Jan. i6,

1826). In the Safety Fund Act of 1829 the payment of

the whole capital was required. In 1835 it was reported

that more than usual of the bank capital during the pre-

vious year had been paid in only to be borrowed by the

stockholders under pledge of stock. The bank commis-

sioners, therefore, suggested that the hypothecation of

stocks should for a certain length of time be prohibited.

In New-Jersey, a general law of 1812 provided that the

several installments should be paid as the directors might

designatea and this easy method was continued through-

out the period of state banking until 1863. Occasionally,

there was a requirement that one-fifth, one-fourth, or even

one-third of the capital should be paid in at the beginning

of operations. b Charters also provided, as in i815, for

payments in gold, silver, or bank notes of equal value; in

1816, for payment, one-fifth in government stock, Snd the

balance in specie or bank notes;c and in 1828, in specie,

notes of the Bank of the United States, or notes of specie

paying banks in New Jersey and New York City. d

Pennsylvania by its act of March 21, 1814, chartering

41 banks, provided that when one-half of the shares were

subscribed for and 20 per cent of the par value paid in,

the banks would receive full corporate powers. By the

general banking act of 1824, it was provided that $5 on a

par value of $50 should be paid in at the time of subscrip-

a Laws, New Jersey, 36 Assembly, 2 sess., Pt. 5, sec. 4.
b Private acts, New Jersey, 1815, 39 Assembly, 2 sess., 32.
c Private acts, New Jersey, 1816, 4o Assembly, 2 sess., 48.
d Acts, New Jersey, 52 Assembly, 2 sess., 131, see. 6.

16
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tion, and the remainder as soon as the bank was organized
and the officers chosen. The bank was to receive a cer-
tificate, however, from the commissioners when one-fifth
of the capital had been paid in. Here again, there was
no absolute assurance that the capital was in money. In-
vestigation in 1842, of the Girard Bank, showed that the
increased capital obtained in 1836 was received by accept-

ing notes, which in some cases were renewed indefinitely.
In Maryland, up to 18io, there is no evidence of the use

of stock notes a but the requirements of payment in specie
varied. The Bank of Maryland, 1790, with a capital of
$300,000, had $200,000 paid in foreign gold coin before
it commenced business, b but subsequent charters gener-
ally required only one-fourth of the capital to be thus met.
By the charter of the Union Bank, Maryland, 18o5, no
dividend was to be distributed until $50 on $ioo of stock

had been paid in, and installments were extended over

five years. Between i8io and i818, the use of stock
notes became common. A part of the capital, usually
about one-third, was required to be paid in gold or silver,
or the notes of specie paying banks, but no provision
through state supervision provided for obedience to the

law. c The country banks thus established were conse-
quently weak, particularly in periods of monetary pres-
sure. Moreover, the use of installments and stock notes
tended to attract an unsubstantial and speculative class

of stockholciers; "if the bank fared well, the stock-
holder enjoyed dividends on the whole amount of the

aBryan, History of State Banking in Maryland, pp. 32, 34.
b Ibid., p. 20.

cIbid., p. 65.
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stock; if it failed, he could absolve his indebtedness to it
by paying in his certificates of stock. Thus he had all to
gain and was irresponsible for losses. ' a In 184o, a legis-
lative committee reported that several of the banks in-

corporated since 1834 received their capital through
loans to stockholders.

In Virginia the installments were called for more prompt-

ly; the final payments of the capital of the bank of Alex-

andria, 1792, being due in six months.6  Only one-tenth
was required in specie at the initial subscription. The

charter of the Farmers' Bank of Virginia, 18i2, however,

required that all installments be paid in gold or silver coin;c

while the Bank of Northwestern Virginia, 1817, had to

have three-fifths of its capital paid in current coin before

it began operation,d and this was restated in the general
act of 1837. In 185o, the proportion was reduced from

three-fifths to one-half.e

In North Carolina the charters of the first two banks,

organized in 18o4, directed that the capital be paid in
gold or silver, but each of them could begin business after

one-tenth of the capital was paid in. In 18io the charter
of the State Bank provided that three-fourths only of

each share should be paid in specie, and the remaining
fourth in paper currency, if desired. It was afterward

stated that the first two installments were paid in gold
and silver and the remainder in bank notes. In the

extension of the first two charters in I814, all reference

a Bryan, History of State Banking in Maryland, p. 66.
bHening, Statutes at Large, ch. 77, sec. 2.
c Acts of Virginia, 1812, Pt. vii, sec. 3.
dLaws, Virginia, 1817, ch. 39, sec. 5.
eLaws, Virginia, i849-50 ch. 57.

x8
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to subscription in specie is omitted, and the capital was
largely paid in stock notes.a

By the charter of the Planters' and Mechanics' Bank at

Huntsville, Ala., 1816, permission was given to begin
business when one-tenth- of the capital was subscribed;

one-eighth was to be paid in at the time of subscription,
three-eighths as soon as the bank began operations, and

the remaining one-half in two equal installments at periods

of sixty and one hundred and twenty days. The con-
stitution of 1819 provided that no bank could begin

operations until half the capital stock-was actually paid

in, in gold or silver, and that this amount in no case

could be less than $ioo,ooo. In Mississippi, the bank
commissioners in 1838 reported that the stock of prac-

tically'every bank in Mississippi had been paid in notes of

individuals and mortgages on property. Charters gave
an opportunity for this, in using the words, "secured to

be paid." The issues of a bank were consequently not

based upon what the stockholders had paid into the

bank, but on what they owed to the bank, thus making
their indebtedness and not their actual capital, the basis

of their circulation.
The char-ter of the Bank of Florida, 1828, which did not,

however, go. into operation, gave the bank the privilege
to begin business when $4o,ooo out of a. capital of $500,000
had been paid in, in gold or silver or notes of the United

States Bank. The charter of the Bank of Pensacola,
1831, providing for a capital of $2oo,ooo authorized the

aSee Report of Legislative Committee of Investigation, North Carolina,

1828-29; Sumner, History of Banking, 1:45.
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institution to open when $i5,ooo had been paid in, three-
fourths in gold, silver, or United States bank notes, and
one-fourth in current money. Within a few months the
charter was amended so as to permit it to begin opera-
tions when $7,ooo had been paid in.a The constitution

adopted in 1845 required that'capitals should be paid in
specie. The borrowing of money to create or to add to
capital and the making of loans on pledge of stock were
forbidden.

The charter of the Bank of Orleans, Louisiana, i811,

admitted subscriptions payable in money or "notes pay-
able to the directors." According to Sumner b this char-
ter and that of the Louisiana State Bank, 18 18, are the
only two acts of incorporation he found which contained
explicit provision for what appeared to be stock notes.
In 1833, a term of three years was. allowed to the stock-
holders of the Commercial Bank of New Orleans for the
payment of capital.

In Ohio, the charter of the Bank of Muskingum, i812,,

prohibited the payment of dividends to stockholders until
they had paid in all their stock; the charter of the Bank of
Hamilton in i818, provided that the capital should be
paid up in "money of the United States;" the charter of
the Bank of Gallipolis provided that the Government
should send a commissioner to see that $20,ooo of its
authorized capital of $300,000 was actually in hand, one-
half in specie and one-half in United States bank notes,
before the bank should open. c Later in 1833, the Frank-

a Act of February 6, 1832.

b History of Banking, i: 6i.
c Sumner, History of Banking, 1: 92.
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lin Bank of Cincinnati was authorized to begin business
when one-fourth of the capital had been paid in specie,
and after examination by the commissioner appointed by
the governor, who had power to take the oaths of the
officers. The capital was to be paid in installments, $io
down and the remainder in varying sums within periods
not extending over six months.

A Kentucky act, January 26, I818, which authorized
the incorporation of a large number of new banks, pro-
vided that capital could be paid in current money, notes
of the Bank of the United States or of the Bank of Ken-
tucky. The payment of the last three installments could

be deferred and the bank could open when one-fifth of
the capital had been paid in. The requirements of the

Louisville Bank charter, 1833, were practically identical
with those of the Franklin Bank in Ohio. Promptness

in securing the payment of installments was not enforced;
the Northern Bank of Kentucky in Lexington, organized
in 1835, reported two and a half years later, that but 8o
per cent of its capital had been paid in and that its calls
for stock had been as rapid as was usual in other banking

*institutions. In Tennessee, it was impossible from the
books of the Union Bank, 1837, to show the kinds of funds
in which the stockholder paid for stock. It was believed,
however, that it consisted of specie, notes on specie-
paying banks, and checks on the bank.

In the charter of the State Bank of Indiana, 1834, it

was provided that before commencement of business,
one-half, or $8o,ooo of the capital of each bank, must be
paid in specie, $3o,ooo by individuals, and $5o,ooo by the
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State. The balance was to be paid in two equal install-
ments, in specie. -Individual subscribers could borrow
from the State for paying their second and third install-
ments upon mortgages of real estate, and for this purpose,
the State was to sell bonds to the amount of $i,3oo,ooo. a

The charter of the Bank of the State of Indiana, 855,

called for $2 down on each share of $5o , and the balance
by such installments as the directors might require. b

-In Illinois, the early charters required but little solid
capital. The Bank of Illinois at Shawneetown pre-
scribed but $io in specie on each share and the remainder
at the call of the directors; for the Bank of Edwardsville,
1818, but $5 in specie or bank bills "which will command
the same," was demanded. The charter of the Bank of
St. Louis, 1813, provided that the installments should be
paid in gold or silver or in good approved paper of the
banks of Kentucky, the State Bank of Tennessee, the
banks of Cincinnati, Vincennes, and Richmond, or such
other bank paper as is received by the United States in
payment for lands and taxes.c

II. DISTRIBUTION OF 9TOCK.

Influenced by a fear that-banks might concentrate the
money power in the hands of a few, some of the States
inserted elaborate provisions in the charters providing
that the initial subscription be opened in different parts of
the State, and limiting the number of shares which could
be taken by any one, person. This restriction, however,

a Laws, Indiana, 1834, ch. 7, see. 90.
b Laws, Indiana, 1855, ch. iii, sec. 8r.
c Missouri Gazette, October 5, 1816.
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was of little service, as shares were taken out by attorney.
Congress in chartering the first United States Bank ex-
pressly required that the subscription books should not be
opened for several months (until July i) in order to allow
citizens in different parts of the country to prepare to sub-
scribe, and thus, if possible, lessen the controt which might
otherwise have fallen into the hands of citizens of Phila-
delphia and near-by cities.a Moreover, for three months
after July 4 no one could subscribe on any one day for
more than 30 shares. Notwithstanding these restrictions,
there was severe criticism of the commissioners on the

ground that they were partial in the distribution, and
thus aided the speculation in shares, which immediately
took place.

In Connecticut the charter of the Hartford Bank, 1792,

'forbade anyone save the State to own more than 30 of
the 250 shares, but in 1796 this restriction was removed
so as to provide for an increase of capital.b Much regret
was later expressed that ownership of stock too frequently
drifted into the hands of non-residents, and bank officials
were called upon to report in regard to ownership, as:
How much was owned in the town whei- the bank was
located, how much in other towns in the county, in other
counties in the State, and out of the State. c From such
a return, it was shown that out of 5,ooo shares of the City
Bank of New Haven 2,470 were taken by residents, and
2,530, or more than a majority, outside. In 1836, Rhode

a Supplementary bill, March 20, 1791.
b Woodward: The Hartford Bank, pp. 17, 75.
C Report of Bank Commissioners, Connecticut, 1837, p. 7.
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Island, in a general banking act, enacted that commission-

ers should take charge of subscriptions and that in the

allotment of stock the inhabitants of the town in which

the bank was located should have preference, to be fol-
lowed by those residing in towns of the same county.

In 1850 it was provided that the commissioners appointed

by the governor should apportion the stock "as near
as may be to the amount subscribed by each person who
shall in their opinion have the ability and disposition to
make a bona fide investment. " Most subsequent charters

had a like provision. By the charter of the Common-

wealth Bank of Massachusetts, 1824, original subscribers
were prohibited from selling or transferring their stock for

one year after organization, and in 1831 the legislature
prohibited any individual or corporation from holding
more than 56 per cent of the capital of any bank, except

such as might be held as collateral security.
Beginning with about 184o bank commissioners in

New England States frequently complained of the efforts
made by outsiders, particularly residents of New York, to

obtain control of banks for the purpose of securing accom-
modation and circulating the bank bills in other States.

These speculators then sought to buy up these bills at a

discount for the purpose of again loaning them.a A

special advantage was gained if these notes could be sent
to a distance in the West. b In 1841 the bank commis-

sioners of Maine stated as a cause for criticism that more

a The Roxbury Bank, Massachusetts, failed in 1838, due, it was stated,

to the speculative operations of New Yorkers who owned the stock
Financial Register, 2:142.

. b Reports of Bank Commissioners of Vermont and Maine, 1841.
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than $5oo,ooo of bank stock was owned outside the State,
in part due to the desire to evade taxation;a and in the
same year the governor of New Hampshire recommended
legislation to prevent the control of a bank passing into
the hands of non-residents. As late as 1859 complaint
was made of the extraordinary efforts of outside specula-
tors, principally of New York, 'to obtain control of some
of the smaller banks. The commissioners of Massachu-
setts joined in these criticisms and declared that non-
resident control had proved ruinous in nearly every case. b

In New York there were few, if any, limitations on the
residence of stockholders. In the organization of the
Mechanics' Bank in New York City, i8io, the General

Society of Mechanics and Tradesmen was permitted ,to
subscribe for one-tenth of the capital, while four-tenths
was reserved for mechanics and tradesmen of the State.

Charters in i8i i provided for the appointment of special
commissioners who should supervise the distribution' of
the stock, and this method was subsequently continued. c
This, in turn, gave rise to a new form of corruption, as in
the organization of the Commercial Bank of Albany,
'1825, when the commissioners appointed by the legisla-
ture appropriated to themselves and a few favorites the
majority of the shares.d Another notable illustration of
political intrigue is found in the assignment of the stock
of the Seventh Ward Bank of .New-.York City, 1832; for
a capital of $5oo,ooo more/than the $6,ooo,ooo was

a See aiso Report of 1859.
b Report of Bank Commissioners, Massachusetts, February, 1841.
c Session Laws, New York, 18ii, ch. 68; 1824, ch. 46.
d Albany Argus, June 14, 182.5.
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subscribed; of the 3,710 shares assigned, 1,I35 were dis-
tributed to family connections of the commissioners and
the remaining 2,535 were apportioned among public
officials, leaving only 40 to outside subscribers. a In

1829 it was complained that a large part of the bank
capital in the State had been furnished by non-residents
and foreigners.b Much criticism was aroused because of
the foreign ownership of the Manhattan Bank in New
York City, whose stock was largely owned by the Marquis

Camaerthaen. In 1832 the bank commissioners reported
that too many banks were organized, particularly in the

country, because of the demand for such investments by
non-residents rather than because of any redundancy of
capital in the immediate neighborhood. "When men of

capital abroad were found willing to make such invest-
ments at a trifling premium, competition became ani-
mated and enormous subscriptions were made for the

purpose of realizing a premium upon the sale of bank

stock. '"c Many applications originated with individuals
who desired to realize the first profits upon the stock
which was to be created; the same persons were found
petitioning for a number of institutions in, different parts
of the State; and there were many contests as to who

should be the commissioners to distribute the stock.d
The governor of the State suggested that bank stock -be
sold at public sale so that the premium should go to the

a Niles, 44:371; Senate Document, New York, No. 47, February 4, 1834;

Senate Documents, Nos. 64, 73, 89, 94.
bSenate Report, New York, January 9, x829.
c Report of the Bank Commissioners, New York, 1832.
d See also, Senate Document, New York, No. io8, March 25, 1834; Senate

Document, No. 58, April x, x837.
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State instead of to speculative subscribers. On the other
hand, it was claimed that this would facilitate the con-
centration of the stock in the hands of a few wealthy
persons and throw the bank into the hands of individuals
at a distance from its location who would use its facilities
for private purposes rather than for the accommodation
of local customeis.a Again, in 1837, the biank commis-
sioners stated that the method of distribution of bank
stocks was very, unsatisfactory. There were violent con-
tentions and bitter personal animosities; funds were fre-
quently advanced by other 'banks to those who wished
to buy stock in-a new bank, thus substantially repeating
the old stock-note system.. Although it was difficult to
devise a satisfactory plan for parceling out a franchise
possessing a pecuniary value, the commissioners suggested.
that an individual should be limited as to the number of
shares; that shares should not be transferable for thirty
days; that subscribers should take oath that they had paid
in with their own money and had not pledged or hypothe-
cated the stock in any way, or held it in trust in secret.
In the same year .a law was passed providing for the sale
of bank stocks at auction whenever new capital was
created. In !854 the superintendent of the bank depart-
ment reported that the only failures of banks in the previ-
:ous eight years by which bill holders had suffered a loss
had been those located in remote parts of the State owned
by brokers and speculators residing in other sections. b

In New Jersey, by a charter of 1824, citizens of the State
were to have a prior right to subscribe for at least one-half

a Assembly Report, New York, No. 136, February 7, 1834.
b Report, p. 62.
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the stock;, in three charters, 1828-1830, stock was to be

subscribed by citizens of New Jersey exclusively; in 1832,

citizens of Pennsylvania were given the privilege of sub-

scription;6 in 1848, all outsiders were again excluded,

and in a charter of 1855 it was provided that a majority

of stockholders must always be residents of the State. c
In Pennsylvania the charter of the Bank of Pennsyl-

vania, 1793, required for the purpose of distributing owner-

ship that books should be opened in Philadelphia for
2,ooo .shares, in Lancastor for 3oo, and in Reading for 200,

and that no subscriptions should be received in Philadel-
phia for the two latter places until after ten days had

elapsed. The omnibus act of March 21, 1814, which at
one stroke created 41 new banks. in different parts of the

State, is evidence of the fear of concentrated 'banking

power. There was a widespread jealousy and fear of

foreign ownership. This was seen in the debate over the

renewal of the charter of the First United State Bank;

and Pennsylvania, in '82, in rechartering the Bank of
North America,, prohibited any foreigner, save a citizen of

Holland, to hold stock unless he had declared his inten-
tion of becoming a citizen. The general law of 1824 also

debarred foreigners by prohibiting the transfer of stock

to non-citizens of the United States, but as this was easily

evaded the 'law was repealed in 1836. Again, the act: of

r824, whicA divided the State into 27 banking districts,

provided that on the first day of subscription only 2 shares

could be taken by one person; on the second day not more

a Acts, New Jersey, 49 Ass., p. ioo, sec. 2.
b Acts, Jew Jersey, 56 Ass., p. 58.
e Acts, New Jersey, 79 Leg., p. 657, sec. 2.
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than 4, on the third day not more than 6, on the fourth
day not more than 8, on the fifth day not more than IO,
and on the sixth day and those subsequent, additional

shares, provided the grand total was not more than ioo.
The charter of the Girard Bank, 1832, provided that no
one should take more than 5 shares the first day, io shares
the second, and 5o shares the third day; but notwithstand-
ing these provisions there was great scandal in the award-
ing of stock; the privilege of acting as commissioner for the
distribution of shares was valued at from $5oo to $700, and
the allotment occasioned -a riot.a

In Maryland, in chartering the Bank of Baltimore, 1795,
the legislature demanded that books be opened in each of
the counties, and limited the sukscriptions by any one

person to 20 in a single day. b This became the usual
.practice in the organization of the early banks in that
State; a committee was appointed to receive subscrip-
tions at each county seat; persons non-resident in the
county could not subscribe until after the lapse of a
stated time; shares then remaining could be subscribed for
by anyone, and if still untaken were advertised in the
Baltimore -papers. c

Virginia restricted subscription in the Bank of Alexan-
dria, 1792,d to 5o shares, and not more than 25 in any one

month. This State also, in 1812, required that all shares
subscribed for must be held solely for the beneficial inter-
est of the subscribers, any contract notwithstanding.,

* aNiles,.42: 257.
b Bryan,' History of State Binking in Maryland, -p. 26..
e Ibid., p. 30.-
d Laws of Virginia, 17 9 2,'ch. 76, see. i8.
e Farmers' Bank of Virginia, acts of 1812, pt. i, ch. 7.
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Subscriptions were also apportioned among the leading
cities of the State. In the general law of 1837, it enacted
that if any bank Outside the State purchased stock in a
Virginia bank, such stock should be forfeited to Virginia
for the benefit of internal improvements.a Apparently
this restrictive policy was successful, for in 1837, out of
i,892 stockholders in all the banks, only about ioo were
non-residents.

In Ohio, by the charter of the Bank of Chillicothe, i8o8,

no one could hold over 40 shares or subscribe for more
than 5 shares in one day." Effortsi however, to secure
ownership to residents only were unavailing. In 1833
the capital of local banks held by non-residents was
$1i ,65o,ooo, as against $i ,38o,ooo held by residents.

In the establishment of the State Bank of Indiana, 181 7,
subscriptions were opened in each county, and in 1834
it was provided that if there was an oversubscription de-
duction- should be made from subscriptions over $590
until all were reduced to that amount. By the general
law of 1855 the majority of the stock of any bank must
be owned by resident citizens of the State.a

In Illinois the charter of the Bank of Illinois at Shawnee-
town, 816, the first bank iri that State, provided that no
one person could take more than io shares on each of the
first ten days of subscription; in a charter of i818, how-
ever, shares could be purchased without limit. In the
charter of the State Bank of Illinois, 1819, purchasers

a Laws Virginia, 1836-37, ch. 82, see. 8x.
b Laws of Ohio, ;: 68.
c Laws Indiana, 817, ch..4x, see. 3.

d Laws Indiana, 1855, ch. 7, Sec. 29.
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were limited to 500 shares at $ioo each. The bank com-

missioners in 1839 called attention to non-resident owner-
ship of the State Bank. of Illinois; in a total capital of
$3,645,0oo the State held $2,100,ooo, 'but of the remainder
in private hands, outsiders controlled all but $63,ooo.
Missouri, in the charter of the Bank of St. Louis, 1813, pro-
vided that three-fourths of the capital should always be
held by citizens either of Missouri or Illinois. In the
charter of the Bank of Missouri, i8i 7, no restriction of this
character, however, was imposed.

Kentucky bank returns carefully distinguished between
home and non-resident ownership, For example, in 1838

the State owned to,ooo shares in the Northern Bank of

Kentucky; residents, 6,419, and individuals registered at
the Philadelphia and New York agencies, 13,581 shares.a

Foreign capital, also, was largely invested in Tennessee

banks. In 1837 fhe State owned 5,984 shares in the
Union Bank; residents, 3,236; and non-residents, prin-
cipally in the East, 16,764 shares. In the Bank of Nash-
ville there were 2,917 shares owned in the State, 10,050

on the books of the New York agency, 7,043 at the Phila-
delphia agency, of which 2,038 were held in England. b

Alabama, in 'chartering two banks in z8i8, required
that not more than 5 shares be taken at a time, during the
first six days of sale, and that no one be allowed to own.

more than 20 shares, c In 1820, in the act of incorpora-
tion of the Bank of the State of Alabama, the capital was
carefully apportioned among io towns. The stock of

a Report of Bank Commissioners, Kentucky, x838.
b Report of Legislative Committee, Tennessee, x837.
c Territorial Acts, Alabama, 2d session, November 21, 18i8.
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the Planters' Bank in Mississippi, 183o, apportioned the

capital to different parts of the State, and provided that

no one could subscribe for more than 30 shares on any one

day during the first twenty-five days. Later, however,

it appeared that these provisions were not enforced, and

that the bank, instead of distributing its capital among

the' senatorial districts, had sought to engross the whole

of it for the benefit of the management. a By its original

charter, foreigners were excluded from ownership, but in

1831 this restriction was removed. In Florida the charter

of the Bank of Florida, 1828, also reserved certain blocks

of stock for towns in which offices of discount were to be

established, but it was easy to evade requirements as to

citizenship within the State. Although Florida had such a

restriction, a Walter Gregory, of Boston, became a nominal

resident of Pensacola and subscribed for 1,705 shares of
the 2,000 shares of the bank of that city. Eleven other

residents took 45 shares and 250 shares were reserved for

the Territory. Gregory actually owned only 621 shares,

and the remainder of his subscription was owned in

Boston, New York, and Philadelphia. As a matter of

fact, a very large part of the capital of Florida banks was

owned in the North. In 185i the charter of the State

Bank of Florida forbade any one to take more than oo
shares, until books of subscription had been open sixty
days,

States, however, like Louisiana, which founded banks

on loans through the sale of bonds, openly sought for out-

side capital. It was regarded as a profitable investment

a Message of the Governor of Mississippi, 1838.
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to borrow at 5 or 6 per cent in order to earn dividends
of from 7 to io per cent. In Louisiana in 1837, of the
actual bank capital paid in there was due to Europe
on State bonds $13,854,ooo, and of bank stock there
was held $4,828,000. There was held in the United

States outside of Louisiana $7,965,ooo, and in Louisiana
$Io,12 3 ,OOO.a

III. STATE OWNERSHIP OF STOCK.

In nearly all States, even when they did not engage

directly in banking on their own financial responsibility,
provision was made in the charters requiring or permitting
the State to subscribe for a portion of the stock of banks
when organized. There were several reasons for this:

First, the desire that the Government should share in the
large profits which it was expected a bank would earn;
second, that the State through ownership might have

some voice in the management of banks, and thus possibly
check policies which would be antagonistic to public
interest; third, because ownership would place the State
in the light of a favored customer when it desired to
borrow; and fourth, because of the lack of private capital,
which led organizers of banks to welcome financial sup-

port and cooperation on the part of the State.
The United States Government subscribed for $2,ooo,ooo

or one-fifth of the capital of the first United States Bank.
It was not, however, given the right to appoint any of the

directors. The Federal Government likewise subscribed
for one-fifth of the $35,000,000 of capital of the second

' See also Niles, 48:145.
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bank in i816, and in this instance the charter provided

for the appointment of five directors by the President.
The subject of state ownership in banks has been made

the topic of a special investigation by Prof. G. S. Cal-
lender, and from his study the following paragraphs are
summarized or quoted at length:

All of the older States, with the exception of New
Jersey and two or three of the smaller New England
States, owned more or less bank stock by 1812; Massa-
chusetts had $i,ooo,ooo; Pennsylvania, $2,1o8,ooo; Mary-
land, $540,000; and New York, Connecticut, and Delaware

a small amount each. The Northern States ceased to
make further investments of this kind at that time, though

some of them continued to own their stock* until a much
later date. Pennsylvania did not dispose'of hers until
1843; and the Southern, Southwestern, and Western

States, which established governmental banks., held a
much larger amount for .a much longer time. "The
Southern States, however, continued to accumulate hold-
ings in bank stock until the civil war; Georgia had
between three and four million dollars in 1839; South
Carolina owned all the stock of the Bank of the State
of South Carolina, which amounted to $Ii56,318; and a
large part of Virginia's internal improvement fund, which
amounted to $i,185,ooo, was made up of bank stock. The
same policy was taken up in the Western States about
1820. In these States, however, the funds invested in
bank stock were not, as in the East, derived from revenue;
but the States sold their bonds to secure the necessary

funds. The first State to do this on a considerable scale
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was Louisiana in 1824; and between that date and 184o

the Western and Southwestern States, including the

Territory of Florida, issued over $65,ooo,ooo of bonds to

provide banking capital to corporations. Thirteen of

the States invested more or less of their shares of the

surplus revenue of x837 in banking. Ten of these were

Southern States. * * * The motive which caused

this wide-spread connection of the States with the banks

was not, however, the same in all sections of the country.

In the solder States, both NotfP and South, it was not

primarily, if at all, due to the desire to encourage the

growth of banking.. Banks needed no such encourage-

ment in those States.. On the contrary, they were re-

garded as very profitable enterprises and the investment

of capital in them as a distinct privilege. * * * In

the newer States, where capital was more scarce, other

motives played a considerable part. The people were

anxious to furnish a circulating medium, and also to pro-

vide banking accommodations to the commercial classes,

as well as loans to farmers. But in all, except the cotton

States of the Gulf region, the desire to secure for the ben-

efit of the public the large profits to be earned in the bank-

ing business was an important, if not the most important,

motive which led the States to invest in these industries.

Thus, when Indiana and Illinois began their system of

internal improvements, they both increased the capital of

certain banks and authorized the States to subscribe

for the new capital. * * * These States could borrow

money at 5 or 6 per cent interest, and the banks earned

from 7 to 9 per cent dividends. They found it profitable,
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therefore, to provide for the payment of a part of the
interest on their internal improvement debts by selling

bonds. and investing the proceeds in bank stock. A

similar motive influenced the actiQn of Kentucky and

Tennessee. * * * In the Southwest the situation

was different. The demand for capital here and the

difficulty of obtaining it were, perhaps, greater than in
any other part of the country. * * * The planters

of this region had to attract capital from the North and
from Europe; and for this purpose the credit of individual

planters or of such corporations as could be formed in a
new country was as inadequate as it was in Northern

States to secure funds for canals and railways. Nothing

was left but to make use of public credit to supply this

deficiency, and every new slave State in the South from
Florida to Arkansas established one or more banks and

supplied all or nearly all of their capital by a sale of state
bonds. Many of the banks were known as 'property

banks,' and were designed especially to futnish loans to
planters." a

In addition to this instructive summary by Professor

Callender, the following details of State practice may be
given. Beginning with the charter of the Union Bank of
Boston in 1793, Massachusetts retained the right to State

stock in most of the banks established, up to one-third of

their capital. In 1812 the State owned $i,ooo,ooo out of

a total of $8,0oo,ooo of bank stock, and this right of State
ownership was continued for many years. As a rule, the

a 0. S. Callender: The Early Transportation and Banking Enterprises

of the. States in Relation to the Growth of Corporations. Quart. Jour.
Econ., 17:nx1-t62.
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charter gave the State the additional privilege of sub-

scribing for not more than 50 per cent of the capital be-
sides that named in the act of incorporation. This was
confirmed in the general law of 1829. The State was also
given representation on the Board of Directors in propor-
tion to the capital. The State of Rhode Island never sub-
scribed for bank stock, but like some other New England
States, bought such stock for school funds. In Connecti-
cut, the charter of the Hartford Bank, 1792, gave the
State the right to subscribe for 40 out of the 250 shares,
with power to appoint two directors.a

The same option was reserved in New York charters; as,
for example, in that of the Mechanics! Bank in New York

City, 18io, where the State had the privilege of subscrib-
ing for one-sixth of the capital. Down to 1833 the State
owned $85,ooo of stock in institutions which had become

insolvent. b By the charter of the Trenton Banking Com-

pany of New Jersey, 18io; the State was authorized to sub-

scribe for $2o,ooo, c and in 1812 one-half the capital in

five banks was reserved for the State.d

Pennsylvania followed a consistent policy of subscribing
to the capital of local banks. In 1793 it subscribed for
oihe-third of the capital of the Bank of Pennsylvaniae and

within a few'years it obtained as dividends on shares
which it held nearly enough to pay all its expenses.'

a Woodward: The Hartford Bank, p. x9; for similar action in 18o3, see pp.
82-84.

bAssembly Report, New York, No. 283, April, 1833.

cLaws of New Jersey., 35 Ass., I sess., 249.
dLaws of New Jersey, 36 Ass., 2 sess., p. 5, sec. 3.
e Smith, Laws of Pennsylvania, 3:97.
fSumner, Histrry of Banking, x:44.
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The Philadelphia Bank, 1803, permitted the State to sub-
scribe for $300,000 of stock out of a total of $2,ooooo and
gave it the privilege of subscribing $200,000 more at the
end of four years and a similar amount at the end of eight
years. The State could appoint 6 of the 22 directors.
An act of March io, i8io,.provided that when the funds
in the State Treasury rose above $30,ooo, the surplus
should be invested in the stock of the Bank of Pennsylva-
nia, and in that year the State owned $i,6oo,ooo of bank
stock. In -1813 the State received $200,000 in dividends,
equivalent to two-fifths of the entire revenue.

State ownership of stock, while it frequently brought a
welcome addition of capital, had its disadvantages; par-
ticularly was this so when the State was given a voice in
the appointment of a certain number of directors. In
1829, when complaint was made that the Bank of Penh-
sylvania did not loan as much as was desired to the State,
it was admitted that State directors introduced a division
of interest; there was a "pertinacious, persevering, and
'indiscriminlating opposition to almost any prominent
measure which is-proposed by directors elected by stock-
holders.' "a

In Maryland, with the exception of the Bank of Mary-
land, the State reserved the right to subscrbe a specified
amount in each bank, and it took advantage of this in the
case of the Bank of Baltimore in 1803. By 18 11 it owned
stock in each of the Baltimore banks and in three country
banks, but after that year.it ceased to make subscriptions.b

a Address to Stockholders of the Bank of Pennsylvania, December 22,
x829, p. 17.

b Bryan: History of State Banking in Maryland, p. 30.
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This policy was adopted to give the banks a public char-
acter. In the Mechanics' Bank, for example, i 8o6, it was
provided that when the State had subscribed $4o,ooo of

the total capital of $i,ooo,ooo, she should be entitled to
two directors, and when $ioo,ooo, to three directors.
The directors were to be elected by the General Assembly
by. ballot. In Virginia, the charter of the Bank of Vir-
ginia, 1804, provided that the State should subscribe
$300,000, or one-fifth of the capital issued, borrowing that
amount from the bank at 4 per cent. In 1837 the

State was authorized to subscribe for one-half the capital
of several new banks then organized.a

In the charters of North Carolina, the State, as a rule,
was allowed to own a certain percentage of stock. In the
Bank of the State, the Government took one-third; in the
Bank of North Carolina, it took $2,ooo,ooo of the $3 5o0,ooo
capital, and the charter provided that the State should
have a vote proportional to its stock, whereas individual
stockholders voted in a decreasing scale. Alabama, which
began her banking legislation as a territory, in 1816 au-
thorized the Government, in the first three charters, to
subscribe for one-tenth, two-fifths, and one-fifth of. the
stock, respectively. The State, however, did not take ad-
vantage of this; but the constitution of 1819 required that
two-fifths of the capital of every bank should be reserved
to the State. In the Planters' Bank of Mississippi, 1830,

the State took two-thirds of the capital, paying in bonds
which the bank was authorized to sell. It was provided
that the Government should appoint seven directors and

a Laws of Virginia, 1836-37, ch. 83.
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the stockholders six. The Commercial Bank of New Or-
leans, 1813, which was organized to construct water-
works, as well as to do a banking business, reserved one-
sixth of its capital to the State.

In Ohio, the charter of the Bank of Marietta, i8o8, re-
served the right to the State to subscribe for one-fifth of
the capital. In Kentucky, the State subscription to the
capital of the Bank of Kentucky, i8o6, was placed at one-
half. In Indiana, the charter of the State Bank of Indi-
ana, I8 17, gave the State the right to subscribe for $3,000
out of a total capital of $i,ooo,ooo.a

IV. SUBSCRIPTIONS BY RELIGIOUS AND EDUCATIONAL

SOCIETIES.

In a few States, banks were utilized to aid the cause of
religion and education. For example, in Connecticut in
i8o6, it was enacted that subscriptions for an increase in
the capital of the Hartford Bank be received at par from
the funds of schools and ecclesiastical societies or other
incorporations for charitable purposes. The shares thus
taken were not transferable, but the institutions could

surrender their certificates at any time at par. This
arrangement, originally devised to attract capital when
the bank was seeking to extend its operations, proved to
be an embarrassment to the bank. The societies were
protected in case the stock fell below par, and until the
maximum limit of authorized capital was reached could
obtain stock on much more favorable terms than private
individuals who had to make their purchases at a pre-

a Laws, Indiana, 1817, ch. 41, sec. 2.
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mium.a Efforts to repeal this privilege were unsuccessful

and the plan continued until -the establishment of a
national banking system. New York imitated this plan,
and by an act passed in 1813 allowed certain colleges to

subscribe for stock in a number of banks at par. The
charter of the Bank of Florida, 1829, provided that

$ioo,ooo of the maximum capital of $6oo,ooo should be
reserved to be taken by the governor for the benefit of a

seminary of learning. I The act of incorporation of the
Merchants' and Planters' Bank of Augusta, Ga., 1827, gave
any religious, charitable, or literary institution, incor-
porated by the State, the right to deposit not more than
$5o,oo and receive State scrip for it at par, and entitled

it to dividends. c

V. LENGTH OF CHARTER.

With few exceptions, the grant of a banking privilege
under a corporate charter was limited as to time. Cor-
porations were a new form of business organization, and
legislatures were disposed to view them with caution, if
not with jealousy and suspicion.

The charter of -the Massachusetts Bank, granted in
1784, the first in that State, was perpetual, but later, in
L812, with the consent of the bank, it was limited to a-
definite term of years. Subsequent charters ran for ten
years, and were'then .extended, so that all would expire

a Woodward, The Hartford Bank, pp. 86-88; Sumner, History of Bank-

ing, 1: 42.
b For similar subscriptions to stock of Bank of Kentucky, see Duke,

History of the Bank of Kentucky, 16.
c Sumner, History of Banking, 1: 179.
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in 1812. 1831 was next set as the date of termination of

grants, and then 1851 was established as the beginning
of a new period. Twenty years, indeed, became a favorite
term, no doubt due to the fact that this was the period
provided for in the charters of both the First and Second
United States Banks. In Rhode Island a all charters
were unlimited, and, as a rule, no time limit was set in
Connecticut, but in that State the legislature could
amend or repeal at any time. The New Hampshire
Bank obtained a charter for fifty years.

New York, in 1791, adopted the twenty-year period
for the Bank of New York. New Jersey, in 1 8 o4 ,b
followed the example set by New York in regard to time,
and continued it in subsequent charters.c In Pennsyl-
vania, the Bank of North America, 1787, received a grant
for fourteen years; the Bank of Pennsylvania, 1793, for
twenty years; the Philadelphia Bank, 1804, for ten years,
later extended to twenty; and the 4 new banks created
in 1814, for eleven years. In issuing the charter of the
Bank of North America in the same year, the legislature
reserved the right to amend the charter at any time, on
condition of refunding a proportionate part of the bonus
which the bank was called upon to pay.d

The Bank of Maryland, 1790, secured a perpetual
charter; in 1795, however, when the Bank of Baltimore
was established, its term was restricted to twenty years.

a Stokes, Chartered Banking in Rhode Island, p. io.
b Newark Banking and Insurance Company; same period adopted in the

banking law of Jan. 28, 1812; Laws of New Jersey, 36 Ass., 2 sess., Pt. 4,
sec. 2.

c Acts, N. J., 53 Ass., p. 65; Acts, 74 Ass., Legis., x47, sec. x6.
d Lewis, The Bank of North America, p. 89.
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* Virginia, in its earliest experience with banks, fixed ten

years as a limit,a but in 1814, the legislature gave to' the

Bank of Virginia a charter for fifteen years; and in 1817,

fixed upon seventeen years for two other institutions. In

1851, twenty years became the established rule.b In

1845, banks in Florida were limited to twenty years, with

no renewal or extension. Louisiana, in i8i I, selected

fifteen years; Kentucky, in i8o6, made the same limit.c

Ohio, in the charter of the first bank incorporated, limited

the period to ten.
In Indiana, the State Bank of Indiana, in 1817, was

given eighteen years, and on its.extension in. 1834,. twenty-

five years. The general law of. 1855 provided that the

certificate of incorporation should specify the period of

existence.a In 1855, twenty years was adopted for the

Bank of the State of Indiana.

VI. SCOPE OF BUSINESS.

As a rule, the scope of business which a bank could

carry on was during the earlier period defined in but

general terms. It was the custom to justify the organi-
zation of a bank by the facilities which it could render to

the public and to mercantile interests. For example, the

preamble of the act of incorporation of the First United
States Bank, 1791, justifies the organization of the bank

on the ground that it will be conducive to the successful

conducting of the national finances; will give facility to

a Bank of Alexandria, 1792; Bank of Richmond, 1792; Bank of Alex-

andria, 18oi, extension.
b Laws, Va., 1,850-51, ch. 58, sec. Ii; ch. 59, 61, 62.

c Bank of Kentucky at Frankfort.
d Laws, Ind., 1855, ch. 7, sec. 18.
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the obtaining of loans by the Government in sudden
emergencies, and Will be productive of considerable
advantage to trade and industry in general. The reason
for the granting of a charter to the Mechanics' Bank of
Baltimore in 18o6 was stated in the charter to be for the
promotion of the mechanical and manufacturing interests
of the State. Many charters designated the scope of
operations which banks could engage in by intrusting to
them "usual banking powers." As banking powers' were
not clearly defined, there was opportunity for banks to
enlarge their business in almost any direction desired.
Only gradually, as banks sought to enlarge their financial
operations, did charters specify with precision the acts
which they could perform. In 1839 a specific definition of
the powers of banks of New York was to be found in the
charters of only 66 out of 97 banks. The other 31 char-
.ters were granted previously to 1825 and either conferred

bank powers in general terms or limited the operations of
these institutions to the ordinary business of banking.
This change is evidence of the growing caution of the
legislature. It was customary to restrict operations to
dealings in notes, bills of exchange, and bullion. Trans-
actions in goods or commodities were generally excluded
unless they were received for loans which were not
redeemed at maturity.a

The holding of real estate, except what was necessary
for the conduct of business or obtained in- satisfaction of
debts, was generally prohibited. The Portland Bank of
Maine, 18o9, was permitted to hold any amount of land in

a Sen. Doc. New York, No. 87, April ix, 1839.
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payment of debts, provided that not more than one-third

of the capital thus invested was in "fee simple."a' The
Commonwealth Bank of Boston, 1824, could invest
$50,000, or one-tenth of its capital, in lands and real
estate, and by the general banking law of Massachusetts
in 1829, banks could hold real estate not exceeding 12

per cent of the capital. In Pennsylvania the amount
which could be expended for a banking house was also
expressly limited.b

There was less agreement in regard to dealings in public

stocks. Some feared that banks might speculate in such
securities, lower the price of government stock when
loans were sought, and raise the price when purchases

were required for sinking funds. The charter of the
First United States Bank permitted the sale, but not the
purchase, of government stock. The articles of association
of the Bank of New York, 1784, forbade the bank to
negotiate any foreign bill of exchange or to advance a
loan to any foreign power.' The charter of 1791 omitted
the restriction in regard to foreign bills, but forbade the
bank from dealing in the stock of any State or of the
United States.d By special act in 1797 the bank, how-
ever, was authorized to purchase certain United States
stock held by the State.e The Hartford Bank, in its
early charter of 1792, was permitted to invest in United
States stock without limitation.i By act of Congress,

a Stackpole, Sound Currency, 7: 58.

b See act of March 25, 1824, where the sum for a Philadelphia bank was

set at $5o,ooo and for one outside at $3o,ooo
c Domett, Bank of New York, p. 13.
d Ibid., p. 54.
e Ibid:, pp. 132-133.

/Woodward, The Hartford Bank, p. i9.
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1817, banks in the District of Columbia could not deal

in stocks of the Federal Government or of the several
States. As late as 1862 the bank commissioners of
Massachusetts thought that it was clearly against the
law and public policy for banks to buy and sell without
restriction public securities of remoter States or of
municipal and corporate bodies, as this led them into
dangerous paths of speculation.

As indicated above, there was quite a difference in the
variety of powers granted to various banks in New York.
Not until 1825 did a charter contain the restrictive
clause: "But the said company shall have and possess no
other powers whatever, except such as are expressly
granted by this act." And at this date the Commercial
Bank of Albany was prohibited from receiving the trans-
fer or pledge, not only of its own stock, but of the stock
of any other incorporated company. In 1839 a legis-
lative committee made an analysis of the several charters
with the following. results: Ninety-two banks out of 97
were prohibited from purchasing, holding, or conveying
any real estate, except such as was required for the con-
venient transaction of business, or such as was mortgaged
to them by way of security for loans previously con-
tracted, or conveyed to them in satisfaction of debts, etc.;
4 of the other 5 banks were originally incorporated for
other than banking purposes; 88 of the 97 banks were
prohibited from dealing or trading directly or indirectly,
in buying or selling any merchandise, or in buying or
selling any United States or state stock except in selling
the same when pledged by way of security. Of the remain-
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ing 8, 3 were prohibited from dealing in United States and
New York stocks, 2 from dealing in United States stock,
3 were authorized to hold stocks, and i was unrestricted.
The three institutions authorized'to hold stocks were
incorporated for other purposes than banking. In four

instances, during the ten years beginning with 1812, the
prohibition to deal in stocks was superseded for special
purposes, so as to permit subscription for national and

state loans and for aid in behalf of canals. For eighteen
years, however, the authority to subscribe for state
stocks was not renewed, except in 1837 to permit the
banks to subscribe for certain canal loans, the object of
which was to save the banks from suspension of specie
payments.

a

The charter of the Bank of Pennsylvania, 1793, forbade
the purchase of any public stock, save in 1802, when an

exception was made in favor of United States securities.
In the charter of the Farmers and Mechanics' Bank of

Philadelphia, 18o9, exception was also made in favor of
the stock of companies incorporated in the State- for the

improvement of roads or internal navigation. The act
of 1814 gave to the new banks the right to hold stock of
other banks, but this, together with the holdings of other
public securities, could not exceed 20 per cent of the total

stock. This provision was repeated in the banking act of
March 25, 1 8 2 4

. b

Virginia, in 1812, permitted the Farmers' Bank of

Virginia to purchase its own stock up to 1,500 shares, on
condition that it sell the same as soon as possible at par.

a Sen. Doc., New York, No. 87, April 1I, 1839.
b Article xiv.

24635-10-4
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In a charter of I817 a bank was forbidden to purchase

any negotiable securities except its own stock; a but in

1837 a general act prohibited the purchase of a bank's

own stock under penalty of forfeiture. Florida, in 1828,

forbade the Bank of Florida to purchase any public stock

except its own, which was to be sold again as soon as con,

venient. For engaging in the sale of merchandise there

was a penalty of treble the value of the goods.

Some of the southern banks which were organized

expressly to aid the agricultural interests were naturally

given powers as to investment and loans which were

denied to commercial banks. The Union Bank of Loui-

siana, 1812, was the model of several institutions which

were established to make loans to owners of slaves and

real estate. The Planters' Bank in Mississippi, 1830, like

most of the banks in that State could hold lands, rents,

.tenements, goods, chattels, effects, etc., up to $6,ooo,ooo,

or double the capital. Though not intended, this grant

was later, in the speculations of 1837, construed to justify

extensive operations in cotton, including even the pur-

chase of the staple.b Georgia found it necessary in 184o

to forbid explicitly banks from dealing in cotton or other

commodity as security for loans. In 1855 the general

banking law of Indiana forbade loans on real estate.c

Frequently banks were organized to further the for-

tunes of an internal-improvement company, and were

authorized to invest in some particular stock. For ex-

ample, Rhode Island in 1831 chartered the Blackstone

a Laws of Virginia, ch. 39, see. i i.
b Message of the Governor of Mississippi, 1839.
c Laws, Ind., 1855, ch. 7, sec. 20.
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Canal Bank and empowered it to invest $i5o,ooo in the

stock of the canal company.a In 1832 the Quinebaug
Bank of Connecticut was required to subscribe $ioo,ooo,

or one-fifth of its capital, to the stock of the Boston,
Norwich and New London Railroad Company. The

Commercial Bank of New Jersey, 1822, was authorized to

set apart a portion of its capital for carrying on seal

fisheries.b The extension of charters in Maryland in 1813,

was conditioned on investments in the stock of a turn-
pike company, and later this method of securing financial

support was frequently resorted to. c Virginia, in 1833,

authorized two of her banks to subscribe for stock in an
internal-improvement company.d

During the first part of the last century banking
privileges were fiequently granted to transportation

companies. This has been described by Cleveland

and Powell, from whose study the following condensed
account is taken:

"As early as 1814 Maryland chartered the Susquehanna

Bank and Bridge Company, with power to employ half

its funds in the banking business. In an amendment to

the charter of the Delaware and Hudson 'Canal granted

by New York in 1824 the company was given the right
to exercise banking powers during a period of twenty
years. New Jersey the same year granted a charter to

the 'Morris Canal and Banking Company' which gave

a Stokes, Chartered Banking in Rhode Island, p. 37.
b Repealed in 1825.
c Bryan, History of State Banking in Maryland, pp. 45-47.

d Laws, Va., 1832-33, ch. 89: see also laws I85O-5i, ch. 89, sec. 4.
e Railroad Promotion and Capitalization, pp. 167-173.
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the enjoyment of banking functions through a term of
thirty-one years. Maine chartered the 'Canal Bank' in
1825, with authority to invest one-fourth of its paid sub-
scriptions in the stock of the canal company. Connecti-

cut in 1832 chartered the Quinebaug Bank as an adjunct
to the Boston, Norwich and New London Railroad.

"At a single session of the territorial legislature in 1835

Michigan conferred banking powers upon four railroad

companies. Stockholders of the River Raisin and Grand
River Railroad were constituted a corporation under the

title 'Bank of Tecumseh,' with a capital stock of $ioo,ooo,

or two-thirds that of the railroad. This bank was to be
managed by the directors of the railroad, who were to

convey to it the whole of the railroad stock, and to give
security for the redemption of notes and debts before

banking operations could be commenced. The Ohio Rail-
road charter of 1835 contained a provision'that the funds
of said company shall be paid out in orders drawn on the
treasurer, in such manner as shall be pointed out by the
by-laws of the company; and that all such orders for the
payment of money so drawn shall, when presented to the

treasurer, be by him paid and redeemed.' Without col-
lecting a dollar from the stockholders, and with an empty
treasury, the company, under authority of this clause,

began banking operations, and successfully maintained
a large circulation. Laborers and contractors were paid
in notes, and from the proceeds of the bonds of the
State received as a subsidy some of these notes were
redeemed. When the company suspended there had been
no work of permanent character done on the road, and
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there were outstanding several hundred thousand dollars
in worthless currency.

"The first railroad corporation authorized in Texas was
the 'Texas Railroad, Navigation and Banking Com-
pany,' which was chartered by the first congress of the
republic to connect by railroad and canal the waters of
the Sabine and the Rio Grande, but the charter was for-
feited. Both Louisiana and Mississippi were liberal in
their grants of the banking power, not only to railroads,
but to industrial corporations as well. Louisiana in 1834

conferred banking powers upon the Clinton and Port
Hudson Railroad, and provided for a note issue which
might reach double the amount of its banking capital.

The following year this State authorized the New Orleans
and Carrollton Railroad to establish 'five offices of dis-
count and deposit' in different towns, and chartered a'
new corporation, the 'Atchafalaya Railroad and Banking

Company,' with power to open a bank in the parish of
West Feliciana. In 1836 the Pontchartrain Railroad
received a grant of the banking power. In Mississippi we
have this picture of the results of using banks as agencies

of railroad financing: 'From December 20, 1831, when
banking privileges were conferred on the West Feliciana
and Woodville Railroad, until the crash came in 1837,
Mississippi was gridironed with imaginary railroads and
beridden with railroad banks. In these enterprises there
was more watered stock sold than there were cross-ties
laid; reckless speculation brooked nothing as prosaic as
the actual construction of railroads, on the successful
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operations of which it was supposed fabulous dividends
would be declared.'

"When the lines from Savannah to Macon and from
Augusta to Athens were first projected, capital require-
ments were so great that appeals for state aid were made
by both the Central and the Georgia railroads. Failing
to receive the desired aid, they applied for banking priv-
ileges, which were granted. The names were therefore

changed to the 'Central Railroad and Banking Company,'
and the 'Georgia Railroad and Banking Company.' One-
half of the capital of these companies could now be
devoted to banking, and notes could be issued to three

times the banking capital.
"As an adjunct to the Louisville, Cincinnati and Charles-

ton Railroad by which it was planned to connect Charles-
ton with the Ohio, the 'South Western Railroad Bank'
was chartered in South Carolina, North Carolina, and Ten-
nessee in 1836 and 1837. Kentucky granted a charter to

the railroad, but in express terms prohibited banking, and
the bill to incorporate the South Western Railroad Bank
in that State failed by six votes. This bank was capital-
ized at $6,ooo,ooo. A unique feature of the enterprise
was the issue of the shares in the bank inseparably con-
nected with the shares of the railroad, so that everyone

who held $ioo of stock in the railroad was required to
subscribe $50 toward the capital of the bank. Forfeiture
of either share therefore worked forfeiture of both.

The bank went into operation in 1839, and to its stock
South Carolina subscribed $5oo,ooo."
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VII. VOLUME OF NOTES.

The restrictions laid down by early charters in regard
to the amount of notes which could be issued were exceed-
ingly vague and lax, and little protection was given to the
currency. Many of the acts of incorporation did not make
specific requirements, but covered the point indirectly
through limitations in the amount of indebtedness, includ-
ing deposits. The charter of the First United States
Bank provided that "the total amount of the debts which
the said corporation shall at any time owe, whether by
bond, bill, note, or other contract, shall not exceed the
sum of $io,ooo,ooo (i. e., the capital) over and above the
moneys actually deposited in the bank for safe-keeping."'

In the charter of the Bank of England, which served in
many respects as a model for the First Bank, indebtedness
could not exceed the capital, irrespective of deposits. In
the English joint-stock banks there was no limitation dur-
ing the earlier part of the nineteenth century.a

The States were generous in their grants of indebted-
ness. At the outset this limitation was generally set at
two or three times the capital. This amounted to prac-
tically no limitation at all, at least upon banks with a
large capital, and admitted an issue of notes out of all
proportion to the specie fund. Naturally, it afforded an
opportunity for a wide range and violent fluctuations
in the amount of outstanding currency, depending upon
applications for discount. Twice the capital actually
paid in, exclusive of deposits, was the rule followed by

aGilbart, History of Banking in America, p. 73.
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Massachusetts banks down to 181 1, when for many insti-

tutions the note issue was reduced to 50 per cent in excess

of the capital, exclusive of deposits.a Between 1825 and

1828 nearly 30 banks were limited to ioo per cent, and in

the latter year the general rule was made 125 per cent.

This continued until I858, when circulation was restricted

to the amount of capital. Connecticut, in the charter of

the Hartford Bank, 1792, adopted a more conservative

ratio of 50 per cent of the capital and deposits combined,

and this proportion was continued in subsequent charters.6

Circulation based on deposits obviously opened the way

for abuses. In 1837 the bank commissioners reported

that the Stamford Bank had created fictitious deposits in

order to increase its note issues, and later, in 1853, they

recommended that this rule of measuring circulation be

abandoned; only three banks in the State at that time

resorted to this method, but the opportunity should be

denied. One bank was cited where the circulation had

been carried to $300,000; recourse was had to sight checks

drawn on individuals in New York by the president of

the bank and deposited in the hands of the cashier, payable

to his order; none of these, however, had ever been out

of the bank or presented for acceptance; deposit was in-

debtedness and circulation was indebtedness; to maintain

a circulation on deposits was to build up one species of

indebtedness on the basis of another. In 1855 circulation

was restricted to 125 per cent of the capital and in 1858

to 75 per cent.

a For statistics see Root in Sound Currency, 2: 4.

b Woodward, The Hartford Bank, p. g.
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In Rhode Island the charter of the Providence Bank,

1791, placed no limitation of any sort upon circulation,

and in harmony with the principles of freedom which

governed legislation in that State for many years, several

subsequent charters were silent on this point. In I8O5
indebtedness was limited to capital plus the deposits!a

In 1820 issues were limited to the paid-in capital, and in

1837 a more elaborate set of percentages on capital was

adopted as follows:

Banks with a capital of- Per cent.
$50,000 --------------------------------------------------- 75

S56,ooo to S120,000 ---------------------------------------- 65

$120,000 to $200,000 --------------------------------------- 40

$2o0,0o0 to $300,000--- ---------------------------------------- 30

$300,000 to $400,000- 5---------------------------------------5

$400,000 to $500,000 --------------------------------------- 20

In 1859 the limit was made 65 per cent for all banks.
In New Hampshire circulation was based on capital,

and in 1825 in the charter of the Commercial Bank of

Portsmouth the issue could not exceed the capital under
penalty of $io,ooo. In 1838 a law was passed providing

that loans made on a pledge of bank stock should be

construed as a diminution of capital in determining the

volume of notes. In Vermont, after 1840, circulation
was limited to double the capital.

Maine, in 1831, made 15o per cent of the capital the

rule of maximum issue, but in 1838 classified the banks
according to capital and reduced circulation to ratios

ranging from 66Y3 to looper cent. In 1846 the circulation

in excess of 5o per cent of the capital was limited to three

times the specie held, and the total circulation to capital

a Stokes, Chartered Banking in Rhode Island, p. 2 1.



National Monetary Commission

plus the specie. As a penalty for overissue, a bank

forfeited io per cent.
In New York the Bank of New York, 1791, was given

a more generous privilege and indebtedness ran to three
times the-capital, exclusive of deposits. In 1829, under

the safety fund act, this proportion was reduced to twice
the capital. In 1834 a legislative committee suggested
the advisability of still further restricting the issues to

not exceeding capital; and in that year several charters
were granted in which the limitation was fixed at one

and a half times the capital. Under the law authorizing
suspension of specie payments in 1837, circulation was

restricted so that the volume of notes possible under
previous laws was reduced from $69,ooo,ooo to $30,000,000.

In the same year, by the new banking act, provision was
made for note issues according to capital, as follows:

Capital. Notes.

Siooooo S15o, oo

120,000 z6oooo

I0,000 175,000

200,000 200,000

250,000 225,000

300o,000 230,000

400,000 300,000

500,ooo 
3
5o,ooo

6oo,coo 450.000

700,000 500,000

1,000,000 8oo,ooo

1,490,000 1,000,000

2,000,000 Z,200,000

New Jersey as well as Pennsylvania, in the general

banking act of 1824, established twice the capital as a
ratio, and this proportion was to be found also in Mary-
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land.a For one year, i818-i9, New Jersey tried a stricter
rule by limiting note issues to double the specie and notes
of banks on hand which commanded specie.b Maryland,
in 1837, enacted that after resumption circulation should
be limited to paid-in capital.c

Virginia, in the charter of the Bank of Alexandria, 1792,

allowed four times the capital;d in a charter of I812 this
was reduced to three, and in i817 to double. This latter
ratio continued in that State and was reenacted in a gen-
eral law of March 22, 1837. The latter act also limited
the volume of notes not to exceed five times the specie.

The prevailing ratio in the Southern States was three
times.f Georgia, however, in the charter of the Central
Bank, 1828, proportioned the volume to the amount of
specie, notes of other banks in the State, and notes of the
United States Bank which were held in its possession.
In a bank convention held in 1837 the banks agreed vol-
untarily to limit their circulation to paid-in capital and
specie in hand. In 184o an act was passed in Mississippi
(February 21), providing that no bank should issue more
than three times the specie in its vaults. In Louisiana
the banks of New Orleans in a convention of 1838 resolved.
by agreement that the circulation of each bank should be
based on the amount of capital paid in and the accumu-

a Bryan, History of State Banking in Maryland, p. 32.
b.Priv. Acts, N. J., 42 Ass., x sess., p. 6o; .Priv. Acts, 43 Ass., 2 sess.,

p. x6.
c Acts, Md., 1837, ch. 315.

d Laws, 1792, ch. 76, sec. 13.
e Laws, x836-37, ch. 82, sec. 2.
f/Sumner, History of Banking, 1:45.
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lated profits. The rates assigned to each bank varied
from 25 to 50 per cent of this amount.

Ohio did not make any restriction upon 'note issues

until 1812, when three times was the ratio adopted.a In

1839 circulation was limited to three times the specie.
Michigan, in 1837, adopted a scale like that of Rhode

Island, basing circulation upon capital according to the
following ratios:

Capital. Circulation.

$20,000 $3o,000

50,000 75,000

65,ooo 8, ooo
100,000 13o,ooo

130,000 175,000

200,000 200,000

and for banks with capital above this amount, circulation
to be the same-as capital. Kentucky in 1858 limited cir-

culation to paid-in capital. Missouri, in the charter of the
Bank of St. Louis, 1813, also limited indebtedness to twice

the capital stock.

There was a marked variation in the exercise of the note
issue function between banks in the country and those in

cities. The latter had larger deposits and capital in order
to make loans, and thus made less use of notes. This

difference between banks in thinly settled districts and

districts covered with towns and cities is seen in a com-

parison prepared by Stokes between the three northern
and the three southern States of New England :b

a Charter of the Bank of Muskingum.
b Stokes, Chartered Banking in Rhode Island, p. 23.
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[Thousands omitted.]

Year. Capital. Circula- Percent-
tion. age.

Maine ...---------------------------- 1820 Sx, 
6

oo S1400 88

New Hampshire ----------------------- 831 2,000 1,100 55

Vermont ----------------------------- 834 920 1,460 '59

Average --------------------------------------------------- 88

Massachusetts-------------------------i18o o, 6oo 2,6oo 25

Rhode Island ------------------------ 1821 3,200 675 21

Connecticut -------------------------- 1834 6,8oo 2,400 35

Average ------------------------------- -------------------- 32

Maine ------------------------------- 855 7,3co0 ,100 70

New Hampshire ---------------------- 855 4,400 3,6oo 82

Vermont ----------------------------- 855 3,6oo 3,70o io3

Average ------------------------------------------------ 8o

Massachusetts ------------------------ 1855 •58,6oo 23, to 39
Rhode Island -------------------------- 1855 8,700 5,400 29
Conndeticut --------------------------- 855 17,100 6,8oo 40

Average ------------------------------------------------- 37

In 1834, the banks in Maine, New Hampshire, Con-
necticut, and Massachusetts, outside of Boston, had a
circulation of about one-half of their capital, while that of
the Boston banks was about one-sixth. In the analysis
of these figures it is to be noted that the restrictive laws
relating to circulation, while different in point of time,
were very similar; that the Suffolk system of redemption

extended over the entire section, and that the methods
of paying. in capital through stock notes did not vary
greatly.

The same difference between city and country banks
in the exercise of note issues is to be observed in other
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sections. In New York, for example, in 1820, the Wash-
ington and Warren Company, a country bank which "had

a paid-in capital of $176,ooo and only $201 in deposits
had $x 86,ooo in notes. The Bank of Geneva, with $ioo,ooo
capital and deposits of $21,5oo, had $187,6oo in notes.4

In 1829, eleven city banks with a paid-in cpital of $ii,-
252,000 had a circulation Of $3,529,000, while eleven

country banks with a capital of $2,9o6,ooo put out
.$3,138,ooo in notes. In Wisconsin, to use a western illus-
tration, fourteen country banks at a later date had note

issues equal to 90 per cent of their capital, as compared
with the Milwaukee banks, which had a little over 50 per
cent of their capital in notes.

During the earlier years of the century, there was a

common notion that the volume of currency should bear
a certain proportion to the annual product of industry;
as to the exact ratio, however, there were wide-spread
differences of opinion, writers varying from one-fifth td
one-thirtieth. In a report made by Mr. Benjamin Hazard,
chairman of a legislative committee in Rhode Island, 1826,
the average of these extremes, or one-eighteenth, was
accepted as a possible criterion. It was then estimated
that the annual product was probably not over 7 per cent
of the gross national capital. As ratable property in
Rhode Island amounted to $32,64o,000, 7 per cent of this
would be $2,284,ooo. This was about one-fifth of the
authorized banking capital, and it was consequently
concluded that the note circulation of that State, instead
of one-eighteenth, amounted to nearly two-thirds of the

a Report of Committee on Currency, Assembly Journal, 1820, pp. 468-469.



State Banking Before Civil hWar

annual product, a volume far in excess of what was
desirable.

This same idea was accepted in a report of a select com-

mittee of the Maryland legislature, to which was referred,
in 1830, memorials of a large number of citizens praying
for the establishment of a state bank.a It was argued
that the welfare of the people depended on maintaining
a proper equilibrium between the total amount of property
and the medium by which that property was exchanged.
Whenever the volume of money was suffered to fall below
its due proportion to the whole property of the people
so in the same degree was their industry checked, their
enterprise abated: their public works embarrassed, and
their prosperity withered.5

The following table shows the actual circulation com-
pared with circulation permitted in the New England
States:

[Sound Currency, Vol. 8:215; No. 4. December, 19 Os.J

1840.

Actual Circulation
State. Banks. "Capital. circulation, permitted.

Massachusetts --------------- -x $33,730,OO $9,112,882 $42,187,OOO

Rhode Island ----------------- 62 9,880,5oo 1,719,23o 5,000,000
Connecticut ----------------- 3 8,806,204 2,325,589 x3,209,000

Maine ---------------------- 49 4,671,5oo 1,224,658 3,5ooooo

New Hampshire ------------ 27 2,837,5o8 r,o88,750 2,837,000

Vermont ---.---------------- 7 1,196.770 1,099,784 3,590,000

Total ----------------- 3ox 6x,142,482 z6,570,893 70,323,000

a Teackle's Report.
bSee also veto message of governor of Mississippi, Feb. xS, 1838.
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18SO.

Actual Circulation
State. Banks. Capital. circulation, permitted.

Massachusetts -------------- 16 $36,925,050 $17,005,826 $46,156,oo0

Rhode Island --------------- 63 11,7x6,337 2,553", 865 
6

,oo'o, oo
Connecticut ----------------- 37 9,152,801 4,888,029 13,729,000

Maine --------------------- 32 3,248,ooo 2,654,208 3,050,oo

New Hampshire ------------ 22 2,203,950 1,75I,096 2.203,oo

Vermont ------------------- 27 2,197,240 2,856,027 4,395,oo

Total ------------------- 3o7 65,443,378 31,709,051 75,533,oo

- 1860.

Massachusetts -------------- 178 $66,482,050 $25,012,745 $83,102,000

Rhode Island'---------------- 91 2o,865,569 3,588,295 z3,562,ooo

Connecticut ---------------- -74 2,6o6,997 7,702,436 26,205,000

Maine --------------------- 68 7,5o6,890 4,149,7r8 5,765,oo

New Hampshire ------------ -51 4,98i,ooo. 3,332,010 , 4,93,oo0

Vermont ------------------- 44 3,872,6A2 3,784,673 7,745,000

Total --------------- -5o6 125,315, 148 47,539,877 131,3io,ooo

Notwithstanding the liberal provisions which charters
granted for .circulation, banks in the Northern States,
either through policy or compulsion, rarely issued the
legal maximum. Restriction by statute was operative
upon the smaller banks, but was of little need in control-
ling the larger institutions which had the legal capacity
to supply by far the greater part of the circulating me-
dium. These latter were effectually restricted by the
rapidity with which the notes were turned back for re-
demption. For example, in Rhode Island note circula-
tion never exceeded one-third, and on an average not more
than one-fifth of the nominal capital stock, which was far
below what the law permitted.
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In New York, in 1832, the banks could issue nearly

four times the amount which they actually put in circu-

lation.a According to Gallatin, writing in 1831, the av-

erage amount of notes issued by all the State banks in the

country did not exceed 81 per cent of the capital.

Sudden or wide fluctuations in the volume of currency

were generally regarded with concern, for the relation of

note issue to the elastic demands of commerce and indus-

try was but little recognized. Note issues were rather

regarded as a medium of exchange, convenient and cheap,

and therefore serviceable to the public; notes economized

capital and facilitated the operations of business, and any

marked change iW the volume was held responsible for

changes in prices. It was held, therefore, that the con-

trol of the currency ought never to be intrusted to indi-

viduals who could change the volume according to their

own private interests; as well might individuals claim

to be chartered for military purposes or for laying out

turnpike. roads.b

VIII. DENOMINATIONS OF NOTES.

Limitations or restrictions directed against the issue

of bank notes of small denominations were enacted in

some of the States at an early date. Although a consistent

policy was not adhered to, the agitation for the suppres-

sion of such notes continued to spread and occupied no

small part in banking controversies as long as state bank

issues prevailed. Arguments for their 'issue were obvious.

a Report of Bank Commissioners, New York, t832.

b Report of Benjamin Hazard's Committee, Rhode Island, 1826.

24635-Io-----5
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There was scarcity of specie, and it was urged that there
was frequent need for the remission of sums under $5.

Moreover much of the country produce was purchased

by dealers who traveled through the country and paid out
small sums, and for these, it would be inconvenient to
carry a large bulk of specie. Banks also found it for
their interest to circulate the smaller notes which were
less likely to come back for redemption. The disadvan-
tages were not so apparent, but objection to their issue

was found in the ease with which notes could be counter-
feited, and the consequent hardship if circulated among the
more ignorant and poorer classes. Again, they gave spec-

ulative banks a greater opportunity to inflate their issues.
The history of small -note issues conveniently divides

itself into two periods before and after 1830.

The charter of the Massachusetts Bank, 1784, con-
tained no express power to issue bills and consequently is
silent as to the denominations of notes, but the validity
of its notes was recognized by subsequent statutes. The
issues of the Union Bank in 1792 were restricted to notes

of $5 and upward; those of the Nantucket and Merri-
mac banks, next incorporated in 1795, to bills of $2

and upward; and those of the Rutland and Essex banks,
incorporated in 1799, to bills of $5 and upward. In

the-same year the issue of bills under $5 was prohibited
to all banks, except the Nantucket. In 1802 the circu-
lation of bills below that denomination, issued in other

States, was prohibited under a penalty; this resulted
in a scarcity of small change for currency, and in 18o5
permission was given to her own banks to issue notes
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for $1, $2, and $3 up to 5 per cent of the capital.a This
amount was increased in 1809 to 15 per cent. b In 1812

it was reduced to io per cent, c and in 1818 increased to

25 per cent, where it remained for many years.4

In the other New England States there was less agita-

tion, and in New York small notes were tolerated almost

without dissent. New Jersey in 1812 attempted to

establish a limit of $3, but in the following year fell back

to. $i, and in 1815 authorized her banks to issue notes

for even less than $i, pending the war with Great Britain.

In 1830 the circulation of..f6reign bank notes under $5,

except those of New York City, were prohibited. This

law, however, became a dead letter.

In Pennsylvania there was more decided opposition,

and restrictions. were imposed in 1817. There were,

however. evasions of the law and many small notes were

introduced from other States. Public sentiment was

averse to stringent measures, and in 182o defeated a bill

prohibiting the circulation of foreign notes.f Finally, in

1828, circulation of small notes of other States was pro-

hibited. In Maryland specific prohibitions were inserted

in the charters of the Bank of Baltimore, 1795, ,and the

Mechanics' Bank, 18o6, against the issue of notes under

$5; and ini 1812 the restrictions were made absolute for

all banks seeking a renewal of charter.

aActs, -Mass., 18o5, ch. 24; Tenth Report of Bank Commissioners, x86o,

p. 132.

b Acts, Mass., i8o9, ch. 99.
CActs, Mass., 1812, ch. 56.
dActs, Mass., 1818, ch. 76; see also Root, Sound Currency, 2 -4.
eNiles, 47':1 76.

fRaguet, Currency and -Banking, p. 136.
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The suspension of specie payments in 18 14, in this State

as in other sections,. delayed the progress which was being
made toward the suppression of small -notes. With the

disappearance of specie, notes were issued in some States
as low as 25 cents, some with the sanction of the law, and

others without it. Notes were also issued by corporations,
public officers, and individuals as low as 5 cents. It

was difficult consequently, when specie payments were
renewed, to regain the ground lost during the period of

vitiated currency. Maryland, therefore, in 1814 was
forced to make some temporary concessions, but when

the war was over, endeavored to rid herself of these small
notes. In 1820 the presidents of the Baltimore banks

resolved that they would not issue any notes less than $5.a

In 1821 the legislature, noting that the existing law was
violated, imposed a penalty for each offense of issue by a

bank, including a fine of $,5 to be paid by an individual
for passing the note of any bank not chartered by Mary-
land.b Such'resfrictions were not altogether welcomed
even by bank critics. Niles, who frequently referred to

small notes as "filthy dowlass," thought that public con-

venience would be served if one of the banks was author-
ized to issue $3 notes, c and in 1833, noting that bills under

$5 did not circulate in Maryland, remarks that it was.

necessary to carry about silver dollars and smaller coin,

an inconvenience which hardly repaid for the security
against fraudulent issues of $i and $2 notes.d Notwith-

a Niles, 19:7..

bLaws, Md., session of 1820, ch. 150; Niles, 19:47.
cNiles, 29:177; November ig, 1825.

dNiles, 45:145.
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standing this restrictive legislation, some of the country
banks issued, contrary to law, small notes on the ground
of necessity. Some, indeed, claimed the right as derived
from their charters, which could not be impaired by sub-

sequent legislation. a

The legislature of Virginia in the charter of the Bank of
Alexandria, i792, forbade the issue of notes of less than
$5; b and the same restriction is to be found in the char-

ter of the Bank of Virginia, 18o4. In i815 some of'the
banks were authorized to issue nqtes for $i, $2, and $3

until six months after the termination of the war with-
Great Britain.c In 1816 it was enated that no corpora-
tion or individual should issue a note or check for less

than $i, and the holder of such a note might recover $5
against the makerd Virginia, like Maryland, suffered
from small notes put into circulation by banks in the
District of Columbia; although under the jurisdiction of

Congress they were among the worst offenders and found
a large field for profitable operations in spreading their
circulation over neighboring States. It was conse-
quently proposed that the Government prohibit the

receipt of notes of banks issuing notes of less than $5.
Niles. however, who could not be regarded in any way
as a bank sympathizer, questioned the expediency of

legislating upon this subject; "for public opinion," he
wrote, "was whipping the small notes out of circulation

a Report of Bank Commissioners, Maryland, 1837.
bLaws, Va., ch. 76, sec. 14.
C Acts, Va., 18 5, ch. 25.
d Laws of Virginia, x816, ch. 23 , sec. 1O.
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as rapidly as public convenience would admit. ' a In
1820 Virginia enacted more stringent legislation, making
the issue of notes or checks intended to be circulated as
money for an amount less than $5 a misdemeanor and
punishable by fine or imprisonment. Penalties were also
enacted against bringing such Currency 'into the State
with intent to circulate. b In 1837 the prohibition was ex-
tended to notes of less than $io, and after 1840 to notes
of less than $20. South Carolina, in 1812, forbade the
Bank of the State of South Carolina to issue any note
under $i, and in the following year it forbade all other
banks to issue notes under $5, thus giving the Bank of the
State of South Carolina the monopoly of the smaller
notes. Ohio in 1819, Florida in 1828, and Georgia in 1830

forbade the issue of notes under $i.
By 1830 there were then only three States-Pennsyl-

vania, Maryland, and Virginia-in which notes under $5
did not circulate.- In North Carolina and South Carolina,
and in a few other sections, there were notes as low
as $0.25, $0.12 4, and $.o6Y4. The total amount of notes
under $5 in use throughout the country at this period
was estimated at about $7,ooo,ooo, and of $5 notes at
$io,ooo,ooo. e The agitation still continued, being rein-

forced by the hard-money policy of Jackson and those
who desired to exclude all forms of paper money. In
1835 the Treasury Department began to exert pressure
to reduce the circulation of bills of small -denominations.

a Niles, i9:298; Jan. 6, 1820.
b LaWs, Va., 1820, ch. 8, see. i-4; Niles, 19: 65.
c Laws, Va., z836-37, ch..,82, sec. i.

dGouge, History of Paper Money and Banking in the U. S., pt. I, p. 56.

eWhite's Report, Feb.,, 1831
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A circular was issued (April 6) stating that the Treasury
would exercise its discretionary power over the receipt
of public money and that ultimately it intended to exclude
all notes-of a denomination of less than $io. It, how-
ever, announced that it intended to make arrangements
as soon as possible to discontinue the use of any bank as
a fiscal agent which continued to issue notes less than $5."
Gallatin, although a friend of banks, advised the elimina-
tion of all notes under $io.

Connecticut, in 1835, forbade the issue of notes of
less than $2, and of less than $3 after January x, 1836; in
the next, year the minimum was fixed at $5. Her bank
commissioners, however, in 1837, complained that $i and

,$2 bills of Massachusetts and Rhode Island banks came
in and in some sections were abundant. Such bills, in

particular, were loaned by banks of Rhode Island and
used by manufacturers for the payment of laborers; and

as Connecticut banks would not receive them and prose-
cuting officers were averse to taking action, they remained
in circulation.b Maine, also, in 1835, passed an act Pro-
hibiting the circulation of all bills under $5; no bank was
permitted to issue any bills of $i, and after January .i,

1836, no bills of $2; and after June i, 1836, no bills of $3;
and for the circulation of such bills there was a penalty
of double the value of the bills to be forfeited. Two
years later the commissioners reported that the law
had been obeyed by the banks, but private individuals
had encouraged the use of these illegal notes.

aSee also circular of Feb. 22, 1836.
b Report of.Bank Commissioners, Conn., 1837.
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The decisive action on the part of Pennsylvania in 1828

gave rise to a movement for a suppression in New York,

and in 1835 (April 20) the legislature prohibited the cir-
culation within that State of the notes of other States of a
less denomination than $5, the penalty being the forfeiture

of the "nominal amount of such bank note, bill, or prom-

issory note, with costs of suits;" and on March 31, 1835,

an act was passed making it unlawful "for any person or

corporation to pay, give, or offer in payment, or in any

way circulate or attempt to circulate as money within this

State, of a less denomination than $5, or of a denomination

between $5 and $io;" the penalty for violation of the act

beifig four times the nominal value of such bill, note, or

evidence of debt. Corporations having banking powers

were also prohibited from issuing or putting in circulation

notes of a less denomination than $5, under a penalty bf

$ioo for each bill put in circulation. 'This act was super-

seded by the act of February 28, 1838, which contained

still more stringeni provisions against the issue and circu-

lation of notes below the denomination of $5.a It proved

difficult, however, to exclude outside bills, for on the

northern frontier Canadian bills circulated quite as freely

as those of New York banks. This was attributed to the

defect in the laws which imposed a penalty upon both the

person passing and the person receiving a note, thereby

making it to the interest of both to conceal. The small

note law was also'evaded in instafnces by the use of small

checks drawn by individuals upon a neighboring bank.b

a Assembly Report, N. Y., No. 215, March 2, x835; Sen. Report, No. io8,

March 25, 1834; Sen. Report, No. io, Jan. io, 1838; Niles, 48:158; 49:2.
b Reports of Bank Commissioners, N. Y., x837, 1838.
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So strong was the opposition to these restrictions that

the question became an issue in the state election of I838,

and as a result the acts were repealed February 21, 1839. a

Pennsylvania, in granting a state charter to the United

States Bank in 1836, forbade the issue of notes under $io;

North. Carolina, in 1833, established $3 as the minimum

limit; Georgia, in the same year, suppressed notes under

$5; and Alabama about the same time prohibited the

circulation of notes of foreign banks under $5.'

Ohio, in 1836, also passed a restrictive measure, which

was opposed by the banks on the ground that under their

charters they possessed vested rights which could not be

.impaired. The legislature, therefore, tried an indirect

method of compulsion by impqsing a tax of 20 per cent on

dividends, unless banks surrendered their asserted rights.

The charter of the State Bank of Indiana, 1834, excluded

notes of less than $5, and the legislature reserved the right

after ten years to prohibit notes under $io. The Bank of

Missouri, chartered in 1836, went even further and pro-

hibited notes under $20.

The suspension of specie payments in 1837, again

retarded the movement for suppression. Small notes and

tickets were once more brought into circulation, and many

of the States legalized their use temporarily. A few banks

in Massachusetts resorted to the issue of fractional bills

for $o.25, $I.5o,* and $1.75. Although the associated

banks of Boston discountenanced these issues as contrary

to the spirit of bank charters, public sentiment upheld the

fractional bill banks as benefactors. New Jersey, in 1838,

a Report of Comptroller of Currency, 1874, p. Xxviii.
b Niles 47:428.
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repealed an anti-small-note law passed in 1835. In 1837

Virginia suspended -the small-note law until April i, 1839,
and expressly authorized the issue of $i And $2 notes, not
exceeding 4 per cent of the capital.a This temporary per-
mission was continued in I84O. b  In 1840 Pennsylvania

and the Southern States were practically the only sections
-which were free from notes under $5, and De Grand, in

1841, stated that the attempt to suppress the circulation
of smill bank notes had generally been repudiated by
public opinion. c

Agitation was renewed, however, beginning with about
184o, but so much ground had been lost that it was diffi-

cult to make much headway. In New York, enactments
against circulation did not prevent the issue of notes, and

in 1855, the small-bill law, which had been enacted twenty

years before, was repealed on. account of its nonenforce-
ment. In i86o New York was flooded with $1, $2, $3,
and $4 notes of the banks in the interior and of the New

England States. In Massachusetts an earnest effort was
made in I855 to suppress bills under $5, but the country
banks opposed- and the legislature did not take action, for
it was thought impossible to keep out the issues of other

States.d In Rhode Island fractional bills were prohibited
in 1853; and at that tinie more than one-fourth of the
total circulation of $5,ooo,ooo was in denominations
under $5.

a Laws, Va., 1837-38, ch. 1o4; ch. zo6, sec. 6.

b Laws, Va., 184o-41, ch. 76; Laws, 1841-42, ch. 105.

c Proceedings of the Friends of the National Bank, Boston, July X5,

1841, P. 15.
dTenth Report of Bank Commissioners, Mass., 186o, p. 129; Merchants

Mag., 34:695.
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Pennsylvania again in i85o (April 16) prohibited the

issue of notes of a denomination less than $5, but in another

later act (April 17, i86i) authorized the issuing of notes of

denominations of $i, $2, and $3 to an amount not exceed-

ing 20 per cent of the apital stock paid in.

Virginia in 1854 imposed a fine of $io for the issue of

notes of less than $5. The State constitution of Florida

in I845 forbade the issue of notes' under $5, and author-

ized the legislature, at its discretion, to raise the amount

to $20. The banking act of Ohio, 1845, provided that $i

notes should not exceed io per cent; $2 notes, 5 per cent;

$3 notes, io per'cent, of the total circulation, and in 1854

the circulation of foreign bank bills of less than $i.o was

prohibited. Indiana in 1855 forbade the State Bank of

Indiana to issue more than one-twentieth of its bill circu-

lation in denominations under $5, and Tennessee placed

a similarirestriction upon banks other than the. Bank of

Tennessee.- Kentucky in i843 b restored the privilege

of. issue of notes of less denomination than $5, but again

imposed restrictions in I858. c

IX. RFDUMPTION OY BILLS-LEGAL PUNALTIES.

In the earliest charters there was no express provi-

sion made for.the redemption of notes, nor was there any

penalty for nonredemption. The issuifig of notes was

generally regarded as the principal object of a bank's

existence, instead of an incidental function. The limi-

tation of note issues to a certain proportion of the capital,

a Merchants' Mag., 37:219.

bSee acts of March 8, 1843, and January 21, 1848.

c Act of February 15, 1858.
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which was often represented by stock notes of share-

holders rather than by solid funds, was of little conse-

quence. Practically the only security for convertibility
lay in the liability imposed upon stockholders, and more

particularly upon directors, in case of failure or misman-

agement. Indeed, many in the earlier part of the cen-
tury considered that it was improper and injurious to call

upon a bank for specie in payment of its' bills. "Brokers
who sent home the bills of country banks were denounced

as speculators and bloodsuckers, whose extirpation would
be a public benefit." Respectable men defended the con-
duct of banks in interposing obstacles to the payment of
their notes to brokers who had bought them up to dis-

count. A Boston broker was brought before the grand

jury of Vermont for demanding payment in specie for the
bills of one of its banks, on the complaint of the attorney-

.general that he was guilty of an indictable offense. a

As a result of disastrous experience, various methods
were tried to enforce redemption. On the one hand,
the public, through its legislatures, imposed penalties

upon banks for failure to honor their note obligations;

and, on the other hand, prudent and well-managed banks
found it necessary, in self-defense and for their mutual
benefit, to establish voluntary arrangements whereby

notes could be promptly redeemed. 'In Connecticut there
was a somewhat unusual provision that in case of the fail-

ure of a bank the holders of notes of denominations less
than $ioo should have a first lien upon all the assets of
the bank. The note holder's priority was also recognized

a Appleton, An Exanination of the Banking System of Massachuestts,

1831, P. 4.
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by Ohio in 1845, by New York in 1846, and by Massa-

chusetts in 1849. a The legal penalties devised were of

two kinds: first, a pecuniary fine for nonpayment; and,

second, forfeiture of charter. The voluntary settlements

are represented by such schemes as the Suffolk system in

England and the practice in New York of redeeming

country notes by responsible agents at a stated discount.

Massachusetts in 18io took the lead in developing

stricter responsibility by imposing a penalty of 2 per cent

a month for failure to redeem notes on presentation. b

The suspension of specie payments during the years

1814-1816 naturally gave new importance to the subject

of redemption, and at the close of the period, when the

country endeavored to extricate itself from the embar-

rassment of a depreciated currency more wide-spread

efforts were made to control bank circulation. The

Second Bank of the United States, which received its

charter from Congress in 1816, was required to releen its

notes as well as its obligations to depositors, under pen-

alty of payment of 12 per cent interest during the period

of nonfulfillment. New York adopted this principle, and

many States in different parts of the country quickly

followed.

New Jersey. in a charter of 1823 prohibited a bank,

upon failure to redeem notes in specie, from continuing

to do business until resumption; and also provided for i o

per cent damages per annum. The same provisions were

repe-ated in charters of 1824. A charter of 1828 provided

aR- M. Breckinridge, Jour. of Pol. Econ., March, 1899, p. 258.
b Acts, Mass., 18io, ch. 3-7.
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for the forfeiture of charter and also for io per cent
damages, - In 1834 a charter provided for forfeiture if
there was suspension for a space of seven days, but in 1837

this delay was increased to fifteen days.

In Maryland the charter of the Frederick County Bank,

1817, provided that if the bank refused to pay specie the

charter should be null and void; in 1819 - the payment of
6 per cent interest on dishonored notes was. enacted for

all banks, a rate which was quickly raised to 12. In Penn-
sylvania, in 1824, the cashier was required to indorse a

note when refused and the payment of dividends was

forbidden during the suspension.b

With few exceptions previous to 1830 there were no
penalties in southern charters for not redeeming notes.

Banks were under no legal obligation to pay demands

except by suit, and note holders were in the same position

as other creditors. Virginia, in 1834, made the Merchants'
and Mechanics' Bank liable for 12 per cent interest besides

damages, and in 1837, by general statute, made failure to
pay in specie a ground for issuing judgment on ten days'

notice for the amount of the bill and io per cent damages

and 15 per cent interest. It also provided for forfeiture

of the charter. c In 1838 the penalties were temporarily

waived, and in 1841 that of forfeiture of charter was
repealed. d It was then provided that notes presented and

not paid in specie should be indorsed by the cashier and be

subjected to 6 per cent interest. In 1856 e the rate was

a Laws, Md., session of 1818, ch. 117; Niles x6:359.
b Acts, Pa., March 25, 1824.

C Laws, Va., 1836-37, ch. 82, sees. 4, 5.
d Laws, Va., 1840-41, ch. 77, sees. 2, 3.

c Laws, Va., 1855-56, ch. 79, sec. 19.
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raised to 12 per cent. In North Carolina a-charter was
granted in 1833 which included a penalty of 12 per cent
interest in case of refusal to redeem; and in South Caro-
lina, in 1840, it was enacted that in case of nonredemption

of notes, the bank should pay 5 per cent of its circulation
every month. Florida imposed a penalty for nonredemp-
tion, in some instances providing for xo or 12 per cent
damages, and in others demanding a forfeiture of charter.
In case of suspension by .the Bank of Florida, 1843, the
directors were liable to indictment for misdemeanor, and
on conviction, to imprisonment for five years and a fine of
$5,ooo, the president and cashier were liable for indict-
ment for felony and to imprisonment for five years. and
a fine of $2o,ooo, and in addition the bank was called

upon to pay 5 per cent damages.- Alabama, in 1821,

passed an act providing that nonspecie paying banks
should show cause why their charters should not 'be
revoked. Charters of most of the banks in Louisiana,
down to 1837, contained an express condition of forfeiture
for failure to redeem.b

In Ohio, by the general law of 1824, suspended banks
were subjected to interest on notes' demanded and not
paid, but were exempt from further interest by giving
notice of the time they would resume. In charters from
18 29, with one exception, a penalty of 12 per cent in addi-
tion to legal interest was imposed. In. the charters
granted in 1833-34 the legislature reserved in case of non-

redemption the power to amend or repeal the charter. In

a Acts, Fla., March 5, 1843.
b See Governor's Message, La., December xx, 1837.
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one case suspension for more than thirty days was ex-
pressly made a forfeiture.

Kentucky, -in 1818, by a law creating forty new banks,
enacted that all notes should be redeemed either in specie
or in notes of the United States Bank, or of the Bank of
Kentucky; if refused, charters would be liable to forfeiture.
In 1821 Kentucky intentionally adopted a policy of infla-
tion and the Bank of the Commonwealth by its charter
"was relieved from all danger of suspension by not being

required to redeem its notes in specie. Its paper was made
payable and receivable in the public debts and taxes, and

certain lands owned by the State south of the Tennessee
River were pledged for the final redemption of its notes."
The charter of the Louisville Bank of Kentucky, 1833,

made it unlawful for the bank to issue any note, bill, or to

loan money after it shall have failed to redeem its bills or
notes in specie.

Indiana, in 1818, provided that if a bank failed to pay
notes in specie the cashier should be required to indorse
that fact on the note, after which the note should draw
interest at 6 per cent; in 1834, 12 per cent interest was

allowed and suspension constituted grounds for closing the
bank as insolvent. The charter of the State Bank of
Indiana, 1842, provided that failure to pay in specie was a

cause for closing the bank except when the specie was
demanded by nonspecie paying banks in Ohio, Illinois,
Kentucky, or Michigan, or by those intending to send the
specie out of the State.a

a Laws, Ind., 1842, ch. 68, sec. 7.
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Illinois, in i816, in granting a charter to the Bank of Illi-

nois at Shawneetown, fixed the penalty for suspension at

12 per cent, but in 1841 the State Bank of Illinois com-

plained that it was the only bank in the State whereby

suspension involved a forfeiture of charter. Missouri, in

chartering the Bank of Missouri, the second bank in the

State, required that. all notes should be redeemed under

penalty of a forfeiture of 5 per cent per month.

X. REDEMPTION BY VOLUNTARY SYSTEMS.

Early in the century the question of accepting bank

notes in all places at par became a subject of dispute.

Banks in the Eastern States rapidly increased, and they

wished to gain all possible advantage from the circulation

of their notes in Boston. Objection was then made to the

cost of guaranteeing redemption because of the expense

of transportation, and this was entirely apart from any

suspicion of a bank's ability to redeem. Practice varied;

sometimes the bills were received at a distance at par,

sometimes at a small discount. "The country banks con-

sidered it a great hardship that the Boston banks should

send home their bills and demand specie for them instead

of putting them in circulation again. Public opinion took

the side of the country banks, and the Boston banks very

unadvisedly gave up receiving the bills of out-of-town

banks altogether. The consequence was that the bills of

country banks obtained the entire circulation even in

Boston. Boston banks had given them currency, their

solvency was not doubted, and for all common purposes

they became equally current with the bills of the Boston

24635-IO-6
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banks, which were only necessary for the purpose of making

paylnents at those banks. A double currency was thus

introduced; the one called foreign money or current money;

the other, Boston money, the difference being for several

years about i per cent. * * * This state of things

introduced a new branch of business and a new set of

men, that of. money brokers, whose business it was to

exchange these currencies one for the other, reserving to

themselves a commission of about one-fourth of i Per cent

or, in the language of the day, giving a premium of three-

fourths per cent for Boston money and selling it at a

premium of i per cent. * * * The supply ere long of

(foreign) money exceeded the demand; and as the channels

of circulation overflowed, the brokers began to send the

bills home for payment. The state of the currency

became the subject of general complaint. The brokers

were denounced as the authors of the mischief and the

country banks made no scruple of throwing every

obstacle in the way of their operations. * * * It was

soon discovered that a bank could be made profitable in

proportion to its distance from Boston and the difficulty

of access to it. The establishment of distant banks

became a matter of speculation, the favorite locations

being the remote parts of Maine and New Hampshire. 'a

An orgaiized effort was then made to extend the circu-

lation of foreign bank notes by the incorporation, in I8O4,

of the Boston Exchange Office. This had a capital of

$15o,ooo, consisting of foreign money and $50,000 in

specie. The charter provided that the corporation should

aExamination of the Banking System of Massachusetts, 1831, pp. 10-12.
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not make any demand for specie in any other incorporated
banks "whereby to cause distress, nor offer to furnish any
person or persons with bills to that purpose;" and the
office in turn was restricted from asking or receiving a
premium for exchanging bills of any bank for specie, or
from purchasing a bank's bill at a discount. This insti-
tution, however, was bought up by a promoter who used
it for speculative purposes, and the experiment did not
receive a fair test.

As the evils of a depreciated currency increased, the
merchants of Boston in i8o8 formed an association for the
purpose of sending back bank notes and demanding specie
for them. "This soon brought the currency to a crisis.
The Farmers' Exchange Bank in Rhode Island suddenly
failed under the most alarming circumstances. The
shock upon the public was tremendous. The Berkshire
Bank soon followed. The discovery that banks could
fail affected the credit of all. In the course of the year
18o9 the greater part of the country banks of Massachu-
setts, Maine, and New Hampshire having any consider-
able amount of bills in circulation stopped payment.''a

It was at this time that the legislature of Massachusetts
imposed a penalty for nonredemption. -But more super-
vision was needed than could be obtained by statute.
Foreign bank bills flowed into Boston to excess, and these
could not be converted into Boston funds except at a dis-
count from i to 5 per cent. It was estimated that the
exchange of bills reached $ioo,ooo a day, with an annual

aAppleton, Examination, etc., p. 14.
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cost to note holders of $125,OOO. Country banks "stuffed
the money market everywhere with their paper." a

In 1814 the New England Bank in Boston individually

undertook the task of securing the redemption of bills of
New England banks. It received the notes of all these
banks at a discount varying according to distance, but in
no case exceeding i per cent; and on condition of a perma-
nent deposit they were returned to the issuing bank at the
same rate of discount. Discounts were thus kept within
a range of one-fourth to three-fourths per cent. This

policy tended to reduce the circulation of outside banks.

XI. SUFFOLK SYSTEM.

In 1819 the Suffolk Bank, of Boston, determined to
undertake the redemption of foreign money according
to the terms adopted by the New England Bank. It
was voted that any bank placing with the Suffolk Bank

$5,000 as a permanent deposit, with such further sums

as would be sufficient to redeem its bills taken by the
Suffolk Bank, should have the privilege of receiving its
own bills at the same discount at which they were pur-

chased. Banks in Providence and Newport and 23

other banks, then keeping an account with the Suffolk,
were excepted from the requirement of a permanent

deposit of $5.,ooo, provided they made all their deposits
at the Suffolk Bank. If any bank refused to make the
deposit required, its bills should be sent home for pay-
ment. As a consequence of the competition of the Suf-

folk Bank with the New England Bank, discount on

aHazard's Coinmittee, Rhode Island, 1826.
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country bank notes was lessened; but "the animosity
of the country banks, which were unwilling to keep a
deposit in Boston for the redemption of their bills,
was naturally very much aroused when the Suffolk

Bank, collecting their bills,. sent them home for specie,
and much ill feeling was engendered. ' 'a Various de-
vices were planned to thwart the efforts of the Suffolk
Bank. When the Lincoln Bank, in Wiscasset, was
called upon for redemption of $3,ooo of its notes, its office
first tendered a Boston draft, which was declined. The

cashier then sought delay by delivering small change,

and by the hour of closing the doors had counted out
only $500 in coins, nothing larger than 25 cents."

Owing to the monopoly which the country banks still

possessed in the note circulation of Boston, it was de-

termined to take more decisive action, for though Bos-

ton had more than one-half of the banking capital of

New England it supplied only one twenty-fifth of the

bills in use.c The Suffolk Bank consequently addressed

a letter, April io, 1824, to each of the Boston banks,

calling attention to the fact that the "prodigious credit

thus enjoyed by the country banks is not owing to any

superior confidence in the stability of these institutions

or in their ability to redeem their promises in gold and

silver, but may be attributed to a discount founded on the

very difficulty and uncertainty of means of enforcing this

payment. Such would not be the natural operation of

these causes were these institutions what they professed to

a Whitney, The Suffolk Bank, p. 9.
b Niles, June 16, 1821.

c Whitney, The Suffolk Bank, p. io.
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be, establishments for the discount of country notes and
the convenience of country traders. Their bills would then
circulate only in their own immediate vicinity. * * *

Under the existing circumstances, we presume that a very,
great proportion of the discounts of the country banks are
made in Boston. Loans to an immense amount are made
by their agents here at reduced rates of interest, payable
in three or five days after demand, so that they can be
in funds at very short notice, and in this manner neces-
sarily deprive us of much valuable business. And this
great circulation is enjoyed by the banks out of the State,
who do not pay the tax to the Commonwealth which we
are compelled to pay."a Attention was also called to the
successful practice of New York banks, which, though
they deducted no discount to reimburse them for the ex-
pense of sending bills home for redemption, found a com-
pensating profit in the increased circulation of city notes.
The Suffolk Bank thought that a discount of only one-
fourth of i per cent would be required if it should under-
take the work of redemption. It was, therefore, proposed
that a fund be assessed upon the banks in proportion to
their respective capitals, to be placed at the disposal of
one or more banks for the purpose of sending home the
bills of the banks in Maine.

At a conference which was held of representatives of
the Boston city banks it was voted expedient to send home
the bills of all banks out of the State and also the bills of
other banks, as might be determined upon. Seven banks
thereupon subscribed $3oo,ooo in order to. carry out the

a Whitney, The Suffolk Bank, 12-13.
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arrangement, and the Suffolk Bank was chosen as the
agent.

This action created much excitement. The country
banks realized that they must curtail their circulation and
that it would probably be necessary to keep a larger specie

reserve.a For a brief time there was a bank war directed
against what was called the" Holy Alliance" and the "Six-
Tailed Bashaw." Some of the oldest and strongest coun-

try banks held out for a considerable period, refused to
deposit, and paid in specie all demands. b

The Hartford Bank, for example, claimed that the sys-
tem was arbitrary and unjust and needlessly curtailed the
profits of circulation. c The'Worcester Bank, which kept
its deposit with the New England Bank, also declined the
proposals of the Suffolk Bank and declared that it would
not consent to negotiate under an attempt at coercion.a-

A messenger from the Suffolk Bank presented $38,ooo of
the Worcester bills, or more than one-half of its circu-
lation; the Worcester Bank, having a credit of $39,000
with the New England Bank, tendered a draft in pay-
ment, which the messenger agreed to accept if the

Worcester Bank would keep its deposit with the Suffolk
Bank. This offer was refused and the -Worcester Bank
paid $28,000 in specie and dispatched a messenger to Bos-
ton to pay the balance over the Suffolk's counter. The
Suffolk Bank, however, declined the tender and sent a

sheriff to attach real estate of the Worcester Bank.

a Whitney, The Suffolk Bank, p. 15.
b Niles, May 14, August 27, 1825.

c Woodward, The Hartford Bank, p. 130.

d Worcester Bank, p. 14; July 26, x826.
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In 1825 the system was modified so that country

money was received at par, instead of at a discount.

Under these terms, the business of the Suffolk Bank

rapidly developed and finally all of the banks in New

England practically accepted the arrangement. "The

general arrangement was as follows: Each bank placed a

permanent deposit with the Suffolk Bank of $2,ooo and

upwards, free of interest, the amount depending upon

the capital and business of the bank. This sum was the

minimum for banks with a capital of $ioo,ooo and under.

In consideration of such deposit, the Suffolk Bank re-

deemed all the bills, of that bank which might come to

it from any source, charging the -redeemed bills to the

issuing bank once a week or whenever they amounted to

a certain fixed sum, provided the bank kept a sufficient

amount of funds to its credit independent of the perma-

nent deposit to redeem all its bills which might come

into the possession of the Suffolk Bank. The latter

bank charging it interest whenever the amount redeemed

should exceed the funds to its credit; and if at any time

the excess should be greater than the permanent deposit,

the Suffolk Bank reserved the right of sending home the

bills for specie redemption. As soon as the bills of any

bank were charged to it, they were packed up as a special

deposit and held at the risk and subject to the order of

the bank issuing them. In payment the Suffolk Bank

received from any of the New England banks with which

it had opened an account the bills of any New Engiand

bank in good standing at par, placing them to the credit

of the bank sending them on the day following their
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receipt."a In 1831 the banks were charged daily with

all their redeemed bills instead of weekly. In 1834 the

business of redemption had increased to such an extent

that it was difficult to assort the bills in time for the

daily settlement. The Suffolk Bank therefore notified

the Boston banks that instead of receiving all their for-
eign money at par, it could take on any one day only an

amount equal to one-half of their permanent deposit.

Above that proportion it would charge one-tenth of

i per cent. It also restricted the foreign money to that

received in the regular course, excluding deposits from

banks and brokers.b

"The banks of New England were divided into two

classes-those keeping a deposit with the Suffolk Bank
and redeeming their bills at its counter; and those which

kept an account with some other Boston bank, with

which an arrangement was made for the redemption of

their bills. The Suffolk Bank did not require the New

England banks to keep a deposit with it as a condition
precedent to receiving their bills at par. On the con-

trary, it received at par the bills of all sound New- Eng-

land banks, whether they kept an account with it or not.
It only required that they should redeem their bills at

some convenient place on penalty of having them sent
home for specie.

"For the bills of the former class of banks the Suffolk
had security in the form of deposits and collections.

For the bills of the other class it had no security except

the good faith of the banks acting as their agents, and

a Whitney, The Suffolk Bank, pp. 19-20.
b Ibid., p. 24.
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to which it charged and sent daily all the bills for the
redemption of which they were responsible. As these
could not be sent till the day after they were received,
the Suffolk Bank was actually taking the risk of redemp-
tion on all this class of bills for one day without any
security; and should any of these banks fail it had no
positive assurance that the redeeming bank, with-which
such failed bank kept an account, would receive from it
the bills it might have in hand." a

During the earlier years of the system the Suffolk Bank
had much difficulty in securing adequate deposits to meet
the terms of agreement with the banks. Particularly
was this so after 1831. Between that year and 1833, 90

new banks were chartered in New England, of which 45

were located in Massachusetts.. "The Suffolk Bank
became overloaded with redeemed bills; the banks were
slow in making remittances and the accounts of many of
them were overdrawn." The Suffolk Bank thereupon
notified the banks which had overdrawn that their drafts
would not be allowed above $io,ooo. Notwithstanding
these instructions, 44 banks, in 1836, had overdrawn
$664,0o0. "

After the suspension of specie payments, in 1837, the
Suffolk Bank was not in a position to coerce the other
banks. Some of these continued to redeem at the Suffolk,
while others withdrew their accounts. Moreover, the
Suffolk Bank was unable to reduce the overdrafts of some
of its correspondents, particularly in Maine, and it was
finally obliged to decline to receive the bills of a large

a Whitney, The Suffolk Bank, p. 46.
b Ibid., 23-2,5.
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part of them. Notwithstanding these difficulties, the

system was continued after resumption took place.

In Rhode Island the Merchants' Bank of Providence

became the agent of the Suffolk. It made arrangements

with most of the state banks to redeem for them the bills

of all other banks except those of banks located in the

same town. For this purpose it issued a large part of its

circulation in the form of bills in denominations from $ioo

to $i,ooo, and had an understanding with other institu-

tions that such bills, when received in the course of busi-

ness, would not be presented for redemption in specie, but

only in payment of their own notes. The Merchants'

Bank thus refused to receive from any bank the bills of

other banks in thesame town, but left each to care for its

own circulation by frequent redemptions of the bills of its

immediate competitors, while it cared for the redemption

of the banks by groups in each town. The Merchants'

Bank paid interest on any balance against it, while the

Suffolk Bank paid none. a

The following table b shows the redemptions which were

made by the Suffolk Bank from 1834 to 1857.

1834 --------------- $76,ooo,"ooo I46 -------------- $142, o0o, 000

1835 - ------------- 96,ooo,ooo 1847 ---------------- 165,000,000
1836 --------------- 127,000,000 1848 -------------- 178,000,000

1837 ----------- 105,000,000 1849 ------ --------- 199,000,000

1838 --------------- 77, ooo, ooo 1850 -------------- 221, 000,000

1839 --------------- 107,000,000 1851 --------------- 243,000,000
184o --------------- 94,000,000 1852 -------------- 245,000,000

1841 --------------- 1o9,ooo,ooo 1853 -------------- 288,ooo,ooo

1842 ---------------- o6,000,ooo 1854 -------------- 231,000,000

1843 -. -------- o4,ooo,ooo 1855 --------------- 341,000,000

-844-7 ------------ 126,ooo,ooo 856 --------------- 397,000,000

1845 -------------- 138,000,000 1857 -------------- 376,000,000

a Report of Bank Commissioners, Rhode Island, 1836. ,

b For figures from 1834-z850, see Merchants' Mag., 25: 467; also Knox,
History of Banking, p. 369.
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The total cost to the bank for carrying on this work
of redemption in 1858 was $4o,ooo, or about io cents
per $i,ooo.

In 1837 it was estimated that two-thirds of the circu-
lation of Connecticut was redeemed once in thirty days

and the other third once in forty-five days, largely due
to the redemption facilities in Boston and New York;
in 1842 it was estimated that one-eighth of the circula-
tion of the Connecticut banks was redeemed weekly at
the Suffolk Bank; and in 1849 it was reported that Con-
necticut circulation was redeemed in Boston once in sixty
days. In Maine, in 1842, a sum equal to the whole circu-
lation of banks in that State was redeemed at the Suffolk
Bank about five times a year; the average time which a
bill issued by a Maine bank was in circulation until re-
demption was only about two months. In Rhode Island,
toward the end of the system, there was.a circulation of
from $3,50b,0o0 to $5,300,ooo, and the average local life

of a bill was not over a fortnight. Taking the circulation
of New England as a whole it was calculated that in 1857
it was redeemed eight times annually.a

On the whole the system met with warm commendation
on the part of the best bank and state officials who had

charge of supervision. The bank commissioners of Con-
necticut, in 1842, expressed a general approval of the sys-
tem; it checked excessive discounts and circulation. In
Maine, the bank commissioners, in 1842, also stated that
in their opinion th Suffolk system had preserved banks
in Maine from the disasters which had occurred in some

a Bankers' Mag., 12:70; White estimates it ten times a year, Money and
Banking, p. 297.
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of the other States; the three banks in Maine which did
not redeem their circulation in Boston, although sound,
were not able to float their notes far from home: "Was
there not a moral obligation resting on those banks to
make their bills. current in Boston, so as to prevent any
public apprehension?" Again, in 1857, the commissioners
referred to the great benefits derived from the Suffolk

system; whatever objections there -were to it in theory,
its practical operation had kept the banks in good credit.
A bank ceased to be in good standing when it was" thrown

out of Suffolk." a

The Suffolk Bank system, however, did not escape criti-
cism. There was objection prompted by the selfish interest
of foreign banks. The -Suffolk Bank, it was declared,
made New England pay tribute to Boston; it created a
perpetual run of every country bank upon every other for
the benefit of the Suffolk; it operated under "a higher
law;" and it made New England helplessly dependent for
currency at the feet of the banks at Boston. It was also
argued that the system was a device for causing country
bank notes to flow into Boston, and thus magnify the
commercial prosperity of that city at the expense of the
country. In reply, however, it was maintained that the
influx of country bank notes was due to the concentration
of trade and capital at Boston, and this rendered a system
of par redemption necessary. It was also an advantage
to a merchant in the interior who wished to purchase
merchandise in Boston, for he could carry with him coun-
try bank bills without resorting to specie or the purchase

a See also Report of Monetary Commission, p. 327.
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of a draft on Boston, for he knew that his bank bills were
at par there.a It was argued. by some that the banks
were not able to maintain as large a circulation as they
would if the Suffolk system had not been in operation.
When the plan was first introduced, there was truth in
this claim; for example, the circulation of r6 banks in
Massachusetts, in six months in 1825, was decreased
$382,000; in Maine there was a decrease in the same
.time of $337,000; while the circulation of Boston banks
increased. $283,000. According to Appleton, b the princi-
pal inducement to the associated banks in Boston-to ap-
propriate.the necessary funds to establish this system was
the belief that the measure would increase their own-cir-
culation, but this effort in th6 course of a few years

,was partially defeated by the establishment of banks
in the immediate vicinity of the city, as Charlestown,
Cambridge, Roxbury. The real grievance, however, of
many of the complaining banks was that their paper was
raised to par value and they were deprived of profits
previously made from depreciation. c As the system de-
veloped, the notes of country banks were given a standing
which they otherwise would not have obtained. When
complaint was made in 1850 that the aggregate circulation
of the Maine banks was one-fifth less than the limit fixed
by law, it was urged in reply that country banks could
float a circulation far greater in proportion to their
capital than that of the Boston banks; d for the latter

a Merchants' Mag. 185I, 24:79.
b Examination, etc., p. 18.

c Hazard's Report, Rhode Island, 1826.
d Merchants' Mag., 1851, 24:710.
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were by this system prevented from keeping a single dollar
of their notes in circulation out of Boston, since the
whole was gathered up by country banks and returned
to Boston for redemption. The capital of thirty banks
in Boston in 1850 was $21,oi0,ooo; their circulation was

$6,070,0oo. The capital of Maine banks in the same

year was $3,148,000, while their circulation was $2,301,000.

Critics argued that the conditions which the Suffolk
Bank imposed upon its correspondents were too hard,
but analysis made by a writer in the Merchants' Magazine
controverts this claim; for example, a bank with a capital
of $ioo,ooo was required to deposit in the Suffolk Bank
$3,000, the interest on which at 6 per cent per annum
Was $18o. A bank in Maine could circulate its bills to

the amount of 75 per cent of its capital stock, but the
average circulation of the sounder banks having a capital
of $ioo,ooo did not exceed $5o,ooo. The average re-
demption by the Suffolk Bank of such an institution was
about $io,ooo a month or $12o,ooo a year. The bank
was at the expense and risk of remitting this sum of $ 120,-

ooo every year in order to redeem its circulation, and
this expense might be reckoned at one-fourth of i per cent,
or $3oo. Other expenses would add $120 more,- making
the total cost of redeeming at the Suffolk Bank, $6oo.
On the other hand, the average rate of exchange between
Boston and other places in New England was not less
than one-half of i. per cent, which would give $6oo on
$120,ooo.a If, however, the circulation was redeemed

more frequently the cost to the bank was greater.
a Merchants' Mag., 1841, 5:262.
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The criticism of Amasa Walker, writing in 1857, was

more searching. He asserts that the system was begun

on the right principle, but bad not been carried out faith-

fully. It should have been recognized and regulated by

law; returns should have been required of all moneys

received of the several banks and the accounts with each

bank. There was a common impression that the country

banks had specie in the Suffolk with which to redeem

their bills, but as a matter of fact there was no great

reserve of specie- in the Suffolk bank. It had in 1856

twice as much circulation as its specie; the specie reserve

was a fiction. The arrangement by which the bank

undertook to make the bills of all the New England

banks current in Boston was a good one; it acted as a

check on the operations of banks disposed to go to an

excess, and it was a balance wheel to the dangerous

system of currency. The idea of a deposit was a farce,

however, for the Suffolk. Bank loaned back money de-

posited with it to the bank from which it was received

on condition of receiving interest, by allowing the depos-

iting bank to withdraw its account to the amount of.its

deposit. In reality the Suffolk Bank was simply a great

clearing house in which all the balances of New England

banks outside of Boston were settled. It was a good

regulator of a bad system.0

Although the services of the Suffolk Bank and the

system which it represented were approved by the

soundest banking opinion, there was frequent friction,

and about 1855 a movement was started on the part of

a Nature and Uses of Money and Mixed Currency, pp. 65-67.
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outside banks to establish an institution of their own
which should conduct the business of redemption. As
a result, the Bank of Mutual Redemption was organized
in 1856 on a co6perative plan. As originally designed,
banks in Massachusetts were to subscribe one-half the
capital of $3,ooo,ooo, and banks in the other. New Eng-

land States the other half. In order to prevent any one
bank or small group of banks from gaining control, it was
provided that no bank could subscribe more than 5 per
cent of its capital. In this way it was believed the
foreign banks would be able to distribute back to them-
selves the profits which were derived from assorting
country money.a -Within a year 143 banks held stock
and the project proved successful. b

Under these conditions the special influence of the
Suffolk Bank came to an end. The principle, however,
had been justified. "The bank had not labored in vain;
it had found the currency of New England in a chaotic

state, but by putting this principle into practice it had
brought order out of confusion, and had compelled banks
to keep themselves stronger than they otherwise would. ' d

Its successful operation was undoubtedly aided by a law
passed by Massachusetts in i845 forbidding any bank to
issue any notes except its own, but yet it must be remem-
bered that the system had been well tested long before
that date. Other reasons for the successful working of
the Suffolk system are to be found in the rigid system of

a Bailey, Bankers' Mag., 31: 311.
b Bankers' Mag., 13:903.
c Bankers' Mag., 13:384-393; 21:964.
d Whitney, The Suffolk Bank, p. 6o.
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examination and supervision of banks by state officials
which was early developed in nearly all parts of the New
England States, and the fact that by allowing the cor-
respondent banks to overdraw the Suffolk Bank could
exert a powerful pressure. " The country banks kept
their circulation as extended as possible for their own
profit. Their overdrafts on the Suffolk enabled them to
do so, but at the same time it put them cempletely into
.its power."

It must also be remembered that the operation of this
system was confined to the area of New England, a sec-
tion of homogeneous business interest, and there is grave
reason to doubt if it could have been extended over the
whole United States, limited as it was at that time. '

XII. REDEMPTION IN NIW YORK.

The redemption of country notes in New York was
undertaken in a less systematic way than that attempted
in New England. Country banks, as a rule, did not keep
specie in their vaults, but funds in the city banks, and
redeemed their paper by drafts on the city. This redemp-
tion was interrupted in 1834, not because the country
banks were unable to redeem, but because the city banks
stopped taking up their iotes. Some of the banks in
Albany undertook the purchase of country bank notes at
a moderate discount, and sent them home for redemption
by a messenger.c The act of May, 1837, which legalized
suspension, provided, however, that during the suspension

a Whitney, The Suffolk Bank, p. 37.
b Report of Comptroller of Currency, 1878, p. xi.
c Report of Bank Commissioners, New York, 1835.
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of specie payments each bank should receive the notes of
other banks at par in payment of debts. When resump-
tion took place, the city banks were averse to continuing

this. A voluntary arrangement was consequently sub-

stituted, by which some of the city banks undertook to
purchase country notes at one-half and then at three-

fourths per cent discount, and to hold them until redeemed

in funds current in New York City. Again, in turn, this
arrangement was dropped, since it required more capital
than the city banks wished to devote to it. By the next

plan, the country banks made exchanges among them-

selves of each others' paper at the State Bank in Albany,

but this provided no means of taking the notes out of New

York City, and consequently their bills sold at a discount

there. Objection was raised to a proposal that banks

should be compelled to receive each others' notes at par,

for, if this were done, country bank notes would engross

the circulation in New York City. The safety-fund banks,

however, by the act of i829, were prohibited from pur-

chasing their own notes at a discount, so that if they

redeemed at all in New York they must redeem at par,

but this did not apply to banks organized under the act of

1838. The buying of a bank's own notes, as well as those

of the safety-fund banks, proved more profitable for the

free banks than ordinary discount. business, and tended

to displace the notes of the safety-fund banks. This less-

ened the ability of the latter to discount. Free banks

were doing a business in shaving notes of other banks.-

A compromise was sought in 184o, and (May 4) an act

a Knox, History of Banking in the United States, p. 416.
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was passed requiring all banks outside of New York, Al-
bany, and Brooklyn to appoint an agent who should keep

an office either in New York or Albany for the redemp-

tion of circulating notes at a discount of not more than

one-half of i per cent. a This made the notes of a country

bank in the more distant parts of the State more valu-
able-as a medium than specie, for the discount was less

than the expense of transportation.
A further step had already been taken 'by the banking

law of April 18, 1838, which provided that it should not be
lawful for any bank authorized under that act to issue any

notes at less than $i,ooo, to be put in circulation, payable

at any other ,place than the bank's office. In i844 it was
proposed that banks, be compelled to redeem in New York

City,. but a legislative committee reported adversely, on

the ground that it necessitated a scattering of resources.
It was held that the ability of a bank to- redeem was not

increased by taking funds out of its own vaults and intrust-
ing them with a distant agent; such a measire would con-

centrate financial power in a few hands in the city of New

York and make the country banks mere branches.b

The bank commissioners in 1843 believed that the law of
March- 4, 1840, New York, requiring country banks to keep

agents in New York and Albany for redemption of circu-

lating notes had worked admirably in preserving uniformity
in the rates of discount. Formerly it was not unusual to,

discredit the notes of sound institutions for the purpose of

purchasing them in market, but the new law had checked

a Report of the Bank Commissioners, New York, 1840; Assembly Report

No. 325, April 21,. 1840; Asembly Report No. 146, February x8, x840.
b Assembly Document, N. Y., No. 127, March 14, 1844,
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the establishment of associations at places remote and
difficult of access, so as to render the transmission of the
notes for redemption vexatious and expensive.a

The comptroller of the State, however, in the next
year, reported in opposition to this view. He thought
that the redemption at a discount of one-half of i per
cent was one of the principal inducements for estab-
lishing free banks; notes were signed and circulated in
the city of New York; and by fixing the place of redemp-
tion at some distant point, the note holder was obliged
to go to the office -in Wall street, where the notes were
really issued, and pay one-half of i per cent for redemp-
tion. It. was therefore advocated that banks be re-
quired to redeem their notes at par in New York so as
to reduce the motive for multiplying shaving shops.
Again, in 1847, the comptroller advised par redemption.
He believed the objection that banks would be com-,
pelled to redeem at two places was not sound; 'the
practical effect would be redemption at only one place.
As it was, banks were established in obscure places with
the view of obtaining a circulation only and of doing no

other business. In 1851, the-act of i84o was so amended
as to reduce the discount upon country currency to one-
fourth of i per cent. This act closed the door to illegi-
timate banking, and many institutions wound up their
business.b

a Report of the Bank Commissioners, N. Y., 1843.

b See Report of Comptroller of Currency, 1873, pp. xiv-xv.
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XIII. METHODS OF EVADING REDEMPTION.

During the first half of the century various devices
were employed by speculative banks to increase their
circulation and avoid redemption. In .i:818, a legislative
committee of New York enumerated some of the schemes

which were thu s adopted, such as placing a fund in a
distant bank to redeem notes, and, after it became gen-
erally known that the notes were at par in that quarter,.
issuing a new emission signed in ink of a different shade,

at the same. time giving secret orders to the correspond-
ent bank not to pay the notes thus signed. Others
issued a species of paper called "facility" notes, not

.payable in money, but receivable by banks issuing them
in payment of debts due. Again, large accommodations

were given to individuals, on agreement that the borrowers
should keep in circulation a certain sum for a specified
time, the notes being designated by a private mark; and,
in case the notes were returned before the date set, the
borrowers were to be charged with the, discount on such
sum for the remainder of the period. To others, loans

were made on condition that the borrowers pay their
notes when, due in what was called current money; that
is, notes of b anks which were current throughout the

State, but not including the bank's own notes. The
borrower, therefore, was often 'obliged to pay, as the
time drew near, a premium in order to secure acceptable
notes.

Most of these schemes bordered so closely upon fraud

that they had to be. abandoned. Other methods', how-
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ever, were employed, some of which may be enumerated
as follows:

i. About 1835 it became common for banks in the
North to employ agents to exchange bills of one bank
for notes of other banks. This practice was continued
in Massachusetts and. complained of by the commission-
ers in a report of 184o. The bank inspector of Vermont,
1837, criticised the practice and characterized it as a
kind of piracy of one bank on another; a bank situated
within reach of other banks sometimes had to decide
against discounting an application for a loan because of
the belief that the bills ,would be circulated in -the vicinity
of an exchange agent and would be promptly taken up
and sent back for redemption. This consequently forced
banks to seek for discounts at distant places.

2. In some States, banks made their notes payable

at some other place than where the office was located;
for example, in i816, the Dedham Bank of Massachu-

setts issued three-fourths of its circulation drawn on the
cashier of the bank at Middletown, Connecticut. The
legislature promptly passed an act prohibiting the issue
of notes payable at other banks unless payable also. at
the bank of issue.a This act, however, did not extend
to checks or drafts for sums exceeding $ioo, and it was
subsequently learned that the Dedham Bank issued
bills for $ioi in order to avoid the penalty." In the
Southwest; this practice became an established custom.
For example, the Union Bank of Tennessee, 1837, had in
circulation $i,598,ooo payable at New Orleans, as well

a Acts, Mass., z8I6, ch. 9!, May session, p. 345.
b Resolves, x8xg, ch. 254, p. 697.
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as a large amount payable at Philadelphia. The Bank of

Illinois at Shawneetown, in the same year, had a con-

siderable volume of notes payable at New Orleans, Louis-

ville, and Philadelphia.

3. Notes were loaned on an agreement that they would

not be presented for redemption within a certain time.

In 1839 the bank commissioners of Massachusetts com-

plained that some banks in that State loaned bills at a

lower rate of interest on condition that they should be kept

in circulation, or, in other words, that as often as the notes

came home they would be redeemed by the borrower and

again be put in circulation.a In Connecticut the legisla-

ture in 1837 found it necessary to pass a law prohibiting

banks from making loans which involved an express agree-

ment that the notes would not be returned to the bank for

redemption within a limited time, The practice still coa-

tinued, for in 1853 the bank commissioners reported that

some of 'the banks had engaged in loaning to persons out-

side the State, the borrowers guaranteeing redemption.

These bills were so loaned that they could be readily de-

tected at the counter of the bank, and were returned to the

borrower, who redeemed them. This was called " protective

circulation," and-in that year amounted to $I,353,ooo. As

a result, the legislature in the following year forbade a bank

to loan its bills to any other bank, in or out of the State,

for circulation under an understanding or an agreement

to keep them in circulation for a specified period, or of

redeeming them if returned within a certain time.a

a Report of Bank Commissioners, Mass., 1839, P. 19.

b Merchants' Mag., 3I: Z25.
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4. A most common method was putting notes in circu-

lation at distant points. Its extreme form is to be found
in the "Saddle-bag Bank" described by Niles in 1820: "A
bank whose notes were carried about the country in sad-
dlebags to be exchanged with landowners for their notes."
In the middle of the century the practice was illustrated in
the development of "Wildcat banks" in the West. But
banks in the East were also guilty. Ill-managed banks
supplied brokers, shopkeepers, tavern keepers, drivers, and
workmen with quantities of paper and paid them liberally
for getting it off. Agents carried these notes to every cor-
ner of the country, even to the British provinces, and beset
travelers for an exchange of bills. One broker in Rhode
Island put off in one year more than $2o0,0o0 of the notes
of a speculative bank, mostly in one-dollar bills.a In r840
the commissioners of Connecticut complained that several
of the banks made discounts upon an understanding that
notes were to be-put in circulation at a distance. Branch'
banks in the South employed this method to a considerable

degree. In 1817 the legislature of Kentucky gave permis-
sion to the Bank of Kentucky and its branches that neither
should.be obliged to take the notes of the others. b In Vir-
ginia, where the branch system prevailed, the governor in
1846 complained that the banks in Richmond paid out
notes of distant branches instead of their own, thus sup-
plying the country with a depreciated currency. In i857
each bank was required to redeem the notes issued by any
other bank in the State.

a Report of Hazard's Committee, Rhode Island, 1826.
b Duke, History of the Bank of Kentucky., p. x6.



National Monetary Commission

5. The use of bank notes as a pledge in borrowing, with
the understanding that the notes should not be put into

circulation by the creditor bank was another method.
This practice was complained of by the bank commis-
sioners of Maine in 1857 and by the commissioners of

Massachusetts as late as 1859. One bank would borrow

of another on the pledge of its own bills, with the implied

understanding that they were to be withheld from circu-
lation during the existence of the loan.

XIV. POST NOTES.,

Further evidence in regard to the loose requirements

for redemption of notes is to be found in'the practice

of issuing "post notes." This term is applied to bills
payable at some future date, either to "bearer" or to
"order," either with or without interest. Originally, as

employed by the First United States Bank, they had a
legitimate use, being applied to paper used for transmission
from one part of the country to another by mail or post,

and as they were made payable to order and indorsed at
the point of receipt they were rendered safe against loss

or robbery. Later, however, this description of notes

was superseded by the use of bank drafts or checks, and

the term was applied to a kind of paper possessing none
of the original attributes except that of being made

payable to order. Such notes were issued for the pur-
pose of extending circulation, and as late as 1837 were

common in most sections of the country.

Connecticut, in 1815, empowered banks to issue bills

up to one-half the paid-up capital, payable in two years
after the close of the war.
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In Massachusetts the Suffolk Bank in 18i8 a was

authorized to make a loan by the issue of "post notes."

In 1836 all the banks were permitted to issue such notes

up to 50 per cent of the capital in denominations not less

than $5. Interest on uch bills was to be paid at 43/2 per

cent and cease when due. This privilege was used only

by weak banks and was repealed within a year. b

In New York banks occasionally put post notes into

circulation, but as a rule only for the purpose of making

remittances or in an emergency. In 1830 a law was

passed giving the holder of any note which the bank

refused to pay on demand an action against the institution

for money loaned. Post notes were not declared illegal,

but the practical effect of this law was to make them

payable on demand. Under the safety fund act, no bank

could issue any note unless the same were payable on

demand. In 1837 a petition was presented to the legis-

lature that the safety-fund banks be permitted to issue

post notes for a limited period; : a legislative committee,

however, reported that this measure would be inexpe-

dient, for banks which had already extended loans would

still further increase their obligations. Moreover, the

privilege would increase the practice of usury a In 1840

the issue of post notes was made a misdemeanor.

In Pennsylvania the Manual Labor Bank of Philadel-

phia, in 1836, issued post notes in denominations of $i

a Whitney, the Suffolk Bank, p. 6.
b Acts, Mass., x836, ch. 255, p. 967; Acts, 1837, ch. 224, p. 252; Martin,

Boston Stock Market, p. 9.
c Assembly Document, N. V., No. 293, April 18, 1837.
d Assembly Document, N. Y.,. No. 309, April 25, 1837; see, also, Raguet

Currency and Banking, p. i ii.
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to $20. This was a weak bank and soon failed.a The
United States Bank in Philadelphia, in 1837 and 1838, put
out sixty-day bills paying 6 per cent interest, and it was

estimated that over $2,000,000 of these notes were held
by New York City banks.b The Second United States
Bank at the very outset of its existence voted to issue

post notes at sixty days for loans granted.c
The legislature of Alabama, in 1824, authorized the

Bank of the State of Alabama to issue post notes "to

order," not exceeding one hundred and twenty days; and
in 1834 the Bank of Mobile and its branches Were-author-
ized to issue post notes without interest until demand for
payment. They were made payable to a specified person
for a time not exceeding ninety days. In the following
year the bank was allowed to issue only up to one-half of
its paid-up capital and one-half of these notes were made
.payable in specie at Philadelphia, New York, and Boston.

An extension of this privilege was granted in 1840 (Febru-
ary 3). Each of the specie paying banks was authorized
to issue $500,000 in post notes.

Mississippi, in 1837, allowed banks to issue post notes to
bearer, interest not to exceed 5 per cent and loaned at a
rate not exceeding 9 per cent. They were limited in time
to from six to thirteen months. The bank was obliged
to receive these notes for their own debts and they were
made receivable for taxes.d The Brandon Bank in 1838

made arrangements to redeem its circulation with seventy-

a Niles, 56:36.
b Sumner, History of Banking, 1:296.

c January 30, 1817; Sumner, History of Banking, 1:79.
d Acts, Miss., Special Session of 1837.
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day post notes payable in Philadelphia.a In 1838 the

Mississippi Union Bank issued post notes on the ground
that there was nothing in the charter which prohibited
them, and because of the suspension of specie payments.
The governor in the next year complained that this
practice forced borrowers to pay at the rate of 22 per

cent, and in i84o the issue of such notes was prohibited.
The Bank of Arkansas issued post notes from its estab-

lishment. The Bank of Tennessee in 1839 reported that
it had issued post notes on the ground that it was impolitic
during suspension to issue paper purporting to be payable
on demand without any intention of complying. They
had, therefore, issued twelve months' post notes,with the

promise to redeem them when resumption took place.

Ohio in 1819 prohibited the issue of such notes, but they
were in use in 18 39

.6 In Indiana the court stated that it

knew of no principle of commom law that required bills
or notes to be made payable on demand. As time paper
was regarded with disapproval, prohibition was inserted
in the banking act of 1829, but this applied only to banks
charfered under that act. As banking associations again
resorted to such issues in I838, they were defixitely for-

bidden by the legislature in I 4O.

XV. NOTZ BROKERAGZ.

The establishment of many weak banks after the dis-

solution of the First United States Bank in 18 11, vitiated
the currency and led to the issue of notes of depreciated
credit. The shaving of bills began to be a regular'business,

a Raguet's Register, 2:43.

b Report of Bank Commissioners, Ohio, 1840.'
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and a general system of brokerage in the buying and
selling of notes was developed. Note brokers first ap-
peared in Boston when the State "ran bank mad,"- and
at that time" to the citizens of the Middle States there was

nothing more ridiculous than that of discounting bank
notes." Such a business naturally flourished during the
period of the suspension of specie payments between 1814

and 1817, and by i818 in every town large or small where

there was a bank one or more of these brokers might be
found, many of whom made $2o,ooo a year profit. Evi-

dence of commercial embarrassment and of losses to bill
holders is without limit; countless illustrations can be

found in Niles' Register.b For example, in 1817 it is
noted that the bills of the banks of the District of Colum-
bia were from i to i Y2 per cent below par in Balti-

more, only 40 miles away, and the bills of the Balti-
-more banks suffered about the same depreciation in

Washington. The bills of the State Bank in North Caro-
lina were.4 per cent below par in Baltimore, while those

of the latter place were at the same discount in North

Carolina. "Since I began to write this article I have
paid as much discount on bank notes to get Baltimore

paper as my semiweekly marketing costs me."" Not
one trader in a hundred dared to demand of a bank the
payment of $i,ooo of its notes. The bank regarded

every man as an enemy that asked it to meet its own
obligations. Niles recalls that he was among the most

GNiles, 15:218, November 281 188.

b For prices of bank notes x814-i84*, see Gouge, Journal of Banking, pp.

354-355.
c Niles, 12: 262, June 21, 1817.
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zealous to support the banks-in their refusal to redeem
during the war period, but now in times of peace, when" I
see speculators and stock jobbers and money changers
fatted like stall-fed oxen by a sequence of things that is
against all law and justice by the patriotism of the people,
it cuts me to the quick that I still suffer at the rate of
$300 or $4oo per annum of my hard-gained earnings in
discounts on bank paper received at par, and as good, if
not better, as that which they have been pleased to fix
upon as a standard of value. "a In 1820, whef conditions
had improved, the paper of Boston banks could not be
converted into passable money at Baltimore for less than
i per cent,and the discount on Baltimore bank bills was
even greater at Boston. Niles contrasts-this with the
period eight or nine years before, when almost every bank
note received by him from any part of the United States
served all the purposes of specie without the aid of a
broker and without loss.6 At one time a large part of the
current money in Baltimore was composed of notes- of
banks in the District of Columbia and Virginia, and was
at a discount of from i to i '2 per cent. The - anks

consequently agreed to accept these notes t what was
called "'short entries," to be carried out, at the end of
forty-five days, equal to a discount of from three-fourths
to i per cent.c In 1828 it was estimated that the cost
for brokerage to citizens of . Baltimore amounted to
$45,o00 a year. Banks-also engaged in this breketage; in

a Niles, 12; 262, June 21, 1817.
b Ibid., 19:8r, October 7, 182o; for tables of prices of bank bills, see Ibid,

October 8, 18x8, 14:396,415; July o, 819; f6:321, 38: 197 contains a table
showing prices between i816 and 1829.

c Ibid., 24:257.
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1823 it was reported that two Connecticut banks placed
in the hands of New York brokers a large sum for the
purpose of purchasing notes of other Connecticut banks
which were below par and then collecting on these banks.
A profit of 15 per cent per annum was thus made.a

As late as 1834 the bills of New England banks Were at
2 per cent discount in Baltimore, and those of New York

State outside of New York City were from 2,Y to 3 per cent.
Virginia money was from 4 to 5 per cent discount. in Balti-
more, good banks in Ohio at io per cent, and in Boston
the notes of New York City were at i per cent discount,
and those of Philadelphia and Baltimore at 2 per cent.6

Niles relates the following incident as an illustration of the
embarassment of using local bank currency in that year:
A gentleman of Connecticut called at his office in Balti-
more to pay $5; he offered a $20 bill of the Phcenix Bank
of Hartford, and received a $5 Philadelphia note and one
of $io of the Bank of the Valley of Virginia, with the
remark that the latter was better in Baltimore than his
own, the Hartford bill. The $20 note received by Niles
was sold at I per cent discount, or at a loss of 30 cents on
the $5 received. The gentleman carried the Valley note
home to Connecticut, but could not dispose of it at less than
8 per cent discount, and consequently returned it. Niles
thereupon sent him a bill on a Hartford bank directly

obtained in exchange for the note which he had transmitted
with 7 Y2 cents in his favor for such exchange at the brokers'
rates, which he waived.c According to Niles, the dis-

a Niles, November 22, 1823.

b Ibid., 46:17, 85, 132, 133, 190, 191.

e Ibid., 47:218.
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count paid by New York merchants on Western bank notes
was over $500,000 per annum.

Another illustration is furnished by Lowndes, in his Let-
ters to Calhoun,a in a condensed journal of a traveler who,
about 184o, left Virginia for the West.

"Started from Virginia with Virginia money; reached
the Ohio River; exchanged $20 Virginia note for shinplas-
ters and a $3 note of the Bank of West Union; paid away
the $3 note for a breakfast; reached Tennessee; received
a $oo Tennessee note; went back to Kentucky; forced
there to exchange the Tennessee note for $88 of Kentucky
money; started home with the Kentucky money. In
Virginia and Maryland compelled, in order to get along,
to deposit five times the amount due, and several times
detained to be shaved at an enormous per cent. At Mays-
ville wanted Virginia money; couldn't get it. At Wheel-
ing exchanged $5 note, Kentucky money, for notes of the
Northwestern Bank of Virginia; reached Fredericktown;
there neither Virginia nor Kentucky money current; paid
a $5 Wheeling note for breakfast and dinner; received in
change two $i notes of some Pennsylvania bank, $i Balti-
more and Ohio Railroad, and balance in Good Intent shin-
plasters; ioo yards from the tavern door all notes refused
except the Baltimore and Ohio Railroad; reached Harpers
Ferry; notes of Northwestern Bank in worse repute there
than in Maryland; deposited $io in hands of agent; in this
way reached Winchester; detained there two days in get-
ting shaved. Kentucky money at 12 per cent, and North-
western Bank at io."

a Pp. 6o-6i.

24635-10-8
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Efforts were made in some States to restrict this traffic,
as, for example, in Maryland, where a law was passed in

1818 forbidding officers of banks in particular, as well as

other persons, from buying or selling the notes of any bank

in the State for less than the nominal value of the notes,

under peiialty of a forfeiture of double the sum.a This,

however, did not restrain dealings in notes of foreign banks,

and in 184o it was reported that some of the banks pur-

chased such notes at a discount. b

XVI. SYSTEM OF VOTING.

In order to encourage participation in bank ownership

by persons of small means, and as a further check against

the monopoly of power by the rich, a system of regressive

voting for many years was almost universally followed.

Even Hamilton criticised the charter of the Bank of

North America because it adopted the principle of one

share, one vote, which promoted monopolization of the

power and benefits of the bank. The articles of associa-

tion of the Bank of New York, 1784, in which Hamilton

was interested, limited the number of votes which a

stockholder could have: one vote for every share up to 4;

for 6 shares, 5 votes; for 8 shares, 6 votes; for io shares,

7 votes, and for every 5 shares above io, i vote.c

The First United States Bank allowed I vote to I share,

2 votes to 3 shares, 3 votes to 5 shares, and so on until ioo

shares had 20 votes. Different scales were adopted in

different States. In the Providence Bank in Rhode

a Acts, Maryland, sessi8n x818, ch. r91.
b Report of Bank Commissioners, Maryland, 1840.

c Domett, Bank of New York, p. 12.
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Island, 1791, ioo shares gave 20 votes, and 200 shares 30
votes, the maximum allowed to anyone;a in the Ex-
change Bank of Providence, i8oi, the upper limit was
extended to ioo shares; in 1804, in the charter of the
Rhode Island Union Bank, the restriction, however, was
abandoned and for the first time in that State voting
power was proportionate to shares held. b Connecticut
likewise rejected this system in 1796, and made voting
power proportionate to share interest. In Massachusetts
there was i vote for i share, and for every 2 shares above
i, i vote with a maximum number of io. Later the rule
was x vote for i share and i for every io additional shares,
until io votes, the maximum, was reached. By an act
of 1840, no one by proxies could cast more than 50
votes, and no officer of the bank more than io.c In
New Hampshire, voting at an early date was according
to stock.d New York also adopted the principle of
restricted voting.e In New Jersey, down to 1833, the
charter restricted the number of votes, and occasionally
after that date.

In Pennsylvania the system of graded voting was con-
tinued in the general act of March 25, 1824, and also in-
corporated in the charter given to the Bank of the United
States in 1836. Maryland introduced the graded sys-
tem at an early date, and in 1820, a more curious restric-

a Stokes, Chartered Banking in Rhode Island, p. 4.

b Ibid., p. 17.
c Acts, 1840, cb. 6I, p. 208.
d Commercial Bank, Portsmouth, 1825.
eMechanics' Bank, 18io, i vote for every share up to 20; 1 for 5 shares

above 20 up to xoo; 1 vote for every io above ioo; Bank of America, 1812,
maximum number, 30 votes.
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tion was approved, whereby stockholders living within

io miles of a bank could not vote by proxy, except

females and persons unable to attend by reason of bodily

sickness. Virginia continued the principle of a decreasing

scale in her general law of i837.4

Alabama, in the charter of the Planters' and Mechanics'

Bank, i816, set ioo votes as the limit.6 Florida, in 1829,

also imposed a limitation of voting upon the stockholders
of the Bank of Florida, and in the charter of the Bank
of Pensacola, 1831, restricted the maximum to 30. Be-

fore the bank went into operation, however, the charter
was amended so as to give proportional rights. By a

charter in 1833, 1 vote to a share was repeated, but

the maximum number of votes was fixed at ioo. In

the Commercial Bank of New Orleans, 1833, no one
could have more than ioo votes, and only those living
more than 5 miles from the city could vote by proxy.
It was also generally required that shares should be held

for at least three months in order to entitle the holder to
vote.

Ohio, in the charter of the Bank of Marietta, 18o8, the
first established, made votes proportional to shares, but

in 1809 adopted a regressive scale.c The ratio, as adopted
in the charter of the Franklin Bank in 1833, was I vote

for each share up to 20; i vote for 5 shates above that,

with a maximum of 50. The Louisville Bank, in Ken-
tucky, 1833, gave i vote for every share up to 50; for
every 5 above 50, i vote; and for every 20 above ioo,

a Laws, Va., 1836-37, ch. 82, sec. 6.

b Toultnin's Digest, p. 39.
c Bank of Steubenville.
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I vote. Thecharter of the State Bank of Indiana, 1834,

limited the maximum number of votes to ioo;a later,

in a charter of 1855, the rule was i vote for each share up
to 5o; I vote for every 5 shares from 5o to ioo; and i for

every io shares over ioo.b Missouri, in 1813, fixed a

scale making 17 votes as the maximum:

XVII. LIABILITY OF DIRECTORS.

In the early development of banking, great stress was

laid upon faithful service by directors, and in order to

secure this, heavy liabilities were placed upon them. As

a rule, the members of the managing board were made

individually liable in their private capacities if debts or

liabilities exceeded the legal limit. Directors could ex-

onerate themselves if they were absent, or if they dis-

sented when the excess of indebtedness was contracted,

by giving immediate notice to that effect. Such was

the case in the charter of the Massachusetts Bank, 1784,

and of the First Bank of the United States, 1791. The

rule established for this bank was almost universally

copied in the subsequent charters of local institutions.-

Frequently notice of dissent had to be given to some

public official as well as to the stockholders, as, for ex-

ample, in the case of the First United States Bank, to

the President of the United States, and to the mayor of

the city by the charter of the Bank of Alexandria, 1792,

and in Maryland, to the governor.

a Laws, Ind., 1834, ch. .7, sec. 3.
b Ibid., 1855, ch. iii, sec. 27.
c General law of Pennsylvania, 1 824; general law of Massachusetts, 1829;

branch of-the Bank of the State of Alabama, Mobile, 1832; Franklin Bank,

Cincinnati, 1833; Louisville Bank, 1833; Farmers' and Mechanics' Bank,

Hartford, 1832.
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In Vermont and Connecticut liability for redemption

of note issues was imposed upon the management. In

Vermont "directors were made liable for the debts of

their bank should successive issues take place under

their administration. Each director, too, was obliged

to give a satisfactory bond, usually $8,ooo, as a guar-

antee of the faithful performance of his duties. In Con-

necticut the directors and cashiers were held liable as

joint and several debtors should the debts of the insti-

tution exceed the amount specified in the charter." a

In some charters, directors were made -liable if the

capital of the bank was impaired by the payment of a

dividend. Maryland recognized this principle in 1804, in

the charter of the Union Bank in Baltimore; Missouri,

in 1813, in the charter of the Bank of St. Louis; and Vir-

ginia adopted it in her general law of 1837; while Con-

gress imposed this obligation upon banks incorporated in

the District of Columbia in 1817. Rhode Island, after

the scandal attached to the failure of the Exchange Bank
in 18o5, made the directors personally liable for all debts

of the bank after the property of the corporation was

exhausted.b Directors and officers in the Arcade Bank,

Rhode Island, 1833, who committed fraud or embezzle-

ment forfeited their shares, in addition to liability for

prosecution. Impairment of capital, irrespective of the

cause, made directors personally liable in the general

banking law of Pennsylvania, in 1824, and the same was

true of the Franklin Bank, Cincinnati, 1833, and the

a L: Carroll Root, Sound Currency, 8:2 16.
b Stokes, Chartered Banking in Rhode Island, p. 2 1.
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Louisville Bank, 1833. In New Jersey, beginning with

1812, director's were liable for .impairment of capital-paid

out as dividends as well as for incurring indebtedness in

excess of legal limit.a By a charter, in i818, directors

were liable for all notes for which the bank refused re-

demption;b and this was repeated in charters of 1828,

1830, and 1855.
North Carolina, in the charter of the Mechanics' Bank,

Newburne, 1833, made the illegal extension of the bank's

credit a felony on the part of the directors, and in another

charter, in 1 846, defined it as a misdemeanor. The char-

ter of the State Bank of Indiana made directors liable

for excess of debt and also in case of fraudulent insol-

vency. C

XVIII. LIABILITY OF STOCKHOLDERS.

In the first bank charters no special liability was placed

upon stockholders, and attempts to introduce this prin-

ciple did not generally meet with success. Pennsylvania,

in i8o8, passed a law imposing individual liability,

but repealed it two years later.d Finally, in 181I,

the legislature of Massachusetts, owing to an increasing

distrust of banks, made stockholders individually liable

to the amount of shares held, if any loss arose o n

account of mismanagement, as a condition for securing

further extensions of charters. An example of the

loose liability then existing is seen in the action of

the Hallowell-Augusta Bank, in Maine, which, in 1813,

a Laws of New Jersey, 36 Assembly, 2 sess., pp. i x, 12, sec. 24.

b Sussex Bank, Priv. Acts, N. J., 42 Assembly, i sess., p. 6s..
c Laws, Ind., 1834, ch. 7, secs. 98, ioi.
d Laws, Penna., 1807-1808, p. 186.
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divided 75 per cent of its capital among stockholders,
although there was outstanding a large amount of bills.
The supreme court of Massachusetts, in 181 9 ,a decided
that the individual stockholder was not liable to a holder
of notes. b In 1849 liability was extended to cover redemp-
tion, whether failure was due to maladministration or not.
In New Hampshire, by the charter of the Concord bank,
18o6, stockholders were made jointly and severally liable
for the redemption of bills issued; this requirement was,
however, dropped in the renewal of the charter in I824, c

but as a rule ,unlimited liability prevailed. In Rhode
Island, stockholders' liability beyond the amount of invest-
ment was not introduced until I814, in the charter of the

Union Bank, and then only when the directors violated
the bank process act;a but beginning with 1833 nearly all
charters provided for unlimited personal liability of stock-
holders. e - This discouraged the investment of trust funds
in bank Stock, as well as ownership by silent partners who
did not care to concern themselves actively in the affairs
of their institutions.f In Vermont a bank was chartered
in -8 17, which made stockholders liable in their personal
fortunes, but owing to the risk thus incurred it was not
put into operation. In the following year this burden
was removed, and as a rule liability was imposed upon
the management rather than upon the stockholders.

a Speare v. Grant, Massachusetts Reports, x6, p. 19.

b Gray v. Portland Bank, Massachusetts Reports, 3, PP. 378-383.
c Report of Bank Commissioners, New Hampshire, i84o.
d Stokes, Chartered Banking in Rhode Island, p. 30.
c Ibid., 4o.

f W. Phillips, Political Economy, p. 263.
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In New York, when the safety fund system was under
discussion in 1829, it was argued that protection of a
bank's creditors could be accomplished better by an
insurance fund than by placing the liability upon stock-

holders and directors; the latter, would not invest
capital subject to extended liability so long as it was
possible for speculators to get control and mismanage
the bank.a As a result, stockholders in the safety fund
banks enjoyed freedom of liability, and nonliability was
extended to stockholders of the free banks authorized

in 1838, but in the State constitution of 1846 stock-
holders of all banks were made responsible for an amount
equal to stock paid in. In Maryland, the constitution
of 1851 required double liability.

Stockholders in the Bank of Alexandria (Va.), 1792,

were liable in proportion to their holdings in case debts"
exceeded four times the capit-al, but only when the
directors' property was not sufficient.b In charters

granted in the middle of the century the liability cov-
ered the circulation and express contract debts of the

banks. c Florida, in 1829, provided for liability in pro-
portion to shares, and in i843, made the stockholders of
the Bank of Florida liable for three times their stock.
Two years later the constitution made stockholders

individually liable for all debts in case of dissolution or
suspension of redemption.

a See Plan of Joshua Forman; Message of Governor Van Buren, January

26, 1829.
b Laws, Va., 1792, ch. 76, sec. x3 .
c Laws, Va., i85o-5 I, ch. 58, sec. io; Laws, 1855-56, ch. 80, sec. 21.
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In Ohio a legislative committee, in 1839, reported in

favor of individual liability of stockholders to be applied

when banks owed one and one-half capital or when any

bank, from insolvency or suspension of more than thirty

days, was subject to the forfeiture of charter, and in 1842

individual liability was imposed. The state treasurer of

Michigan, in 1850, stated that the principle of individual

liability of stockholders, which had been previously

enacted, while it exercised a restraining influence, was of

small value to the noteholder in case of failure. Collec-

tion by the tedious process of the law forced the holder of

notes to sell them at the highest price in the market.

The Indiana stockholders in the state bank were made

liable in case of fraudulent insolvency for debts which

could not be collected from directors.a Double liability

only was adopted in the general law of 1855. b The char-

ter of the Shawneetown Bank, in Illinois, provided that

the private property of stockholders should be held for

redemption of bills. By the banking law of Wisconsin,

1855, stockholders were required to execute a bond to

the amount of one-fourth of the circulating notes, as a

security over and above that deposited to indemnify the

bill holder.

XIX. QUALIFICATIONS OF DIRECTORS.

Further evidence of the early fear of a money power

is found in the restrictions placed upon the selection of

directors. These limitations were of a varied character,

including conditions as to length of service, residence,

a Laws, Ind., 1834, ch. 7, sec. 102.

b Laws, Ind., 1855, ch. 7, sec. 22.
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incapacity to serve as director in more than one bank,

ineligibility of public officials, and occupation. Later,

ownership of a certain amount of stock was sometimes

imposed.
(a) Length of .service.-Hamilton, in his bank report of

1791, objected to the charter of the Bank of North Amer-

ica, because it did not provide for the principle of rotation

in the board of directors, so as to lessen the danger of

combinations among directors to use the bank for per-

sonal purposes or to monopolize its funds for the ac-

commodation of any particular set of men. In accord-

ance with this view, the charter of the First United

States Bank, 1791, provided that not more than three-

fourths of the direct6rs, exclusive of the president, should

be eligible for the next succeeding year. This proportion

is to be found in many charters of state banks. Massa-

chusetts followed it in her early actsa and Connecticut

adopted this rule in the charter of the Hartford Bank,

1792. Maryland, in the act incorporating the Bank of

Baltimore, 1795, made the proportion two-thirds, but

in 18oo this restriction was repealed, subject to the con-

sent of the stockholders. For many years, however, no

advantage was taken of this privilege. By the charter

of the Union Bank of Maryland, 18o5, no director could

serve for more than three years until two years had

elapsed. In the charter of the Second United States

Bank, i816, no director could hold office more than

three years out of four in succession. By this time,

however, such a restriction was being dropped in many

a Union Bank, .1792; Nantucket Bank, 1794; Newburyport Bank, 1795.

a 121
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States, and Cheves, president of the bank in 1821, com-
plained that its application deprived his institution of

the services of qualified men, and as it was no longer to

be found in charters of other respectable banking
institutions, it ought not to be imposed hereafter on the
Bank of the United States. a Cheves was hardly justified
in this sweeping statement, for the restriction was incor-
porated in the general banking legislation of Pennsylvania,

1824, and also in the charter of the Bank.of the United
States, granted by that State in 4836. The charter of
the Louisville Bank of Kentucky, 1833, limited eligibility
to two years in succession.

(b) Residence.-A common restriction was the require-
ment that directors should be residents of the State in
which the bank was organized, but in many cases a more.

definite residence was prescribed. By the general bank-
ing law of Massachusetts, 1829, a majority of the directors
of its banks must be residents of the county in which

the bank was situated, and in 1853 this requirement was
repeated with a modification of residence to within io
miles of the bank. The charter of the Washington
Bank in Rhode Island, i8oo, which was organized for
the special benefit of farmers and mechanics, required

that two-thirds of the directors and the president should
be residents of the county.6 A legislative committee in
1836 noted with approval that the directors of a large
majority of the banks resided in or near the town where
the bank was established, but reported that there was

a Memorial to the House of Representatives, January 21, x821, Finance,

3:587.
b Stokes, Chartered Banking in Rhode Island, p. 13.
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one exception-a bank in Foster, six of whose thirteen
directors resided in Providence.

In New Jersey restrictions as to residence were- not
uniform. In a charter of 1822, a director must be resi-
dent of the county in which the bank was located; in the
Peoples' Bank at Paterson, 1824, seven out of the thir-

teen directors must be inhabitants of Paterson; in another
charter in the same year, they were required to be inhabi-
tants of the county; in yet another, they need simply be

citizens of the United States; and in a fourth, citizens of
New Jersey. In a charter of 1828 the president must
reside within 3 miles of the bank, but later the distance

was increased to 'io miles. In a charter of 1834 eight
of the thirteen directors must reside in the town where
the bank was established. In 1835 a charter was granted
permitting two directors to be citizens of Pennsylvania,

and by another in 1855 eight out of thirteen directors
must reside in Newark.

All of the thirteen directors of the Girard Bank in Phila-

delphia were required to be residents either of the city
or county of Philadelphia. * The charter of the Mechanics'
Bank in Baltimore, i8o6; required the directors to be resi-
dents of that city, but this restriction was removed in

1815, so as to permit the service of residents of any part
of the- State.a The charter of the Exchange Bank of

Virginia, 1837, permitted two directors to be residents
of North Carolina.' In 1838 the governor of Louisiana

vetoed a bill which provided that a director should have

a Laws, Md., 1814, ch. 53.
bLaws, Va., 1836, ch. 83, sec. 17.
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five years' residence instead ot one. In Missouri the char-

ter of the Bank of St.. Louis, 1813, demanded that all of

the directors should be residents either of St. Louis or of

Ste. Genevieve.
(c) Incapacity to serve as director of mwore than one bank.-

This restriction was common to all. In 181i, Massachu-

setts, in a charter of the State Bank, forbade any director
to serve in the same capacity in any other banking insti-

tution, and this requirement was later incorporated in
the Revised Statutes, and also in the safety-fund act of

New York in 1829. The samfie limitation is to be found in
the general banking law of Pennsylvania, 1824. As a

rule, this prohibition was extended so as to exclude those

who were. partners in trade- with a director in any other
bank.

"(d) Ineligibility of public officals.-By a general law

of Pennsylvania, i8 24 , all executive and judicial officers

and members of the legislature were declared ineligible.
This restriction, although dropped in some of the subse-

quent charters, reappeared in that of the Bank of the
United States in 1836. By the charter of the Farmers'
Bank of Virginia, 1812, officials of both the State and the

United States were declared ineligible,a and this restric-

tion was continued in the general law of 1837; in 1842,

general agents of manufacturing and mining companies
were also declared ineligible. In the charter of the Bank

of Florida, 1828, and again in 1845, government officials

were excluded. Certain, state executive Officers were

a Acts, Va., 1812, pt. i, vii, sec. 15.
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also excluded from the directorates of the State Bank of
Indiana.

(e) Ownership of stock.-As a rule, a director was re-
quired to be a stockholder, but not necessarily a large

owner; in Massachusetts a single share qualified. By
the charter of the Exchange Bank in Providence, R T.,

I8oi, he must own 20 shares, and this amount was re-

peated in subsequent charters. In 1831, in the charter

of the Bank of America in New York, an amendment was
inserted requiring directors to own $i,ooo of stock. There

was, however, no general rule in that State; in some banks

with a capital- not over $ioo,ooo a director must own
$i,ooo, while in one with a capital of $250,00o only $250

was required.a In the Merchants' and Mechanics' Bank
of, Virginia, 1834, a director must own io shares, and

by a general law of 1837, 5 shares were fixed as the rule.
Ten shares were imposed in. the charter of the Union Bank

at Tallahassee, Fla., in 1833; and in that of the Union

Bank of Louisiana, 1832, 5o shares. In the case of the

Franklin Bank of Cincinnati, 1833, io shares Were re-
quired; in the Bank of Kentucky, in the same year,'25

shares; and in the State Bank of Indiana, 1834, 5 shares.
A more exceptional qualification was a requirement that

a certain number of directors should be engaged in some
particular occupation. For the management of the Me-

chanics' Bank of New York, i8io, seven of the thirteen
directors were required to be members of the General So-

ciety of Mechanics and Tradesmen of the city of New

York, of which four must actually be following a mechan-

a Report of Bank Commissioners, New York, 1835.
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ical profession. In the general banking act of Pennsyl-

vania in 1824, provision- was made for the Mechanics'

Bank in Philadelphia, in which no person was eligible for

director unless he was a mechanic actually engaged in

some mechanical occupation which he had followed for
one year, and in the Farmers' and Mechanic's Bank at
Pittsburg the directors must be mechanics or farmers.

The charter of the Mechanics' Bank in Baltimore, i8o6,

demanded that nine of the fifteen directors should be
"practical. mechanics or manufacturers." In 18io this

requirement was defined by a special act so as to mean

those who "shall have actually learned and wrought at

some mechanical or manufacturing trade for a term of

three years," and shall have been so. engaged for at least

one year next preceding election. a  In J918 this restric-

tion was further modified so as to require only a majority

of the directors to be so engaged.b In Ohio, the charter
of the Farmers' and Mechanics' Bank of Cincinnati, 1813,

required that one-third of the thirteen directors should be
practical farmers, and one-third practical mechanics."

XX. REPORTS FROM BANKS; SUPERVISION.

Legislatures were slow in requiring reports or annual
returns from banks in regard to their condition. Indeed,

during the first part of the century, the accounts of banks

were guarded with secrecy; and writers on banking prob-
lems frequently refer to the-lack of data. Matthew Carey,

for example, writing in 18 11 on the First Bank of the United

a Laws, Md., session, 18;o, ch. 134.

b Lawg, Md., ession, 1817, ch. 39.

c Drake, Pictures of Cincinnati in 1815, p. 15
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States, complained that he "labored under a most dis-
tressing destitution of material and documents." This
,bank by its charter was required to make regular returns
to the Treasury Department, but only two of these found
the light of publication. "A Friendly Monitor," writing
in 1819, refers to his- "embarrassment" in obtaining the
most simple information in .regard to the bank (Second
Bank): "If I ask a director, the seal of his finger is sig-

nificantly on his lips." Dr. Eric Bollman, in his essays,
also alludes to this difficulty. b When Niles began to devote
a considerable amount of attention to the banking question
between the years 18i8-i9, his efforts to collect informa-
tion were in a large measure unsuccessful. Secretary
Crawford, in his report in"182o, was unable to obtain reli-
able data as to the capitalization of banks, and Gallatin,
who wrote at length on the subject of banking in the United
States, in 1831, obtained different figures from those of

Crawford, both as to capital and circulation; for example,
Crawford gave -the circulation in 1815 as $i iO,OOO,OOO,

while Gallatin put it at $45.ooo,ooo. Gouge, writing in
1833, says that for seven years he had been collecting

accounts of banks, but did not think it worth while to pub-
lish them. Hehad a list of 28 failed banks which Gallatin

had not listed, atrd he notes that the latter had to guess at

the amounts of specie held by many banks.
In the first charter granted by Massachusetts, that of

the Massachusetts Bank, 1784, it was provided that any
one appointed by the legislature should have access to the

a Letters to Dr. Adam Seybert, x8 1, p. v; see also Tucker, Money and

-Banks, p. 210.
b See also .Dunbar, Accounts of First United States Bank, in Economic

Essays, p. 171.
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bank.a This right was repeated in subsequent charters.
In 1802 the legislature requested the governor to lay before
it at the next session the most recent bank statements. b

This was followed in 1803 by an act calling for semiannual
statements to be made to the governor covering the fol-
lowing items: Capital paid in, debts due the bank, deposits,
notes in circulation, coin and metals on hand, notes of
other banks, distinguishing between those of Massachu-
setts banks and those outside; this statement was to be
signed by a majority of the'directors and attested by the
cashier. c In i 8o6 the cashier was required to take oath
and the .range of items was slightly amplified, so as to
include the value of real estate. A distinction was also
made between "debts on interest "- and "debts not on

interest." In the circulation, the amount of notes under
$5 was called for and also the amount on hand. d In 1807

the banks were obliged to state the last dividend paid
and their profits at the time the dividend was declared.
In 1813 a further step was taken by adding a penalty of
$5,000 for neglect on the part of the bank to make the
return within fifteen days.e In 1838 a board of three
bank commissioners was established, appointed by the
governor, who should make annual examination of all the
banks in the Commonwealth, with special reports if re-
quested by the governor. If the condition of any bank
was hazardous to the public or to those having funds in its

custody, or if it had exceeded its powers or had violated the
banking laws, the commissioners were authorized to pro-

a Laws, 1780-i8OO, 1:115, d Acts, I8o5, ch. III.

b Resolves, 1802, p. 380. e Acts, 1813, ch. x4o .

c Acts, 1802, ch. 132.
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cure an injunction from the supreme judicial court. This
board continued in existence for five years, during which
time it procured injunctions against seven banks. In
1851 the board of bank commissioners was reestablished,
with practically the same powers and duties as the former

board.
Connecticut, in 1803, enacted that the State should be

furnished by the five banks which held the public deposits
with certain data in regard io-their condition, not oftener
than once a month; this was not for the protection of
depositors, but for the benefit of the State.a In 1822 a
general act was passed requiring the incorporated banks
of the State to report to the comptroller certain statements
covering the capital stock, debts due, deposits, notes in
circulation, etc., but there was no uniformity in rendering
the returns. No provision was made for official inspec-
tion or for the publication of reports. According to Wood-
ward, the historian of the Hartford Bank, "as the banks
had pursued a conservative course, and as no machinery
was supplied for correction of abuses, the law took but a
slight step forward in the way of supervision. Perhaps
the legislature wished to emphasize the right of the people
to know the condition of the institutions which furnished
their currency and had custody of their notes." b In 1836

the state treasurer, comptroller, and commissioner of the
school fund were appointed a committee to examine banks,
with authority to inspect all books and papers and to
examine bank officials under oath. When the Hartford

a Woodward, The Hartford Bank, p. 83.
b Ibid., p. 127.
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Bank was called upon for a total statement of assets and
liabilities its directors maintained that the proposed
method of inquiring into its affairs encroached upon the
privileges of its charter. The bank also claimed that its
charter was irrevocable and not subject to amendment
without consent of its stockholders, but in order to avoid

suspicioi, it granted a full examination, reserying, how-
ever, its rights. In 1837 a law was passed providing for
the annual appointment by the legislature of two bank
commissioners whose salaries were to be paid by the banks
according to their capitalization. The Hartford Bank
and two others refused to pay their assessment, but in
1841, the former settled the proportion levied upon it
without acknowledging any legal liabilty, but as an act of
grace, believing "that the services of judicious bank com-
missioners are highly beneficial to the public interest.'
From this time on opposition to supervision gradually
disappeared. b

In Vermont a board of three bank commissioners was

authorized in 183i. In New Hampshire it was reported
in 184o that no examination of the Concord Bank had
been made since 8 12.. In Rhode- Island annual returns

.were required, but it was asserted that these did not
furnish a satisfactory disclosure of the condition of banks.
Banks set their affairs in order that they might make a
favorable showing. In 1836 a board of bank commis-,
sioners was established; in 1842 the act was repealed

and semiannual returns only were provided for; later, in

a Woodward, The Hartford Bank, p. 141.

b See also Merchants' Magazine, 39:97.
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1849, the returns were made annual, and again in 1856, a

board of commissioners was revived.

Down to 1824 banks in New York were not required to

make returns regularly. In 1827, by a general law, reports

to the .state comptroller were demanded, and two years

later the safety-fund act provided for three bank commis-

sioners, one appointed by the governor and two by the

banks, with power to make quarterly visits. Banks were

also required to report annually to the commissioners.

In 1835 reference was made to the beneficial effects of

periodical examinations, and the existing system was con-

trasted with former conditions when a bank director

deemed it one of his most important duties to throw an

impenetrable veil of secrecy around all the proceedings of

his institution. It was expected that the country banks

would be represented by one commissioner and the city

banks by another, and that these would be a check upon

each other. The governor and senate appointed one, the

banks in the southern part of the State another, and the

remaining banks a third. In 1837 the law was changed so

as to give the appointment of all three to the government;

but this brought them " within the vortex of the great politi-

cal whirlpool of the State." a In 1843 the board of bank

commissioners was abolished and returns were made to

the comptroller. In 1853 all banks, banking associations,

and individual bankers in New York city were required to

publish a Weekly average statement of their condition.

In New Jersey annual reports to the legislature were

required, beginning with 1812, but the number Of items

a Report of Comptroller of New York, 1848.
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was small.. In an act of incorporation in 1824 failure to
report for three years forfeited the charter." In 1837 the
returns were made more detailed, including capital, stock
notes, stock securities for loans, specie, real estate, debts

classified, surplus, expenses, dividends, amount of dis-
counts, interest, and depositsb In 1.856 failure to file a
report entitled the chancellor to begin proceedings to dis-
solve the bank.c

The Bank of Pennsylvania in 1803 by its charter was
required to make a report annually to the legislature.
The act of 1814, creating-a large number.of new-banks,
demanded that annual reports be 'made to. the auditor-
general, bpt complaints were subsequently made that down
to 1833 the Bank. of Pennsylvania and Bank of North
America, did not make regular returns.d

Ini Maryland, the charter of the Bank of Baltimore,
1795, provided for annual reports, or oftener, if required,
and gave power to the treasurer of the State to inspect
the general accoufilts of the bank, but not the accounts of
any private individual. This examination was not to be
used for any other purpose than for forming a just opinion
of the state of the bank relative to public safety and the
profits of the bank. (Art. 19.) A similar provision is to
be found in the charter of the Mechanics' Bank of Balti-
more, 18o6. C This requisition of an annual report dr the
" Priv. Acts, N. J., 39 Ass., p. 41, see., 14.
b Acts, N. J., 62 Ass., pp.- I1-12,, sec. 2.
c Acts, N. J., 74 Leg., pp. 151-152, sec. 30-31.
d Gouge, Jouirnal of Banking, x: 405; according to Sumner, History- of

Banking, i: 175, banks in Pennsylvania made no regular returns to the
legislature until after i817. -

e Bryan,- History- ofUState Banking in Maryland, pp. 33-35.
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right of inspection was generally incorporated in Mary-

land charters, but as the State did not endeavorto enforce

its powers the banks paid little attention to it. Repeated

acts requiring the statements to be made availed little

until 1826, when a penalty was imposed for noncom-

pliance.a

Virginia, in the charter of the Bank of Alexandria, 1792,

called for an annual report to be presented to the governor

"truly stating the situation of the bank and its notes," b

and the charter of the Bank of Northwest Virginia, 1817,

demanded reports on four quarterly dates. In 1831 the

legislature required a statement as to the amount of

debts outstanding on loans made during the preceding

year, classifying them into good, bad, and doubtful. c In

1834 the charter of the Merchants' and Mechanics' Bank

called for the amount paid in, real estate, debts due and

from the bank, gold and silver deposits, bills in circulation

and bills of other banks, dividends and surplus. a In

1837 the directors were required to make an examination

once in three months and to enter their results on the

records of the bank. The directors were also required to

transmit to the governor quarterly statements of the con-

dition of the bank, including the items above named and

also dealings in exchange and premiums paid on them,

amounts of bad and doubtful debts with the classification

of notes according to den6mination, and bills in circula-

a Bryan, History of State Banking in Maryland, pp. 34-35, 70.
b Laws, Va., 1792, ch. 76, sec. 14.
c Bank of Virginia and Farmers' Bank of Virginia; see Resolves, z83o-.3 I ,

No. 4.
d Laws, Va., 1833-34, ch. 72, sec. 12.
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tion.a The statement was to be open to the stock-
holders at their regular meeeting, or to any three owning

ioo shares thirty days before election; and the legislature

was given the right of inspection. In 1856 the Bank
of Virginia was required, in addition to the statutory
report, to include the debt due by banks, debt due to
banks, discount of inland and foreign bills, loans to direc-
tors, specie, circulation, and deposits.b

In North Carolina charters generally required the. mak-
ing of an annual report; the statement, however, was of

simple character, being a condensed summary of the
bank's resources and liabilities. Examinations were
sometimes made by special legislative 'committees. The
constitution of Florida, 1845, required quarterly reports
to be made to the governor and also that banks be open'
to-inspection at any time by an examiner appointed by
the governor. The branch of the Bank of the State of
Alabama, 1832, was required to make reports to the gen-
eral. assembly, and the legislature had the right to inspect
the general accounts., In 1837 a dispute arose in Louisiana

as to, whether a legislative committee could inquire into
the proceedings of the Bank of Orleans. The bank refused
on the ground that this was not demanded in the original

charter in i81i, nor in the renewal in 1823., nor in the
amendments made in. 1831. The bank, however, was
willing to permit inspection provided it was not regarded
as a visitorial power or claimed as a right, and justified
its position because the State had in the charters of some

a Laws, Va., 1836-37, ch. 82, see. 6.'

b Laws, Va., 1855-56, ch. 6o, sec. 6.
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other banks expressly retained the power of inspection.

On the other hand, it was maintained that as the State
was the guardian of the currency, it had this right in
order to protect the public against depreciation.

In Ohio, a law was passed, February 23, I816, providing
that semiannual statements be made to the auditor of the

State. Very few banks complied, and the committee of
the legislature in 182o reported that there were twenty-
three delinquents, some of whom had let a whole year
intervene between reports, some had made returns with-
out oath or affirmation of the cashier, and others had
made no returns since they went into operation. Only
one bank had strictly obeyed the law.a Other evidence of

the inaccuracy of reports is to be found in the report of
a legislative committee in 1819, where it is stated that
some of the banks in their returns had omitted their real
estate; some their accounts with other banks, simply:
stating in general terms that the balances were in their

favor, while others omitted to state the number of shares7
owned by the State or the amount of surplus and undrawn
dividends remaining in the.bank. In 1839, provision was
made for a board of tbree bank commissioners. By the

chartr of the State Bank of Indiana, in 1817, the governor
and the general assembly could call for statements not
oftener than once a month, which should include the

amount of capital, debts due, deposits, notes in circulation,
and cash on hand.b

a Senate Journal, Ohio, 1820, p. 175.

b Laws, Ind., 1817, ch. 41, sec. 1o; see also Laws, x834, ch. 7, secs. 65, 66;
Laws, x842, ch. 70; Laws, 1855, ch. 7, sec. 27.
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The returns which were made- by banks were in many

cases incomplete and full of ambiguities. The term
"cash," for example, was not accurately defined. In the

case of country bank notes it sometimes included city
bank notes. a Bank commissioners in Connecticut, in
i842, thought that the reports then made in that State
were useless, and if continued should be more minutely
classified. In New York, in the same year, it was com-
plained that for several weeks prior to a return banks
commonly.made a forced preparation. b

XXI. BRANCHES.

The question of the utility of extending the operations
of a bank by the organization of branches was raised at
an early date. Hamilton, in his report on establishing a

national bank, briefly refers to the subject; he admitted
that branches might afford more general accommodation
and would lessen the danger of a run upon the bank, but
on the other hand, the complexity of such a system would
be apt to inspire doubts which ought to be avoided in the
introduction of a general banking system. Each branch,
also, must be under a distinct, though subordinate di-

rection, to whom a-considerable latitude of discretion must
be entrusted. As the property of a whole institution
would be liable for the engagements of each part, the
credit of the parent bank would depend upon the prudence
of the directors of each branch. In addition, it might be
noted that while a bank could through branches collec-

a See Gouge, Journal of Banking, i :324
b Report of Bank Commissioners, New York, 1842; Report of Bank

Commissioners, Connecticut, 1846.
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tively extend larger discounts and thus earn greater divi-
dends, the mother bank would be obliged to curtail its
accommodation in order to be prepared to redeem the
notes of its subordinate offices., In the charter of the
First United States Bank permission was given to the

directors to establish offices of discount and deposit only
in any part of the United States, but it was not supposed
at first that this permission would be taken advantage of.
The directors, however, promptly decided to open branches

'. at New York, Boston, Baltimore, and Charleston, and the
number was afterwards extended. The bank did not
take the notes of its branches, and this was one of the

grounds of criticism in 181 .b

In the charter of the Bank of Pennsylvania, 1793, pro-
vision was made for the establishment of branches any-
where in the State, subject to the consent of the town or
borough; several were put in operation, but most of
them were discontinued by 18io. In that year a law
was enacted requiring the central bank to be responsible
for all notes issued by the branches.c In i 809, the Phila-
delphia Bank was authorized to have eight branches,

and established four. Their business exceeded that of
the parent institution and gave it much concern; ulti-
mately they were found unprofitable, and by 1817

arrangements. were made to dispose of them.
Bryan, in his "History of State Banking in Maryland,"

refers to the influence which the, Scotch system had
upon the development of banking in Maryland, and to

a Matthew Carey, Letters to Doctor Seybert, p. '9.
bIbid., p. 58.
c Laws of Pennsylvania, 18o9-io, p. 27.
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this he attributed the introduction of branch banking in
1804. It had, however, but little development; no bank
had more than two branches and only a few had any.
Attempts were made to extend the system, but they were
not successful a In Delaware the Farmers' Bank of
Delaware had three branches.

The Bank of Richmond in Virginia, by its charter, 1792,

was authorized to establish offices throughout the State
with separate directors or agents. It was, moreover,
provided that any town holding 300 shares should have
the right to an agent, who should forward proposals for
discount to the directors.b ' The system of branches was
continued in that State for many years.c

From the beginning branch banking was the rule in
North Carolina. In i86o there were i6 banks and 26

branches in different parts of the State. The constitu-
tion of the State of Alabama, 1819, provided that state
banks might establish branches when authorized by the
legislature; provided, however, that not more than one
be created in any one session. Although the state bank
was chartered in 1823, no branches were organized until
1832; four were finally established, but their operation led
to abuses. They were run too independently of the par-
ent bank; discounts were extended, and the circulation
was inflated beyond a conservative limit, the State being
bonded for their issues.

a Pages 15, 83, 85.
b Laws, Va., Ch. 77, sec. 24.
c Farmers' Bank of Virginia, 1812, to have six branches; Laws, Va.,

1836-37, ch. 83, sec. 2; Laws, 1849-50, ch. 59.
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In 1838 the Union Bank was chartered by Mississippi
and expressly authorized to establish branches, so that
loaning facilities could be brought near toresidents in
different parts of the State. The bank on a technical
excuse did not create the branches expected under the
law, and consequently brought upon itself the criticism
of the legislature.

In Missouri the charter of the Bank of St. Louis, the
first institution organized in the State, permitted branches,
provided they were 50 miles from St. Louis and the same
distance from each other. No branches, however, were
ever created. The charter of the Bank of Missouri, 1817,
provided for the establishment of a branch for discount
and deposit only in a county which subscribed for $4o,ooo
of the total capital of $25o,ooo.

The constitution of Indiana, 1816, forbade the estab-
lishment of a bank unless it should be a state bank with
branches. When the State Bank of Indiana in 1833 was
under consideration the chief point of dispute was the
number of branches. The bill fixed this at io; attempts
were made to reduce it to 5 on the supposition that the
fewer the branches the less mischief there would be.
Ten branches, however, were ordered; for most purposes
they were independent banks, subject to a certain control
by the State Bank. The latter was really nothing more
than a board chosen by the legislature,. consisting of a
president and four members, besides one member chosen
by each of the branches, who had certain restrictive and
supervisory functions with little power of initiative; and



National M onetary Commission

banking powers were exercised through the branches a

The board of directors could limit and control the dis-

counts of a branch after they reached one and one-fourth

times the paid-in capital; they could suspend a branch

and close it; could equalize the public deposits in the

branches; were required to examine each branch once in
six months; could require reports; could call on them to

make up any deficiency in the assets of an insolvent

branch; could regulate the dividends so as to prevent
impairment of capital and secure a surplus fund of one-

sixteenth the capital; and could print the notes for all the

branches. Subject to these restrictions, branches were
free to conduct their business without control. Each

branch elected its own board of directors except the three

appointed by the state board, and the profits of each

were independent of all the others. The system did not

-work well; it was complained that the parent bank exer-

cised but a loose supervision over its branches and "used
toward its branches the language of a weak, indulgent,

and incapable parent who scolds her children, indeed, and

threatens and then lets them do pretty much as they

please." The independence of the several branches in-

the State Bank was partly attributed to the fact that con-

ditions were different in different parts' of the State.

Some of the branches were in river towns, some in the

interior, one on a lake; the southern part of the State was

settled by people from the South and the northern by

a Laws, Indiana, 1834, ch. 7, secs. 2-3, 24; W. F. Harding, Journal of

Political Economy, December, 1895, p. 4t
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those from the East. . The result was a diversity in busi-

ness customs and standards.a

Although the branch system did not obtain a foothold

in the North, banks attempted to extend their operations

to a distance through, agents. In r837 several banks in

Connecticut. established agencies in different parts of the

State for the purpose of making discounts, but the bank
commissioners claimed that these. were virtually branches

which had not been recognized by law and should be

prohibited, or each branch should be made a separate and

distinct institution.b

In 1836 the bank commissioners of Rhode Island

noted that though discounts were generally made. at the

office of the banks, in some cases there was a committee

which made loans elsewhere. The legislature thereupon

promptly passed a law forbidding any bank to have an

office or agency for discount in any place other than the

office of the bank, except by express permission.

Massachusetts also condemned' the practice, the law

reading: "No loan or discount shall be made, nor shall

any bill or note be issued by such bank, or by any person on

its account, at any other place than at its banking house."

Notwithstanding this prohibition, some banks violated

the spirit if not the letter of the law. In 1852 the bank

commissioners severely c6ndemned existing practices:

"Banking instititions have a locality to which their opera-

tions are designed to be confined. It is a perversion of

such design if the officers are sent into the money market

a W. F. Harding, Journal of-Political-Economy, December, 1895, p. 9.
b Reports of the Bank Commissioners, Conn., 1837, 1838.
cRevised Statutes, Mass;, ch. 36, see. 8.



National M onetary Commission

in other places in pursuit of paper which, under the form
of exchange, will give a higher rate of interest than it
would be prudent for them to exact of the business com-
munity in their own neighborhood; it is an interference
with the rights and interests of. other banks, and the prac-
tice is frequently attended with loss on account of ignorance
of the true character of the paper. The increased facil-
ities of communication have a tendency to concentrate

business in the metropolis. Managers of banks in the
country established for local convenience, should be at
all times aware that to discount paper, receive checks,
and exchange their bills through an agency in the city is
an infringement upon the foregoing statute.''a

In the following year the bank commissioners found it
necessary to take a more decisive action. Several banks
had been chartered in towns in the vicinity of Boston

-where the local business was not large. In order to employ
their funds more profitably, the banks opened offices in
State street, Boston, and at stated hours the cashiers were
in attendance to receive deposits, pay checks, discount
notes, and indeed do all the business of the bank. In two
or three cases the business done in the city was greater than
that performed at home. In consequence of this the
bank commissioners issued a positive prohibitory order
and threatened an injunction on one or two banks which
were disposed not to yield.b

The free banking act of New York of 1838, amended
in 1848, expressly prohibited the establishment of branch

aSecond Report of Bank Comrmissioners, Mass., 1852, p. 8.
b Bankers' Mag., 1853, 8:437.
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banks, due to a fear that banks in large cities might
monopolize the profits of note issue by organizing branches

in small inaccessible towns and thus throw obstacles in the
.way of easy redemption of bills. a

XXII. RIGHT TO CARRY ON A BANKING BUSINESS.

During the earlier years of banking the business was
frequently carried on by private individuals and un-
incorporated associations, whose operations extended to
the issue of notes as well as to the making of loans and
the receiving of deposits. Massachusett was the first

State to place restrictions on such private enterprise.
In 1799 a law was passed forbidding anyone to join
any association to do banking unless authorized by law;
and a penalty of $i,ooo was imposed to be recovered
by anyone who issued an action for debt, one-half to
go to his own use and one-half to the State, while the
notes of such an association were void.b New Hamp-
shire, also, in the same year prohibited private banking.
Rhode Island, in 1805, forbade the issue of notes by pri-

vate parties. As late as 1826, however, the question
of removing restrictions came up, but a legislative com-

a" Certain persons acting under the provisions of that law had set up their
so-called principal offices in obscure villages of the backwoods while issuing
their notes and attending to such other business as came in their way in the
important cities. As they were thus able to evade or delay redemption at
city offices by referring holders of their paper to the remote counters at
which alone it was payable, or later might refuse to redeem in Albany or
New York except at a discount, the legislature sought to mitigate'the
scandal by requiring that the usual business of a "free bank" should be
transacted at the place named in its certificate." R. M. Breckinridge,
Sound Currency, 6:8; see Laws of New York, 1838, ch. 26o; 184o, ch. 202,
363; 1848, ch. 340.

bActs,' M._ss., 1799, ch. 32.
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mittee reported adversely; attention was called to the

great number of failures of private banks in England

in 1814 and 1815, and as the community had become ac-

customed to regard existing currency with confidence and

it was held unwise to risk the possibility of a flood of

insecure notes.
In 1804 New York forbade all unincorporated com-

panies from doing a banking business,a but this prohi-

bition did not forbid individuals or incorporated insti-

tutions from engaging in banking and issuing notes.

Insurance companies, aqueduct associations, and many

individuals, such as tavern keepers and merchants, issued

notes in denominations as low as 6 cents. During the

war of i812 this became a serious evil.b The act of i804

did not owe its origin to any new public policy, but to

the desire of capitalists already interested in banks in

New York City to prevent the Merchants' Bank from

continuing business withoui a legislative enactment.
In i818 a more sweeping law was passed: "No person,

association of persons, or body corporate, except such

bodies corporate as are expressly authorized by law,

shall keep any office for the purpose. of receiving de-
posits or discounting notes or bills, or issuing any evidence

of debt to be loaned or put in circulation as money;

nor shall they issue any bills or promissory notes or

other evidences of debt as private bankers for the pur-
pose of loaning them or putting them in circulation as

money, unless thereto specially authorized by law."

a Laws, N. Y., 1804, p. 476.
b Knox, History of Banking, p. 398.
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It will be observed that this law went far beyond the
prohibition of the issue of notes, for it forbade receiving
deposits or making loans. The reason for this legislation
was largely due to the increasing operations of a private
bank managed by Jacob Barker, who was rapidly extend-
ing his business and encroaching upon the profits of the
chartered banks; these, therefore, endeavored to cripple
his activity.a It was difficult, however, to stamp out
a non-banking medium of circulation. In 1824-25 the
legislature chartered several loan companies which issued
bonds and passed them off as money, and this addition to
the volume of circulating paper was regarded as one of the
causes which led to the cotton speculation of i82 6, There
was moreover continued discussion as to the wisdom of
such absolute restriction, and according to Gallatin, the
act of 1818 had no other effect than to deter prudent
capitalists from engaging in. banking business, and this
increased interest rates. b Legislative committees in i825

and 1826, recommended repeal on the ground that mo-
nopoly sheltered abuse; the operations of unincorporated
persons could not be conducted with so much concealment;
private bankers subject to unlimited liability would be
cautious; restriction tended to accumulate capital in New
York City, and deprived the farmer and manufacturer in
the interior of loaning facilities; and the system of charters
did not prevent dishonesty. Although a charter might
originally be placed in safe hands, the stock was trans-
ferable and could pass into the hands of irresponsible

a Jacob Barker to the Public, 1819.

b Gallatin, Writings, 3: 350.
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lersons.a In 1837 the restraining law was repealed, thus
leaving every citizen in a position to pursue the business

of banking under the general law. It was followed by the
creation of a large number of private banking houses in
New York City, which received deposits, discounted notes
and bills of exchange, and dealt in coin and bullion. b

The change in policy excited much opposition, and the
Attorney-General denounced the measure as inexpedient
and unconstitutional.c By the act of 1838, providing for
the issue of notes based upon deposits of mortgages and

stock, private persons and partnerships, which were not
bankers at all, could issue circulating notes. For a time
there was uncertainty as to the construction of this law,
as it was difficult to reconcile it with other laws dealing
with corporations. One decision announced that private
persons or companies could not issue negotiable obliga-

tions, and that if issued, they were under no obligations to
redeem them; the construction extended even to bonds.4
This opinion, however, was condemned by a higher court
on the ground that the legislature never intended, in its
efforts to suppress offending banks, to destroy all the bills
which they put into circulation. e The reversal did not
remove popular uneasiness. In one instance, the supreme

aReport of Committee on Judiciary, N. Y., Jan. 31, 1825; Report of
Committee on Banks and Insurance Companies, x826.

b Report of Superintendent of Banking Department, N. Y., Jan., i86o,

p.5.
c Senate Document, N. Y., 1835, No. 4, P. 13; Report Assembly Docu-

ment, 1837, No. 303, P. 7.
d Safford v. Wycoff, x Hill, i i.
e 4 Hill, 465.
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court set free a person who had counterfeited the bills of a
free bank,- but this decision was also overruled. b

New Jersey in 1815 forbade unincorporated institu-
tions from doing a banking business under heavy penalty. c
Pennsylvania, in i8o8, forbade banks incorporated under
laws of other States to do business within her boundaries,
and two years later, unincorporated associations were
forbidden to issue notes, make discounts, or receive de-
posits, but the law was of little force, particularly in the
interior. There was a scarcity of specie and as the state
banks did not issue notes under $5, there was a lack of cir-
culating medium. Notes were consequently emitted by
bridge and turnpike companies. d The Girard banking
house, a private bank which began business in 18 12, issued
notes and this raised the question whether the other Phila-
delphia banks would receive them. A committee of these
institutions decided that since the laws of Pennsylvania
discouraged, if they did not prohibit the circulation of
notes of unincorporated banks, Girard's notes should not
be received either in payment or on deposit. Later, how-
ever, they yielded and received the notes.

In Maryland many of the early banks were started as
private institutions, but in 18io an act was passed to
prohibit persons from associating with the purpose of
forming a banking company without first applying for a
charter. Each subscriber to such an association was
liable to a forfeit of $ioo and the commissioner who under-

a Debow v. People, i Denio, 19.

b Gifford v. Livingstone, 2 Denio, 380.

c Pub. Acts, N. J., 39 Ass. 2 sess., p. 13.

d Sumner, History of Banking, i 44.
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took to receive subscriptions to a fine of $2,000. The
law was disregarded and there is no evidence of the impo-

sition of the penalty.a In 1817 another law was passed
to the same effect, but this again did not prevent individu-

als from carrying on a banking business. b

Virginia in i 805 made it unlawful to pass a note *of any
unchartered bank. In i816 unchartered banks were de-

clared illegal and their notes null and void; a fine was
imposed for signing such a note and the holder of a note
under $i could recover $5 from the issuer or signer. In
I82o new penalties were inflicted with imprisonment
from one to twelve months for individuals and a fine of

$50 for corporations. A fine of from $io to $ioo was
imposed for bringing such notes into the State for circu-

lation, and a fine of $io for offering to pass them. In
1848 trading by members of an association in the manner
of a bank, issuing or circulating notes or other instruments
of an unchartered company was made punishable by a
fine of from $i.oo to $5oo and imprisonment. c

North Carolina forbade private note issues in i816.
Georgia, in 1815, imposed a tax of 8 per cent on all bills
then circulated by unchartered banks and 20 per cent
on all subsequent issues. In the following year it .for-
bade any unincorporated association from issuing notes
of $2 and over, and in case of violation, the holder might
recover 125 per cent. For notes less than $2, the holder

might recover three times the value.- Florida, in 1824,

a Bryan, History of State Banking in Maryland, p. 42.
b Ibid., 31.
c Laws, Va., 1847-48, ch. xo, secs. 18-21.
d Knox History of Banking, p. 575.
e Sunner, History of Banking, x: 87-88.
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passed an act imposing a penalty of $5o on any one bring-
ing into the Territory with intent to circulate, "any bills
and notes in the likeness of bank notes, which said bank
notes are, or have been, issued by any private individuals
or private unincorporated companies in the United

States."a
In Alabama, owing to the rapid purchase of public lands,

the Territory was drained of good money. This led,

therefore, to the issue of small notes, called " change bills"
by corporations, firms, and even individuals. The legis-
;ature consequently sought to restrict this abuse and in

1818, enacted that all such notes for a sum not exceeding
$i were to bear interest at ioo per cent per annum from
date of issue.' This became a dead letter, as did much

subsequent legislation of the same.character.
In Ohio, before 1815, there were various concerns

carrying on a banking business without charters. Some
of these were swindling operations and others engaged
in business in good faith and afterwards became chartered

institutions. In many instances they issued notes until
the legislature resolved to put an end to opportunities

for abuse, and passed an act prohibiting the unauthorized
issue of circulating c notes. There was a penalty of a year's
imprisonment as well as a fine, and contracts With persons
or firms engaging in unauthorized issue were void. This
was the first of a long list of laws directed against unau-

thorized bank notes.d Agents of banks chartered by other

a Act of Dec. 22, 1824.
b Territorial Acts, Ala., 2d sess., Nov. 17, 18x8.
c Laws of Ohio, 1815, 13:152.

4 Laws of Ohio, xx6, 14:10.
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States were subject to fine and denied the privilege
of enjoining the courts; and anyone interested in such a
bank was made personally liable to any noteholder. These

restraining laws apparently did little good. It is stated
that in Zanesville, in 1818, there were more than 3o kinds
of paper passing -from hand to hand; besides bank notes,

there were shinplasters issued by bridge, turnpike, and
manufacturing companies, city and borough authorities,

tavern keepers, and shoeblacks, ranging from 3 cents to $ 2 .a

With few exceptions, these notes were of little value.
Kentucky, in 1817, forbade the issue of notes over $2 by

unauthorized associations, under penalty of ten times
the note; everyone who passed the note was liable to the

same penalty. This act, however, was only temporary in
its operation. Indiana, in 1815 (Dec. 26) subjected any

person issuing or passing an unauthorized note to a fine
of three times the amount, with liability to the holder.

In 1830, practically all States had confined the right of

issue to incorporated banks. The solitary exception was
Girard's Bank in Philadelphia.- Congress, however, had
not restricted the issue of notes by the city of Washington
and there was still a small amount of paper in circulation
issued by the State of North Carolina. Gallatin's state-

ment did not, however, hold good for subsequent years.

Under the cover of suspension of specie payments and the
looser laws of the new Western States and the nonenforce-
ment of the laws already in existence in the eastern section,

a very considerable amount of fractional. bills issued by

a McMaster, History of the United States, 4:317.
b Gallatin, Writings, 3:264-265.
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individuals and business firms were at one time and another

put in circulation, oftentimes for the purpose of supplying

the want of small coin, due to the disappearance of

silver after its undervaluation at the mint by the coinage

act of 1834. A writer in the Merchants' Magazine in 1853

stated that in the interior a large batch of private shin-

plasters had been issued, to the amount of between

$i ,ooo,ooo and $2,ooo,ooo, which found a ready circulation.

XXIII. LOANS AND DISCOUNTS.

The subject of loans and discounts may be treated under

the following headings:

(a) The procedure followed in applications for loans and

in passing upon them by the directors or committee of

management.
(b) Character of security.

(c) Length of the loans.
(d) Renewals of loans.

(e) Amount of loan to any one person.

(f) Loans to directors.
(g) Partiality in making loans.

(h) Restrictions upon residents and nonresidents.

(a) The procedure followed in applications.

The by-laws of each individual bank commonly pro-

vided for the receiving of discounts either on one or two

stated days in the week, and requests for loans were to

be left on one day to be passed upon by the management

of the bank on the following day. The Bank of New

York, 1784, made its discounts on Thursday, the offerings

to be left under a sealed cover on Wednesday morning.
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It was the rule of the United States Bank, 179 i, to receive

offerings on Mondays and Wednesdays, settle them on
Tuesdays and Thursdays, and make them known the suc-
ceeding days.a The Bank of Pennsylvania, 1793, pre-

scribed that paper offered for discount should be delivered
on Tuesday and Friday and passed upon the next suc-
ceeding days.

By the rules of this bank no discount could be made

without the consent of three-fourths of the directors pres-
ent. b The Bank of New York, early in the century, voted
that no notes be discounted between meetings of the board,
except in special cases upon judgment of the president,
and then not exceeding $4,000. Under the rules of the

Hartford Bank, 1792, all questions relating to discounts

were determined by ballot, and if two voted in oppo-_
sition the loan was not granted. No reason was to be
given for the refusal.c In 1819 it was agreed that no name
which had appeared as a drawer, acceptor, or indorser on
unpaid paper, should be given consideration in. any pro-
posal for a loan. A copartnership desiring favor must
declare the names of its membersd and .one partner could
not be accepted as an indorser for another. By an act of
Vermont in 1840, no loan exceeding $50 could be made
without the approval of a majority of the directors. The
charter of the State Bank of Indiana forbade the directors
to vote on loans in which they were interested, and on

a Leach, the Girard National Bank, p. 17.
b Same in Virginia, Laws, 1836-37, ch. 82, sec. 6: Second United States

Bank, i8x6; By-laws, Girard Bank, x832; Branch of the Bank of the State
of Alabama, 1832; Franklin Bank, Cincinnati, x833.

c Woodward, The Hartford Bank, p. 64.
d Ibid., 125.
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all applications for $5oo or upwards there must be five

concurring votes out of seven.

(b) Character of security.

i. Loans on pledge of bank stock.-Loans on the pledge of

bank stock were made at an early date largely to aid stock-
holders in satisfying the loose charter requirements in

regard to the paying in of capital. Such loans were made
not only to assist the subscribers, but also in the ordinary

business of the bank to furnish easy accommodation to

the owners. For a time there does not appear to have
been any special opposition to such loans, but abuse arose
in evading requirements 'as to paying in of capital, and,

secondly, in the special favors .which stockholders obtained,
when banks came to be established .to confer special rather
than general benefits. Bank stock was naturally re-
garded as excellent security, and so it was not unusual

for banks to permit loans to be made to stockholders
upon pledge of bank stock on single-name paper instead of

the usual requirement of two responsible names. Such a
provision is to be found in the by-laws of the Farmers'

and Mechanics' Bank of Philadelphia, 18o9. The by-laws

of the Bank of the Valley (Virginia) allowed loans to

stockholders on pledge of stock without an indorser, for
three-fourths of the amount paid in.

The by-laws of the Second United States Bank, 1816,

also provided that if stock of the bank, or United States

stock or other such property approved by the board, were

pledged, one responsible name was sufficient. Upon its

organization the operations of this latter bank 'in aiding

the stockholders to pay 'their second installment due on
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the capital through loans on bank stock became a scandal.

The directors in December, '186, gave express authority

by resolution for such loans and in the following year

(Aug. 26) authorized stockholders to borrow on their

stock at an advance of 25 per cent on the par value

thereof.a

Later there was so much abuse of such loans that some

States passed laws forbidding or limiting the practice.
Massachusetts, for example, in 1829, in a general banking

law forbade loans on pledge of bank stock for more than

one-half of the capital paid in. The charter of theBank of
Florida, of the same year, forbade any such loan. The

same provisions are to be found in the charters of the
Franklin Bank of Cincinnati, 1833, and the Louisville

Bank of Kentucky, 1833.

The bank commissioners of Connecticut, beginning with

1837, reported against this practice. They declared that

banks were not established for the exclusive benefit of

stockholders, but they were pleased to report that there
was only one bank in the State where these loans were

excessive. In 1841 they recommended that no stock note

should be discounted for more than three-fourths of the

value of the stock; that none should run for more than

four months, and all such notes should be paid in full at
maturity. Vermont, by an act in 1840, expressly pro-

hibited such loans. The charter of the State Bank of

Indiana forbade loans on bank-stock collateral. In 1839

the bank commissioners reporting on the State Bank of

IIlinois stated that the indebtedness' to stockholders was

a For further details see Dewey, The Second Bank of the United States.
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large, amounting to one-fourth of the total. Nearly two-

thirds of the amount which had been paid in by private
stockholders had been loaned back to them. In the fol-
lowing year the legislature prohibited such loans.

2. Accommodation Paper.-A very considerable part of

the loans which were made during the earlier period of bank-
ing were accommodation loans. This was in harmony
with the prevailing opinion that banks should serve all

classes by an advance of credit irrespective of the con-
dition that such credit could be promptly liquidated.

In a contemporary report the following distinction was
made between accommodation paper and business paper:
"When an individual simply wishes to borrow money and

offers his notes with security to the bank, it is treated as
an accommodation subject to the customary call and
renewable. When a party holds a note given to him by
another for property sold and indorsed and sells it to the
bank, payment is always presumed and expected at
maturity, and it is termed a real transaction and the
security, business paper." According to Matthew Carey
there were two general varieties of accommodation paper,
"draw paper," and "extra accommodation paper." a

The former carried on its face the evidence of ifs being
fictitious by the indorser transferring his claims in the pro-

ceeds' to the drawer. The extra accommodation notes
were drawn to appear as if issued in a bona fide commer-

cial transaction for value received. According to holds-
worth, business conditions in Pennsylvania were such as to
make a considerable use of accommodation paper impera-

a Carey on Banks, Appendix, p. 2.
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tive. The importing merchant sold his merchandise largely
to country storekeepers at the. nominal credit of six
months, but generally he could not obtain payment under
twelve months or even longer. These accounts with
country merchants were open-book accounts, very little
being given in payment. The retail shopkeeper was in
much the same situation as the wholesaler. He bought
his stock of goods on a six months' note and sold the bulk
of it on accounts current to people who did not expect
to settle oftener than once a year. How then, were the
wholesale importers and the large merchants to meet their
obligations and to replenish their stock? They received
in payment little cash or bona fide paper. To secure bank
credit they had to have recourse to accommodation paper.

Some idea of the extent to which the handling of accom-
modation notes went on may bc had from the incident
related by Matthew Carey, himself a bank director and
merchant in Philadelphia, at the close of the war with
England. There were three large package sales of mer-
chandise belonging to the merchants of Philadelphia dur-
ing the summer months of 1815, amounting in all to
$I,515,OOO. The auctioneers made payment as follows:
Bank drafts, $665,900; several'notes of sixty days ranging
from $io,ooo 'to $5o,ooo, amounting to $5oo,ooo; the
balance in notes of the purchasers. of the goods. These
auction notes were all discounted at the different banks.
Carey declared that these notes at one time amounted
to over $I,2OO,OOO.

As time went on, and it was found that in order to
secure redemption of circulating notes it was necessary to
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have assets easily available, accommodation paper fell into

disfavor in the larger cities. In 1832 the charter of the

Girard Bank in Philadelphia forbade the discounting of a

note which on its face bore the evidence of accommodation

paper. Country banks, however, still favored this form

of investment of funds. In 1833 less than half of the
discounts of such banks in New York could be called

business paper. In New England there was a more

marked change; the bank commissioners of Massachusetts

in I84o noted with approval that banks were reduc-

ing their accommodation notes; and by 1.845 nearly all

bank discounts in Connecticut were on business paper.

By the middle of the century, in, the larger cities, accom-

modation was rarely offered and more rarely accepted.

This change did not escape criticism. The bank com-

missioners of Massachusetts in 184o thought that country

banks might make exceptions in favor of accommodation

notes, for such loans frequently proved serviceable to

their communities, and in Connecticut the bank commis-

sioners regretted that a worthy class of borrowers was

deprived of advantages to which they were entitled.a

In the South and Southwest public sentiment was di-

vided. At times it was recognized that accommodation

notes were insecure and tied up the resources of a bank so

as to seriously embarrass it. In 1836 the president of the

Bank of Kentucky urged his board of directors not to
make any further loans, except those payable at maturity,

.and also to get "clear as soon as practicable of the dis-

counted notes, styled accommodation paper."' b When

a Report of Bank Commissioners, Connecticut, 1841.
b Duke, History of ,Bank of Kentucky, p. 46.
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banks, however, attempted to restrict the volume of

accommodation loans and turned to bills of exchange for

investment, they were severely criticised, on the ground
that they sought an extra profit instead of devoting their

funds to the assistance of local and needy borrowers. For

example, a legislative committee of Kentucky in i 84o

complained that the banks by falling into the practice of

doing a large business on accommodation notes instead of

business notes caused great embarrassment to the banks
without furnishing any equivalent advantage to the

country. It was highly necessary that the banks should

do an exchange business in order to make it possible to

pay specie outside the State. In Georgia the Central
Bank by its charter Was authorized to loan on accommo-

dation paper and forbidden to demand more than 20 per

cent of the principal at the end of a year, unless nec-

essary, and in 1829, Dec. 19, the charter was amended re-

quiring the bank to discount the notes of debtors to the

State. The Bank of Indiana also, in 1839, noted with

regret -that its branches made extensive loans on accom-
modation paper, on much of which calls could be made

for only io per cent or less per annum.
Akin to loans on accommodation paper was the practice

of loaning on memorandum checks and overdrafts. In

1837 the bank commissioners of Massachusetts reported

that they found checks for small amounts in many banks,

and in a few for large sums. The latter were generally

secured by stock lodged as collateral. This kind of accom-
modation was becoming unpopular, but its existence was

again referred to in 1841.
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3. Loans on real estate.-As a rule, banks made loans on
real estate. As already stated, in some States banks
were obliged under their charters to loan a certain portion
of their capital to farmers, and this obligation was im-
posed upon city banks, as in Boston. Gradually such
loans Were regarded by the sounder banks in the North
with disfavor, as they ran for too long a time and it was
difficult to secure prompt settlement at maturity. In
182o a report was made by the State Bank in Boston in
regard to loans on real estate: $263,460 had been thus
loaned to 719 persons; 639 of these had paid a part or
the whole, amounting to $127,751; 8o of them had paid
no part of the principal, amounting to $30,o8i; and the

balance due from 639 persons was $1o5 ,6 2 7 .a Efforts
were made to close up these accounts, but some were out-

standing as late as 1839. At times city banks were
drawn into loan on mortgages, particularly during periods
of real estate speculation. In a report made to the legis-
lature of New York in 1831, it was stated that nearly
$5o,ooo,ooo was loaned in New York City on mortgage
and the greater part of it at 7 per cent.b In 1836 the
bank commissioners of that State reported that banks
had, under the guise of business paper, supplied credit
to those engaged in real estate speculation. According
to Clibborn,c it was the general practice in. Cincinnati
to. give accommodation to merchants or dealers in real
estate, such as town lots and houses in cities, rather than
to the discounting of real bills of exchange, which was but

a Stetson, An Historical Sketch of the State Bank, p. 44.
b Niles, 4o:185.
c American Prosperity, 1837.
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a minor branch of their business. The banks encouraged

the renewal of these notes, and by taking mortgages on

the property would finally come into possession of a large

part at their own price. There were, indeed, two such

sales of nearly the whole city by the United States 'Bank.
In a settled population such a system could not exist long,

but in American towns, where therewas a continual change,

experience *as lost, and the practice could easily be re-

peated.

In the South banks were expressly organized to loan on

real- estate. The Planters' Bank of Mississippi, 1830,

could make loans secured by mortgage up to one-third the

value of the property. The Union Bank of Louisiana was

essentially a land and slave bank and the charter provi-

sions carefully prescribed the amounts which could be
loaned on lands, brick dwellings, slaves, etc. The Com-

mercial Bank of New Orlean§, 1833, could also loan on

lands and slaves secured by mortgage. Property i the

city must be improved and plantations be in full state of

cultivafion. The Union Bank of Florida (Tallahassee),

1933, was also authorized to make loans on lands and

slaves. In 1836 the Real Estate Bank of Arkansas was

,chartered; 127,500 acres of land were mortgaged, of which

only about 14,ooo acres were under cultivation.

The management of the Dank of the State of South

Carolina in 1843 referred 'With satisfaction to its success

in making loans on bonds and mortgages and for

longer periods than business paper would run. They ad-

mitted that not all of the capital and credit should be so
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invested, but a considerable part could be safely and profit-

ably thus loaned. This was seen during the suspension in

1839; of the seven banks in Charleston, six were purely

commercial, rejecting bonds and such securities; of these,
five suspended specie payments, while the Bank of the

State of South Carolina, which loaned on real estate, paid
in specie all its notes as presented. Although such loans

were slower in payment and the profits in business founded
on lands and slaves of the planter and mechanic and trades-

man were not so large, all the property was visible and

could not be easily wasted without detection, and the
losses and risks were smaller.

Maryland introduced at an early date. in the practice

of the Farmers' Bank at Annapolis, a feature borrowed

from Scotch banking, known as the system of cash ac-
counts. An account of this sort might be openeo on appli-

cation of any farmer, mechanic, or manufacturer for sums
from $ioo to $i ,ooo, whereby the borrower might draw or

pay in any sum not less than $50 at any one time and on

which settlements were to be made semiannually, the
party drawing the cash to pay interest for what he might

owe at 6 per cent per annum and to be allowed interest on
all sums returned from the time of payment. The party

opening an account had to give good personal or real se-

curity; the directors were not obliged to lend money. on

such cash accounts to a greater amount than one-fifth of
the capital. The object of the practice was to aid the

farming interest, and was practically but another method

of loaning upon real security, since most of the bank's
patrons had little 'other available security. An attempt
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was made to introduce this. method into the business of

some of the Baltimore banks.a

Crawford, .in 18 2 0 ,b severely criticised- loans to farmers.

He admitted that the establishment of banks in agricul-

tural regions had greatly improved the general appear-

ance of the country; comfortable mansions and spacious

barns had been erected; lands had been cleared and re-

duced to cultivation; farms had been stocked and ren-

dered more productive by the aid of bank credits, but they

had been accompanied by the ruin of the owner. The

farm, with its improvements, proved unequal to discharge

the debts incurred in its embellishment. So general was

this distress that state legislatures were compelled to enact

relief measures and stay-laws to rescue/their fellow citizens

from the inevitable effects of their own indiscretion. Of

similar import was the opinion of the governor of Georgia
in his message to the legislature in 1823; the operations

of banks were ruinous when introduced into the interior of

the country, and banks should be created only in those

places where surplus products of the State were carried to

the market. c
4. Loans on Merchandise.-Some banks in the larger

eastern cities made a special practice of loaning to mer-

chants on merchandise. For example, the Bank of New

York, which was chiefly a merchants' bank, beginning

with 18o4, -made advances on merchandise, and appointed

a special officer to inspect and appraise the goods offered

as security; this appraiser received a commission of

a Bryan, History of State Banking in Maryland, pp. 37-38.
b Finance, 3:498.
cSee Niles, 35:346.
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one-half of i per cent of the loan; which was paid by the
borrower.

In Pennsylvania loans on merchandise came into gen-
eral use during the embargo period. Owing to commercial
embarassment, the banks came forward to tide over the
delays which took place in realizing on importations. A

resolution of one of the Philadelphia banks, adopted
November 28, i8o8, provided that the payer and indorser

of a note and the drawer and acceptor of a bill presented
for discount must be competent to meet their engagements;
that to insure this, an amount of property not of a perish-
able nature, should be held either by the indorser, ac-
ceptor, or such other person as might be approved of, suffi-

cient to cover the amount loaned; that after a .deposit
had actually been made, those who received it must give
ample proof and hold themselves bound not to part with
it until the bank should express its assent. In either case,.
the property must* be insured against fire. As noted by
Holdsworth, the historian of the Bank of Pennsylvania,

the use of the collateral loan, thus begun in adversity,
was in after years greatly extended in prosperity.

In the Southern States banks made extensive advances
on produce on the ground that cotton, tobacco, and sugar
were staple commodities which, if necesssary, could be
kept until a market was found. Later, however, when
there were violent fluctuations in prices, the banks in that

section became seriously involved; particularly was this
so during the period of cotton speculation in the thirties.
In Alabama the directors of the State Bank of Alabama,
in 1837, in order to increase their stock of specie, decided
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to make loans on cotton so as to secure exchange facilities
abroad. Anyone with a supply of cotton on hand might
have it valued, and on delivering it into-the charge of the
bank receive an advance of not more than 25 per cent of
the value, and then give his note for' the amount received,
payable in nine months. The bank then shipped the
cotton at the risk of the owner, who had the right to limit
the selling price until the cotton had been in port five
months. The proceeds of the sale were placed to the
credit of the note and the excess paid over to the owner
of the staple. In case the citizen was greatly pressed for
money and his cotton was not ready for delivery, the
bank might make him advances on his executing a Written
pledge to deliver the cotton at some future date to the
bank agent in Mobile, in amounts sufficient to repay the
funds loaned.

The State Bank of New. Orleans in 1836 voted that
whenever sugar or cotton were deposited in warehouses
and insured, the hotes of the proprietors should be dis-
counted for two-thirds of the cash value. In order to
avoid indorsement on notes and bills of exchange, credit
should be opened to those who could furnish mortgages
on real estate, not to exceed two-thirds of the cash value
offered.

The Mississippi Union Bank made loans on cotton; the
planter executed his. note with indorsers to an amount
equal to the number of bales at $6o each. The cotton was
shipped under the control of the bank and sold in such
markets ks the planter desired; the benefit of the exchange
went to the planter and no charges or commissions went
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to the bank.a In 1837 from two-thirds to three-fourths
of the loans of the Northern Bank of Kentucky were upon
notes and bills disbursed by drovers in the purchase of
live stock and driving the same to market, and by others
in aid of agriculture; fifteen-sixteenths of the capital of
the bank and its branches was employed in agriculture.
Of. a somewhat similar character was the business author-
ized by the charter of the Bank of St. Louis, 1813, whereby
the bank could receive and hold as security for loans and
discounts, lead, or barter, or fur, or other property, pro-
vided it was left in-the care, possession, and control of the
bank. In x839 the State Bank of Illinois was criticised
for its connection with trade in lead and other commodi-
ties; $5o7,ooo had been advanced on lead alone. This
was regarded as contrary to the spirit of the charter, for
the bank had been created for the common good of all
without reference to locality or particular pursuits.

5. Loans on stocks.-There was a long-continued objec-
tion to temporary loans on stocks for collateral security,
for such loans were more commonly advanced to brokers,
who were generally regarded as engaged in speculative
operations entirely foreign to the primary purposes for
-which banks were established. A legislative committee
of New York in 1837 criticised the banks for making tem-
porary loans on securities. It was recognized that often
the motives for such loans were good, for this practice
enabled banks to. be prepared at a moment's notice to
meet any contingency; on the other hand, it made it
possible for brokers to secure funds with which to specu-

a Report of Bank Commissioners, Mississippi, x838.
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late. The committee therefore recommended that no

bank be allowed to take stocks in hypothecation. As

securities at'that time were not sound or stable, the com-

missioners held that such loans were not more available

than those Which were made on common paper; the stocks
took the place of individual liabilities, while the money

went to furnish other States with capital. Too much

capital was thereby absorbed by the "fancy" stocks, both
of New York and other States.a Such loans, however,
increased until in 1855 an unusually large proportion of
the loans and discounts of the New York City banks were

loans on call.b This change aroused criticism; a writer in
Massachusetts, stated that it was a common weekly oc-

currence for bank- officers to appear at exchange or on the

curbstone for the purpose of negotiating with other bank$
or bankers, at the same time refusing their own customers
money for good paper for the proper transaction of busi-
ness in their own localities. City banks borrowed of the

country banks, a practice of very doubtful utility.c The
bank commissioners of Massachusetts in 1855, thought
that the system of demand loans was one to be deprecated,
for it put too great a strain upon the community; banks
had better substitute for demand loans, paper so timed
that it Will turn up at proper intervals to relieve the circu 7

lation without surprising t e public.d In i858 the gov-
ernor of Connecticut recommended that banks be pro-
hibited from making loans on call.e

a Assembly Document, N. Y., No. 328, May 11, 1837.
b Merchants' Magazine, 33:340.

c Silex, Letters on Banks and Banking, 1853.
d Fifth Report ofBank Commissioners, Mass., pp. 74-75.

e Merchants' Magazine, 39:97.
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6. Exchange.-During the first quarter century of bank-

ing in the United States banks did not seek to gain a spe-
cial profit by dealings in bills of exchange. According to

Raguet,a "The discounting of notes or acceptances pay-

able on the spot was the sole mode in which the capital and

credit of the banks were formerly employed, and if by
way of accommodating their customers they occasionally
discounted a note or acceptance payable at a distant place
it.was always done upon the spot, the banks not calculat-

ing upon any profit in the way of exchange, but relying

on getting their money back again by supplying another

customer with a check or draft at par." Ordinary ex-

change transactions between different cities and States
were left to individual competition, which established the
market rate. The Second United States Bank in 1817,
however, entered upon. the business of a dealer in domestic
bills of exchange by buying and selling bills upon all
points where its branches were located, upon terms that
gave it a profit on the particular transaction, and this
practice was responsible for the general custom which
subsequently prevailed among banks.

During the life of the United States Bank exchange

business was largely controlled by that institution. If it
did not monopolize the business it practically determined
the scale of rates which could be charged by local banks.
With the downfall of the bank in 1836 and the closing of
its branches the business fell into the hands of the local
and state banks, and at once complaints were freely made
in all parts of the country that these institutions were
charging excessive rates.

a Currency and Banking, p. 120.
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The term "exchange" was also applied to transactions
which did not spring from a sale of goods, but was used
whenever money was to be paid in a different place from
that in which it was loaned. Banks here found an op-
portunity for imposing more than the legal rate of inter-
est, and ordinary loans were frequently made to assume
the character of an exchange operation. In many

States this became a. scandal so great that under the
national banking law the right of charging exchange
was granted only in the purchase, discount, and sale
of a bona fide bill.

The bank commissioners of Connecticut, 1838, noted
that there had been a great increase in the exchange
business during the previous year and that the practice
had been an evil of rapid growth. Connecticut banks
discounted notes payable in New York and gave a draft
for the net proceeds for which they charged from one-
half to -3 per cent. This charge was far beyond the

exchange expenses. -It was consequently recommended
that a tariff of exchange charges be adopted by the legis-
lature or that a charge beyond exchange expenses be
entirely prohibited.a In 1855 a law was passed regu-
lating exchange, but the state authorities complained
that its spirit was evaded for the purpose of obtaining
more than the legal rate of interest. b

In Massachusetts the general banking law of 1829

provided that in discounting drafts or inland bills of

exchange banks could charge over and above the rate

a This recommendation was repeated by the bank commissioners in

x841.
bReports of'Bank Commissioners, Conn., 1855, 1856.

x68
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of interest only the then existing rate of exchange be-

tween the place where the draft was discounted and the
place where it was made payable. In 1838 the commis-
sioners reported that though the charges for exchange
had not, been extravagantly high many country banks

demanded from one-fourth to one-half of i per cent

for exchange on notes discounted which were payable
in Boston. This was regarded as a questionable practice,

for the country had no reason to make any such charge,
since they wanted funds in Boston. The banks, however,
defended the practice on the ground that they must
compensate some city bank for the collection and re-
demption of bills in Boston. The legislature, by an act

of April 25, 1838, made certain restrictions as to exchange,
and in 184o again passed an act for its regulation.a

The law, however, was necessarily flexible and liable
to loose construction and evasionb and the commis,--oners
again reported that there was a great diversity of prac-

tice; some of the banks demanded no exchange upon
paper payable in Boston, while others charged rates
varying from one-fourth to i per cent; this was held

unjustifiable, for such paper was almost universally
preferred by banks; it was surer to be paid at maturity
than paper payable at their own counters; and its pay-
ments placed their funds in Boston for the redempti on

of bills, at the least possible expense and hazard, with
the least possible loss of interest. They also complained
that the banks, when they made collections in their own
vicinity for Boston or other banks, always made some
charge for collecting and remitting the funds to Boston, on

a Acts, Mass., 1.840, ch. 94.
b Second Report of Bank Commissioners, Mass., r840, p. 15.
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the ground that they did not wish to draw upon their Bos-
ton funds.a In 1842 the commissioners noted that this
practice of charging by country banks on paper payable
in Boston had been discontinued. However, the business

was later revived; in 1851 it was stated that exchange
was more generally charged than ever before and that

institutions of long standing engaged in the practice. b It

was admitted by banks that paper had been framed for
the purpose of receiving exchange. c In i86o attention

was called to the fact that a large proportion of the paper
on which exchange was charged was made payable in Bos-
ton or New' York, and sometimes in the nearest large
town, and occasionally even in places "ridiculously near."
This exchange was found to. exist between different parts
of the same village, where it happened to lie upon the
borders of two adjacent States; and one transaction
was cited in which a bank director had made a note
payable at another bank not half a mile distant across
the state line, and paid one-fourth of i per cent exchange,
when he was expected to pay the note at his own bank
where it was discounted. The exchange was merely
a respectable cloak to cover extra interest. Indeed,
it was stated that in nine times out of ten where the objec-
tionable exchange was charged, it was demonstrable
that no exchange existed, or if it did exist, that it was

in favor of the place where it was exacted. a In 1862

one bank, by name, was accused of charging discount
on notes payable at its own counter, and at the date of

a Second Report of Bank Commissioners, Mass., 1840, pp. 15-x6.
b Fourth Report of Bank Commissioners, Mass., 1854, p. 83.
c Ibid., p. 84.

d Tenth Report of Bank Commissioners, Mass., 186o, p. 136.
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examination this practice applied to about one-third of
the notes under discount. This was in direct violation
of the law. The excuse given by the officers of the bank
was that exchange was only charged upon renewal of
notes as a sort of penalty for having to continue the loan.a

Rhode Island banks almost without, exception secured
extra interest through charging for exchange. Rates of
exchange on drafts were nominally one-fourth of i per
cent on Boston and New York, rising to 2 per cent on the
West and South. The banks charged from i to 2 per cent
on four months' acceptances on New York in addition to
the rate of interest. The total rate of interest therefore
varied from 9 to i2 per cent. In 1836 the price of drafts
was fixed by law, and exchange above one-fourth of i per
cent for New England and New York, increasing to 2 per
cent for points south of South Carolina and west of Ohio,
was prohibited.

Bank commissioners of Maine in 1837 reported that
there was no uniform rate of exehange on domestic bills.
In Portland some of the banks took one-fourth of i per
cent without regard to time, and others charged one-
eighth, one-fourth, and even one-half per cent per month,
making the amount of exchange dependent upon the time'
of the bill. This was obviously a method of obtaining
ublawful interest. Similar criticism was made in 1857;

each bank put its own construction on the term, ' existing
rate of exchange," which was authorized by law. Bank
commissioners of Vermont in 1854 reported that most of
the banks made a greater profit in selling drafts than that
derived from their ordinary business; there was thus a

a Twelfth Report-of Bank Commissioners, Mass., 1862, p. 159.
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temptation to make it a condition of discount that the
borrower should purchase a draft at a premium although
he might not. wish to use the funds in market.

Bank commissioners of New York in i837 declared that
the rates of exchange might be cut in half and there would

still be a fair compensation to the banks. They did not,
however, think that the banks had as much influence in

regulating exchange as was generally supposed.a

The governor of Mississippi in 1838 noted with disap-
proval that the banks of his State had devoted most of
their funds to the purchase of bills of exchange drawn on

cotton dealers, and condemned them for seeking to gain
usurious interest in the shape of exchange, instead of
discounting ordinary bills. In Georgia a legislative com-
mittee, in 1840, condemned the prevailing practice of
dealings in fictitious bills as a substitute for promissory

notes. In Alabama, the management of the Bank of the
State of Alabama in 1837 voted that in order to relieve
the existing commercial distress it would purchase six
months' bills drawn against the shipment of the cotton

crop of that year. The bank commissioners, however,
complained of the growth of this business, for when the
State determined to engage in the business of banking
its primary object was to furnish a sound circulating
medium and "to facilitate by small temporary loans the
various branches of industry and laudable enterprise in
which the citizens might engage; " dealing in bills of
exchange was, advantageous, but. liable to great abuse,
because adventurers could palm off upon directors bills
not founded upon shipments, but rather those that were
drawn purely for the accommodation of parties, known

a Report of the Bank Commissioners, New York, 1839; see also Assembly

Document No. 229, 1835, 3:4.
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as "kite bills," and the bank was accused of having taken
a good deal of this paper. In 184o, however, the com-
missioners admitted that the banking system was not
adapted to the requirements of a commercial community,
for the State had changed from being a purely farming
State to engaging in large operations in the sale of cotton.
As illustrating the suspicion with which exchange business
was regarded, the statement of the president of the Bank
of the State of Alabama, explaining in 1840 why bills
were not then purchased, may be cited: The charter and
the legislature required for the purchase of foreign bills
the action of at least three of the directors; but it was
impracticable for such a committee to go into the exchange
market and make the necessary purchases. There was
also a restriction in the charter that all bills should have
at least- two good indorsers, and this form of foreign
exchange could rarely be had.a

In Ohio the bank commissioners in 1839 criticised th
banks for refusing to discount domestic paper and giving
preference to fictitious bills of exchange, in order to
extract from needy borrowers a usurious rate of interest.
Objection was also made to the high rates charged on
legitimate bills; since the completion of the Pennsylvania
canal, the cost of transportation from the Ohio River did
not warrant a rate of over one-half to i per cent, but banks
charged as high as 5 per cent. Some reform ,was made,
for in 1844 it was reported that the majority of the loans
during the previous year had been made on bills payable.
in eastern cities, founded on actual transactions. In 1850
rates on bills drawn out of the State were regulated by
statute.

aH. R. Doe., No. ii1, 26 Cong., 2d sess., 522.
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In 1838 the state banking officials of Indiana complained
of dealings in fictitious bills; there was no reason for
banks undertaking to make remittances to other States,
since banks were not created for the purpose of regu-
lating domestic exchange. On the other hand, the State
Bank, 1839, advised that some of its branches turn from
loans on accommodation paper to exchange in order to
carry off the produce; preference should be given to
shippers of produce on exchange not having over six or
seven months to run. This policy was definitely followed
after i844. A comparison of the dealings in promissory
notes and bills of exchange by the State Bank, 1835 to
1858, is shown in the following table:

[From Harding, Journal of Political Economy. December. 1895. p. 194.]

Year. Promissory Bills of ex-notes, change.

z835 ---------------------------------------- - 9 $400,000
18.36 --- -- -- -- -- -- --- -- -- -- -- -- '$ , 3oo, ooo 900, ooo

r837 .........- 2,900,000 400,000

1838 -- -------------------------------------------- 3000,000 6ooooo
1839...........................................................................

1840 ------------------------------------------- 2,600.000 800,000

1841 - ------------------------------------------- 2,500,000 900,000

1842 ------------------------------------------- 2,200,000 400,000

1843 -------------------------------------------- 1,700,000 400,000

1844-------------------------------------------- -700,000 500,ooo

x845 - -------------------------------------------- 1,900,000 1.200,000

1846 -------------------------------------------- -1,700.000 1.400,000

:847 ------------------------------------------- - ,6oo.ooo 1.500,000

z848 ------------------------------------------- - 1700,000 i,800.ooo

2849 ------------------------------------------- ,700,000 2,000, 000

8so ------------------------------------------- --- -I.,08o0,ooo 2,500,000

185- . ..------------------------------------------- .600.000 2.900,000

1852 -- ------------------------------------------ 1,500,000 2,800.000

1853 ------------------------------------------------ ,6oo,ooo 3.500.000

1854 - ----------------------------------------- 900,000 3.400.000

2855 ---- ------------------------------------------ ,o000.000 3,700,000

x856 ------------------------------------------- 900,000 3,900,000

1857 ------------------------------------------- 500.000 300.000

i858 ------------------------------------------- 200,000 200,000
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In 1855 it was made a misdemeanor for a stockholder,

officer, or employee of a bank to purchase a bill of exchange

of any Indiana bank for a less rate than that specified on

the face of the bill.a

In Kentucky the practice of making fictitious bills of

exchange early received legislative attention; in 1817 the

charter of the Bank of Kentucky was amended so as to

prohibit dealings in bills "founded on a speculative system

of acceptance." The handling of legitimate exchange

business in Kentucky and Tennessee, however, became a

serious problem. The products of these States, flour,

mules, hogs, horses, rope, and bagging, were largely sent

South, either to New Orleans or Charleston. It became

the custom of the banks to reimburse themselves for the

acceptances which they made by selling drafts on the East

in payment of eastern merchandise purchased by mer-

chants at home. This it was possible to do through the

sale of the funds which accumulated to their credit. In

detail, the business may be illustrated as follows; A

farmer or manufacturer in Kentucky drew on a shipping

merchant at Louisville; he cashed the bill at one of the

branches of the Bank of Kentucky in the interior. This

bill was then remitted to. Louisville for collection an(' was

there paid in. drafts upon the East. Upon the credits

thus accumulated the bank checked in favor of the debtor

merchant in Kentucky who imported from that section.

The banks were in the habit of charging something more

for bills payable in the South than they had to give for

eastern funds, and of charging a premium on eastern funds

a Laws, Ind., 1855, ch. 7, sec. 41.
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when they sold them to the merchants. When the Bank

of the United States ceased to do business in 1836, the

rates were increased. The local banks explained this on

the ground that arrangements could not be made with

collecting banks in the South to furnish drafts at any

definite rate or at any fixed time after collection. The

latter would agree to furnish drafts only as eastern and

northern funds could be procured. For this reason a

charge of 5 per cent in addition to interest was justified,

and even then it was maintained that profits were uncer-

tain.a

Trade was thus heavily burdened. During the earlier

existence of the United States Bank bills of Kentucky

traders in New Orleans sold at from i to i Y, per cent dis-

count, and banks were accustomed to supply remittances

in great abundance to any part of the United States at a

premium of one-half of i per cent. b

Banks, however,,. claimed that they did not demand

extortionate rates; for the rate of discount charged upon

bills drawn on points against which there was a balance

of trade, was less than that charged by private brokers.

It was admitted that the Bank of the United States had

dealt upon better terms, but that was due to its national

character. A local bank sometimes had to let its notes

lie idle. For example, when the Northern Bank of Ken-

tucky bought a bill upon New Orleans, payable at a season

of the year when exchange upon Philadelphia or New

York could not be procured, the funds of the Kentucky

a Report of the Richmond Branch of the Northern Bank of Kentucky,

1837.
b Message of the Governor of Kentucky, x840.
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bank so invested lay idle in New Orleans as a dead deposit

in a bank which paid no interest. The Kentucky bank,

consequently, must of necessity compensate itself for this

loss by charging a higher rate in New Orleans. The Bank

of the United States did not have to undertake any such

risk, for it could actively employ its funds through its

branch at New Orleans.a

Aside from these considerations, banks in the South-

west intentionally endeavored to increase their exchange

business at the expense of ordinary discounting; for an

advantage was found in the purchase of bills, because of

greater certainty that they would be paid at maturity.

Payment of a bill of exchange was thrown to a distant

point and aid was thus given by banks other than that

to which the bills belonged or at which they originated,

while in the payment of ordinary notes custom had come

to require whatever indulgence the bank could give.b

For quick assets, therefore, bills were preferred; for ex-

ample, after the Northern Bank of Kentucky had been

made a United States depository on condition that these

deposits might be called for on demand, it invested them

in short bills.c

On the whole, such investments in Kentucky were re-

garded with approval. In 1837 a joint legislative com-

mittee of Kentucky argued in favor of bills of exchange;

the bill business was limited by the actual operations of

commerce; the accommodation business was as limitless

as the want of money, rage of speculation, or the spirit of

a Report of the Bank Commissioners, Kentucky, 1840.

b Ibid., 1839.
c Northern Bank of Kentucky, 1837.
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gambling. In discounting a note a bank exchanged its

own credit for that of the individual and received 6 per

cent per annum for the difference; in purchasing a real

bill, the bank bought a certificate of real value. A legis-

lative committee in 1838 thought that the proportion of

bills of exchange to notes under discount was too small;

in the regular course of business the amount employed in

exchange should be about one-third of all the investments

of the bank, for without this proportion a sufficient amount

of eastern funds to meet the demand for remittances could

not be furnished. On the other hand, it was stated that,

as a general principle, the banks ought not to be forced

into the bill line, and any constraint to extend bills and

diminish discounts would be an infraction of the charter

and a violation of public duty.a In 1840 a legislative com-

mittee gave its unqualified assent to the efforts of banks

to convert their business paper into bills of exchange,

although they admitted there was danger of going too far.

The Maysville branch of the Bank of Kentucky, 1840,

in explaining why it had not'invested as largely in bills of

exchange as the mother bank desired, urged that this

investment was seductive in its character because it intro-

duced the evils of a fluctuating amount of circulation,

expanding during the bill season and contracting during

the year. The acconmodation line had to approximate

the amount of capital, and bills of exchange beyond ac-

commodating the exporting and importing interest ought

not to be encouraged. Later, in 1849, a legislative com-

mittee of Kentucky reported that, although the banks

a Reports of the Bank Commissioners, Kentucky, 1838, 1839.



State Banking Before Civil W ar

could deal in bills of exchange, it deprecated the increasing
tendency of banks to concentrate their capital in opera-
tions of this character. One of the first objects for which
banks were created was defeated, for local accommodation
was denied.

The charter of the Bank of Tennessee provided that the
amount of bills of exchange for the parent bank or any one
of its branches should not exceed the amount of notes
discounted. The bank management, however, stated
that some of the branches were located in districts in which
bills could not be purchased. As it was believed neces-
sary that the investment in such bills should equal the
charter limits, it was suggested that permission be given
so that the bank as a whole could hold an amount of bills
equal to the notes discounted by all.a In 1845 the presi-
dent of this bank again referred to the desirability of
exchange investments; hitherto this policy had not been
sufficiently pursued; discounts by some of the branches
had been made chiefly on accommodation notes, and on
this kind of paper debtors were unprepared, either from
habit or inability, to pay even moderate calls. The same
advice was repeated in 1849, and it was then remarked
that some of the branches had been benefited by the larger
investment in this direction.

An illustration of the use of fictitious bills of exchange
as a means of extorting usurious interest is to be found in
a report of a legislative committee in Missouri in i838,

which helps to explain the prejudice against an operation
which might be wholly beneficial. A person puts his note

a Bank of Tennessee, 1839.
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into a bank, say for $io,ooo; the bank tells him that the

indorsers are good, but that they have not the money to

loan. If he has a trade on hand of importance, he con-

cludes to draw a bill of exchange on some person in a dis-

tant city who will accept and agree to pay it when due,

four months thereafter. He draws his bill, gets two or

three to indorse it, and then the bank, which before had

no money, takes the bill and pays him the money, deduct-

ing a premium,-say 5 per cent and the interest also. The

premium is $5oo, the bank interest is $233.33; total

$733.33 for the use of $io,ooo for four months. At the

end of four months, he makes another bill in the same way

and sends the money to the city upon which he drew to

pay the first one, when it becomes due; i5 per cent will

thus be paid for premiums and 7 per cent for interest in

the year. Add 5 per cent every four months for expense

of transmitting the money to meet the bills, and the

borrower pays 37 per cent for the use of $io,ooo.

Over a large section of the Southwest exchange business

after 1840 fell mostly into the hands of private bankers.

Alabama, Mississippi, Florida, Illinois, Arkansas, and

Michigan, with the Territories of Wisconsin and Iowa, had

few banks, although a short time previous there had been

a nominal capital of $4 3,ooo,ooo employed in the banking

business. The results were satisfactory, for rates were

lower and more regular than when charter banks abounded.

According to a writet in the Merchants' Magazine in 1843,
"private houses have a great advantage over corporations

in the economy, precision, and skill with which the busi-

ness is conducted. They contain also within themselves
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a conservative principle which constantly counteracts a
tendency to overtrading. The facilities they offer for the'
collection of debts actually due is greater than that of

banks; but, on the other hand, they afford no means to

the debtor to evade payment or renew an obligation.
Hence, when bills are due against any section for goods

purchased the whole amount must actually be paid. By
a necessary consequence the dealer, aware that the only

means in his power to meet this obligation is by making
cash sales to a corresponding amount, becomes very care-

ful not to buy more than he thinks he can sell. When,

therefore, a draft is made upon him, he has the means of
meeting it; and as his sales have been governed by the
actual means of the producers to buy, the means of remit-

tance is always commensurate to the sum of the drafts.
The bills of the produce shipper always find ready sale

with the holder of the draft upon the dealer. Every mail
from the seaboard which brings to the western ho'ise
drafts for collection carries back produce bills in liquida-

tion of those drafts."a Again, in 1850, another writer

compared the existing system of "free trade in exchange"

with the old plan of monopoly under the United States
Bank. Rates of exchange in New York were compared

as follows: b

April, r833. April. o850.

New Orleans ------------ - to i.1 per cent discount- __ Par to discount.
Charleston -------------- 2 per cent discount -------- per cent discount.
Savannah - - ido -------------------- per cent discount.
North Carolina ---------- 2 per cent discount ------- z.i per cent discount.
Richmond - i per cent discount --------- per cent discount.

a Merchant's Magazine, 8: 563. bIbid., 22: 55r.
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(c) Length of loans.

During the earlier years of banking borrowers were apt

to regard a bank as a benevolent rather than a money

making institution, and as it possessed special grants by

legislative favor it was held bound to accommodate the

public. A bank was therefore criticised when it de-

manded that notes be paid at maturity, and that no

renewals be allowed.

In Rhode Island the Providence Bank, the first estab-

lished in that State, adopted a thirty-day limit on dis-

counts, but the nature of its business forced renewals-a

large part of the loans were made to aid the commercial

interest and as the vessels took long voyages before set-

tlements could be made it was necessary to secure long

credits. The discounts of merchants approached very

closely to long-time accommodation paper.a The largest

proportion of notes discounted ran for sixty days and of

drafts and bills for four months. A legislative committee

in 1826 reported that advances ought to be made by banks

at long-time, as merchandise was sold on credit from four

to six months. In 1857 it was customary to make loans

to the textile manufacturers on long credit-eight, ten, and

twelve months' discounts were common, while those under

four months were rare. After the panic of 1857 a six

months period for credits was for a time observed. b

In Connecticut, by the rules of the Hartford Bank, 1792,

loans were not to exceed forty-five days. This term was

quickly extended to sixty days, and in 18o9, to three

a Stokes, History of Chartered Banking in Rhode Island, p. 14.

b Ibid., p. 51.
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months. This became the usual rule.a The rules of the
Worcester Bank, Massachusetts, 18o4, limited discounts
to sixty days; all loans on lands and mortgages were to
be made for. one year.

The Bank of New York, 1784, began with a maximum
period of thirty days and permitted no renewalb Very

shortly the time was extended to forty-five days,c and
then loans for longer periods became common. Eight
months was an established period for New York importers,

and Boston banks afterwards claimed that they were
forced to submit to the same length of time for manufac-
turers. In 1857 there was an interesting exchange of
opinion between a New York banker, Mr. John A. Stevens,
and Mr. Nathan Appleton, of Boston. The former criti-

cised the banks for the granting of long credits. In reply
Mr. Appleton stated that while he was opposed to long
loans, he did not think that banks should confine their
discounts to short paper which, even if good for banks,
was bad for the community. "I have been for upward
of forty years a director of a Boston bank, during the
greater part of which time they have confined their dis-
counts to real business paper which should be paid at -

maturity and have not refused it even- when having six
months to run. This system has worked well and always
gives the bank enough coming in to meet any emergency.
I hardly recollect a discount day when the bank has not
been able'to discount some new paper."d

a Message of Governor Wolcott, May, 1822.

b Domett, Bank of New York, p. 20.

c Ibid., 38.
d Bankers' Magazine, 12:407.
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The Bank of Pennsylvania restricted its loans to sixty

days, and the Philadelphia Bank, 18o4, to four months.

According to Raguet, in the first part of the century it

was not a general practice in Philadelphia to discount

notes that had more than sixty days to run. Within

thirty years, owing to the competition of banks and the

increase of bank capital for which short paper could not

be found, it became the custom to discount four and six

months' paper. To this extension is attributed in part the

gravity of the suspension of 1837. a

In Maryland the banks differed as to the length of their

discounts. Country banks as a rule gave longer periods

than city institutions. After 18o8 this point was gener-

ally regulated by charter; in those granted between i8io

and 1818 two banks were limited to sixty days, one to

four months, nine to six months, and for two there was

no limit., The Mechanics' Bank discounted notes up to

four months, and on a loan secured by property the maxi-

mum time was two years. c

Virginia, in the charter of the Bank of Northwestern

Virginia, 1817, adopted one hundred and twenty days;d

and later it made for all banks six months as the maxi-

mum limit.e In South Carolina the Bank of the State,

1812, was forbidden by its charter to loan for more than a

year.

a Finaricial Register, 1838, p. 9; see also Raguet, Currency and Banking,
p. 96.

b Bryan, State Bafhking in Maryland, p. 71.
c Maryland Laws, i8o6, ch. 19.
d Laws of Virginia, 1817, ch. 39, sec. ii.
e Charter of the Merchants and Mechanics' Bank, 1834; general law of

1837.
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Alabama, in 1839 and 1840, passed acts for the relief

of debtors. In 1839, for example, it was provided that

not exceeding 20 per cent of the debt due a bank on notes

running to maturity or upon bills and notes in suit, or

upon which judgments had been obtained, could be col-

lected in any one year. The Bank of the State of Alabama

at Huntsville consequently required notes to be given for

one hundred and twenty days. This legislation led to an

increase in the suspended debt and put the banks in a

worse position than they were before. The commissioners

which examined the branch of the Bank of the State of

Alabama at Decatur in 1840, however, thought that such

legislation was highly desirable and commended the action

of the management of thebank, which, "actuated by mo-

tives of benevolence and philanthropy, had withheld a

large amount on which suits might have been commenced.

A policy nicely discriminating between the claims of those

having the means and neglecting to pay their installments,

and those who, without distress to their families, cannot

raise the means to do so, is, in the opinion of the board,

the true policy."a

(d) Renewals of loans.

The Bank of Hartford, 1792, prescribed that any person

not punctual in meeting his note was not to receive further

loans. In 18o9 it was ordered that a payment of 20 per

cent would be expected on a ninety-day loan at maturity,

and that no renewal would be received for a greater sum

than four-fifths of the principal falling due.b In 1821 the

a H. R. Document, No. III, 26th Cong., 2d sess., p. 612.
b Woodward, The Hartford Bank, p. 88.



National Monetary Commission

management voted that notes which had been put in the
hands of an attorney for collection should not be renewed.
The Worcester Bank in Massachusetts ordered that no
notes should be renewed for more than four-fifths of the
original sum and at every renewal one-fifth of the original
loan should be paid in.a

By the rules of the Bank of New York, 1784, renewals of
loans were not permitted. The by-laws of the Girard
Bank, of Philadelphia, 1832, forbade the renewal of a note
for a sum equal to that originally discounted, and justified
renewals only in case of mistake, accident, or urgent neces-
sity, to be determined by the sound discretion and judg-

ment of the president.
In South Carolina the Bank of the.State, 1812, forbade

renewal unless a year's interest was paid in advance.
One-tenth of the loan was to be called in each year.
The Central Bank of Georgia, 1828, renewed accommoda-
tion notes every six months. The Planters' Bank in
Mississippi, 1830, could- not renew real estate loans until
one-fourth of the principal was paid. By an amendment
to its charter in 1833 loans could be renewed for one, two,
or more years. at a 9 per cent interest. The Union
Bank of Louisiana, 1832, a real estate bank, gave renewals
at the end of a year, provided one-eighth was paid, thus

allowing a loan of eight years.
By the middle of the century renewals and extensions

were the exception rather than the rule. b

a Worcester Bank, i8o4-i9o4, pp. 8-9.
b Merchants' Mag., 22:89; 17:51 i.
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(e) Amount of loan to any one person.

In accordance with the idea that banks should distribute

their benefits as widely as possible, limitations in some

States were placed *upon the amount which could be

loaned to any one person. Such restrictions do not, how-

ever, appear in the early charters of New., England. In

the course of time bank commissioners began to complain

of the excessive amounts granted to single individuals, and

in 1838 the commissioners of Connecticut recommended

that individual discounts be restricted to a certain per-

centage of the capital. The legislature, however, took no

action, and in succeeding reports similar complaints' were

made. In 1847 it-was reported that banks with less than

$ioo,ooo allowed single discounts -amounting to $3o,oo0.

In 1854 a bank with a capital of $8o,ooo had loaned nearly

$5o,ooo in one case and $42,ooo in another. In that year

the legislature took action and passed a law providing that

no loan should be made to any person or corporation for

more than i5 per cent of the capital. There was still dis-

pute, for some of the banks construed this liability as

applicable only to a direct loan.a In Vermont, by an act

of 1840, no individual could borrow more than io per

cent of the capital. As the result of a special inquiry in

Rhode Island in 1843 it was found that one bank had

loaned $72,ooo to one borrower, and that another bank,

organized in the interest of farmers, had made a single

loan of over $25,ooo.

The Bank of New York about i8io reduced the maxi-

mum of a single loan to any one person to $2o,ooo, but the

SIActs, Conn., ch. I1, Sec. 2.
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legislature of that State did not impose restrictions. The
Bank of Pennsylvania limited the total indebtedness of

any individual or firm to $5o,ooo.
In Maryland, by the charter of the Mechanics' Bank,

i8o6, loans on property, which could be made only to one-

eighth of the paid-in capital, were limited to not more
than $3,ooo to any one person.a Virginia rbquired of
her banks returns in regard- to the amount of individual

discounts. In 1837, for. example, the Merchants and
Mechanics' Bank of Wheeling reported these loans:
Over $20,000 ______ .. . -

$io,ooo to $2o,000 ------------ 20.

$5,000 to $io,000 -------------------------------------------- 163
$r,ooo to $5,ooo -- -------- I, 357
$500 to $I,oo ---------------------- O------------,65
$2o0 to $500 ------------------------------------------------- 1, 634
$100 to $200 ------------------------------------------------ 1,133

Under $ioo ------------------------- 626

Total ----------------------------------------------- 5,999

The charter of the Bank of Kanawha (Va.), 1839,

made elaborate provision by which small loans were to
take precedence over large ones. Applications for dis-

counts were divided into five clas'es, as follows: (i)
Applications for sums $1oo to $500; (2) applications for

sums $5oo to $2,ooo; (3) applications for sums $2,ooo

to $5,000; (4) applications for sums $5,000 to $io,ooo;

(5) applications for sums $io,ooo to $20,ooo. All appli-

cations in the lower classes were to be granted before giv-
ingan application in the-higher classes. - The total indebt-
edness of any one person or company was limited to
$50,000P

a Maryland jaws, x8o6, ch. 19.
b Laws, Va., 1839, ch. 87, sec. 3; see also ch. 88, see. 13.
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In South Carolina, the Bank of the State, 1812, could not

make a loan larger than $2,ooo, and loans on mortgages

must be apportioned between the election districts.

Georgia in the Central Bank, 1828, limited its loans to

$2,5oo to any one person and they were required to be

distributed as equally as possible among the citizens of

the State, according to population. In 1840 the bank

reported that in accordante with the recent act of the

legislature it had just completed the distribution of

$75o,ooo to citizens of the counties.

By the charter of the Bank of Alabama, i8" 3 , it was

provided that loans should be apportioned among the

counties of the State in proportion to their representation

in the general assembly, and the counties were to be

notified of the amounts their citizens were entitled to

borrow; in 1837 the Branch Bank of the State of Alabama

was criticised because it did not wait for the-,elections

in order to determine the proper apportionment of loans

in different parts of the State.a

The Planters' Bank of Mississippi, 1830, was limited

to $4,000 on any one real estate loan. The Mississippi

Union Bank, whichbegan operations in 1838 by resolution

of its board of directors distributed its loans on personal

security as equally as applications would admit, to the citi-

zens of the whole State; $2,855,ooo were thus loaned dur-

ing the first four months; the largest amount loaned to

any one person was $io,ooo, and this in only two cases;

the average of the loans was $i,8oo. In 184o an act was

passed requiring that no loans be made for more than

a See 25 Cong., 2 sess., H. R. Doe., No. 79, p. 536.
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$2o,ooo to the principal and for not more than $5o,ooo

to an endorser.

The Bank of Kentucky, 1834, could employ only two-

fifths of its capital in Louisville, the remainder being

reserved for the scattered branches. a In 1843 the banks

of Kentucky were required by law to loan to citizens in

each of the' Congressional districts where branches of

the Bank of Louisville were not located, upon new accom-

modations. b

Kentucky in its bank returns demanded a classification
of loans according to the amounts demanded from each

bank. Returns of the Northern Bank of Kentucky in

Lexington, 1837, classified borrowers as follows: c

$ioo to $5oo ------------------------------------------------- 251
$500 to $I,OOO ..-------------------------------------------- ' 55

$1,ooo to $5,000 ---------------------------------------------- 205

$5 ,0 0 to $1o,ooo .......................... -_.. . -- . . . 33
$1o,ooo to $2o,ooo - 7

Above $2o, ooo------------------------------------------------- 3

In 1839 the banks reported'that they endeavored to

distribute their accommodations as widely as possible.

One of the larger banks, for example, stated that "in

making loans we have endeavored to disseminate large

accommodations in proportion to demand. It has been

-the studied effort of this bank to equalize bank accommo-

dation and facilities among the surrounding and neigh-

boring counties."

a Duke, History of Bank of Kentucky, p. 38.
b Act of March 8, 1843, sec. 15. Duke, History of Bank of Kentucky,

pp. 98-99.
cSee Senate Document No. 471, 25 Cong., 2d sess.; also Document No.

172, H. R. 26th Cong., ist sess., p. 749, et seq., also p. 785.
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In Tennessee there was the same solicitude that loans
should be distributed throughout the State. The Bank
of Tennessee, 1839, at its organization, published a state-
ment in the newspapers as to the amount which each

county was entitled to borrow, the proportion being
determined by population.-

In Indiana, by the charter of the State Bank, 1834,
no corporation could borrow more than 5,ooo at any one

branch, except by permission of the central board. In
1839 complaint was made of the great inequality in the
grant of loans to citizens of the different parts of the

State; less than one-twentieth of the people of the State
enjoyed discount privileges; of the 5,ooo borrowers, 6oo

were stockholders and directors who took more than a
third of the total; three-fourths of the loans were de-

voted to thirteen of the counties, or less than one-sixth
of the whole number; the farmers, who constituted
about three-fourths of the people, received but one-fourth

of the discounts; the merchants were the favored class,
and the loans which they received were injurious, in that
it made it possible for them *to obtain large purchases

abroad on credit and thus stimulated on the part of the
people a iove of indulgence and display which increased
the consumption beyond the production. Illinois, in
184o (Jan. 3), restricted single direct loans by the State
Bank to $io,ooo and indorsement to $25,000.

a See Report to the'Legislature, Oct. 7, 1839.
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(") Loans to, directors.

During the second period of banking, when banks were
organized more for the personal profit of the stockholders
than to serve public irtterest, the question of loans to
directors engaged much attention. In Massachusetts an
act was passed in 1838 limiting the amount for which
directors and officers might be liable unless the stock-
holders by an express vote authorized a larger sum.. This
was.perhaps due to an investigation of the Commonwealth
Bank, in which it was found that excessive overdrafts
had been allowed to directors; although the management
had vot~d some ten years before that no money should
be drawn from the bank by memorandum check or over-
draft, the practice continued and it was claimed that there
were similar practices in other banks. This informal
method'of borrowing was largely in favor of directors.-
In 1838 and again in 1851 limitations were imposed
restricting an individual director to 8 per cent and the
whole board to 30 per cent of the capital except by express
vote of the stockholders; b in 1843 the cashier and subor-
dinate officers were forbidden to borrow of the bank.

In Connecticut in 18i9 the Hartford Bank, following a
policy of increased caution, voted that any director
offering a note for discount should absent himself from
the board meeting while the loan was under consideration;c
and in 1839 it forbade loans to its president.d The bank

a Report of the Bank.Commissioners, lass., 1838.
b First Report of Bank Commissioners, Mass., 1851, pp. 7-9; Second

Report, 1852, p. x i.
c Woodward. The Hartford Bank, pp. 125-126.

d Ibid., 147.
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commissioners of this State as early as 1837 called atten-

tion to the impropriety of large loans to directors. These

were lenders to the bank and there was a strong objection

to their being also borrowers. As a result, in the following

year an act was passed disqualifying a person to serve as

a director whose indebtedness to his bank exceeded $9;ooo

above the stock in his name, and in 184o it was further

enacted that the directors collectively should not be

indebted for more than one-third of the paid-in capital.

Notwithstanding this restriction commissioners found

reason for continued criticism. In 1841 the direct loans

in fifteen banks to directors amounted to $3I ,ooo on a:

total capital of $2,438,ooo. In some banks the directors

were indebted to nearly one-third of the capital on accom-

modation paper only, and if their indirect liabilities as

indorsers were taken into account the indebtedness would

amount to one and a half. A more restrictive law was

consequently passed, but there were complaints that the

services of some valuable men were lost to banks of small

capital. There was additional embarrassment because the

law prohibited a loan to any company or corporation of

which a director was a member or stockholder.

In Vermont, by the safety fund act of 1831, directors

as well as stockholders were limited in loans to $2,ooo, but

this provision was easily evaded. In 1840 it was enacted

that no stockholder or director should be indebted for

more than 5 per cent of the capital, and that all of the

directors together should not be indebted to a greater

amount than the aggregate amount of 3 per cent for

each director. In 1854 the bank commissioners reported
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that, in spite of legal restrictions, there was no limit to
the indebtedness of any one; it was possible to evade the
law because indebtedness arising from the purchase of
bills of exchange was excepted in the percentage
calculation.

In Maine directors' loans were restricted to 8 per cent of
the capital, but the bank commissioners in 1842 reported
that some directors borrowed more than the law permitted
and declared that this abuse was responsible for more
failures of banks than any other one cause. The practice
became an abuse in Rhode Island, and in 1837 it was
reported that banks, to a considerable extent, were simply
engines to supply directors with money. At two of the
banks one-half the discounts and at another three-fifths
were for the accommodation of directors and firms of
which they were members.-

New York, in 181i1, regulated the amount which a director
could owe to a bank, b and under the safety-fund act of
1829, directors were restricted from receiving discounts,
including indirect liabilities, for more than one-third of the
capital; in 1842 the bank commissioners declared that
they thought it was unwise to restrict loans to directors
too rigidly; these officers were generally men Who were
active in business in the vicinity of the bank and presum-
ably would be able to meet their engagements. c

In New Jersey the by-laws of the Newark Banking and
Insurance Company, i8o8, limited the liabilities of direct-
ors according to their property. A separate loan to any

a Report of Bank Commissioners, Rhode Island, 1837.
b Session Laws, N.Y., x8xi, ch. 64.

c Report of Bank Commissioners, New York, 1842.
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one person or firm was limited to $I5,ooo and the maxi-

mum total to $3o,ooo. Loans to directors were arranged
in three classes, according to their property: To those with
the "best estates," $I2,OOO Was granted; to the second
class, $8,ooo; and to the third class, $5,ooo. It was left
to the "good judgment" of each director to classify him-
self, and the bank adopted the resolution "to earnestly
recommend to every director of this bank to abstain from
drawing, accepting, or indorsing for the accommodation
of any person or persons whatsoever, except for such
amounts only as their circumstances- and resources would
enable them to pay in case of their friends' failure."''

By a charter in 1824 no director could borrow more than
the value of his bank stock; b and beginning with 1830

charters frequently forbade loans to stockholders or
directors or on notes drawn by one director and indorsed

by another.
By the charter of the Mechanics' Bank of Maryland the

president and directors could -not borrow on accommoda-
tion paper more than $9,o6o. In i8i8 it was provided
that the officers of the bank should have the same loaning
privileges as officers of any other bank in the State; c and
in 1820 it was provided that directors should be entitled
to discounts on the same terms as any other person.d
There was considerable legislation in regard to the amounts
which directors could receive; in the charter of the Farm-
ers' Bank at Annapolis, 1804, directors were prohibited

a Charles J. Rockwooa, One Hundred Years, a Record of the Work of the
Oldest Bank of the State of New Jersey, pp. 12-13.

b Acts, N. J., 49 Ass., p. i i, sec. 13.
c Session Laws, Md., i817, ch. 39.
d Session Laws, Md., 1819, ch. 134.
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from receiving discounts on different terms from others. a
Afterwards a definite limit was placed to the amount of

discounts which directors might receive: For the Farmers'
Bank the limit was $I ,ooo a week, for the Mechanics' Bank
of Baltimore the total was fixed at $9,ooo renewable at
discretion, and for the Hagerstown Bank $5oo a week.6
Whenever discounts to directors on accommodation paper

exceeded $9,ooo the directors were to be informed and
discounts to such persons were to be curtailed at the dis-
cretion-of -the board. In 1837 a legislative committee

reporting on this subject. stated that such discounts were
-reasonable and proper inasmuch as they were made to
merchants and manufacturers who were responsible.

The general banking law of Virginia, 1837, forbade a
director who was interested in a loan to be present when
the application was considered, and in 1842 a law was
passed limiting a director or firm of which he was a mem-
ber to an indebtedness of not more than $5 ,000.c The
charter of the Bank of Alabama, 1823, forbade bank offi-
cials to indorse for one another. In 1836 (Dec. 17) an act
was passed making it unlawful for a director to be liable
for more than $35,ooo. Loans to directors, however,
became an abuse, and in 1837 the bank commissioners
reported-them as excessive. It was stated that presidents
and directors were indebted for over $i,ooo,ooo and ex-
presidents for more than double that sum.d In 1839 the
legislature prohibited directors from becoming liable in any
manner."

a Laws, Md., x804, ch. 61.
b Bryan, State Banking in Maryland, p. 36.
c Laws, Va.,.1841-42, ch. 105.
d Report of Bank Commissioners, Ala., x837.
e Acts; Ala., Jan. x3, 1839.
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Directors in the Planters' Bank, Mississippi, 1830, could

not legally borrow more than $6,ooo at any one time, and

in 184o (Jan. 21) loans of any amount to directors were

forbidden to all banks.
Clibborn, an Englishman, after five years' residence in

Cincinnati, wrote in i837, as the result of his observation,

that banks would not discount unless the directors were

directly or indirectly interested. A more serious abuse

was the practice by directors of indorsing for a considera-

tion of 1, 2, ormore per cent. The bank commissioners of

Ohio, in 1839, criticised the excessive loans which had been

made to directors and officers where the direct liabilities

amounted to a sum nearly equal to all the specie of all the

banks. In Indiana the charter of the State Bank of

Indiana, 1817, limited loans to a directer to $5,ooo and his

indorsements to $io,ooo, but this restriction does not seem

to have been sufficient. In a report made November,.

184o, it was stated that discounts to directors amounted

to about one-ninth of the total loans and the discounts

to other stockholders to about one-fourth. In 1855 it

was enacted that no director could be indebted for more

than double the amount of his shares in the bank, except

6n bona fide bills of exchange, payable out of the State.G

In Kentucky a legislative committee, in 1837, investi-

gated loans to directors and found that as payers on dis-

counts and as drawers of bills the total amount to 31

directors in three banks was $x,224,ooo. This, however,

was less than loans to the same number of persons not

connected with the management.

a LawF, Ind., 1855,ch. 7, see. 37.
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(g) Partiality in making loans.

Allied to the practice of making excessive loans to

directors was partiality in the granting of discounts. In

Connecticut there was for many years complaint that

banks were partial to directors and their friends. In 1839

the bank commissioners stated that directors' loans were

long-continued and renewed, thus tying up funds to the

disappointment of men in active business. On the other

hand, the Worcester Bank in Massachusetts in its petition

for a renewal of charter in 1811 gave as one of the reasons

for favorable consideration, that loans had been made

without partiality and stockholders had been among the

smallest borrowers.

In i8o6 the Bank of North America in Philadelphia vvas

subject to an investigation from which it was learned that

directors had been in the habit of granting loans almost

exclusively to a few favored individuals.a During the

embargo period, when money pressure became great, the

banks denied the applications of those forced to turn to

money lenders or brokers who in many cases were agents

of bank directors and who, because of their official rela-

tions, were able to control the loanable funds of banks to

their own advantage.

The historian of state banking in Maryland also notes

that there was considerable dissatisfaction because dis-

counts were confined to a small number of friends of banks

and were not made on the merit of paper offered.b

a Lewis, The Bank of North America, p. 84.

b Bryan, State Banking in Maryland, pp. 36-37.
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The branches of the Bank of the State of Alabama had
a by-law by which each director on discount day could
call up out of the regular order two notes and have
them discounted as a matter of right in order to meet
the needs of special cases. This practice easily degen-
erated into favoritism, and in 1838 the bank examiners
reported that much of the apparent dissatisfaction with
the State Bank and its branches had grown out of the
partial manner in which discounts had been.made and the
large amount of discounts which had been granted by
directors to themselves. It was estimated that the legal
voters in the State numbered 55,000. Of these only

11,6 11 were indebted to the banks. The president and
directors had borrowed over $i,ooo,ooo and ex-directors
more than $2,ooo,ooo, while others had obtained direct

accommodations to the amount of $3 ,0 5 4 ,ooo.a By an

act of February 2, 1839, provision was made for compen-
sation to directors, in the hope that by payment for
services their readiness to recompense themselves at the
expense of the bank would not be so great,

The governor of Mississippi, on January 17, 1838, in a
message stated that the bank commissioners reported
that a few persons had obtained control of banks and made
most of the loans to commission merchants, speculators,

and officers of the banks. The banks consequently were
dependent upon the planters.

a Report of Bank Commissioners, Ala., 1838.



National Monetary Commission

(h) Restrictions on loans to residents and nonresidents.

During the earlier period of banking loans were gen-

erally made to persons living in the vicinity of banks.
Acquaintance or citizenship was regarded as a necessary

requisite; for example, by the rules of the Hartford Bank,
1792, the drawer or indorser of a note must be a resident

of Hartford. a Beginning with about 1830 there was an
excess of banking capital in some sections of New Eng-
land, due to the desire of bank organizers and promoters
to secure profits through circulation. In order to earn
these dividends it was necessary to make loans outside of
the immediate vicinity in which the bank was established.
This was looked upon with disapproval by conservative
financiers and generally criticised by the bank commis-
sioners. For example, the bank commissioners of Massa-
chusetts, I841, reported that several banks were in opera-
tion which were not needed. They could not loan their
funds upon good business paper in the vicinity, and loans,
therefore, had to be made upon accommodation paper
which had to be "traveled for." This was generally

second-rate paper. Directors could not acquaint them-
selves with the character of business at a distance, and it
was remarked that the best class of paper did not travel
abroad to be discounted in strange places. 'Sureties upon
such paper were inclined to take advantage of technicali-
ties in order to avoid prompt payment.

During the years 1852-1855 this subject again excited
public attention. In the former year the bank commis-
sioners referred to loans which had been made by banks

a Woodward, The Hartford Bank, p. 21.
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to parties in distant States which were not based upon

business transactions, but rather with the view to extend-

ing circulation. It is noted that paper thus inconsider-

ately taken was frequently not paid at maturity, that

renewals were submitted to, and that serious losses closed

the operation. It was also reported that loans were made

by Massachusetts banks with a small amount of local

business to banks outside the State whose stocks were

pledged to secure the redemption of their own issues and

whose profits were derived from the higher rate of legal

interest in other States.a In 1853 a legislative committee,

in reporting upon additional bank capital, stated that

there were two rules which should be observed: first, that

the business of any given locality needed the use of any

capital asked for; second, that there was capital there, or

in the neighborhood, seeking that form of investment.

It was observed that there was a very considerable portion

of the loans of some banks represented by names and

collateral remote from home, frequently in the West;

this use of a bank's resources operated harshly on those

in the vicinity who looked for business accommodations

to the banks. Some of these loans, apparently well

secured, had been made on advances from railroad and

other enterprises, which, however, were incomplete;

as a consequence, they must be renewed, and however

urgent might be the wants of the local- neighborhood,

they could not be called in. A bank commissioner

admitted that an opinion had been expressed in some

quarters that banks were not bound to regard the wants

a Second Report of the Bank Commissioners, Mass., 1852, p. 8.



National M onetary Commission

of their neighbors or to be confined within the Common-

wealth in dispensing discounts, thus making all public
considerations give place to the interest of the stock-
holders. This doctrine, however, they were happy to

say, was rarely advanced and one which it was hoped
would never find favor with the public or the legislature. a

In the following year they called attention to the disastrous

consequences of the policy previously reprehended;

several banks which had indulged in remote loans had
been forced to pass their dividends. b In 1859 the com-
missioners again criticised the practice of forcing loans at

a distance: The bank officer who loaded his carpet-bag
with notes of his bank and wended his way to State street,
there to conduct the business of the bank with brokers
and sharpers, was doing an ill-advised business; it would
be better if he devoted his efforts to extending the bank's
.circle of customers at home and thus create a safe and
reliable circulation. It was, however, impossible to pre-
vent the practice, for in i86o it is again noted that there

was a growing custom among the banks to seek paper for
discounting among brokers. c Notwithstanding these offi-
cial cautions, the Boston Board of Trade, in 1857, memo-
rialized the legislature to the effect that there was an
insufficiency of banking capital, which caused merchants
and manufacturers to resort to New York and elsewhere
for the negotiation of a large part of their business
paper. d

a Fourth Report of the Bank Commissioners, Mass., 1854, p. 82.
b Fifth Report of the Bank Commissioners, Mass., 1855, p. 73.
c Tenth Report of the Bank Commissioners, Mass., 186o, p. 137.
d Bankers' Magazine, 1857, 11:902.
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In Connecticut, loaning abroad was regarded by the

bank commissioners as a serious evil. Beginning with
1837 there is hardly an annual report in which the subject
is not referred to. In 1837 it was reported that the legis-
lature had never incorporated a bank except on the con-
sideration that its capital should be employed in the
neighborhood of its location. Banks ought not to loan in
another State. It was noted, however, that some had lent
large sums to strangers in remote parts of the United
States, and that, in particular, the Middlesex County Bank
had discounted paper in New York City and a considerable
amount in Chicago. Complaint was made that the City
Bank of New Haven had made large loans outside the
State without due regard to the needs of New Haven; in
1836, for example, discounts amounting to $401,000 were

made in the State and $I,337,ooo outside the State. In
the desire to secure large profits the bank had lost sight
of public interest. The total proportion of loans to citi-
zens in Connecticut and to those outside was one to eight;
in 1831 it had been only one to five. In the next year
it was stated that Connecticut banks kept funds, varying
from $i,ooo,ooo to $i,5oo,ooo , in New York in the

hands of brokers of banks. This policy was open to criti-
cism, because there was a need of capital at home and
loans ought not to be placed beyond the jurisdiction of
the State. In 1841 they reported that the greatest losses
which banks had sustained were due to the large amount
of loans without adequate security, in the hands of brokers,
and also to loans made mostly in the western part of New
York in 1837 and 1838. In 1844 it was admitted that
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banks found it impossible to find use for all their notes in
discounting good paper at home, and consequently reduced
their rates. Banks, however, had been tempted to make
investments in stocks, and large balances accumulated
in New York City, on one-half of which interest was
allowed. This led to injurious consequences, 'for a large
amount of unemployed capital in New York City had a
tendency to advance the price of stocks and to develop
a spirit of speculation. No longer did the banks enforce
the sound and wholesome rule requiring at least one
responsible indorser within the State.a In 1854 they again
complained of the placing of notes in the hands of brokers
who were engaged in railroad enterprise and stock specula-
tion. Seven banks had loaned to a New York broker,
engaged in the construction of a western railroad,
$508,000. Banks had also purchased negotiable paper in
large amounts in New York at rates of discount exceeding
that permitted by the law at home. Thus they were
obliged to curtail domestic accommodations. Finally, in
185 5, a law was passed prohibiting any Connecticut bank
from loaning outside the State more than one-fourth of its
capital actually paid in and deposits. In the next year
it was reported that the loaning of money abroad on rail-
road securities had been to a great extent discontinued,
but in 185 7 reference was again made to the illegal practice
of discounting paper abroad at rates ranging from 7 to 12

per cent, under the plea that paper bought on Wall Street
was not discounted, but bought. A large amount was
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b Acts of Conn., 1855, ch. i i, sec, 5.
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annually sent to New York for investment in bonds and
mortgages at 7 per cent, making it difficult for manufac-
turers and traders at home to get the necessary facilities
at 6 per cent. In 1862 the commissioners reported that
the law requiring the banks to loan to persons! in the State
an amount equal to their capital stock before they loaned
outside had not been observed by many of the banks.
These still loaned for accommodation or circulation in the
West.

In 1836 the bank commissioners of Rhode Island noted
with disfavor that the directors of the Newport Exchange
Bank had made large purchases of paper in New York,
as well as in Providence, and recommended that the
practice of discounting abroad should be corrected by the
legislature.

The bank commissioners of New Hampshire in 184o
reported that the Wolfboro Bank had made very large
loans to individuals outside the city, particularly in New
York and New Jersey; $1O5,ooo had been loaned to a single
person in New York City, and apparently a very consid-
erable part of this was without security-beyond personal
responsibility. In 1841 the bank commissioners recom-
mended that banks be restricted from loaning to persons
outside the State more than one-fourth or one- fifth of the

capital.
By the charter of the Union Bank of Maryland, 1805,

discounts upon personal security required the names of
two responsible persons, residents in Baltimore; if other
security was given only one name was required, but in that
case property should be so conveyed that it could be sold



National Monetary Commission

immediately. The bank commissioners of Ohio referred
with disapproval to the prevailing practice of banks in
opening accounts with distant individuals or brokers.
This disregarded the purpose of the bank charters; favors
were intended for persons living in the immediate vicinity
of the bank. The charter of the Bank of Kentucky, i8o6,
provided that loans could be made only to citizens of the

State.
In closing this account of the investments of banks it

should be noted that some banks followed the path of
prudence, as judged by the most conservative standards
of the present day. Such an institution was one in Con-
necticut, of which Mr. Isaac Bronson was president for
more than thirty years during the earlier half of the
century. He never discounted paper at his counter for
a longer period than sixty or ninety days and would not
in any instance consent to a renewal. Consequently after
the bank had been a short time in operation the pay-
ments made on the discounted paper equaled the emis-
sions of bank bills. Thus the means of redeeming all
the paper he issued soon became ample, by the fruits of
discounts only, without the employment of any capital.
Every bill which remained in circulation was soon repre-
sented by its equivalent in specie in the vaults of the bank.
During all this time he would be gradually investing on
good security and on half yearly interest the specie capital
of the bank so that two classes of customers would be
accommodated-those who needed discounts for sixty or
ninety days with bills advanced on indorsed notes at the
counter, and those who wanted loans for months or years,

206



State Banking Before Civil War

with the specie capital, on giving safe security. The specie
capital was all soon lent on half yearly interest, and the
discounts could be indefinitely extended as they supplied
the means for redeeming all the bills of the bank without
resort to the capital. The revenues of the ban& from
these two sources made an average dividend of ten per
cent yearly during the whole of Mr. Bronson's administra-
tion. This bank, without resort to its capital, although
its discounts were liberal, was one of the few which sus-
tained specie payments during the war of 1812. a

XXIV. LOANS TO STATES.

There were two opposing principles which influenced
legislation in regard to the making of loans by banks to
state governments. On the one hand was the fear that
governments might become too dependent upon banks;
on the other, a growing conviction that the States ought to
receive financial assistance from institutions which were
chartered as grants of special favor. This conflict of
opinion is well illustrated in the charter of the First
United States Bank. As already stated, one of the rea-
sons assigned in the preamble for incorporating this in-
stitution was to make loans to the Government in sudden
emergencies, and yet it was carefully provided in Arti-
cle xi that no loan should be made to the National Gov-
ernment for more than $Ioo,ooo, or to any particular

State for more than $5o,ooo, unless previously authorized

by Congress. In this way it was believed the financial
relations of banks to state governments could be kept

a Financial Register, 1838, 2: 15-16.
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under control, but on the whole the desire to make the

banks supporters of public credit was more powerful than

the fear of their ascendancy. This is seen in the provision

of the First and Second United States Banks which

called for the subscription of a large part of the capital

in government securities. Indirectly this was a loan of

capital to the Government. Later it was recommended

by able writers, as by Gallatin, that all of a bank's

capital should be loaned to the Government, that is, in-

vested in public stocks.a Gilbart, an English authority,

in contrasting American with English banking practice,

criticised our policy of requiring banks to make loans to

the Government, on the ground that the latter would re-

quire them only in times of distress when banks were least

able to make them.b

It was a common practice in many States to require

banks to make loans, if called upon, to the State which

chartered them. In Massachusetts, for example, the char-

ter of the Union Bank, 1792, required it to loan the State

a sum not exceeding $ioo,ooo at 5 per cent, and a similar

provision was applied to most of the banks subsequently

organized. By the charter of the State Bank in 18 11, the

State could borrow at any one time a sum not exceeding

io per cent of the capital, payable within five years at 5

per cent, but the total liability to the bank was limited to

2o per cent of the capital. By an act of 1816, the treas-

urer of the State was authorized to enforce loans and was

given power to' levy a fine of 2 per cent a month on sums

a See also Lord, Principles of Currency and Banking, 1829, pp. 72, 84.
b Gilbart, History of Banking in America, p. 88.
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refused.a In some cases loans to the State were so large
that the banks were weakened for commercial purposes.
Ten per cent of the capital became the common rule, until
1829, when the general law made 5 per cent the ratio for
any one loan, and io per cent the maximum total. The
penalty of 2 per cent per month for refusal was continued.

Though not compelled by its charter, the Bank of New
York in 1794, at the request of Secretary Hamilton, made
a large loan to the Federal Government and it also accom-
modated the State.b The Mechanics' Bank of New York,
18io, was under obligation to loan one-sixth of its capital
for three years at 5 per cent. In 1812, when the old Bank

of the United States was reorganized in New York as the
Bank of America, it had to pay a heavy price. The act
of incorporation called not only for a loan of $ioo,ooo at
5 per cent and one of an equal amount at 6 per cent, but
also demanded the payment of a bonus of $4oo,ooo.

These conditions proved so onerous that they were subse-
quently remitted.c New Jersey, in i815, required the
Farmers' Bank to loan to the State $5o,ooo on thirty days'
notice.b

Pennsylvania forced her banks to lend their credit as

the price of organization. The Philadelphia Bank, I8O4,
was required to loan $1oo0,oo at not over 5 per cent for

five years, in addition to a gratuity. In 1814, the law

chartering a large number of new banks demanded that
each should loan to the State one-tenth of the paid-in capi-

a Acts, Mass., x816, ch. 133, Jan. sess., p. 177.

b Domett, Bank of New York, pp. 50, 54.
c Acts, N. Y., March, 1813, and February 26, 18i9.
dPriv. Acts, N. J., 39 Ass., I sess., p. 62.
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tal for five years, and this requirement was repeated in the

general banking act of 1824. In 1825 the Bank of North
America, in securing a renewal of its charter, was called

upon to loan one-twentieth of its capital at 5 per cent.a

In addition to charter requirements, special acts were fre-
quently passed authorizing specific loans from banks.
Between 182o and 1830 the Bank of Pennsylvania, in par-
ticular, was called upon to render extensive aid, so great
indeed that it involved the bank in serious embarrassment.
In 1828 an attempt was made to incriminate the directors
for making large loans to the State, while, on the other hand,
in the next year the bank was publicly attacked for not
loaning the amount desired by the State, and thus crip-
pling certain plans of internal improvement.

In Maryland the legislature at the beginning of her

banking policy was disposed to fear the results of a too
great dependence of the State upon banks. The charter
of the Bank of Baltimore, 1795, imitated by others, limited
the amount of credit to the United States or to any State,
including Maryland, to $50,ooo. Between 1812 and i816,
doubtless moved by the exigencies of war, these restric-
tions were removed and all banks were permitted to loan
to the State of Maryland up to the amount of capital and
to the United States up to one-third of the capital.c

North Carolina, by the extension of two charters in

1814, required each bank to lend up to one-tenth of the
capital. In South Carolina, in i822, for charter exten-
sion, a bonus of $2o,ooo was demanded.

a Lewis, History of the Bank of North America, p. 9i.
b Bryan, History of State Banking in Maryland, p. 28.
c Ibid., p. 49.
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The experience of Alabama illustrates the way in
which some of the new States became dependent upon
the banks for loans. This State was admitted into the

Union in 1818, a time of financial stringency; -settlers
were purchasing public lands and a large number of citi-
zens were indebted to the Federal Government for these
lands, purchased on the installment plan. By the terms
of agreement at the time of its admission to the Union,
the State could not tax lands until five years after sale,
and lands unsold were not taxable. Much of the land
that could be taxed was being cleared for cultivation
and had not reached its full value; receipts from taxa-
tion, therefore, were slight, and loans were necessary.
At the very beginning of its organization, in December,
1819, the legislature authorized the government to
borrow $20,000 from the banks at Huntsville and St.
Stephens for the use and benefit of the State.

The charter of the Bank of Missouri, 1817, gave the
State the privilege of borrowing one-half of its stock
holdings without giving receipts. The State Bank of
Indiana, 1817, was required to loan up to $50,000 for

five years whenever authorized by law.a

The Bank of Kentucky, though not required by law,
readily responded to demands for loans in behalf of pub-
lic improvements. In 1836 it loaned $200,000 to the
city of Louisville to pay its subscription to the stock of
a railroad, and other similar loans were made. b

a Laws, Ind., 1817, ch. 41, sec. ii.
b Duke, History of Bank of Ky., p. 49.
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XXV. LOANS TO SPECIAL INTERESTS.

In a few States, particularly in New England, the

charters, during the earliest period, required banks
to make loans to special classes in the community, as

farmers or mechanics. The Plymouth Bank in Massa-
chusetts, 1803, was required to appropriate one-eighth part
of its capital "with exclusive regard to the agricultural
interests and to loan this in sums not less than $ioo or
greater than $500 for not less than one year, to be secured

by efficient mortgage." The same duty was imposed
on the Worcester Bank, 1804. The State Bank in 1811

and the Suffolk Bank, 1818, both in Boston, were called
upon to loan in small sums one-tenth of their capitals
to the citizens outside of Boston who were engaged in
agricultural or manufacturing pursuits. The same policy
was followed in Maine. In 1802 one-eighth must be
loaned to farmers, but in 1812 this was reduced to
one-tenth." In Rhode Island, although bank charters
did not set aside any specified portion of capital to be
loaned to farmers, the need of the agricultural section
for accommodation was given a prominent place in a few
of the incorporations. In a preamble of the Rhode Island
Union Bank, 1804, it is stated that the interests of the
farmer had 'not been sufficiently consulted, "and the
pledge of his real estate, which is the only security in his
power to give, has not been accepted." b

Though New York, as a rule, did not place specific obliga-
tions of loans to special classes upon her banks, there are

a Stackpole, Sound Currency, 7: 58-60.
b Stokes, Chartered Banking in Rhode Island, p. 13.
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instances of responsibility which were recognized. The
Bank of New York, for example, in 1792, at Hamilton's

request, loaned $45,000 to the Society for Establishing

Useful Manufactures, organized in Philadelphia for the
purpose of building factories in New Jersey, at a rate of
interest at 5 per cent; Hamilton wrote, "In my opinion
banks ought to afford accommodation in such cases upon
easy payments of interest. I think 5 per cent ought to
suffice where a direct public good is present."a In Octo-
ber, 1793, the bank also made a. loan of $5,ooo on the

request of the mayor of New York City to "aid the poor
and most distressed citizens of Philadelphia under a
pressure of very great calamity." b In their interest to
serve mechanics, the legislature in at least three charters
provided that a specified number of the directors should
be mechanics. This was true of the Mechanics' Bank
of New York, 18io, which was also required to devote
$6oo,ooo of its $i ,6oo,ooo of capital for the use of mechan-

ics and tradesmen. The charter of the Mechanics' and
Farmers' Bank of Albany, 181 i, demanded that a majority

of the thirteen directors should be practical mechanics;
and that of the Tradesmen's Bank of New York, 1823,

that thirteen of the twenty directors should be either
mechanics, manufacturers, or selling goods of American

manufacture.
By the charter of the New Jersey Mauufacturing and

Banking Company, 1823, manufacturers were entitled to
preference to all others in respect to loans and discounts. c

a Domett, Bank of New York, p. 49.

b Ibid., p. 5o.
c Private Acts, N. J., 48 Ass., i sess., p. 162.
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In i8o9 Pennsylvania, in the charter of the Farmers'

and Mechanics' Bank of Philadelphia, imitated Massa-

chusetts, providing that one-tenth of the capital should

be loaned to farmers if applied for, and in 1814 the legis-

lature required that the new banks should loan not

exceeding one-fifth of their capital, for one -year, to farm-

ers, mechanics, and manufacturers of their respective

districts. This provision was repeated in the general

banking law of March 25, 1824."
In addition to these examples of regard for particular

classes in the community, the great state "property"

banks in the South and Southwest should be referred to.

These were designed primarily to make loans to farmers

and planters, but were organized on principles entirely

distinct from commercial banks.

xxvI. DEPOSITS.

During the earlier period of state banking individual

deposits did not play an important part in banking busi-

ness. Loans were taken out in bank notes rather than in

the use of credit against which checks could be drawn.

As Dunbar states, "Comparative sparseness of popu-

lation and the imperfect development of the banking

habit in a new and more slowly advancing country, and

in a less advanced age than the present, created an

early preference for currency which passes from hand

to hand and discouraged the use of that which implies a

resort t6 the bank. '

a Article xxiv, see. 8.

b Dunbar, Economic Essays, p. 174.
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After 1840 there began to be an increase in deposits
and a relative decrease in the use of bank notes. In
that year deposits, for example, in New York amounted
to only $16,ioo,ooo, but by x86o they had increased

over sevenfold, while capital and circulation increased
only threefold. Specie holdings were about four times
as much, but if the great increase in demand obligations
of depositors is considered, this increase was entirely
inadequate. In 1857, when the panic occurred, the

specie reserve amounted to only about 13 per cent of the
combined obligations of depositors and note holders.
It was then realized as never before that deposits consti-
tuted a liability which it might be extremely difficult
to meet in times of a crisis. Already the practice had
grown up of the payment of interest by banks both on
demand deposits to individuals and on country bank
balances.

In 1859 the bank superintendent of New York re-

ported that the business of the country had ceased in a
very considerable degree to be transacted through the
medium of bank notes; facilities were now so convenient
for cash, checks, and drafts that bank accounts had
come into general use. It was estimated that. within
ten years the number of depositors had increased twenty
times.

In 182o in a bank investigation in New York, an at--
tempt was made to learn whether interest was allowed
at that time by city banks to country banks on their
balances. One of the witnesses stated that he thought
the Bank of America paid interest to the Planters' Bank
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of Georgia; another stated that he knew of such accounts

but was unable to give specifications; and a third said
that he never knew of such a practice. Within a few
years, however, the practice became general, although
frequent efforts were made to do away with it. In

1852 the New York City banks generally agreed to abolish
the practice of allowing interest on country bank depos-
its, but the agreement was not kept.a The bank super-
intendent of New York, in 1857, condemned the practice;

it attracted large amounts from outside banks which
were practically demand loans; because of this the

sudden suspension of specie payments in 1857 was
largely due.

In Massachusetts frequent efforts were made to break

up this practice. The subject was discussed by the
bank commissioners in their report of I839; in 1840
they stated that some of the individual deposits bore
interest, but, in i85i the commissioners reported that
in that year they had not met with any instance of
interest on individual deposits.

The commissioners of Rhode Island in i836 reported
that interest was paid by some of the banks, but generally
on small sums not exceeding 5 per cent. The commission-
ers of Maine in 1862 stated that a few of the banks allowed
interest of from 3 to 5 per cent. The commissioners of

Connecticut in 1854 complained that banks resorted to
the practice of borrowing money in the form of deposits

at rates from 4 to 6 per cent and then loaning it at ad-
vanced rates. This practice was questioned, since it

a Merchants' Mag., 38: 328; Senate Report, No. 58, February 29, 1856.
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tended to concentrate the surplus capital at points where

the banks were located. If the money thus deposited
was loaned outside the State it was detrimental to busi-

ness. It was a wide departure from the true principle of

banking and invited and encouraged large deposits. A
law was consequently passed limiting the rate of interest

on deposits, but it was repealed in the next year. In

1862 the commissioners reported that the practice of pay-
ing interest was generally discontinued.

The charter of a bank organized in New Jersey in 1834

specially provided that 3 per cent interest should be
allowed to special depositors. These funds, however, were

not to be withdrawn for sixty days.a

XXVII. SPECIE RESERVE.

After 1837 the question of having an adequate specie
basis to support circulation became a matter of common

discussion. Practically the only provisions relating to

the holding of specie were those requiring original pay-
ments in gold and silver of a certain portion of the capital

stock before the bank began business, but, as a rule, banks
did not retain this coin after operations were once begun.

Another indirect requirement was that which prescribed

a penalty in case a bank refused or delayed redemption
of bills. In these provisions it will be observed, however,

that there was no specification of keeping on hand a fixed
amount.

In Massachusetts the joint committee on banks and

banking in I84o reported that it would be unconstitu-
tional to impose upon banks the requirement that they

a Acts, 5 8th Assembly, p. 148, see. 18.
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should keep on hand io per cent in specie, as this would
be a new burden not contemplated in the original char-
ters. In 1850 a the subject was again investigated by the
legislature, but a committee again thought that applica-
tion of a definite rule was too difficult to determine; there
was a great variation in the amount of specie kept by in-
dividual banks; in Plymouth County banks varied in
their circulation as compared with specie from 16 to 24;
in Norfolk County, from 6 to 30; in Middlesex, 5 to i;

in Suffolk, in which Boston is located, from i to 42; in
Bristol, 6 to 64 .6 In i855 the bank commissioners re-

ported that the banks kept too little specie; country banks
with a capital of more than $26,ooo,ooo had but about
$i,ooo,ooo in specie, and the city banks with a capital of

$33,ooo,ooo had an average of only about $3,000,000c.
In the next year the commissioners again referred to the

subject and noted that the banks had not improved their
position: "We continue to feel surprised that judicious
men connected with banks still continue to speak with
indifference of the item of specie." a

In i858 an act was passed requiring the banks to
keep on hand in specie i5 per cent of their aggregate
liability for circulation and deposits. Banks outside of
Boston, however, could count as specie their balances in
other banks, not bearing interest, which could be applied
to the redemption of bills. Under this proviso.a country

bank was not obliged to keep a dollar in its own vaults,

a See Senate Document, Mass., No. 6, 1850.

b Merchants' Mag., 37:183.
c Fifth Report of the Bank Commissioners, Mass., 1855, p. 76.
d Sixth Report of the Bank Commissioners, Mass., i856, p. 78.
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and such exceptional favor met with the disapprobation
of the bank commissioners, who thought that at least 5
or io per cent should be kept by the bank itself.a The
bank commissioners had originally proposed that 20 per
cent should be kept. The bill was passed against great
obstacles in the face of the hostility of the country banks,
and in order to secure its passage it was obliged to make
the above concessions. Balances in New York banks were
also allowed to be counted on the same footing with those
in Boston, a concession to meet the practice of some
banks in the southern and western parts of the State
whose balances were kept more largely with New York.
The restriction that specie balances must not draw
interest was removed by the legislature in 1859 on the
ground that the payment of interest forced the city banks
to extend their loans in order to meet the expense.
Under these exceptions and modifications the specie re-
serve was practically no higher than it was in 1825, and
consequently did not prove as beneficial as it was hoped. b
Another point to be taken into consideration in judging
this legislation is that the specie which was held by
Boston banks did duty not only for Massachusetts, but
for the whole of New England, inasmuch as the banks of
the other states had their currency daily redeemed in
Boston. In 186o the aggregate circulation of the five
States in New England other than Massachusetts was
$22,500,ooo, while the specie was only $2,500,ooo; if to
this be added the deposits of $i4,5oo,ooo and the liabili-
ties of Massachusetts banks be taken into account, there

a EigHth Report of the Bank Commissioners, Mass., 1858, p. 95.
b Report of Bank Commissioners, Mass. x86o, p. 125.
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was a total of nearly $9o,ooo,oo of liabilities protected
by only $9,500,000 of specie:a This law gave rise to anew

abuse, the borrowing of specie by one bank from another

in order to. enable it to make up its legal average, and

this practice was said to be much resorted ,to by banks

in Boston." In 186i the average specie holdings of the

country banks was only 7Y2 per cent and of the Boston

banks 21 per cent.c It is also to be noted- that many of
the Boston banks did not in 'individual weeks show a

legal reserve. One bank, for example, was below the

legal average in thirty-four out of the fifty-two weeks in

the year, while six others were below the line for twenty

weeks or more. d Massachusetts therefore did not have a

preeminent record, as judged by specie holdings of her

banks; for the five years ending with 1820 the average of

specie was 23 per cent; for the period ending with 1825

the average was 20 per cent; 1830, 17 per cent; 1835, 8

per cent; 184o, 12 per cent; 1845, 21 per cent.

During the four years succeeding 1857 the proportion

fell to less than 9 per cent, which was not much more

than the low standard of 1837. The specie reserves of

Massachusetts. banks were lower than those of the whole

country taken together; for all the United States, the

reserve never fell below 13 per cent, while in Massachu-

setts in 1835 it fell to 71 per cent. e

In 1846 Maine passed a law which gave a specie basis

to the circulation, and in 1857 every bank was required

d Tenth Report of Bank Commissioners, Mass., x86o, p. 126.
b Ibid., p. 124.
c Eleventh Report of the Bank Commissiners, Mass., x861, p. 15o.
d Ibid., p. 148.
C Ibid., p. 147.
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to keep at least 5 per cent in specie in its own vaults. In
Connecticut, as early as I838, the bank commissioners
recommended that circulation be based upon specie, and
in 1841 the proportion of one-third was suggested.. In
1848, io per cent was recommended, for this would not
be a hardship on many of the banks, as most of them had
more than that amount of specie on hand. A law was
subsequently passed requiring io per cent of the circula-
tion to be kept in specie.

In Rhode Island a legislative committee in 1826 re-
ported that it was a well-settled principle in banking "that
every well-conducted'bank, even though it confined its
advances to the discount of commercial paper or to 'bills
of exchange at short dates, must have always on hand
one-third or as much as one-half of the total amount of
its circulating paper." Although some believed that
Rhode Island banks could do as well with a much smaller
proportion, as one-fourth or one-fifth, such a policy was
not approved, since banks must be provided against
emergencies. Taking all banks together, the specie was
more than a third of the notes,. btit there was a great dif-
ference in Rhode Island in the amount of circulation put
forth by commercial banks and other banks. Eight com-
mercial banks, for example, with a capital of $2,93x,ooo,
had only $218,ooo in notes, with $183,ooo in specie; and
twenty other banks, with a capital of $795,ooo, had
$466,ooo in notes and only $156,ooo in specie. Under
the operations of the Suffolk system of redemption there
was a constantly decreasing amount of specie, and it
ceased to play an important part as a basis of circulation
and was treated rather as a reserve.
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Country banks in New York kept but a small amount

of specie; about 182o amounts ranged from one-

eighteenth to two-sevenths of the combined notes and
deposits. Eleven city banks in 1829 had one-seventh of

their demand obligations in specie, while the same num-

ber of country banks had only about one-twentieth.

This, however, did not include the sums which country

banks kept with the city banks to meet obligations for
note redemptions. The bank commissioners in 1833

called attention to the small specie reserve, less than
$2,000,000 for a circulation of $12,ooo,ooo, and warned

the legislature of the danger. Under the bank act of
1838 each banking association was required to keep

1 2 Y per cent of its circulation in specie. This provision,
however, was repealed in 1840, but the comptroller of the

State in the following year reported upon the necessity of
increasing the specie basis. This could be done in one of
two ways-by suppression of small bills or by increasing

the specie. A reserve of 20 per cent of the circulation in
specie was favored. Nothing was done, and for years, with
the growing importance of New York City as a commercial
center, the weak state of the specie reserve excited com-
ment.a For two years, 1853-1855, banks made volun-

tary agreements to keep an average of 20 per cent of specie

on their weekly balances, but this was abandoned.
The panic of 1857, however, brought into new promi-

nence the need of conservative practice, and in March,
1858, the city banks made an agreement "to keep on

hand at all times an amount of coin equivalent to not less

aSee Merchants' Mag., 25:152.
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than 20 per cent of our net deposits of every kind, which
shall be made to include certified checks and other liabili-
ties except circulating notes, deducting the daily exchanges
received from the clearing house." (Report of Comp-

troller of the Currency, 1873, p. xxiv.)
Although there was little legislation in States south of

New York on this subject, the need of a better protection
to the circulation through the holding of coin was fre-
quently referred to by the bank commissioners and legisla-
tive committees. Not, however, until i 86o was there any
specific requirement as to specie holdings by banks in
Pennsylvania, and in the law then passed only 8 per cent
in specie or its equivalent was demanded.a In Maryland,
a legislative committee in 1837 reported that the ratio
of circulation to specie was less than the healthy and
authorized proportion of 3 to i. A committee of Vir-

ginia, about 1835, stated that it was difficult to determine

how much specie a bank should have in order to redeem
its notes-the estimate was usually of 3 to i, but in
Virginia the actual ratio was. $5.22 to $i. An act in

1837 provided that banks should have one-fifth of their
notes in specie and forbade a bank to make any loan

when the reserve fell below this limit.b This ratio was

observed in subsequent legislation.c Alabama, in 1837,

enacted that the Bank of the State of Alabama should
have one-fourth of its capital in specie by July 1, 1841.

a Pub. Laws, Penn., x86o, p. 459.
b Laws, Va., 1836-37, ch. 82, sec. 3.
c Laws, Va., i85o-5 i , ch. 58, sec. io; Laws, 1855-56, ch. 6o, sec. 4;

ch. 61, see. 4; ch. 63, sec. 4.
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In 1838 the bank commissioners of Mississippi advised
that the banks should have $i in specie to every $3 in

circulation and deposits. Louisiana had the credit of
taking the most advanced position of all the States in
her reserve requirements for banks; for many years the

Louisiana State Bank maintained a specie .holding of one-
third of its total responsibilities. In 1838 the dssoci-

ated banks of New Orleans agreed to carry, in 1839, specie
holdings of one-third of their cash responsibilities. In

1846 the banking law of Louisiana required the banks
to hold one-third of their aggregate circulation and
deposits in specie, while a sum equal to the remaining
two-thirds must be invested in short paper payable abso-
lutely at maturity. Discounting by a bank which had
been ten days below the specie line was made an act of
insolvency, requiring liquidation, and directors or mana-
gers who assented to the violation of the law on this point
were made individually liable for all debts. This legis-
lation was approved by its results; banks of New Orleans

passed successfully through the crisis of 1857, and in
March, i861, at the beginning of the civil war, they held
sixteen millions of specie to a capital of twenty millions.

Ohio, in 1839, enacted that the volume of bills issued
should not exceed three times the amount of specie on
hand, exclusive of deposits.a By the free-banking act
of 1851 banks were required to have on hand in gold or
silver, or their equivalent, 30 per cent of their outstanding
notes. The State Bank of Iowa, i858, required a reserve
of coin of one-fourth of the circulation and a similar
reserve in current notes for the deposits.

a. Rev. Stat., Ohio, 1841, p. 126.
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XXVIII. SURPLUS.

Only in a few instances did banking laws during the
early period provide for a surplus. If there was any
decided opinion, it was apparently adverse to a bank's
accumulating large funds in excess of capital, due to the
fear of large moneyed corporations.

Connecticut, in 1835, passed a general law forbidding
any bank to retain as surplus more than 5 per cent of
its paid-in capital. Three years later, however, this act
was repealed.a In 1846 the bank commissioners stated
that banks should not be allowed to accumulate a large
surplus, as it would tempt those who knew the true condi-
tion of the bank to take advantage in the purchase of
stocks of those who were less well informed; but in 1849
they reported that banks should be encouraged to create
a surplus, so as to make dividends uniform.

Maryland, in the charter of the Mechanics' Bank, 18o6,
permitted the management, if it desired, to retain at least
i per cent of the capital from surplus profits as a contin-
gency fund. This was common in other charters, but
not in alLb Virginia, in the charter of the Merchants'
and Mechanics' Bank, 1834, required the laying aside of
$io,ooo surplus before the payment of more than 6 per
cent dividends. c In 1837 all banks in that State were
required to maintain a surplus of at least 5 per cent, not
exceeding, however, io per cent of the capital, before
paying dividends. This was known as a "contingency

a Woodward, The Hartford Bank, 137.
b Bryan, State Banking in Maryland, 33.
c Laws,'Virginia, 1833-34, ch. 72, sec. io.
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fund."a In 1852 it was enacted that banks should
not pay over 6 per cent dividends until i per cent of the

capital had been carried to surplus, to be continued until
the total surplus equalled 5 per cent.b

Florida, in a charter of 1845, limited dividends to io
per cent, and required the excess profit to be set aside

as a safety fund. The Franklin Bank of Cincinnati, 1833,

permitted no dividend of more than 3 per cent to be paid

until the bank had a surplus.of $30,000. The charter of

the Bank of Kentucky, 1834, provided that no dividend
should be declared until there was a surplus of $2o,ooo

for every million dollars of stock.c By the charter of
the State Bank of Indiana, 834, each branch was re-

quired to set aside one-sixth of its capital before divi-

dends were paid.d

a Laws, Virginia, 1836-37, ch. 82, sec. 6.

b Laws, Virginia, 185 1-52, ch. 120, see. 4.
c Duke, History of the Bank of Kentucky, 38.
d Laws, Indiana, 1834, ch. 7, sec. 54.
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THE SAFETY-FUND BANKING SYS-
TEM IN NEW YORK STATE:

1829-1866.

CHAPTER I.

BANKING EXPERIENCE BEFORE 1829 IN NEW
YORK.

At an early date in New York State banking was re-

stricted and the privilege made an exclusive grant by

special legislative charter. A combination of circum-
stances brought this about. The community had vivid

recollections of losses sustained under the colonial banking

systems with their excessive and inconvertible issues of

paper currency. The impression was common that

banks were combinations of the rich against the poor,

and should be strictly regulated by the people's repre-

sentatives. But before many years had passed the
granting of special bank charters had been carried into

politics and it became the interest of the party in power

to compel all banking to be done through these chartered

corporations.
'The Bank of New York had been formed by Hamilton

in 1784, but was not able to secure a charter until 1791.

This first bank in the State was thus compelled to carry

on its business for seven years before the legislature

would grant it a special charter. In the following year

the Bank of Albany was chartered, and in 1793 the Bank

of Columbia at Hudson. So far the needs of the corn-



National Monetary Commission

munity, and not politics, seem to have guided the leg-

islators. Until 1799 only $i,6oo,ooo was employed in

banking.

Now politics in New York State grew more intense.
It so happened that the stock and management of the Bank

of New York were in the hands of the Federalists. The

Republicans, led by Burr, claimed that the bank dis-

criminated in favor of Federalists, and he devised a

scheme for incorporating another bank in New York

City. The legislature was Federalist and, therefore, the

only hope for another charter was to deceive the members

as to the real purpose of the new corporation. This Burr

proceeded to do at the session of 1799. The city was in

need of a supply of pure water and the public realized

this fact. The legislature was, accordingly, asked to

charter, on the most liberal terms, a company which

would undertake this great public work. But it was not

certain how much capital would be required, so in the

charter the authorization was asked for and granted that

the company be permitted to procure $2,000,000 capital

and then use any surplus not needed for the water-supply

business "in any way not inconsistent with the law and

Constitution of the United States, or of the State of New

York.' 'a The majority of the legislature did not know

that they were granting perpetual banking powers, but

such was the purpose to which the new company devoted

its surplus.
At the session of 1803 the application for a charter

for the New York State Bank at Albany assumed a politi-

a Hammond, J. D.: The Hist. of Polit. Parties in the State of New York,

3 d ed, 1845, Vol. 1, p. 326.
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cal character. The applicants claimed that the Bank
of Albany belonged to Federalists and that it discrimi-
nated against Republicans. They advocated the bank
in the interests of the public while they attached to
their application a scheme of speculation and private
gain. This charter passed the legislature, but two other

companies, the Merchants' Bank of New York and the
Mercantile Company of Albany, failed to secure charters.

The charge was at once made that influential men con-
nected with existing banks, and interested in the monopoly
thus formed, -prevented the further creation of banking
corporations. At any rate, the next legislature, instead
of incorporating new banks, passed the restraining law
of 1804, which had been recommended by a committee
of the assembly, consisting of one member from each
county. This law prohibited associations of persons from

banking and placed a fine of $i,ooo on any individual
becoming a member of such an association, but did not
prevent individuals or incorporated institutions from
engaging in banking and issuing notes.a Notes were
issued of various denominations, as low as 6 cents in

value, by the Bankers' Exchange Bank, the Utica Insur-
ance Company, the Little Falls Aqueduct Association,
and such individuals as Calvin Cheeseman, besides many
tavern keepers, merchants, and turnpike companies.

A further restraining law was passed in 1818 effectively
preventing private banking or note issue until i837,

when it was repealed, except that private bankers were

not permitted to issue notes for circulation as money.

a See semiweekly Albany Argus, Dec 20, 1836: Article on the "Restrain-

ing Law," over name "Franklin."
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In a debate on the renewal of bank charters in the

session of 1827, the speaker of the house asserted that
the profits of city banks "do not depend upon the cir-

culation of their bills, but arise from the discount of

notes." This emphasizes a difference between the city

and country banks which has been marked -it all periods

of our history, but especially during the early years when

the deposit and check system of banking had nowhere

developed to such a great extent as at present, and when

deposits were an insignificant item in the statements of

the country banks. Therefore the speaker goes on to

point out in the same speech that the profits of country

banks in 1827 depended on the quantity of bills kept in

circulation.0 The city banks had larger deposits and-
capitals on which to extend discounts and consequently

made less use of note issue. Since note issue was the

chief function of most country banks, the chief concern

of legislation was to protect the note holders from losses
through bank failures, or from depreciation of bank paper

by overissues. We must keep this fact in mind all through
this discussion in order to understand the course of legis-

lation.
Not many of the banks were required by their charters

to report to the legislature regularly, but from those that

did so report the following items show the kind of bank-

ing business done by country banks.

a Argus Supplement, Mar. 9, 1827.
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These reports, as above stated, do not show the full
resources of the banks, for the cash items, consisting of
deposits with banks in Albany and New York to meet
the redemption of notes and payment of drafts, etc.,
as well as the notes of specie paying banks, are not re-
corded, nor is the value of real estate belonging to the
bank estimated. But the reports do show, first, that
only one-fifth to nearly one-half of the subscribed capital
had virtually been paid in, and also that the profits of
these country banks depended very largely on their
notes in circulation, the notes in almost every case largely
exceeding the amount of capital paid in, and about equal-
ing the debts due to banks for discounts, loans, etc.
The reports also show that very little specie was actually
kept in the vaults with which to redeem notes and pay
deposits, the amount ranging from one-eighteenth to
two-sevenths of the combined notes and deposits.. It
may be said, however, that the cash items kept on de-
posit at New York and Albany for note redemption
should be counted in the reserve for notes, which would
raise the percentage considerably. It is also clear from
the reports how small a part of the total business of
these country banks consisted of deposits.

A more elaborate report of 22 banks was gathered and
presented to the state senate by the committe of which
Senator Allen was chairman, January, 1 8 2 9

.a This report
includes eleven banks in New York City and Albany as
well as the same number of country banks and will throw
additional light on banking conditions, especially the con-
trast between city and country.

aSen. jol., 1829, pP. 81-84.
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The committee regarded all the above reports as satis-

factory and as proof of the "sound state of our circulat-

ing medium. ' They regarded it as a cause of congratu-

lation that in forty years since state banks began to be

chartered only five had suspended payment of their notes.
There were no data of losses to the public from these

failed banks, but the capital was small.0

The above reports, with their summaries, show the es-

sential differences in the banking business as carried on
in the country and city. It will be noticed, of course,

that the capital employed in the city banks is almost

four times as great as in the same number of country

banks, while the notes issued are about the same in
amount. The deposits of the city banks are about four

times those of the country banks and the specie on hand

about five times. A larger relative amount of specie
was necessary in the city banks to meet the greater de-

mands there. The table shows that the city banks de-
pended upon their paid-up capital and their deposits for

their ability to discount and loan rather than upon their

credit in the form of bank notes. The amount of notes

in circulation is less than a third of the capital and only

about three-fourths of the deposits. In the country

banks, on the other hand, the paid-up capital, instead of

being two-thirds of the loans and discounts, as in the case
of the city banks, is less then one-half of the loans and
discounts. The notes in circulation exceed the capital

and are three times the amount of deposits, which again
is in marked contrast to the city banks. The notes, in-

aSen. jol., 1829, p. 79.
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stead of being about one-fifth of the loans and discounts,
as in the case of the city banks, amount to more than one-
half. The city banks held on hand about one-seventh
of the demand obligations of notes and deposits in specie,
while the country banks held only about one-twentieth.
The large balance due from banks shows that the country
banks kept large sums with the city banks to meet obli-
gations for note redemption, drafts, etc. The table as
a whole shows -too small proportion of specie as a basis
for a sound banking system, and in the case of the coun-
try banks too much dependence upon 'note issue as a
source of profit. All these facts must be kept in mind
when we discuss the safety-fund law 'of 1829. Thus
will the opposition of the city banks be explained.

Since the granting of a 'bank charter by the legislature
had become a matter of party politics, charges of corrup-
tion were frequently made and in some cases proven. It
was to the interest of existing banks to keep rivals out of
the field, and those who sought charters used various means
to win over legislators. .Stock was distributed to members
with the promise of an immediate market at a premium.a
Granting of a bank charter was linked with various forms
of special legislation, and log-rolling was encouraged. The
party in power could make the distribution of bank stock
a part of the spoils of political victory. These evils were
all inherent in the system of granting bank charters by
special legislative act, which did not always result in
placing a bank where the needs of the business community
demanded or in securing the investment of bona-fide

a Hammond, Vol. I, pp. 332-337.
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capital in the institution when chartered. Previous po-

litical corruption and scandal influenced the convention

of 182I to place a clause in the constitution requiring a

two-thirds vote of the legislature to pass a bank charter.
They hoped thus to avoid the log-rolling and bargaining,

but as a matter of fact the effect was "to increase the

evil by rendering necessary a more extended system of

corruption.", A bonus was sometimes demanded by the

legislature in ,return for the grant of a charter. The re-

sult of this pdlicy is shown by a memorial of the Fulton
Bank of New York City protesting, in 1833, against being

subjected to the safety-fund law, on the ground that it

had already paid a bonus of $133,ooo when its charter was

granted in 1824, and therefore should be exempt from the

tax of one-half per cent imposed by the law of 1829.

This alleged bonus was paid by allowing the trustees of

Daniel D. Tompkins, who had a claim upon the legislature

for patriotic services, to subscribe for $150,000 in stock and

pay for the bank stock with the stock of the Richmond

Turnpike Company at par. The stock of this turnpike

company netted the bank only $1 7,000. b

An examination of these early charter provisions will

show how sound banking develops slowly out of experi-

ence. The charters from 18oo to i825 show certain com-

mon provisions to which others were added as experience

dictated. Among these we find the limitation of the bank

in Ownership of real estate and trading in goods or stock,

certain speefications as to qualifications and election of

directors, the requirement of registration for a valid trans-

a Hammond, p. 337.

b S. Doe. 104, 1833, N7o. 11
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fer of stock, the regulation of the total debts, exclusive of
the specie actually on hand, to three times the paid-up

capital, and the personal liability of the directors, who
were responsible for the excess unless absent or dissenting.

The maximum interest rate for short loans was fixed at

6 per cent.' It will be observed that there is as yet no
enumeration of banking powers specifically granted, no
uniform requirement for reports or provision for inspection,

no provision for paid-up capital before opening for busi-

ness, no reservation of the right of the legislature to modify

or repeal the charters granted, and no satisfactory method
of distributing the bank stock.

In chartering the Union Bank, as well as two other
banks, in 181 I, the legislature appointed the first directors, b

but the charter of the Middle District Bank, granted in
the same year, provided for commissioners named by the
legislature to distribute the stock and arrange the first

election of directors. c This latter method, by commis-

sioners, continuedd to be followed under the safety-fund
system for several years and was the source of much com-

plaint and abuse.
In 181 i the requirement was made that the business of

the bank should be carried on at the place specified in the

charter and not elsewhere, and that stock must be held a
certain time before election of directors in order to entitle
the owner to a vote. A limitation was placed in the char-

ter regulating the amount which the president or any di-

a Session Laws, 1805, chap. 43.
b Session Laws, i81 i, chap. 34.
c Ibid., chap. 68.

d Ibid., chap. 46.
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rector might owe the bank at any one time for loans and
discounts, and preventing any person from being officer

or director in more than one bank. Directors or officers

must not purchase notes or bills at usurious rates, and the

cashier and clerks must give bonds.a

In 1824, in chartering the Bank of Rochester, the legis-
lature required an oath, by the president and cashier, that

25 per cent of the capital had been actually paid in, half

in specie and half in current notes, before the bank could

legally issue its own notes. b This amount was increased

to 50 per cent in 1825 in chartering the Commercial Bank

of Albany.c Therefore, before the safety-fund law of 1829

it was not necessary to pay in more than 5o per cent of

capital subscribed before beginning business, and in some
banks only 12 per cent was required in specie.

During 1824, in a bank charter, a penalty was placed

upon failure to redeem notes on demand, and it was made
the duty of the president and cashier to report to the

Comptroller under oath annually the condition of the bank,

specifying the items required, and the right "to alter,
modify or repeal" the charter was reserved. b

In granting a charter to the Commercial Bank of Albany

in 1825 the act enumerates expressly the-banking powers,

and continues, "but the said company shall have and

possess no other powers whatever, except such as are ex-
pressly granted by this act." This is the first charter

found where such powers were enumerated. The bank

was also prohibited from receiving the transfer, pledge or

a Session Laws, z8 1i, chap. 64.

b Session Laws, 1824, chap. 46.
cSession Laws, 1825, chap. 117.
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hypothecation of any stock of the bank itself or of any

other incorporated company. At the opening of the bank

the affidavit of the president and cashier must state that
no loans had been made, as far as the officers knew, to

enable any stockholder to pay the amount of his shares
under any implied or express agreement that such loans
were to be repaid by a discount of any note or other

security by the bank. The charter prohibited the diiect-
ors from dividing as dividends or paying to the stock-
holders any part of the capital stock or reducing the cap-

ital without the consent of the legislature. It was made

illegal to discount or receive any note in payment of any

part due upon stock of the bank, or to enable stockholders

to withdraw money paid on stock. Directors were made

personally liable for amounts thus withdrawn or discounted.

The president or directors who violated these provisions,

as well as those with reference to the total legal debt
allowed, were guilty of a misdemeanor and liable to fine

of $i,ooo and three years' imprisonment, or either. In

the annual report the president and cashier musL take oath

that the specie on hand is bona fide the property of the

bank "and has not been borrowed or in any wise obtained
with a view to make the return." a These charter pro-
visions have been stated in some detail to show the neces-

sary growth of restrictions in the charters to remedy cer-
tain evils that developed. The provisions above stated
indicate clearly what those evils were and need no com-

ment. But the fact to be emphasized is that all these

aSession Laws, 1825, chap. 117.
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provisions must be inserted in every bank charter if they

were to be effective for the particular bank.

Bank charters granted and capital authorized, 1791-1825.a

Additions A
Period. to bank Aggregateal

capital by authorized.charters.

1791-1
8

10 (inclusive) ------------- 10 $7,430,000
x8x-x8x8 (inclusive) ------------------------------------ 23 17.290.000

1821-1825 (inclusive) ------------------------------------ -10 4, 300.000

aAssem. Doc. 102, 1836, Vol. II.

During the first period not more than one bank charter

was granted in any single year. It was a time of conserv-

ative banking, with no failures. With the expiration of the

charter of the first United States Bank there was a rapid

increase of state banks, as shown for New York State in

the above table. These figures do not include reductions

made in bank capital by failures or voluntary reductions

during the period, nor do they indicate the amount actually

paid in and employed, but only the amounts authorized

by charter. It will be observed that the period of greatest

activity was during and after the war of 18 12. The period

following this war was characterized by more reckless

banking and by speculation. During the two years, 1824

and 1825, eight of the ten additions were authorized, but

no more charters were granted until after the safety-fund

law was passed in 1829. Of the ten incorporations during

the first period in the above table; there were only two

failures and those were during the period following, but

of those organized in the second and third periods there

were six failures. The information as to causes of failure
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and the affairs of the failed banks, before the safety-fund
system was inaugurated, is too inadequate to allow con-
clusions, but the failures were probably due to the evils
indicated in the provisions of the later charters, just stated
above a

The governor, in his message in 18 18, describes the evils
-of a disordered currency which are "aggravated by the
banking operations of individuals and the unauthorized
emissions of small notes by corporations." He cautions
the legislature against allowing the incorporation of banks
in places where they are not required by trade, because
such banks have few deposits and must rely upon note
issue for profit. These notes are diffused by loans or by
appointing agents to exchange them for the notes of other
banks. They grant discounts liberally, but the apparent
business activity is deceptive; there is a struggle of rival
banks to redeem their notes, and to do this they must call
in loans and embarrass borrowers. "The banishment of
metallic money, the loss of commercial confidence, the
exhibition of fictitious capital, the increase of civil prose-
cutions, the multiplication of crimes, the injurious en-
hancement of prices, and the dangerous extension of credit
are among the mischiefs which flow from this state of
things. " b

The report of the committee on banks of the assembly,
during the same year, gives us more concrete examples of
the abuses to which the governor referred. They refer to
speculation in banking and declare that banks "enable the

aCf. L. Carroll Roet: "New York Bank Currency," Sound Currency,
Vol. II, No. 5, P. 3.

b Assem. jol., i8, p. 15.
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designing, unprincipled speculator to impose on the ere-
dulity of the honest, industrious, unsuspecting part of the
community--examples of this sort are too common and

.notorious to need any illustration. ' 'a The committee
cites various schemes of banks to force their notes into cir-
culation. Banks sometimes give accommodations to an
individual on condition that he will pay the note when due
in current money, meaning the current notes of otler banks.
This compels the borrower to lay aside current money dur-
ing the time his note is running in order to be able to pay
at the end of the time and often makes it necessary to
borrow, at a high rate of interest, any balance that he does
not possess when his note becomes due. Some banks lend
on condition that the borrower leaves one-half the sum in
the bank until the note is due, thereby receiving usurious
interest. Merchants, who have payments to make abroad,
stand the loss caused by depreciation of the bank's paper
rather than incur the bank's resentment by asking for
specie or current notes and thus losing the chance to secure
accommodations at the institution. The committee re-
ports a case of boycott where the board of directors of a
bank passed a resolution declaring that "no man should
hold a seat at that board, or receive any discounts at the
bank, who should trade at a certain store in the same vil-
lage, in consequence of the owner having asked for a sum
less than $4,ooo in current money t6 remit to New York,
while at the same time he kept his account in said bank." b

The case is cited of a farmer who cnxne to a bank for a

a Assem. jol., 1'Sx8, pp. 307 et seq.
b Ibid., p. 309.
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renewal of his note, indorsed by one of the directorg, and
this director charged him $ioo to aid him in securing the
renewal.

The committee further gave its opinion that the circu-.
lating notes in the State were chiefly of the banks whose
capitals were small and composed principally of the notes
of individual stockholders called "stock notes." There-
fore, tjhe security of the note holders consists of the private
fortunes of individual stockholders and those fortunes con-
sist, in great measure, of the stock of the bank for which
they have given their notes. This period of stock-note
banking continued from the war of 1812 until the safety-
fund law was adopted.a

An assembly committee reported. on the part of the
governor's message which referred to banking and cur-
rency in 1819. They pointed out that so long as banks
were established with reference to commercial and indus-
trial needs they had been a blessing. But the success of
banks and large dividends led to a clamor for bank
charters. Banks were located where business did not
demand and their multiplication was followed by excessive
issues of bank notes without adequate means to redeem
them. b To keep these notes in circulation banks often
placed obstacles in the way of prompt redemption. c Dis-
trust was thus created in the minds of the public. To get
a renewal of a note at a country bank the borrower fre-
qiuently was required to present the value of the note in

a Cf. A. C. Flagg: Banks and Banking in the State of New York, 1777-
x864, Brooklyn, 1868, p. 3.

b Cf. Sen. jol., x819, p. 68.
c Cf. Assen. jol., 1820, p. 467.
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the notes of other banks for which the bank issued an
equal amount of its own notes. This operation suppressed
the circulation of other banks and extended the bank's
own circulation.e During the session of i825 the legisla-

ture chartered several loan companies who proceeded to
issue their bonds and pass them as money., This addition
to the circulating medium contributed to the cotton specu-
lation of 1826. About this same time corporate abuses
were revealed in insurance and other corporations, which
involved prominent New. York business men. b This in-
creased the public alarm. The house in 1825 passed x8
bank bills with a capital of over $7,ooo,ooo, but only 3 were

finally chartered with a combined capital of $i,i5o,ooo,
because the house was checked by the senate. c The house
was called the "lobby assembly" during and after this
session. The Argus describes this assembly as "alone in
all the records of our country as the most subservient to
the lobby and the most regardless of the public funds, the
public interests, and the public will." d

This legislature granted a charter to the Commercial
Bank of Albany and appointed a commission to appor-
tion the stock.. The commission, it was alleged, appro-
priated to themselves and a few favorites a majority of
shares of the stock. The merchants had been urged to
subscribe, and then the stock was distributed largely to

a Cf. Daily Argus, Mar. 29, 1825. Speech of C. D. Colden in the senate on
a bill to allow private banking.

b Willis S. Paine: The Laws of the State of New York, Relating to Banks,
Banking, etc., 5th ed., 1903, pp. 23-24, gives further details. Alarm in

minds of public led to demand for the Revised Statutes of 1827.
c Daily Argus, Apr. 29. 1825.
d Argus, Oct. 23, 1826.



National Monetary Commission

others,. They held a popular meeting to disapprove and
passed resolutions declaring that the commissioners "had

converted a matter of general interest and concern into
an affair of individual profit and speculation."' a  Such.
complaints were common, and this method of distribution
of stock gave rise to serious evils. Sometimes it enabled
a few men to control a bank for speculative or political
purposes. They might borrow the specie needed to start

business, pay dividends out of capital or redistribute the
paid-up capital to the stockholders in discounts, and,
under the appearance of prosperity, sell the stock at a
premium, A number of bank failures before 1829 re-

vealed the bad conditions of banking practice and de-
stroyed the confidence of the public. b This state of

affairs went far to justify Senator Colden's criticism in
the senate, in a speech on private banking, that most of

the recent bank charters were granted not to those who
wanted banks that they might lend money, but to those

who wished to sell the stock at a profit. c
At the opening of the session of 1827 notices were

given of applications for i9:new bank charters and 23

renewals.d The governor in his message cautioned the
legislature against the evils of excessive issues of paper

money and referred again to the forced and artificial

circulation, with its train of evils. He recommended
general regulations to restrict notes and to provide for

a Albany Argus, June i4, 1825.
b Pamphlet: Origin, Provisions, and Effect of the Safety-Fund Law of

New York State. Albany, 1834, pp. 3 and 4.
c Albany Argus, Mar. 29, 1825.
d Albany Argus, Jan. xx, 1827.
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redemption and payment of debts, as well as to increase

the responsibility of directors.
The Revised Statutes, adopted in 1827, on banking

summarize the chief existing evils which the legislators
sought to cure by general laws, rather than leaving the
matters to specific provisions in each charter, as before.
Most of the provisions are to be found in the most. care-
fully restricted charters previously passed by the legis-
lature and have already been noted. Article I is entitled,
"Regulations to prevent the insolvency of moneyed cor-
porations and to secure the rights of their creditors and
stockholders;"

It was made illegal for directors to pay dividends
except from. profits; to in any manner pay t6 stockholders
any part of -the capital stock or reduce it without the
consent of the legislature; to receive notes of stockholders
or make discounts in payment of capital stock; to receive
from another corporation, in exchange for the shares,
notes, or bonds of their own company, shares, notes, or
bonds of the -other corporation; to extend loans and
discounts beyond three times the paid-up capital; and
to loan or discount to the directors, or upon paper for
which -they stand responsible, to an amount mdre than
one-third of the paid-up capital. A method of computing
profits, from which alone dividends could be paid, was
outlined, and, when losses exceeded these undivided
profits, it must be considered an impairment of tie capital
and must be made good before -further dividends could
be paid. The law sought to prevent fraudulent transfer
of the propei-ty of the corporation or a transfer to benefit
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particular creditors in case of contemplated or actual
bankruptcy. If any director violates or is concerned
in violating any of the above provisions he becomes liable
personally to the creditors and stockholders to the full
extent of the loss so sustained. Such director, whether
loss resuits or not, becomes guilty of a misdemeanor
and subject to a fine and imprisonment, or either. Every
director is presumed to know about the affairs of his

.corporation, so as to determine whether any act or omis-
sion of his violates the provisions. If he dissents or is
absent from the meeting where such violation occurs
he must record his dissent, or he becomes liable with the
others. Every insolvency is deemed fraudulent unless
the affairs of the company appear. on examination to
have been fairly and legally administered. It is incum-
bent on directors and stockholders to repel by proof
the presumption of fraud. In case of a fraudulent
insolvency the directors by whose acts or omissions the
failure was caused, wholly or in part, and whether then
in office or not, shall be liable to the stockholders and
creditors for their proportionate share of all losses.
After the liability of the directors is exhausted in such a
case, the rest shall be made good by the stockholders,
to amount not exceeding the nominal amount of the
shares held. Annual reports to the comptroller are
required under oath of the president and cashier. No
corporation may issue any bill or notes for less than $i,
to circulate as money. The directors and officers are
prohibited from purchasing, directly or indirectly, any
evidences of debt of the corporation for less than their



Safety-Fund Banking System in New York

nominal value. This prevented the purchase of their
own bank notes at a discount. The directors and officers
were also prohibited from discounting or loaning, directly
or indirectly, upon paper which they knew to have been
offered for discount to the directors or any officer and
refused. This practice continued under the safety-fund
system. Finally an affidavit was required by the two
chief officers of the bank stating that the capital required
by charter to be paid had been actually paid.

These provisions were stringent and meant to regulate
improper practices, such as impairment of capital or
stock-note capital, misuse of funds by officers or directors,
and speculation. Personal liability was a recognized
principle of the Revised Statutes.a The provisions were
not to be applied to corporations in existence January
I, 1828, but only to those charters granted or renewed
after that date. But no more bank charters were granted
until the safety-fund law of 1829 had been passed, which
exempted corporations under it from the operation of
sections 14, 15, i6, 17, and i8 so far as those sections

provided for the personal liability of the stockholders

of failed banks. The liability of directors to the stock-
holders was still retained as provided in these sections,
but March 30, 1830, the legislature definitely repealed

sections ii to 18, inclusive. This repeal did not affect
any existing bank or officer. Therefore, the banks char-
tered under the safety-fund law during 1829, about 27 in
number, still retained the liability of directors, while the
stockholders of these banks were free from personal

I
a For text complete, cf. Revised Statutes of 1827, chap. 18, Pt. I, Title IL.

24635-10- 17
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liability. Of course the directors of banks continued to

be responsible for violations of the first nine sections of
the statutes, but the requirement that they repel by
proof the presumption of fraud was no longer operative.

and it was easy to evade the law, especially so long as
there was no careful inspection by a regular official of
the State.

In the debate on these Revised Statutes on banking
.the argument was advanced that such strict requirements

and personal liability would drive men of capital and
integrity from the. banking business and leave it in the
hands of irresponsible men and speculators. Parties for
and against restriction were formed and the debate be-
came warm between the opposing. forces. When the
safety-fund law came up for adoption a compromise was
sought between the severe restrictionists and those who

advocated perfect freedom in banking. It was supposed
that the safety' fund rendered unnecessary longer the
severe provisions and yet afforded security to the public.

The evils we have observed so far in banking have

been due either to a bad system, imperfectly guarded by
needed restrictions; to official misconduct and lack of
responsibility in management by officers and directors,
or to the stage of business development at which banking
had arrived in the process of working out a sound policy
that would meet the test of prosperity, as well as of busi-
ness adversity. Legislation had gone far to remove the
evils of a bad system by requiring certain standards in
banking and by- the enforcement of greater responsi-
bility upon directors, but to remedy the other evils was
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not always possible by legislation. Stockholders must
learn by experience to hold directors to a more rigid ac-
counting, and directors in turn must not allow themselves
to become men of straw in the hands of designing bank
officers of their own choosing. Safe methods of banking
were only learned by long experience. The proper re-
lation of a specie reserve to the demands and obligations
of a bank was only gradually appreciated. Too much
loaning was done on accommodation paper instead of
on the evidences of past business transactions.a The
fact that note issue formed the chief source of profit to
the country banks led to forcing notes into circulation
not necessarily in response to the demands of trade, but
issued upon the notes of borrowers who came repeatedly

to have their notes renewed, and thus kept the bank
notes in circulation. There were certain evils inevitably
associated with special charters, which, although much
improved by laws applying to all banks alike, still ex-
isted under the safety-fund system in granting the charter,
locating the bank, distributing the stock, and enforcing
the provisions of the law.

GENECRAL NoTE:.-Where references are made to the Albany Argus during
x829 or before that date, the daily edition is meant. An abstract of the news
from the daily was made in the semiweekly edition and the editorial col-
umns dated by the daily editions. It is to these abstracts that reference
is made under the date of the daily editions. In 1838 the regular daily
edition is used. For all other years the date of the semiweekly edition
on the outside cover is given.

a Assem. Doc. 69, 1833, VoL. II, p..S: Report of the Bank Commissioners





CHAPTER II.

THE SAFETY-FUND LAW OF 1829.

The journals of the house for the session of i829 show
29 petitions for the renewal of old bank charters and 37
for new banks and incorporations. The charters of these
old banks were soon to expire. The senate committee
reported in favor of renewals for all the old banks which
had been fairly and honestly administered.a This was
the opportunity for the legislature to make any changes
that seemed desirable in the system of banking.

It was at this time that Joshua Forman presented his
plan to the governor for improving the banking system.

Forman was a graduate of Union College, a public-
spirited lawyer widely known, who had strongly advo-
cated the Erie Canal project while a member of the
legislature in i8o8.b His plan emphasized especially
security for note issues. Because of their charters and
the prohibition of private banking, the chartered banks
had the exclusive privilege of furnishing a paper cur-
rency by which they made a profit. Therefore, the State
should exact a guaranty for the soundness of that paper.
The banks should in common be answerable for it. c The
idea was that all banks in the State should be formed
into an association, so far as that all should be liable

for the obligations of each, and yet allow the property

a Sen. jol., 1829,.p. 77.
b Encycloptedia of Contemporary Biography of New York State,

VoL II. New York, 1882, pp. 277-28o.
cAssem. jol., 1829, pp. 179 et seq.
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and profits to belong to each in severalty. The plan was
submitted to prominent New York and Albany bankers
and approved in principle before it was presented to
the governor. Forman and his friends hoped by this
method to render it to the interest of each bank to sus-
tain the credit of all other banks in the State.a In pre-
senting his plan, Forman advocated that banks be con-
fined to discounting short-time commercial paper paya-
ble at maturity without renewal, and that they be com-
pelled to invest their capital in safe public stocks or in
bonds and mortgages. He asserted, what appeared to
be the fact, that losses from the failure of banks, although
considerable, were insignificant when compared with the
public injury caused by the management of solvent
banks. He had in mind the custom of banks of dis-
-counting and lending beyond the limit of safety and then
suddenly calling their loans to meet obligations, to the
ruin of many and the inconvenience of many more.

The governor, in his annual message, voices the public
interest in the solvency of the banks and the stability of
the paper, and urges the legislature to give its attention
to these points in the banking system. He emphasized
the objection, before made, that the severe measures
adopted in 1827 might place banking in the hands of
irresponsible men. He proceeded to outline the Forman
plan, which was referred to the assembly committee for
report. This committee prepared a bill on the lines
suggested, which the chairman, Mr. Paige, presented to
the assembly with a report in defense. This report

a Cf. Ha nmond, Vol. II, pp. 297 et seq., for further details.
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maintained that the fundamental principle of banking
was convertibility of paper into coin. One notices at
once how completely banking was identified with note
issue. Excessive issues must be guarded, and the com-
mittee recommended issue not to exceed twice the paid-
up capital.a The committee sought a plan which would
avoid the objections urged against the principle of per-
sonal liability, and yet provide for the complete indemnity
of the bill holder from all losses resulting from bank
failure. The proposed plan seemed to them to secure
the creditors of banks against every possible loss and to
invite public confidence.

It was proposed to require each bank, for which a
charter shall be granted, renewed or extended, to con-
tribute a percentage of its capital to a common fund
for the payment of all the debts of an insolvent bank,
exclusive of the capital stock, after the assets of the
bank itself had been exhausted. No bank could be
required to pay more than one-half per cent on its capital
yearly. These payments were to continue until 3 per
cent of the capital had accumulated in the "bank fund,"
when the payments were to cease until the fund should
be depleted by future payments. In case of such diminu-
tion of the fund the comptroller was authorized to call

upon the solvent banks for additional contributions not
to exceed one-half per cent in any year. The capital
of the fund was to be invested in a specified manner,
and after the expenses of administration had been paid
the remainder of the income was to be paid to the banks

a i aige report, Assem. jol., 1829, pp. 436 et seq.
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as dividends. It was provided that the affairs of the
failed banks should be settled through receivers ap-
pointed by the court of chancery; and, upon order of the
court, after the assets were exhausted, the comptroller
was authorized to pay the debts still unpaid, exclusive
of the capital stock, out of the fund.

Three bank commissioners were provided for--one ap-
pointed by the governor and two by the banks-whose
duties were to visit each of the banks organized under the
law at least quarterly, and oftener if requested by three

safety-fund banks. They had power to examine the
officers under oath and to investigate the affairs of the
bank thoroughly enough to determine, if possible, its sol-
vency. If the bank was found to be violating the pro-
visions of its charter or of the safety-fund law, it was
provided that the commissioners might apply for an in-
junction against the bank, and if the investigation satis-
fied the court that such a course was necessary, a receiver
could be appointdd to close the affairs of the bank. It
was provided in section 28 that the corporation might be
dissolved if it should neglect its payments to the fund, if
it should lose half its capital, if it should suspend specie
payment for ninety days, or if it should refuse to be
examined.
- The banks were required to report under oath annually

to the commissioners, who were directed to prepare an

abstract of the returns and submit it to the legislature
with their annual report. Their term of office was to be
two years, -and they were removable by the governor.

The issue of bank notes was restricted to twice the paid-

up capital and the loans and discounts to two and one-
262



Safety-Fund Banking System in New York

half times the capital. The penalty for a false statement
by officers, or for the exhibition of false papers with intent
to deceive the examiners, or for false entries in the bank
books was imprisonment for from three to ten years.
The act modified the Revised Statutes of 1827 as to the
liability of stockholders, as before explained. They were
no longer personally liable. This was again modified in
the constitution of 1846 so as to hold them responsible, as
at. present, for an amount equal to the amount of their
stock paid in. The commissioners were prohibited from
being stockholders in any bank. The rate of interest was
regulated. The capital stock must all be paid in and an
oath of the officers to this effect filed before opening the
bank for business. This was a great advance over the
previous system of allowing part of the capital to remain
unpaid, and thus offering the temptation to all the. evils
which we have described in connection with banking on
the notes of stockholders or on an utterly inadequate cash
basis. Such was the law proposed. and finally passed
after warm debate.a

In order to learn the attitude toward this proposal, it
will be worth while to follow the debates on the bill
briefly. The committee which presented the bill predicted
that the new system would impart stability and currency
to the circulating medium, prevent runs on banks, and
avoid combinations between institutions to destroy a par-
ticular bank. The city banks had been accused of trying
to ruin certain country banks, but under the proposed
plan each would be interested in upholding the others.

a For text of act cf. Assem. jol., x829, pp. 752-756, or Laws of z829,
chap. 94.
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To objections against the bank commissioners the com-

mittee asserted that it was not a new principle and was

meant to ascertain whether the high trust of creating a

currency was being properly executed. Such inspection

would be desirable for the stockholders because it would

increase the confidence of the community in the bank's

paper. Merely powers of inspection were granted, and

therefore the commissioners could not seriously injure any

particular bank by the exercise of their powers. To the

court was granted the final decision as to a permanent

injunction. The banks would be benefited because there
would be a set of men whose express duty it would be to

prevent insolvency and losses which the banks themselves

would have to pay.a No solvent bank could be required to

pay more than one-half per cent annually on its capital,
and in some of the States there was a i per cent tax

annually on banking capital.

The speaker of the assembly argued that the fund was

inadequate, as indeed it proved, for all the debts of the

banks. He pointed out that the banks were permitted
to issue notes far beyond their capital and that in case of

serious failures settlement from the fund might be delayed
over four or five years, which proved to be the case later.

Meanwhile the farmer and the mechanic must wait and

suffer loss. He considered the Revised Statutes prefer-
able to such a law. b A few days later the speaker offered

a substitute for section 2 of the original bill creating a

fund, in which he advocated the usual tax on banks, but

a Paige rept., Assem. jol., x829, pp. 439-440.

b Albany Argus Feb. 28, x829. Report of debate in the House Feb.-27,

x829, on safety-fund bill.
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the tax to be allowed to accumulate up to $5,ooo,ooo as
a bank fund from which the bills of failed banks might be
paid. The fund would be kept at that amount, and when-
ever it exceeded the amount the tax on banks would be
used for. general expenses as before. In case of a bank
failure the legislature may provide by special act for the
payment of the bills out of the fund. In this substitute
the notes of a failed bank alone were secured by the fund,
and not all its debts. This seems to have excited no

comment. It indicates how completely the legislature
was concerned in securing the note holder by the new law.

Losses by depositors were not mentioned.a Objection
was of course made to the speaker's substitute on the
ground of delay in redemption and consequent losses.

Another representative, Mr. Hubbell, pointed out that
the very existence of such a fund would relax "public
scrutiny and watchfulness which now serve to restrain or
detect malconduct." b This argument appealed to many
then, and to-day, when deposits have assumed such a
large place in the modern banking business and when a
bank extends its credit not only by bank notes but much
more by deposit accounts, the argument assumes added
weight. Mr. Dickson objected also to the fund idea
because it required a "compulsory partnership" between
institutions which knew nothing of each other. It was,
moreover, morally wrong to transfer losses from bill
holders, or the community generally, to the stockholders,
who might be equally innocent of any wrongdoing in the
failure and unable to bear the responsibility. The fear

a Albany Argus, Mar. 4, 1829. Debate in assembly on bank bill, Mar. 3.
b Albany Argus, Feb. 28, 1829.
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was also expressed that a monopoly would be formed, a
"monied aristocracy," which would control future appli-
cations for bank charters or combine to crush individual
banks.a The multiplication of banks and the increase of
competition might enlarge the bank fund but it would also
decrease the profits of existing banks. This attitude had

been very early shown by the chartered banks.
The argument grew spirited between those, on the one

hand, who thought the Revised Statutes on banking were
'odious fetters " and that they would prevent men who
were financially responsible from venturing into the bank-
ing business, and on the other, those who objected to their
repeal, except perhaps the clause requiring directors to
repel by proof the presumption of fraud, on the ground
that these requirements were the only defense against
fraud and complete control by the agents and officers of
the banks. Many were sure that the "bank fund" would
put a premium on reckless banking and encourage the
unscrupulous to put in circulation all the bills possible,
and, since the notes were secured by the entire banking

capital of the State, it was maintained that this would be
easier to accomplish because those who took the notes
would be less watchful and exacting. It was pointed out

that the bill holder was guarded, but not the stockholder.
Many were skeptical of the power' of commissioners to
prevent fraud and insolvency because, it was said, they
must depend upon the statements of bank officers anyway
and would prove no more efficient than the reports
already required. b Besides, it was feared that their

a New York Evening Post, Mar. 4, 1829.

b New York Evening Post, Mar. 28, x829.
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duties were "inquisitorial" and that such power might be
used to ruin individuals.

Notwithstanding the fact that Mr. Forman had pre-

sented his plan for approval to several city bankers and
financiers, there developed a very serious opposition from
the New York City banks. This will be explained by
references to the table showing the items of the state-
ments of city and country banks, presented for 1828, in
the last chapter. It was there pointed out that the capi-
tal and deposits of the city banks were much larger than
those of the country banks and that their use of notes
was much more restricted. Although the safety-fund
law allowed the issue of notes to twice the paid-up capi-
tal, the table, referred to above, shows that the city banks
kept in circulation less than one-third the amount of their
capital. It was quite different with the country banks,
which circulated notes far in excess of their capital. Now,
the chief fear, as shown by all the legislative debates of this

and other legislatures, was for the security of the current
bank notes. The law of 1829 proposed to levy the assess-
ment for the fund upon the capital of the banks, not upon
the amount of notes issued. Losses from other sources,
while secured by the fund, were not emphasized in the
debates. Therefore, the city banks objected to a tax
upon their large.capitals to support a fund to secure not

only their own notes, which were small in amount-com-
pared with their capital, but also the notes of the country
banks, which were issued to amounts much larger than
their capitals, upon which the same assessment was made.
The fund was not liable for the capital stock. Besides,
such a law, they alleged, would make them partners of
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the country banks and would reduce their credit to the

same level.
The final vote on the bill in the house stood 76 to 29

and in the senate 20 to 6. Of the delegation of ii in the
house from New York city and county, 5 voted for the
bill and 4 against, with 2 not voting. In the senate 3 of
the 6 negative votes came from the first district, of which
New York City formed a part.a

It is interesting to note here that in the assembly, be-
fore the bill passed, Mr. Mann offered a proposition that
all bank notes be countersigned by a central agent and
issued to the banks in authorized amounts in order to
prevent fraudulent overissues and counterfeiting. The
amendment was not adopted, and in consequence the
bank fund was charged later with a large amount of ille-
gally issued notes. b This defect was not remedied until
1843, when the solvent banks had actually suffered at
the hands of unscrupulous bankers.

By the new law stockholders were relieved from per-
sonal liability imposed in the Revised Statutes, but the
responsibility of directors to the stockholders was re-
tained as provided in those statutes. It must not be
forgotten that the restrictions before described as to the
payment of all the capital before opening and an oath to
that effect by the officers were retained. This oath must
also state that no loans had been made to enable a stock-
holder to pay his stock and then receive a discount from
the bank to discharge the debt. The other provisions of

aAssem. jol., r829, p. 757; also Sen. jol., 1829, p. 393.
b New York Evening Post,. Mar. 19, 1829.
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the Revised Statutes stated in Chapter I, except as modi-
fied by the safety-fund law of 1829, remained in force.

At the session of 1829 i6 old banks were rechartered
and i i new ones.a The provisions of the charters were
uniform.. They specified the place of deposit and dis-
count, the duration of the charter, amount of capital,
precise powers in addition to the general powers granted
in the Revised Statutes, chapter 18, the restrictions as to
capital, notes,, and loans and discounts, the provisions
for contributions of one-half per cent annually to the
bank fund, and for inspection by the commissioners.

The New York City banks refused at first to accept
charters under the new law. It was pointed out that the
city banks paid lower dividends'than the country banks
and could not charge as high an interest rate, because of
the competition of the United States bank. Therefore
they could not afford the added one-half per cent tax for
the fund. Editorials in the Evening Post predicted ruin
for the city banks under such a law. b Mr. Paige, in the
assembly, in a debate on renewing the charter of the Mo-
hawk Bank, at Schenectady, admitted that the law was
not as favorable to the city banks as to the country banks;
but the act was the best that could be adopted in the
state of variant opinions.c Dickson, in debate on a bill
to extend the charter of the Union Bank of New York
City, declared some concessions to the New York banks
were "just and reasonable," since the law operated more

a Albany Argus, May 6, 1829. Verified from legislative acts.
b New York Evening Post, Apr. i and 3,. 1829; Albany Argus, Apr. 6,

1829.

c Albany Argus, Apr. 9 and 17, 1829.
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severely against them. He said that he had favored the
safety-fund plan because he thought it would be "likely
to reconcile conflicting opinions and as decidedly prefer-
able to the then existing system." He pointed out that
for years the dividends of city banks had averaged about
5Y, per cent, and to deduct one-half per cent from this
might cause the withdrawal of many stockholders. He
attributed the smaller dividends of city banks to less use
of bank notes and their quick return for redemption, as
well as to greater expense of operation. More specie
must be kept also to meet foreign demands.

Soon after the law was enacted the Middle District
and Columbia banks failed. These two failures gave
the New York City papers an opportunity to find fault
with the new bank law, the "country banks," and the
country members of the legislature. One of the city
papers declared that it would be very convenient to
have the coffers of the city banks responsible for the
defalcation of those in the country, and now it was
possible to understand the anxiety of the country mem-
bers for the passage of the safety-fund act.a Really
these failures were an argument in favor of the new law,
for they were incidents of the old system, not chargeable
to the new.

The governor, in his message in i830, stated that the
provisions of the law had received the decided approba-
tion of the public, but reported opposition from the
banks as to the severity of the Revised Statutes in
reference to the responsibility of directors to stock-

a Albany Argus, June x, 1829.
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holders. He was of the opinion that these restrictions
might be modified under the safety-fund system. - The
legislature, as explained in Chapter I, proceeded to
repeal sections 1 i-18, inclusive, of the Revised Statutes,
which relieved the directors of banks incorporated in
the future from liability except for amounts involved in
specific provisions in sections 1-9, described in Chapter I.

Besides the 27 banks chartered or rechartered under
the new law in 1829, 9 new banks were authorized in
i830; 8 were rechartered, all in New York City, and 9
were chartered for the first time in 1831; 2 were rechar-
tered and 7 were chartered in 1832, and from 1833 to
1836, inclusive, 28 new banks were authorized. In.1836
the capital of the Dutchess County Bank was increased
and the bank placed under the safety-fund law. In
1839 two banks were rechartered under the safety-fund
law. This is a total of 93 banks, either chartered or
rechartered under the law of 1829. There were never
more than 91 in actual operation at one time.b

The debates on the safety-fund law, as before pointed
out, made little reference to security for other debts of
a bank than note issues. The country banks made
their loans chiefly from capital and their own notes,
and the latter exceeded the former in the small banks.
The bank commissioners pointed out in their report to
the legislaturej, in 1834, that in the United States- the
issues of paper "depend almost entirely upon individual

a Sen. jol., 1830, p. 22.

b Root: Sound Currency, Vol. II, No. 5, pp. 6, 7; also table giving

names, location, capital, etc.
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discounts, regulated in amount by what the banks con-

sider their ability to redeem. ' a Every note discounted
made a new emission of currency. No special effort was

made by the new system to protect the stockholders

of a bank, the chief concern being naturally the note
holder. The fund was not liable for the capital stock of a
bank. This would not be so true of the city banks where
the deposit business had developed to a considerable
extent. Most secondary writers on the safety fund refer
to this guaranty of all the debts of a failed bank as one of
the chief defects of the system. The makers of the law

themselves did not apparently' realize the significance of
the guaranty until the bank failures of 184o-1842 caused
the system to break down under the burden, and mort-
gaged the fund for the rest of its existence. The com-
missioners, in their report in 1841, declared that all debts,

exclusive of capital, were a charge upon the safety fund.
This feature, they declared, "does not, until recently,

seem to have been generally understood, either by the
public at large or even by those engaged in the business
of banking." b The report goes on to express doubt of its
justice or expediency and asserts that the law of 1829 was
"primarily designed to secure bank-note holders and not

depositors or other creditors."
The free banking system under a general law was inau-

gurated in 1838 and no more special bank charters were
granted by the legislature. Under this system securities
must be deposited for the full value of the notes issued,

a Assem. Doc. 102, x834, Vol. II, p. 1o.
b Assem. Doc. 64, 1841, VoL. III, p. 16.
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as at present under our national banking law. No
guaranty was attempted for the other debts of a bank.
The Canadian system likewise furnishes a guaranty for
notes only, by providing a fund of 5 per cent of the average
circulation from which the notes of failed banks are
redeemed.

Having studied the banking conditions antecedent to
the safety-fund system, and having seen the new system
in operation, we will now turn to a study of the banking

experience under the plan of the safety-fund law.
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CHAPTER III.

THE TEST OF THE SAFETY-FUND SYSTEM.

1. OPERATION OF THE SYSTEM BEFORE 1840 WHEN SERI-

OUS FAILURES BEGAN.

In January, 1832, the bank commissioners reported
that capital invested in safety-fund banks had increased
from $6,294,6oo, at the time of the last report, to
$18,856,8oo. Circulation of notes of banks outside of

New York City had largely increased, partly owing to the
use of the capital of the canal fund which, as invested,
"may be considered as an addition to the bank capital

of the State." a There was buying of the stock of new
banks for speculation, since especially the country banks
yielded above the legal rate in dividends. The report

gave warning of the danger of overissue and too much
bank capital. The large banks, however, particularly the

city banks, are restrained in their issues by the rapidity
of the return of their notes for redemption and the wider
use of the check system.

The report of the commissioners in January, 1833, calls
attention to the small specie reserve, less-than $2,o0,ooo,

to support a circulation of $12,ooo,ooo in notes, and

warns the legislature of the danger in times of panic and
depression. It is pointed out also that the legitimate
function of banks is not the loaning of capital, but to
furnish a sound currency. b What the report really does
is to distinguish between the bank of issue and the bank

a Assem. Doe. 70, 1832, Vol. II, P. 7.

b Assem. Doc. 69, 1833, Vol. II, p. 5.
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of deposit and discount. Capital for industry should be
borrowed from individuals or corporations not associated
with the business of circulation, for the bank of issue, in
order to sustain its circulation, must make loans for short
periods. The report goes on to assert that "of the dis-
counted paper of the country banks we'should think
less than half was entitled to the denomination of busi-
ness paper;" that is, paper founded on actual business
transactions to be paid at maturity.a Much paper dis-
counted was evidently made to procure a loan, and often
renewed. This was accommodation paper and might be
called in by the bank suddenly or a renewal might be
refused at a critical time when the borrower most needed
help, especially if the redemption of bank notes was
demanded with unusual frequency.

The report of the following year again urges that the
amount of the currency should be proportioned to the
amount of business, and should not be enlarged to furnish
capital to create business. b Experience had so far indi-
cated that the establishment of new banks in the country
increased the aggregate circulation by about the amount
of new capital created, c without a corresponding increase
in the specie reserve. The demand for new banks was
growing, but the commissioners recommended the increase
of the capital of old banks rather than the creation of new
ones, on the ground that this plan would furnish the most
capital to the community with the least addition to the
circulation. The average circulation for a bank with

a Assem. Doe. 69, 1833, Vol. II, p. 8.
b Assem. Doe. 102, 1834, Vol. II, pp. io et seq.
c Ibid., p. 14.
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$ioo,ooo capital was about $16o,ooo, but for a $300,000

bank the circulation seldom exceeded the capital. There-
fore the security of the larger bank was greater, for the
claims of the public for notes were proportionately less
upon it.

The report in January, I835, gave the description of a
severe pressure in the money market, when all the branches
of industry seemed to be in an unusually prosperous con-
dition. It was called a political panic. Uncertainty was
made to pervade the public mind., The banks were
attacked; charges of insolvency were circulated; the peo-
ple were urged to demand specie, and it was predicted
"that the safety fund was crumbling to ruin."a

Banks in the country were not then required to redeem
their notes except at their counters. They did not, how-
ever, depend on specie in their vaults, but kept funds in
the city banks, where they accumulated in the natural
course of business, and redeemed their paper by drafts on
the city. This redemption was interrupted in 1834, ac-

cording to the commissioner's report, not because the
country banks were unable to redeem, but because the
city banks stopped taking up their notes and sending
them home. This led to charges injurious to the country
banks. As proof that they were able to redeem their
paper when sent home, the country banks did later take
up within sixty days $2,ooo,ooo of their circulation.b

Public confidence was not seriously impaired, thanks, as
the commissioners pointed out, to the safety-fund law.

a Assem. DoC. 74, 1835, Vol. II, pp. 5 et seq.
b Ibid., p. 7.
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The report again asserted that the amount of specie
was too small for proper security when the banking cap-
ital and note circulation were so rapidly increasing. It
was proposed to prohibit smaller denominations of notes
and limit the circulation to the amount of the capital
instead of twice the capital, as at present. To suppress
small notes would infuse more specie into the circulation.
The average dividends of all banks for the past three
years was reported as 7.31 per cent, and the dividends of
country banks, which would be most affected by the
suppression of small notes, were considerably higher than
the city banks. Therefore the banks could bear the
changes proposed. At the same session at which the
above report was rendered the legislature passed a law
forbidding the circulation of bills under $5 after a speci-
fied time. The measure was unpopular and became a
political issue in the next campaign for governor. The
law had to be modified in 1837 when specie payments were
suspended.a

The report of. the commissioners called attention to the
practice of stockholders of borrowing capital with which
to pay their stock. In some instances the stock of the
bank was pledged as security in the hands of those from
whom the capital was borrowed. This was a dangerous
practice, because under pressure the stockholders came
to the newly opened bank for an accommodation loan,
and the operation became equivalent to withdrawing the
capital just paid in by substitution of the notes of the
stockholders. The commissioners recommended that char-

ajohn Jay Knox: History of Banking in the United States, 1goo, pp.

407-8.
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ters granted in the future have a provision prohibiting
the hypothecation of the bank stock for at least a year
after the opening of the bank.a The report in January,
1836, urged again that the legislature require money paid
on capital stock of new banks to be raised by the indi-
viduals without pledging the stock itself. b The pressure
for new banks was very strong and speculation had be-
come a mania. Bank stock was a profitable investment
and many were eager to get it only to sell it again at a
premium. Consequently they borrowed capital for deal-
ings of this' character and sometimes exploited the bank
in paying back their loans.

During the session of 1835 the banks were investigated
by the bank committee of the assembly with reference
to certain practices referred to in the governor's message
of that year. The governor said, "Instead of discount-
ing notes according to the usual course of business they
(the banks) have required drafts of their customers, pay-
able at some distant place, knowing that the drawers
had not and did not ,expect to have funds at such place
to pay them; when these drafts arrived at maturity,
others were offered to the same banks and taken in pay-
ment of the former. A discount of i per cent beyond
the legal rate of interest has been exacted on these suc-
cessive drafts."c The charge was made that this was a
method of securing more than the legal rate of interest
from those who were under the necessity of seeking
accommodations from the banks. It was a method of

a Assem. Doc. 74, 1835, Vol. II, p. 24.
bAssem. Doc. 80, 1836, Vol. II, p. 15 et seq.
c Assem. Doc. 229, 1835, Vol. III, p. 4 et seq.
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increasing the profits of the banks who practiced it, in
a manner similar to those banks which, being organized

primarily to circulate notes, established offices at some
distant place, difficult of access, and then redeemed the

notes issued, not at their counters, but at offices in the

city, where they charged a discount and thus made profit.
The bank commissioners had referred to the practice of

giving preference to discount of paper payable in the

cities, especially by some banks in the western part of
the State, and then charging the premium of exchange

on its renewal. It was natural and proper for banks to
prefer paper payable in the cities when based upon actual

business operations, "but to compel or encourage the
making of such paper for the mere purpose of being able

to exact a premium * * * can be nothing less than

an evasion of the law and, in many cases, grossly op-
pressive upon the borrower."a The offense here referred

to seems to have been the discount of accommodation
paper, and as a condition, expressed or implied, requir-
ing it to be made payable at Albany or New York, on
which, at maturity, the bank could charge the .premium

of exchange in addition to the discount on the renewal
paper. The committee found some evidence of this
practice. The great difference in rates of premium

charged on drafts by different banks in places very simi-
larly located is irreconcilable with the idea of a "fair sale

of drafts for purposes of remission."b The committee
warned the banks that such practices would draw public

a Assem. Doe. 229, 1835, Vol. III, pp. 4-5.
b Ibid., p. io. See figures showing these differences.
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suspicion and censure upon banks generally in the inte-

rior of the State. The committee commended the pref-

erence of paper payable in the city, if done in good faith,

and characterized the sale of drafts upon the city at a

fair premium as just and economical. Banks must not

be condemned indiscriminately; but where they make the

motive for giving a discount the hope -of selling a draft

at a premium to pay it, they should be censured. At the

session of I835 a law was passed which was designed to
remedy the above evil. It prohibited a bank from

receiving premium of exchange on any draft made by the

bank, used or applied in payment of any bill, note, or

other demand, due to or discounted by said bank. It

was also made illegal for any bank to place money or

notes in the hands of any person for the purpose of loan-

ing or discounting. It had been complained that some

banks did this to the profit of their officers.a

No bank charters were granted in 1835. The report

of the commissioners in January, 1836, had a distinct

note of warning. The circulation and deposits were

greatly increased, and the discounts had grown by almost

$7,ooooo. There had been an increase of specie, due

largely to the recent law suppressing small notes, which
operated vwell and was approved. The demand for new

banks at the session of i836 was stronger than ever.
There had been a large investment of capital in western

stocks and real estate, which increased the pressure on

the banks for ordinary business. The "mania of specu-

a Laws of 1835, chap. 307; also John Cleaveland: The Banking System

of the State of New Yorki 1864, pp. 77-79.
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lation" was growing. Caution was urged in increasing
the number of banks. It was recommended rather to
increase the capitals of the old ones because by this

method the currency would not be expanded to such an.
extent. "By connecting the currency with the success

of such enterprises (speculations), we should not only

give fresh impulse to the excitement, but expose the
whole community to the disastrous consequences of a

.revulsion."a Some banking capital was required, but
in no proportion to the amount asked for.

The governor, in his message in 1836, said that already
notices had been published of intended applications for
93 new-banks during the session.b He warned the legis-

lature against supporting the growing speculative move-
ment and urged provision for the stability of banks in

times of panic. He called attention to the destructive

cycle of overtrading, expansion of credit, overissues of
paper, speculations, reactions, contraction of paper, dull
trade, and bankruptcy.

A reference to the map at the beginning of Chapter III
will show graphically how large was the capital employed

in banking previous to this session of 1836, and how it

was distributed over the' various senatorial districts of
the State. It will also be evident how immens6 was the
increase demanded from the legislature during this single

session of 1836, as well as the small amount granted by the
legislature compared with that demanded. It appears
from this map that the capital had been, in general, dis-
tributed over the State by the legislature in about the

a Assem. Doc. 80, 1836, Vol. II, p. iI et seq.
b Semiweekly Albany Argus, Jan. 5, 1836.

282



Safety-Fund Banking System in New York

proportions which the various districts would naturally
need. Most was needed in the First district, where New

York City was located, and the next district i. impor-

tance was naturally the Third, in which the state capital

was situated; the Second was o'<ershadowed by the New

York City banks, and the Fourth was comparatively

undeveloped. The Fifth, Sixth, Seventh, and Eighth

districts were rapidly developing and each had about

the same amount of banking capital. In 1836 the Fourth,

Sixth, and Eighth asked for much more than they had

already employed. Especially in the case of the last

district, this was probably to be explained on the ground

that it was the farthest west and most subject to the

boom in real-estate speculation. Banking capital was
desired to aid in this wild rush for wealth. It will be

noted, however, that the legislature was conservative in

granting only a very small percentage of the amount

requested. New York City was probably largely in-

fluenced to demand a large increase because the United

States bank was closing up its affairs. In both the First

and Third a relatively small increase was granted.
By comparing, from the map, the amount of incor-

porated banking capital in 1826 with that in 1836, in the

same districts, we can not say that there had been, under

the safety-fund system, an extravagant increase in bank-

ing capital. Of course, under the safety-fund law all

the capital authorized must be paid in and actually em-.

ployed, which was not true under the previous system.

The legislature of I836 passed an unusually large num-

ber of laws, few of a public nature. It chartered 12 new

banks out of the large number of applications, and in-
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creased the capital of two, old banks. The aggregate
capital added was $5,67o,ooo.a The charters passed
the house by votes ranging from 96 to 24, to 88 to 29.b

The votes in -the- senate were all by such majorities as
24 to 3 and 22 to 6.c Therefore, it can not be claimed
that these charters were passed, by a very close vote.
They required, of course, a two-thirds vote. An article
in the Albany Semiweekly Argus, April 25, 1837, entitled

"The Times," refers to these bank charters and the
plan of securing the capital to purchase the stock, in
some cases. It was asserted that the funds were ad-
vanced by trust companies and other banks to persons
wishing to buy stock. These persons, in some cases,
received discounts from the new bank to pay these debts.
This was substantially the old stock-note system. A
resort to this method shows that stock was sought for
speculative purposes and that there was, little real capital
to be employed in banking. When we consider that 5
of these 12 banks chartered in 1836 failed before the close
of 1842, these facts assume grave importance.

The bank commissioners' report, in January, 1837,

stated that the distribution of the stock of new banks
was the cause of "violent contentions and bitter personal
animosities." d This was done, as explained in Chapter
I, through commissioners appointed by the legislature

a This counts the Dutchess County Bank increase of capital to $450,000.

By the reports of the bank commissioners it was increased to $6oo,ooo,
making the total increase $5,820,000. For $5,670,000, see Semiweekly

Argus, May 31, 1836.
b See Semiweekly Argus, May 31, 1836, for these and other votes.

See Semiweekly Argus, May 17, 1836.
d Assem. Doc. 78, 5837, Vol. II, pp. 7 et seq.
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from the neighborhood of the new bank. The distri-
bution was sometimes made a part of the spoils of the

victorious political party and sometimes a matter of
profit to the commissioners and their friends. Thus the

stock and, consequently, the control of the bank some-

times fell into the hands of those least qualified in char-
acter or financial responsibility.

The governor, in his message in 1837, urges a different
method of distribution of stock.a Mr. Young, in a de-

bate in the senate in 1837, referred to the last session
when so many senators aided in passing bank bills and

then went home to share in the profits of the stock. A
resolution was introduced calling for the investigation
of the conduct of a senator who sold bank stock at a great

advance. Much bitter feeling was aroused and many ac-
cusations were made. b A general resolution was later
introduced and debated hotly-

"Resolved, That, in the judgment of this senate, it is

highly improper for a member of the legislature to vote

for the passage of a law creating a bank or moneyed

corporation, and afterwards to solicit or receive stock in

said corporation on the distribution of the stock thereof." C
At the session of 1836, the capital of the Jefferson

County Bank was increased. The manner in which the

additional stock was distributed was a matter of inves-
tigation by the next legislature. It was found that the
nine commissioners had opened the books for subscrip-

tion August i5, 1836, and had kept them open through

a Semiweekly Argus, Jan. io, 1837
b Semiweekly Argus, Jan. 20, 1837.
c Semiweekly Argus, Feb. 3, 1837.
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the following day. About 509 persons applied for stock,
which oversubscribed the amount. The commissioners
met to distribute the stock. There Were two parties
among the commissioners, and each party made up its
own list of favored applicants for stock. The party that
numbered five carried its list and really distributed the
stock. One of the majority party asserted that they
calculated "to have the stock where we can lay our hands
on it." Before the distribution, Lowery Barney received
from several persons power of attorney to subscribe for
stock in their name. He generally took the persons'
notes for. the amouxts to be paid on their subscriptions,
which amounts he paid at the time of subscription. All
those persons who gave power of attorney received stock,
while many other subscribers were refused. They soon
transferred their stock to Barney, who sold it to G. C.

Sherman, the man who really furnished the money with
which to buy the stock. Barney was the agent of Sher-
man. Others did the same thing in order to acquire
more stock than was allowed under the act of incorpora-
tion. These persons were shown to have borrowed large
sums to enable them to carry out these operations and
pay up their capital stock. The largest stockholders
were indebted for stock purchased, on notes not payable
until after the election of directors. The investigation
showed that $45;400 of stock had, since the original dis-

tribution and previous to the payment of the last in-

stallment, been transferred by various persons to G. C.
Sherman; $10,550 to Alphius Green, and $7,200 to L.

Paddock. These three received in the 6riginal distribu-
tion the full amount of stock allowed by law. Out of
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about 5oo original subscribers, 97 actually received stock
in the first distribution. Every one of the 9 commis-
sioners received the maximum amount allowed by law,
250 shares. At the time the committee investigated,
after the above transfers of stock had taken place, there
were only 36 holders of stock, an average of 333 shares,
but 7 men held 7,695 shares of the whole 12,ooo which was
originally placed in the hands of 97 persons. Truly,
they had placed it where they could lay their hands upon
it. The committee decided that the distribution was
illegal and improper-partial and unjust. It appeared
clear that there was an understanding between the com-
missioners and others to give certain persons more than
the law allowed.a

At the same session another case was investigated, this
time by a select committee of the senate. It was found
hat the same methods were used in the case of the Oneida

Bank that have been detailed for the Jefferson Bank.
Some of the commissioners themselves were instrumental
in procuring authority to subscribe for stock, the power to
sell the same afterwards, and a blank form of hypotheca-
tion of the stock so subscribed as security for moneys
advanced to'pay the subscriptions. By this means large
blocks of stock came into the hands of a few persons. In

several cases three of the commissioners advanced the
-funds for the subscribers who gave them authority to sub-
scribe stock for them. The maximum allowed by law in
this case was 25 shares of stock. The reason assigned for
the above operations by three of the commissioners was

a Assem. Doc. 284, x837, Vol. III, for above details.
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"to secure to themselves and their friends the control of
the said bank." The committee condemned such conduct
as incompatible with "pure, fair, impartial, and discreet
exercise of their duties." It was shown that the bank's

stock, to the amount of 1,076 shares, or $io6,35o, had been
hypothecated to the Farmers' Loan and Trust Company
on November 8, 1836, by 14 different persons, all to raise

money to pay the subscriptions due on the bank stock.a

The concrete cases just explained will make clear the
purpose of an act passed in 1837 to remedy the evils of
stock distribution. It provided for the sale of the stock at
public auction, with three weeks' notice of the time and
place. The size of the shares was regulated at $ioo. On
tie first day of the sale the commissioners must not sell

more than five shares to any one person. If the sale con-
tinued the second day, they must not sell more than io
shares to one person, and on the third day, if the sale con-
tinued, not more than 20 shares to one person. A person,
to purchase stock on the first three days of the sale, must

be a resident of the county where the bank was located.
The purchaser must not sell, assign, transfer, or pledge in
any manner his stock until at least three months after the
whole capital was paid. Before the payment of the last
installment on the stock or within twenty days afterwards,
each stockholder must take oath that he is the bona-fide
holder of the stock purchased by him and has paid for it
with his own money; that it is not pledged or hypothecated
at all; that he had not contracted to sell or pledge it, and
that he owns no other stock in the bank, directly or indi-

a Sen. Doc. 58, 1837, Vol. I, for above details.
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rectly. False swearing was subject to penalty for perjury
in the above cases.a When the evils of distribution were
remedied it was too late, for no more charters were granted

for new banks under the safety-fund system.
The session of 1837 was characterized by bank investiga-

tions. In January a resolution was introduced into the
assembly requesting a select committee to inquire whether.
the banks had been guilty of illegal or improper practices
contrary to the letter or spirit of their charters-i. e., appli-
cation of their funds to other purposes than legitimate
banking, usury, speculation, etc. Other similar resolu-
tions were offered. b In February a petition of citizens of
Alleghany County requested an investigation of the banks,
fearing "the presence of a licensed aristocracy in this
county. ' c The petitioners made charges of oppression
and opposed the present system of banking on the ground
that it promoted speculation, impaired men's morals,
granted a monopoly'power to a few, made it possible for
banks to refuse .,loans to business men and small dealers,
and endangered the welfare of society. A select com-
mittee reported that the Sacketts Harbor Bank had vio-
lated the law' as to circulation of paper as money and its

charter was promptly repealed.d

A select committee reported on the safety-fund banks,
having for its object- to discover whether the evils re-
ported were inherent in the system itself or whether they

a Semiweekly Argus, May 23, 1837, for above text.

b Assem. Docs. 34 and 42, 1837, Vol. I; and Assem. Doc. 130, .1837,

Vol. II.
c Assem. Doc. 130, x8,37, Vol. II.
d Assem. Doc. 243, x837, Vol. III.
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are such as may occur under any system. "If the officers
and conductors of the banks have perverted the privileges

and immunities of the institutions ,to purposes of fraud
and oppression, they should be held amenable." a The

report went ofA to state: "Nothing has been discovered in
our banking institutions generally which should tend to
the destruction of confidence in them. * * * Your
committee are of the opinion that many of the abuses
which have been charged and may have been practiced
are not attributable to the system by which they were
created, but are alone chargeable to the cupidity and

avarice of those who have been intrusted with their man-
agement." b The committee investigated specific charges
and made inquiries of all the safety-fund banks. In the
report the details and evidences are given for each bank.
We shall not review the charges, which were not substan-
tiated by the committee, but only the practices actually

found and proven by the.committee. Of the latter we

shall give a brief-summary, and that not for individual
banks. It was found that many of the charges against
New York City banks were not supported by good evi-
dence. Some banks had extended their loans even beyond

limits of prudence. Some loans to individuals seemed too
large il comparison with the capital, but these were ex-
plained by the officers as temporary and in process of

reduction. Some of the city banks were making large
temporary loans, subject to call, which the officers asserted
to be necessary in order to meet the large government

drafts without suddenly curtailing discounts. It will be

a Assem. Doc. 328, x837, Vol. IV, pp. 4 et seq.
b Ibid., p. 6.
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remembered that the Government was distributing its reve-
nues among the States. Most of the customs dues were
collected in New York City. Therefore, there was a con-
stant draft on the city banks by the Government to
remove its funds. The temporary loans were made on
stock hypothecated. as security. The committee recog-
nized that, in most cases, the motives for these loans were
good, but also asserted that it had become a cause of
clamor against the city banks, because it enabled brokers
and others to secure funds with which to speculate, in
buying up the paper of banks at a discount. The com-
mittee therefore recommended that no bank be allowed to
take stocks in hypothecation, because it regarded the
practice as a leading cause of difficulty in the city banks.
Of course banks were already prohibited from taking their
own stock in hypothecation. This idea of the committee,
both as to the expediency of temporary loans and the
hypothecation of stock as security, would not meet with
much attention to-day when it is. generally recognized
that the loans of a commercial bank must be liquid and
can best be made so by short-time loans on good business
paper and by call loans to those who need funds tempo-
rarily. Stocks to-day form a large part of the collateral
offered for these short loans. In 1837 it was a question
of what stocks were good collateral and what sort of loans
might wisely be made. Banking experience has developed
far since then, but the same problems arise. Then, the
opposition evidently arose because of the operations of
speculators in bank paper whose business was encouraged
by some banks through temporary loans. Further, these
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loans sometimes endangered the solvency of the bank
.when the security depreciated in value or proved worth-
less. But -the same thing may happen to-day, although,
in general, our information about stocks is more accu-

rate now. It was takin& a more serious risk for banks to
accept stocks as security in 1837.

Among some of the 'country banks it was found that
loans to individuals were in amount out of proportion to
capital. "The committee are of the opinion that a bank
can never be either so safe and profitable Co the stock-
htlders, or so useful to the community, as when. its dis-
counts are confined to legitimate business paper, the dis-
Counts of ,moderate amounts, and of course extensively
diffused." • By large loans to the few, .many were ex-
cluded from accommodations, and the jealousy of the pub-
lie was aroused. If, as in some cases, these loans were
confined to -the officers and directors, then indignation
and distrust were invited.

The officers of several of the banks were found to be

purchasing paper at a discount, in some cases apparently
with: their own funds independent of the bank, but in
other cases. after the paper had been refused for discount
at the bank, and with funds which they secured in large
amounts from the bank. This practice was calculated to
excite public odium and discredit the bank.* In other
cases .the bank loaned to brokers who made a business of
buying notes at a discount. This made the bank a sort

of broker's office. Such discounts by officers of banks
and by brokers were- usually at high rates and were there-

.Assem. Doe. 328, x837, VOL IV, pp. 36-737.
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fore, when previously refused at the bank, a species of

usury by the bank and actuated by greed on the part of
the bank's officers. It was discovered that in most cases
the officers, when in this business, borrowed heavily from

the bank, even when they testified that they were doing

the discounting with their own private funds. Such loans
to .officers were apt to be poorly secured. Banks them-

selves were sometimes guilty of usurious practices, as
.,shown by the investigation in x835, before described,

when they discounted paper, and as a condition of the

discount required that it be made payable in New York

or Albany, in order to be able to sell drafts for the pro-

ceeds and charge, in addition to the discount, a premium

of exchange. The Bank of Orleans was- a great offender
in this sort of transactions. The directors intrusted the

affairs of the bank to the cashier who abused their con-

fidence. He refused discounts at the bank and thenpur- :

chased the notes "for his own account at the bank, and
with the funds of the bank, at a usurious and ruinous rate
ofinterest." He allowed two clerks to overdraw to the

amount of $2o,ooo, which they used to purchase notes at

3 per cent per month offered to the bank for discount

and refused. Three of the directors were guilty of the.

same practice. In 1837 the bank commissioners dis-

covered these practices and took measures to close the

bank, but immediate reforms were begun and the cashier

resigned, so that the bank was allowed to continue. This

shows the wisdom of bank examinations. a Too little care

a.Assem.,Doc. 256, 1838, Vol. V, for details.
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was shown by stockholders in electing directors, or by
the bad system of distributing stock the bank was allowed
to fall into the hands of speculators or unscrupulous men.
Proxies were sometimes secured in sufficient numbers to
allow the election of directors who would place all the
management of the bank in the hands of the cashier, who
used his power for his own profit.a

One of the most common irregularities found was in
the manner of protesting notes. The laws of 1835,

chapter 307, section 2, forbade a bank to be in any man-
ner, directly or indirectly, interested in the fees of any
notary public who did its protesting business, and regu-
lated the fees to be charged by an officer or clerk of a bank
if also a notary. If the notary, employed to protest paper
in which the bank was interested, was also a stockholder
in the bank he 'must not receive any fees. Many banks
violated this law intentionally for the profit of officers or
stockholders, or in igrorance. The cashier, being also a
director and stockholder, and, therefore, disqualified,
would make an arrangement with a notary,- by which
the cashier could do the protesting, using the notary's
name and paying him a fee. b Or the officers would do
the protesting business and charge higher fees than the
law of 1835 permitted. In various ways the officers of
banks evaded or disregarded the law. It only adds to the

a For examples of the practices just described, with names and evidence
taken by the committee, see Assem. Doe. 328, 1837, Vol. IV, pp. 27-28,
pp. 31-32, PP. 39-40, pp. 43-44, PP. 45-49, especially flagrant abuses;
pp. 50-55, good concrete examples of oppression. Some astonishing cases
of extortion cited.

bAssem. Doe. 328, -837, Vol. IV, p. 41.
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volume of evidence against bank officers of this early
period of banking development.

It will throw light on the sort of banking being done if
some of the chief items of the bank statements of the
safety-fund banks, over a period of years, are presented.
The figures will be stated approximately in millions and
will be given for all the banks under the safety-fund law,
for the banks in New York City alone, and for all others

outside of the city.
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A comparison of the above table with the one setting
forth the items of the city and country banks in Chapter
I will show in general the same differences existing between
the city and country banks. The city banks, during the
period covered in the table, issued notes to an amount
varying from between a third and a half of their capital,
during the first half of the period, to one-fourth or one-
fifth during the second half of the period. The country
banks, on the other hand, issued an amount of notes which

exceeded the capital during the first part of the period
and decreased to even less than half in some years during
the latter part of the period. Taking all the banks, the
notes compared with capital tended to decrease during

the period. The deposit business was growing in both
city and country banks, but especially in the city. In
the table in Chapter I it was observed thA the city banks
kept an amount of specie equal to about one-seventh of
their demand obligations of notes and deposits and the
country banks about one-twentieth. In the table just
presented it appears that the city banks begin the period
with about the same proportion as before, but during the
period the specie increases until they hold one-fifth and
one-fourth, and even more. The country banks, as shown
in next to the last column of the table, also increased their
specie frori about one-twentieth of the notes and deposits
to about one-tenth. Taking all the banks, it will be clear
that there was during this period a distinct increase in
the specie basis of banking. The table also makes clear
that the agitation for the suppression of notes under $5
during 1834 and 1835 and the passage of the law in the
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latter year did help to infuse more specie into the circu-

lation, ,as its advocates claimed it would do.

The last column of the table was calculated for all

banks under the safety fund in order to meet a charge,

sometimes made, that as the capital invested in banking

increased the amount of specie was divided up among

the larger number of banks, and therefore the relative

amount compared with capital decreased. This will be

disproved by a glance at the percentages.

It will be observed from the table that there was a

steady increase in banking capital, circulation, loans, and

deposits until 1836, when a climax was reached. All

these items had. about doubled within a period of six

years. It was a period of rising prices and speculation

which was. sure to be followed by the results of over-

expansion. The profits of the banks, as shown in per-

centage of the capital, steadily increased during the

period up to and including 1837, with a slight advantage

in favor of the city banks. This does not seem to accord

with the gloomy predictions of the New York City banks

when the safety-fund law was passed. They declared

then that it meant ruin for them and that they could not

bear the pressure of the extra tax of one-half of i per cent,

while, because. of their large dividends, the country banks

were quite able to bear the tax to create the fund. Dur-

ing the period of liquidation following 1837 the profits

declined, and now the advantage was distinctly on the

side of the country banks. The city banks were at. a

disadvantage during the period when frade was deranged

and the exchanges in confusion as a result of the recent

panic. The country banks were not so severely affected,
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because not so intimately connected with the great center
of the nation's trade and industry.

It was a matter of serious concern in the minds of many'
as to how the safety-fund banking system would endure

the pressure of panic. There had been many" warnings
of revulsion in trade. Our imports had been rapidly.

increasing over exports. Three European houses had
extended credits to the United States to the extent of
about $i9,ooo,oo, which further stimulated trade.

The reaction began by a check on our credit abroad and
the sending home of our protested bills. There was a

sudden demand for specie to export. As the above
table shows, the specie in the city banks rapidly d-

creased during 1837. Demands by depositors, followed
by a run on the city banks, completed the panic, and
specie payment was suspended in New York City May
io. a The commissioners go on to assert that the sus-
pension was not the result of defects in the organization

of the banks, but was an incident to their connection

with the commercial interests of the country. It was,
however, the fault of the banks that they were not bet-

ter prepared to meet the emergercy. They could have
weathered the domestic revulsion, but the foreign reac-

tion was unexpected. The commisgioners considered the
debts of the banks to be sound and predicted that their'
losses would not be great. The table, before presented,
will show how the loans were curtailed in 1837 and the

circulation reduced about one-half. The commissioners'
report presents the aggregate liabilities of all the banks
to the public on January i, 1837, as $82,444, 8 4I, which

a Assem. Doc. 7, 1838, Vol. III, pp. 4-5. Bank commissioners' report.
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had been reduced by January I, 1838, to -$49,434,459.0

The immediate resources of the New York City banks to
meet immediate liabilities were 63 per cent of the liabili-
ties at once due. This showed strength on the part of
the city. banks at the time. when the commissioners re-
ported-January, 1838. An arrangement had been ef-
fected between the city and country banks under which
the notes of all the banks of the State were current at par
in the city. Banks sacrificed the discount formerly paid
by the public. The arrangement inspired confidence be-
tween the banks, lessened the rate of exchange, and
facilitated the intercourse between city and country. It
was feared that, since specie payment had been sus-
pended, banks would issue notes to a dangerous amount.
Therefore, on May 16, 1837, soon after suspensiorr, the
legislature passed a bill further restricting the issue of
notes. Banks, under the law of 1829, were permitted to
issue to an amount equal to twice their capital; but under
this new law banks could issue as.follows:

Bank-note issue authorized by law of May z6, 1 83 7 .a

Capital. Notes. Capital. Notes.

$100,000 $s0,0ooo SSOO,oo $350,ooo

120,000 166, ooo 6o, oo 450,000

150. OOb 175,000 700,000 500.000

200,000 200.000 ,0oo 0o 800 o.ool

250,000 225,000 0,490o 000 1000,000

300,000 250.000 2,000,000 1,200,000

40b,000 300.000

a For text of law see semiweekly Argus, May 19. 1837.

These restrictions were not severe, because it was the
small bank that issued the largest proportion of notes,

aAssem. Doe. 71, 1838, Vol. III, p. 6.

3QL
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and the large city banks did not wish to avail themselves
of the power of note issue even up to the limit set by the
new law, if we are to judge by the past experience of the
city banks. The commissioners call attention to the
fact that all the banks in the State had been authorized
to issue $68,625,000 in notes; but under the new law the
same banks could issue only $2 9 ,5 9 o,ooo.a

The year 1837 brought the first call upon the safety
fund, which had been accumulating from the contribu-
tions of the banks since 1831. The commissioners found
it necessary to proceed against three Buffalo banks for
violations of the law which endangered their ultimate
solvency. Injunctions were issued against them. Then
it was discovered that the law of 1829 provided for the
payment of the debts of failed banks only after the assets
of the banks were settled up and the balance ascertained.
It was perceived at once that the note holders of failed
banks would lose through the depreciation of their notes
awaiting payment. Consequently the legislature passed
an act, in May, 1837, enabling the authorities to take
measures to pay the notes of failed banks at once out of
the fund, and thus prevent depreciation and loss to the
note holders. It allowed the comptroller to use his dis-
cretion as to the measures to be employed. After the
other creditors of the failed bank should be satisfied the
amounts thus paid from the safety fund for notes were
to be repaid to the comptroller from the remaining as-
sets of the bank, if any were left. If after a final settle-
ment of the affairs of the failed bank the fund was not

a Assem. Doc. 71, 1838, Vol. III, p. 12.
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repaid and was thereby decreased, the solvent banks
were to be called upon to make good the deficiency by
renewed contributions.a The Canadian banking law pro-
vides that the notes of failed banks shall bear interest at
5 per cent until redeemed from the safety fund. This
prevents depreciation and the sale of the notes at a loss.
However, the notes are redeemed at once from the fund
and the fund repaid from" the assets of the failed bank.
The notes, moreover, are a first lien upon the assets of

the failed bank.
As soon as the act, above described, was passed the

chancellor of the court authorized the comptroller to take
such measures as he deemed necessary to redeem' the
notes of these three Buffalo banks. Their outstanding
circulation, as reported by the bank commissioners,
aggregated $413,961. The comptroller gave public notice
that the bills of these banks would be received in payment
of canal tolls and all other debts to the State. This gave
credit to the bills in actual circulation. Considerable
sums were thus received by the State and redeemed
from the bank fund, but all advances thus made, together
with interest at 7 per cent, were repaid to the fund by the
several banks for whose notes they were made. The
three Buffalo banks were allowed to continue under cer-
tain restrictions imposed by the court, but later they all
failed hopelessly.

In the same year the legislature repealed the charters
of two banks, the Sackett's Harbor and the Lockport,
for violation of the banking laws. The comptroller took

a For text of act see Semiweekly Argus, May 23, 1837.
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the same measures, as in the case of the Buffalo banks,
to redeem the notes of these banks. Shortly afterwards

the Sackett's Harbor Bank was allowed to revive its
charter and all advances out of the fund, for the redemp-
tion of its notes, were repaid with interest. The affairs
of the Lockport bank were settled in such a manner as to
leave the safety fund practically undiminished in 184o

when the first really serious failures began.a

The bank commissioners, in their report for January,
1839, commend the banks of the State because "they
were enabled to take the lead in the resumption of specle
payments." b Resumption took place with apparently
little agitation, and the losses did not seem to be as great
as expected. All the banks, except the Oneida and
Brooklyn banks, whose capitals had been impaired previ-
ous to the revulsion, in their annual reports showed "a
surplus of profits on hand, after deducting bad debts."c
It might be questioned, in view of the future failures of

some of these banks, whether the officers had the courage
or the desire to count as bad all the debts that should
have been so classed. The commissioners, in fact, express

uncertainty as to the proportion of debts that may yet
prove bad, and that, consequently, may impair the capital.
The officers hesitate to withhold dividends, and so are
slow to count as bad debts the doubtful cases., When we
see the figures for the assets of the banks which later failed
and the amounts realized from them by the receivers,

a L. Carroll Root: Sound Currency, Vol. II, No. 5, p. 8.
b Assem. Doe. xor, 1839, Vol. III, pp. 3 et seq.
c Ibid., p. 5.
d Ibid., p. 6.
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we shall be forced to conclude that many bad debts were
not charged to the loss account at this time. Dividends
were forbidden by the legislature during suspension in
1837. Therefore dividends were especially large the

following year. As seen in the table, before presented,
the profits were reported for 1837 and stood especially
high, being 24 and 20 per cent of the capitals of the city
and cointry banks respectively. For 1838, the profits
reported were 17 per cent in both classes of banks.

The readjustment after the panic of 1837 was not
quickly or easily made by the banks. The table, before
presented, shows the items rising and falling in spasmodic
attempts to regain the normal state. The report in 1838

stated that the banks in the country had generally ex-
tended their circulation to the limit allowed by the law
of 1837 and complaints were madethat the limit was too
low. The commissioners thought "the range of circula-
tion, under the law as it is, high enough.''a A very im-
portant fact as to circulation was also pointed out, that
the amount of circulation which a bank can sustain de-
pends upon the local situation as much as upon the
amount of its capital.

The report of 184o described another financial disturb-
ance during which "the pecuniary distress of the last
autumn was decidedly more intense, more general, and
more embarrassing than any that has occurred since our
acquaintance with the subject."' b By this time the free
banks organized under the general law of 1838 were in
operation. The whole situation was aggravated by "the

a Assem. Doe. ioi, 1839, Vol. III, p. 8.
b Aspem. Doe. 44, 1840, Vol. II, pp. 4 et seq.
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practical operation of the two systems of banking." They
were organized on different principles and their restric-
tions were not uniform. The general result, not antici-

pated, had been to contract the volume of currency.
This is how it happened. It was supposed that the banks
under the general law were not subject to the restrictions
of the Revised Statutes as to buying their own notes at

a discount in the market. The safety-fund banks were
not allowed to do this. Buying their own notes, as well
as those of the safety-fund banks, at a discount proved
more profitable for the free banks than the discount busi-
ness, and, besides, tended to displace the notes of the
safety-fund banks, for which they were readily exchange-
able. This would account for the large redemptions of

safety-fund banks during the summer of 1839. This sit-
uation lessened the ability of the safety-fund banks to

discount, since their notes issued were rapidly collected
by free banks and sent home for redemption. The. free
banks, moreover, many of them, were not furnishing dis-

counts to any great extent, but doing a business in "shav-
ing" their own notes and the notes of the other banks.a

Embarrassment to borrowers was the natural result.
Besides, the withdrawal of capital to invest in the stocks
of other States, to be deposited with the comptroller
under. the general banking law to secure the issues of notes,
and the suspension of specie payment in other States

contributed to the distress. It is to the credit of the
New York banks that under such conditions they did
not suspend specie payment a second time.

a Knox: History of Banking in United States, p. 416.
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The system of redemption of the country-bank notes

had become deranged and the paper was at a great dis-

count in the city in 1839. This was due to the discon-
tinuance of the voluntary arrangement between city and

country banks during the panic by which country.notes
were kept at par and the banks divided the expenses of

redemption instead of making it a charge upon the public.
But the city banks had found the burdens of redemption,

under the conditions above described, too heavy, and
had discontinued 'the arrangement. Confusion resulted,

and discounts on country notes ranged as high as 6 per

cent. a This was a great source of profit to those who
"shaved" notes and a high tax upon the public. It will
be observed from the table, before given, that the circu-
lation of the city banks had been reduced in 1839 about

25 per cent, while that of the country banks had de-

creased about 50 per cent. Of course the above condi-
tions affected the country-bank circulation more severely.
This confusion of i839 became intolerable, and in May,

184o, the legislature passed a law requiring all banks,
whether free or safety-fund, outside of New York, Brook-
lyn, or Albany, to appoint an agent and open an office in

New York or Albany for the redemption of their notes at

not more than one-half per cent discount. The commis-
sioners' report in January, 1841, stated that the law was

operating with great success and was producing general
uniformity in the value of country paper. The prompt-

ness of the country banks to redeem produced confidence

in the soundness of their condition. b

a Knox, p. 408; also Assem. Doc. 44 x840, Vol. II, pp. 6 et seq.
b Assem. Doc. 64, 1841, VOl. III, p 6.
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The bank commissioners again called attention to the
fact that the vice of banking had always been to invest
in "accommodati6n paper." The effect was to increase
or decrease the currency according to the supposed wants
of business rather than its real needs. Banks should con-
fine themselves more to business paper as security for
loans and discounts.a The commissioners in 1841, in
contrasting the free banking system with the safety-fund
system on this point, pointed out that the free banks
could not use their capital to any extent in their discount-
ing because it was invested largely in securities deposited
with the comptroller for notes issued. Their ability to
make excessive issues, was restricted. They could not
rely upon these securities to provide. for the ordinary
redemption of notes', but must rely upon payments due
on notes discounted. They must, therefore, confine their
loans to business paper on short time and paid at matur-
ity as a general rule. The profits of note issue were not
so great under this system, because of the necessity of a
dollar-for-dollar security, purchased and deposited with
the comptroller. The safety-fund banks, on the other
hand, had entire control over their capital and employed
it, together with their credit, in discounting and issuing
notes. The profits which came to the safety-fund banks
from this privilege produced "an unavoidable tendency
toward excessive issues." The banks were tempted to
loan on accommodation paper to keep their notes out and
facilitate enterprises that were either doubtful or required
a long time to enable them to repay the loan. b In this

a Assem. Doc. 44, 1840, Vol. II, p. i6.
b Assem. Doc. 64, 1841, Vol. III, pp. 1O-12.
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temptation of the safety-fund banks we find much to

explain the worthless assets of the banks whose failure we

are now about to describe.

2. BANK FAILURES 184o-1842; CAUSES.

During the years 184o-i842 bank failures followed one
upon another in rapid succession, in the order named

below:

(I) City Bank of Buffalo.

(2) Wayne County Bank.

(3) Commercial Bank of New York City.

(4) Bank of Buffalo.

(5) Commercial Bank of Buffalo.

(6) Commercial Bank of Oswego.

(7) Watervliet Bank.

(8) Clinton County Bank.

(9) Lafayette Bank, New York City.

(io) Bank of Lyons.

(i i) Bank of Oswego.

Some causes of these failures we have already sug-
gested in general terms. Three of them had secured

their charters in 1834 and five more in 1836, when the

mania of speculation was at its height. -Thus eight, out

of the total of eleven, had begun their careers under the

immediate temptation to reckless banking, under the

direction of officers who in some cases had shown an

almost incredible disregard of any interests but their

own private gains. There had been charges of political

motives in granting some of these charters and there

existed a bad system of stock distribution, already de-

scribed in detail, by which there was the chance that the
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stock of a bank would fall into the hands of a few men
who were interested primarily in the speculative side of
banking. Stockholders secured the funds with which
to purchase, stock by borrowing it and, in some cases,
hypothecating the stock of the new bank as security.
Then, the next move was to secure a loan from the new

bank, after it opened for business, in order to repay the
old loan. Thus, was more than one bank weakened,

because its stockholders did not really possess capital to
invest in banking, but themselves borrowed in order to
reap the profits from the ownership and sale of bank
stock. The investigations of 1835 and 1837, which have
been detailed in the preceding pages, revealed certain
evils which legislation tried to remedy to some extent,
but which showed the greed of bank officers; the lack of
moral responsibility on the part of directors and officers
to the stockholders and to the public; and the conception

of banking, even the privilege of note issue, as a private
business, organized purely for gain. There had been too
much loaning to officers and directors, sometimes for
questionable purposes, and often on insufficient security.
There had been too large loans to individuals, and often
upon paper created to secure the loan, and often renewed
at maturity, that is, upon accommodation paper rather
than upon business paper falling due in a short time and
not often renewed. The country banks, in order to
increase profits, were constantly tempted to extend their
note issues beyond prudent limits, and upon doubtful
security. The public, moreover, were not so watchful
as to the notes, because the resources of all the banks were
pledged to secure the notes of each one. It was, there-
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fore, easier, if the bank officers were willing to take the
risk, to force a large circulation upon the public, not al-
ways in response to the needs of trade. There had not
yet developed a proper theory of reserves for the demand
obligations of a bank in notes and deposits. In fact,
those interested in banking seemed so unconscious of the
rapidly developing deposit business and its claim to a
reserve to meet demands, that when the serious failures
occurred they were surprised that the law of i829 had
made the fund responsible for anything but notes. Too
little specie was kept as a basis for sound banking, but
this defect, too, was in process of remedy. It is note-
worthy that only two of the banks that failed were New
York City banks, and one of these paid its obligations
to the public in full without withdrawing anything per-
manently from the bank fund.

The specific causes of failure for each bank, so far as we
have been able to gather them, will now be presented:

CITY BANK OF BUFFALO.

In a debate in the legislature in 1841 on this bank
the charge was made that it had begun business in 1836
without real capital. The subscribers, for stock gave
their notes to secure the money with which to pay up
the capital stock.a It was also tated in debate that John
B. Macy, the president of the bank, was indebted to the
institution to the amount of about $ioo,ooo on doubtful
security, and another officer to the amount of $6o,ooo
oil fancy stocks and comer lots in Toledo. b The Argus

aSemiweekly Argus, Jan. 26, 1841.
bSemiweekly Argus, Feb. 2, 1841.
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of February 7, 184o , issued a few days after the failure
of the bank, quotes the charges of distribution of the stock
of the institution to politicians at the time of its organi-
zation, and, in an editorial, points out the fact that a part
of the state canal funds are in the bank, intimating an
attempt on the part of istate officers to support the bank.

The bank commissioners asked for an injunction and a
receiver in November, i839. The hearing was set for the
first Tuesday of December and, in the meantime, a tem-

porary order was granted. The bank asked for an exten-
sion, which was granted until January, 1840, and then
until February 3, 1846. On the latter date no one ap-
peared for the bank and the receiver was appointed. In
March the receiver reported that some of the books were
not posted up and that the accounts with persons and
banks "were in an unsettled state. ' a Much real estate
was held by the bank as security. It appeared that, after
the injunction had been served, some of the officers made
an arrangement with certain individuals "whereby an at-'
tempt was made to extinguish certain debts, and to create
liabilities against the same in violation of the injunction
and in fraud of said bank "b It seems that too long a
time elapsed between the request for an injunction and the
final hearing, which gave an opportunity for this attempt
at fraud on the part of the officers. Certain securities
were giv- n up to debtors of the bank in exchange for prop-
erty worth very little. This was done through a com-
mittee of directors which never reported.

aAssem. Doc. 87, *841, Vol. IV.
b Assem. Doc. Io8, 1841, Vol. IV; also Doc. x44 in same volume
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The assets showed reckless banking or bad judgment.

Bonds and mortgages were held by the bank, valued at ------- $178, 5o8
Which the receiver estimated at ---------------------------- 67,534
Bills discounted, considered "good" -------------------------- 64,36o
Bills discounted, considered "doubtful" ---------------------- 83,643
Bills discounted, considered "bad -------------------------- 182, 85o

"The receiver is of the opinion that from the whole

amount of bills discounted, the sum of $ioo,ooo may be

realized."' a The names of the makers of the paper dis-

counted are given on pages 22-32, and there was probably

a large quantity of "accommodation paper." There were
large debts to officers and directors without good security.

WAYNE COUNTY BANK.

The bank commissioners reported to the legislature on

the affairs of this bank. b It was directed chiefly by the

cashier until May, i84o , when he resigned. He was given

a free hand by the directors and large profits became the
ruling purpose. Improper practices resulted. The cash-

ier, according to report, practically chose the directors

through the proxies of nonresident stockholders. The

commissioners regarded this lack of care on the part of the
directors as the chief cause of what followed in the history

of the bank. The cashier, tempted by his power, engaged

in speculation for years and drew large sums from the

bank by discounts to others who were ostensibly inter-

ested in the speculations, but who were used really to dis-

guise the loans on the books, so that the cashier's name

might not appear. Doubtful securities were substituted

for what were probably good ones at first. When the

a Assem. Doc. 87, 1841, Vol. IV, p. 33.
b Assem. Doc. 172, 1841, Vol. V.
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new officers came to readjust the affairs of the bank, they

found worthless securities and-bad debts.

COMMERCIAL BANK OF NEW YORK CITY.

This bank was also the victim of its cashier and the

speculation of the times. It was charged with the loss of

more than one-half its capital and an injunction granted.

The bank had purchased, in September, 1841, from its late

president, $i4o,ooo of its own stock at 2o per cent below

par, and had applied about $55,ooo of this stock to the

payment of a debt due the bank from the president.

Valuable securities were allowed to be withdrawn and

others substituted that were doubtful. The cashier em-

bezzled $56,ooo, concealing it by a memorandum counted

as cash. He put in circulation bills of the bank for his

own benefit without recording them on the note register.

He had continued such practices for four years, beginning

during the mania for speculation in 1836-x837. Specu-

lation was not confined to the cashier.a Here are some of

the items still due the bank in z843 : b

Bills discounted, under protest ----------------------------- $288, 212

Loans on stocks or other securities -------------------------- 115,059

Overdrafts ----------------------------------------------- 71,959
Defalcation of late cashier --------------------------------- 56,ooo

BANK OF BUFFALO AND COMMERCIAL BANK OF BUFFALO.

The Buffalo banks, it will be remembered, had been

already under injunction in 1837. They had apparently

been closely watched by the commissioners. They had

been examined for a period of a week in July, 1841.

a Assen. Doc. 29, 1842, Vol. II, pp. 12-13.
Assern. Doe. 75, 1843, Vol III, p. I.
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They possessed assets of real estate, bonds, mortgages, and
personal securities, unavailable for banking purposes, at

least under pressure. But it was represented by the

officers that most of these assets were worth the valuation
on the books of the bank. It was not possible to deter-
mine what part of the capital was impaired. The com-

missioners could not, therefore, apply to the court. In

one of these banks there was a debt against a single firm,

of which the late president, now deceased, had been a

member, to the amount of one-half the capital of the
bank, besides a large personal debt against the late presi-

dent himself. This joint debt, incurred before 1839, had

been secured during that year by a mortgage on property
in another State, which has since proved of little value.

In October, 1841, it was discovered that the Bank of

Buffalo had issued notes beyond the legal limit. An

injunction was granted within ten days. It was found,
however, that during this time many of the depositors

had become alarmed and had withdrawn their funds.
They were paid in bills of the bank-an utter violation of

law.a The commissioners in 1-843 declared, concerning

this bank, that the nature and magnitude of the frauds

were "unprecedented in the history of banking in this
State."b Other overissues were discovered when the

comptroller began to redeem the notes out of the safety

fund. Already, at the time of this report, January, 1843,

the comptroller had redeemed $237,731 over the legal

limit, which exceeded the amount given in the engraver's

aAssem. Doc. 29, 1842, Vol. II, pp. 14-16 for above.
bAssem. Doc. 34, 1843, Vol. II, pp. 16 et seq.
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account by about $1 4 3 ,ooo.a In November, 1842, the

.three commissioners consulted the books of the bank

again, and summoned officers and directors. It was

shown that the officers had sworn falsely in their reports.
They were indicted for perjury. b

In November, 1841, the Commercial Bank was ex-

amined and an overissue of $i8o,ooo was found. The

cashier swore that these notes were in the possession of

agents at New York and Albany and had been redeemed.

It was discovered, on inquiry at Albany, that the presi-

dent of the bank had received notcs to a large amount

from the, redemption agents, but had again put them in

circulation. An -injunction was at once secured. The

overissue amounts to about $i9o,ooo, but'about $6o,ooo

of this amount the bank claims as its property, not in

circulation." There were rto penalties upon bank officers

for overissue, but penal enactments would not have been

adequate to reach the evil. Registration of notes by a
state official was needed.

COMM9RCIAL BANK OF OSW9GO.

The bank commissioners in 1842 reported that it was

understood that this bank, when organized in 1836, fell

under the control of irresponsible persons, and that its

funds were, to a large extent, applied to the payment of

shares, and to the private speculations of its managers.
The management changed in 184o to men of known

integrity, but in April, 184o, the bank was found in an

aAssem. Doc. 34, 1843, VoL II, p. 19.

bIbid., p. 20.
cAssem. Doc. 29, 1842, VoL II, pp'. 14-1 6for above.
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embarrassed condition. The books showed a debt against
one person to an amount equal to one-half the capital.

Large sums were long overdue, with poor security. The
effort to save the bank was of no avail.a

WATERVLI-T BANK.

The cashier fled in 1841, at the discovery of gross frauds
over several years. These had been concealed by false

entries and perjury. A new cashier was appointed, but,

owing to the depreciation of securities, the bank could not
proceed. The failure- was brought about by allowing the

entire care of the affairs of the institution to rest in the
hands of a single: officer. b The bank had hypothecated

its own notes, vhich, although not illegal as long as within
the authorized limit of issues, was bad banking.c At the

sale of the assets of the bank, the comptroller, through his
agent, bought .the following:

Notes and drafts against Peter Comstock -------------------- $113, o98
Bonds and mortgages of Peter Comstock ---------------------- xo6, ooo

The comptroller thinks that very little can probably be

collected on these. It shows too large loans.to an individ-
ual on poor security. d

CLINTON COUNTY BANK.

This bank suspended payment of its notes at its agency

in Albany in December, i84iA Its credit was so affected

by this suspension, temporary though it wag, that its

a Assem. Doc. 29, 1842, Vol. II, pp. x6-18.
b Assem. Doc. 34, 1843, Vol. II, pp. 7-8.
c Semiweekly Argus, July x9, 1842. Statement from the comptroller's

office, July I3, 1842.
d Assem. Doc. 4, 1848,-Vol. I, p. 77, comptroller's report.
'eAssem. )oc. 29, 1842, Vol. II, p. 18.
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whole circulation came in for redemption, and the bank
failed in April, 1842. It, too, was chartered in 1836, and

for several years had been "almost exclusively managed
by its president .and cashier without the care or super-
vision of the board of directors." The officers appro-
priated the funds to private purposes or for their favorites

in the shape of loans and discounts. These speculations
by the officers threw heavy losses upon the bank, because
the security given for the loans proved worthless.a

LAFAYETTE BANK OF NEW YORK CITY.

An injunction was granted on the ground that this bank

had lost over one-half of its capital. It has met all its
claims to the public and one-half of its capital stock.

Large loans to its directors and others for speculation
caused the failure. b

BANK OF LYONS.

Chartered. in 1836, this bank is said to have fallen under
the control of two persons who paid large premiums to
secure a majority of the stock. These persons borrowed
money to do this, and then repaid it by abstracting the

amount from the bank, and depositing notes and securi-
ties. About three years before failure, a new manage-
'ment came into power and tried to save the bank, but a
serious decline in the assets, which were not readily con-

vertible, made the task an impossible one.c
After the affairs of these banks, which had failed dur

ing 1840-1842, had been settled in part by the receivers,

the senate, impatient at the delay and suspicious that

a As~ein. DOC. 34, z843, Vol. II, pp. 14-15.

b Ibid., p. 6.
c Ibid., pp. I5-16.
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the receivers might not be very faithful in all cases, asked

their committee on banks in 1845 to investigate the affairs

of the receivers and report.G The following from that
report throws much light upon the causes of failure:

Amount of
assets at Amount re- Amount of Estimated

Bank. time the re- alized from assets unsold value of un-
ceiver took assets sold. in 184S. sold assets..

charge.

City Bank of Buffalo --------- $739,017 $566,S76 $570,ooo $o.405

Bank of Buffalo ------------- 1,221,843 82,837 - ......

Commercial Bank of Buffalo -- 985.064 172,864 4S6.447 49,690

Wayne County Bank -------- 293,970 s6.744 246, 201 22.628

Bank of Lyons -------------- 3
8S,

6
0

8  
37,445 236,229 111.524

Bank of Oswego. ------------- 213,353 32,693 x63,813

Clinton County Bank .--------- 543,430 76, o9 64,382 12.753

Commercial Bank of New

York --------------------- 858,472 303.339 301, 406

Watervliet Bank ------------- 20i 379 19. 459 204,137

Commercial Bank of Oswego_ 507,173 80,653 94,087 10.S25

These assets tell a story of reckless and fraudulent

banking, culpable conduct on the part of officers, and the
ordinary depreciation that always accompanies a period

of panic.
Now, the chief items in the bank statements of at least-'

a part of the insolvent banks, over the period from their

organization until their failure, may prove enlightening
as to the kind of banking done during solvency. It must

be admitted, however, that the developments following

failure showed that, in some cases, false statements had
been made. Bank officers were not apt to show in their

reports a dangerous state of affairs, and we have the bank

commissioners' statement that the banks prepared for

these annual reports by curtailing loans, etc. b

a S. Doc. x8, 1845, Vol. III, p. 6.
b Assem. Doc. 29, 1842, VoL. II, p. 20.
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Chief items of annual statements of banks that-failed, z84o-42.

[Amounts are expressed in thousands of dollars.]

Name of bank and capital year. Loans and
in full.a e discounts.

I. City Bank of Buffalo
(capital, $400,000) --

2. Wayne County Bank
(capital, Soo.ooo)-_-

3..Commercial Bank of
New York (capital,
SSOO,OOO)..........

4. Bank of Buffalo (capi-
tal, $200,000)

S. Commercial Bank of
B u ff a l o (capital,
a4 o0,ooo) -----------

1836

1837

1838

1839

z830

X831

1832

1833

1834

183S

1836

1837

1838

x839

1840

Z834

1835

1836

1837

1838

1839

1840

1831

1832

1833

1834

1835

1836

1837

1838

1839

k840

1834

1835

298

661
6S6
703

244

249

237

238

218
224

246

228

250

713

I.151

1.092

809

754
769

776

285

299

384
427

459
417

439
360

386

S68
653

Circu-
lation.

lo$

235

298

269

'95
169

157

'59
137

ISO

130

114

141

119

144

109

189

217

183

230

157
121

129

122

164

134

226

182

181

187

123

%96

192

273

Specie.

32

19

41

'3

7

S
6

7
8

14

i0

10

10

9

4

42

5o
52

52

57

$I

55

13

19

34

33
30

36

22

26

25
16

84.

47

De- Dividends
posits. in per cent

of capital.

ii

18

9
XI

23

29

6

I05

224

166

85

84

123

-129

4S

66

'54
92

12$

123

S1
114

10

10
Xo

IS
10

734
8

4
8

a

8

8

8

8
4
8
8

8

a For the basis of the figures in these tables, see the report of the Bank Commissioners
for the various years, in Assembly Documents.

bNo dividends.
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Chief items of annual statements of banks that failed, z84o-42--Continued.

Name of bank arid capital Year. Loans and Circu- De- Dividends
in fll, discounts. lation. pos in per centposits, fof capital.

5. Commercial Bank of
Buffalo, etc. (continued).

6. Commercial Bank of
awego (capital,

$25o,000) -----------

7. Watervliet Bank (capi-
tal. $S2So,000) ------

8. Clinton County Bank
(capital, $soooo) ---

9. Lafayette Bank, New
York City (capital,
$Soo,000) - .....

to. Bank of Lyons (capi-
. tal, $200,000) -------

1836

1837

i838

x839

1840
1841

1836

X837

1838
1839

.1840

1841

701
622

635

640

642

415

361

46

497

402

476

383

45o

392

410

400

262

248

336

336

397

347

69o

841

1,059

717

760
6 6

o

583

477

337

353

343

323
310

290.

1S2

237

298

'53
247

i6o

'44
182

142

216

83

42

x61

97
"19

Its

95

54
12S

125

'94
x68

98

'4'
205

34
lot

9'

95

72

182

172
z66

123
lis
81

43
21

30

32

40

20

11

21

9
8

17

X7

17
6

12

3

20

1I

11

11

'i

47
58

xo6

4r

33
27

33
5'

24

9

17
8

10

I0

IS3
51

96

134

223

23

r4

26

21

52

S4

.36-
S3

52

28

23

z6
15

21

21

20

7

79.
127

135
hZO

124

84

167

63

'4

14
Z9

12

23

It

'9

4.
8

4

S
8

-4
X2

4

9

X4

8

71N

8

4
12

4

3 %

12 -

_
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The statements, just presented, add little to what has
been already described in the banking practices of the
-period, Too little specie was kept on hand to enable
the banks to withstand pressure. In some of these banks
the circulation was not contracted with prudence as the
panic came on. We must consider the figures given in
connection with the practices described as causes of
failure. The loans and discounts may not appear ex-
cessive, but if a large amount is loaned on accommoda-
tion paper, often renewed, or to the officers or others on
poor security, then in time of pressure the condition of
the bank becomes serious.. The circulation may not even
approach the 'legal limit, and yet, if many of the notes
are put in circulation on paper which had no immediate
connection with past business transactions, and which is
not likely to be paid at maturity, the resources of the
bank endanger its solvency. In several of the banks it
is evident that the specie fluctuated rapidly with the de-
mands for note redemption,, or the demands of depositors.
The average dividends were not excessive, but they
varied much from year to year.

The commissioners, in their report in January, 1842,

declared that "confiding to the president or cashier, as
the case might be, the unrestricted control over the
affairs of the bank has, in our judgment, largely con-
tributed to the downfall- of all the safety-fund institu-
tions which have failed during the past year."0a When
the directors were thus neglectful, the temptation of
the officers was often too strong and they and their friends

aAssem. Doc. 29, 1842,.Vol. II; p. 5 et seq.
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exploited the bank.' The law was sometimes evaded by
artifice.

It was also pointed out that the commissioners were

often powerless to prevent a failure because the bank was
not violating any positive law which would justify an
appeal to the court for an injunction. It was often diffi-
cult to ascertain when the capital was impaired, because
the officers, in order not to be compelled to suspend divi-
dends, represented a. debt as good when it was doubtful
or worthless. Thus the bank might be utterly ruined
before proof was secured a In their next report the com-
missioners recommended that their powers be extended
so that "they may be authorized to arrest the proceed-
ings of any bank whose operations, however conducted,
shall, in their opinion, be adverse to the interests of the
stockholders or the safety of the public." b

The report in 1 g4 2 emphasized a practice of which

some of the insolvent banks had been guilty, the hypothe-
cation of their own notes as security for loans. By this
practice banks that "have become embarrassed by im-

providence and bad management and which, if standing
on their own credit alone, would be unable to extend their
already ruinous liabilities, are now enabled, upon the
security of the fund, not only to sustain an unsound cir-
culation but virtually to compel those banks which are
managed with prudence and success to become their
sureties." It does not alter the case that the pledge
of notes must not exceed the legal limit. The comp -

aAssem. DoC. 29, x842, Vol. II, p. Xo.
b Assem.,Doc. 34, 1843, Vol. II, p. Ii.
c Assem. DoC. 29, 1842, Vol. II, pp. iS-i 9 .
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troller in his report of the following year called attention

to the same evil practice and asserted that most of the

banks which had failed had kept up for years by loans
from banks and brokers, and, in some cases, from the

canal fund, "on pledges of the notes of such banks,

which were in, effect a mortgage upon the safety fund."
It is probable that high rates of interest were frequently
offered for such loans. This practice of hypothecation
was prohibited under severe penalties by a law passed

April 12, 1 8 4 2 .b It was a fact that -when the comp-
troller began to redeem the notes of the insolvent bpnks

from the fund, large sums were presented by banks and

brokers. It is probable that at least a part of them were
obtained in the manner above stated. c

It will be evident that a part of the responsibility for

these bank failures must be placed upon the imperfect
system under which they occurred. The system of dis-
tributing bank stock as well as the manner in which the

charter itself was secured, the lack of a system of regis-
tering the notes issued to prevent illegal issue, the use

of the funds of the bank by its officers, the tolerance of
the practice of hypothecation of a bank's own notes as

security, were all finally remedied by amendments to

the banking law, in some cases too late ,to prevent in-

solvency. Some had advocated a definite specie-reserve
requirement, but it. met with little favor.! The panic of

1857 was needed to emphasize the lessons already begun
as to sound banking.

q Assem. Doc. io, 1843, Vol. I, p. 53.
Semiweekly Argus, April 29, i842, for full text.

c'Assem. DOC. 4, i844, Vol. I, p. 53.
d Daily Argus, Jan. 3, x838, governor's message.
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If we are to credit the estimate of the bank commis-
sioners and others in touch with the situation, many of the
evils we have described would have occurred in any sys-
tem. They put especial emphasis on the custom, so fre-
quent, of allowing the affairs of the bank to be managed
by one or two officers. They blamed the stockholders for
not requiring more care from the directors, and the direc-
tors for allowing themselves to be "men of straw." But,

at the same time, it was declared unfair to prevent voting
by proxy. Then it was not a matter for legislation to
reach, but rather for experience to show the necessity of a

more rigid accountability of directors and for business
progress and wisdom to put a premium on a stricter re-
sponsibility of bank officers to the public and those whom
they served. Of course legislation could and did place
restrictions about the election of directors and impose
penalties for violation of trusts. With irresponsible per-
sons once in control of a bank, the results which we have
described in the insolvent banks naturally followed.

Loans were concealed and false statements made; good
securities were replaced by worthless ones, and specula-
tion for personal gain threw large losses upon the bank
because the security given for loans was not required to
be first class.

Legislation had provided bank commissioners to in-
spect the affairs of the banks at least quarterly, and yet

the governor in 1843 stated that it was evident the ap-
pointment of these officers "has not answered all. the
valuable ends which were anticipated. '"

a He could not
see how such complete insolvency as had just been shown

a Semiweekly Argus, Jan. 3, 1843, governor's message.
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to exist in some of the failed banks could escape their
notice. In 1829, when this subject had been debated,
some declared that commissioners would have to depend
on the statements of bank officers anyway and, therefore,
would not accomplish the purpose desired. Before 1837,

one commissioner was appointed by the governor and
senate and two by the banks themselves. After that
date all were appointed by the governor and senate.
Charges of political influence in appointment and of in-
competency were made. If these charges were true, it
may account for some of the practices of banks being
overlooked. But no doubt many times the commis-
sioners were deceived, and, by their own statement, they
were often powerless to prevent practices until it was too
late. Instead of increasing the power of the commis-
sioners, however, the office was abolished in 1843. The
committee which reported on this bill to the assembly
declared that "-experience has demonstrated that when
bank officers are honest, commissioners are unnecessary;
when they are dishonest, commissioners are unavailing." a
It is certain that the commissioners had accomplished
more than the above statement gives them credit for, and
we have preserved inspection as a part of our present
banking system. b

a Assem. Doc. 154, 1843, Vol. VI.
b The report of the Comptroller of the Currency of the United States,

g9o8, Table 66, classifies the causes of failure of 496 national banks from
r865 to-L S98. He finds that the largest number of failures occurred from
(a) injudicious banking and depreciation of securities, 66 failures; (b)
general stringency of money market, shrinkage in values, and imprudent
methods of banking, 50 failures; (c) wrecked by cashier, 33; (d) excess-
ive loans to others, injudiciolus banking, and depreciation of securities, 33;
(e) excessive loans to *officers'and directors and depreciation of securities, 29.
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3. THE ACTUAL BURDEN OF THE BANK FAILURES UPON

TA E SOLVENT BANKS AND THE PUBLIC.

The problem to be solved by the comptroller was how
the bank fund was to be used to meet the rapidly ac-
cumulating charges upon it from insolvent banks. The
act of 1837 (chapter 350), before described, gave the comp-
troller authority to redeem the notes of insolvent banks at
once, instead of waiting until all the affairs of the banks
had been settled, on condition that one-third of the fund
be preserved for other debts than notes.a But this act
did not authorize the comptroller to call upon the solvent
banks to replenish the fund, except under the law of 1829,

which would require him to wait until all the affairs of the
insolvent banks had been settled and thus find out whether
the fund was permanently diminished. The act of May
26, 1841 (chapter 1292, sec.. 5), provided that, when the

comptroller applied any'money of the fund to the pay-
ment of debts of banks,, and the fund was thus reduced

below the sum provided for in the act of 1829 (3 per cent

of capital), he might call on the safety-fund banks for an

additional contribution, not to exceed one-half of i per cent

on the capital. b Some of the banks last chartered had
not yet made up their original 3 per cent on their capital.

The new law was construed by the comptroller so as to
require these banks to pay double (I per cent) until the

original 3 per cent was completed. Nine banks did ac-

tually pay more than one-half of i per cent annually until

their original 3 per cent was completed. c This did pro-

a Assem. Doc. 15, 1842, Vol. I, pp. 32-33, comptroller's rept.
b Ibid., p. 34.
cS. Doc. '45, 1847, Vol. IV, p. 49.
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duce a slight inequality between banks, due to the time of
securing their charters, if we consider what a bank had to
pay in any single year.

By January, 1841, the capital of the bank fund amounted
to $914,342.24. The comptroller, therefore, by the law
of 1837 requiring him to keep one-third of this amount

for other debts than notes, could only expend about
$6ioooo in redeeming the-notes of insolvent banks.a

The City Bank of Buffalo and the Wayne County Bank
had failed.in 184o and their notes were being redeemed
by the comptroller. Up to September, 1841, when the
Commercial Bank of. New York failed, the comptroller
had paid out ,about $428,ooo to redeem notes of these
two banks. b Up to January, 1842, he redeemed $i 18,631
of the notes of the Commercial Bank.c This left the
comptroller but a small part of the original $6io,oo
which he felt authorized to devote to notes of insolvent
banks. -Then the Bank of Buffalo failed in November,
1841, with an apparent circulation of about $2 9 0,000.d

The comptroller did not regard himself as authorized to
redeem the notes of this bank without further legislation,
since to do so would encroach upon the part of the fund
reserved for other debts.

The bank commissioners so construed the act of 1837
as to permit the comptroller to go on redeeming notes,
and the situation was also somewhat relieved by the
additional contributions of one-half per cent called for

0 Assem. Doc. i5, 1842, Vol. I, p. 40.
b Assem. Doc. 13, x841, VoL I, p. 51, and Doc. 15, 1842, Vol. I, p. 85.
c Assem. Doc. 15, 1842, VO1. I, p. 39.
d The actual circulation later discovered to be over $4ooooo, due 'to

fraudulent overissue.
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by the comptroller under the act of 1841 and due Jan-
uary,. 1842. Other failures followed and the fund proved
inadequate, since a part must be reserved for other debts
than notes. The comptroller stated in his report that he

could not redeem any more notes without legislation, and
that the note holders must await the slow accumulation
of the one-half per cent yearly contributions.a

April 12, 1842, the legislature passed an act author-
izing the comptroller, on order of the court, to take
measures to redeem the notes of the insolvent, banks at

once, and to apply any or all of the fund to this purpose
in the order in which injunctions had been granted against

the banks. The fund was to be reimbursed out of the
assets of the failed banks. This act also provided that,
after all liabilities already incurred had been discharged,
the fund should be applied to the payment of the notes

only, of failed banks: It provided for a severe penalty
upon bank officers who issued notes beyond the legal limit.
The act further granted to the solvent banks the right to
commute their annual contributions for the next four,
five, or six years in the notes of the insolvent banks,
allowing them interest at 7 per cent on the amounts
commuted until the same would have been regularly due. b

Sixty-four banks took advantage of the privilege of
commuting in the notes of failed banks. They paid in
$477,6o9, which amounted to a redemption of this sum
from the bank fund.c In this advance payment of the
notes of failed banks the solvent institutions were allowed

a Assem. Doc. x5, 1842, Vol. I, p. 41.

b Semiweekly Argus, Apr. 29, 1842, for full text.
c Assem. Doc. io, 1843, Vol. I, p. 5o , for details.
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to pay in the bills of any of the insolvent banks regard-
less of the order in which the injunction had been granted.
This was inconsistent with the law of April 12, 1842.

At this time "a large portion of the outstanding notes of
the insolvent banks was held by banks and brokers,
where, in many cases, they had been left on deposit as
security for loans."a These holders of packages of notes
pledged as security for loans ought not to have been
treated the same as the general holder of notes in actual
circulation. Obviously, this privilege of commuting,
allowed to banks, was unfair to the general body of note
holders, especially holders of notes of banks which failed
early.

In May, 1843, an injunction was served on the comp-
troller, forbidding him to pay any portion of the bank
fund to the creditors of any bank failing since the Bank
of Buffalo, without reserving sufficient to pay all cred-
itors of the Bank of Buffalo and those banks failing prior
to the Bank of Buffalo. The object was to protect .the
depositors and other creditors of these banks. b Until all
the debts of these four banks were paid, not even the
notes of the banks that failed later could be redeemed.
The comptroller suggested that the legislature authorize
the issue of state stock to pay all the charges on the
bank fund, the stock to be redeemed out of the future
contributions to the safety fund by the solvent banks.

During 1844 the comptroller continued to redeem the
notes of the four banks allowed under the injunction

a Assem. Doc. 4, x844, Vol. I, p. 53.
b Ibid., p. 51.
c Ibid., p. 54.
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above mentioned. Up to September 3o, 1844, he bad

redeemed $i,502,I70 of the notes of the failed banks,

including the amount commuteda The amount of the

bank fund at this same date" was $145,493.72. (See

Assem. Doc. 25, 1845, Vol. I, p. 5.)

Inquiries were made of the receivers of the insolvent

banks in December, 1844, as to the probable draft on the

safety fund necessary to pay other debts than notes, after

the assets of the failed banks had been applied. The

receivers estimated it at $1,017 ,000. b The suggestion of

the comptroller as to the issue of state stock to secure

funds with which to pay all these debts was followed by

the legislature in 1845, when an act was passed authorizing

the issue of 6 per cent state stock, secvred by the future

contributions to the fund.c

The comptroller was now in a position to settle all claims

against the safety fund, whether consisting of notes or of

other debts. A summary of debts paid out of the fund

and the final burden on the fund, after the assets of the

failed banks had been disposed of as far as possible, will

now be presented.

a Assem. Doc. 25, 1845, VoL I, p. 32, for details.
b Ibid., P. 5 1-c Assem. DOC. 25, x846, Vol. I, p. S5.
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Statistics of the transactions of the jailed banks with the safety fund. a

Receipts Finalbr
Payments to Other debts from as- al bur-

Name of bank, redeem notes. paid. sets, paid den upon
into fund. fund.

City Bank of Buffalo ------------- $37,1o7 ------------ $99,996 $217.1x
Wayne County Bank -------------- -1313x $W6,078 ------------ 29,2o
Commercial Bank of New York

City -------------------------- 139,837 146,:29 7,188 278. 778

Bank of Buffalo ------------------- 435.540 149,241 ---- 584.781
Commercial Bank of Buffalo ------- x86, 861 424, 515 5. .000 606,376
Commercial Bank of Oswego ------- 163, 162 78.352 2,392 239,122
Watervliet Bank ..------------------ 134.107 77,484 13,25S 198.333
Clinton County Bank ------------- 71,896 1s6,257 ---- 228,153
Bank of Lyons ..-------------------- 52,898 40.o53 3.761 88,990

Lafayette Bank, New York City. -- 38 ----------------------- -38
Not specified -------------------------- 725 - - - 6.482

Total- ------------------ x,61S,302 1,088,109 138.077 2.565.334

a The figures for the City Bank of Buffalo may be verified by reference to Assem. Doc.
25, 1846, Vol. I, p. 33, for the amount of notes redeemed from the fund. Then for the
final charge upon the fund, after all that could be realized from asset3 had been paid to
the safety fund, see Assem. Doc. 9, 1851. Vol. I, in the table showing charges against the
fund at that time. The rest of the first column will also be verified from the latter docu-
ment, except for the Watervliet Bank and the notes "not specified." To verify the notes
redeemed for the Watervliet Bank refer to Assem. Doc. S. 1847, Vol. 1, p. 40. For the
amount of notes "not specified" reference must be made to th- comptroller's reports
following 185o, and the sums were found to aggregate $725.

The second column will be verified from Assem. Doc. 9, i85, Vol. 1, in the table show-
ing charges against the fund for other debts than notes, except for the Watervliet Bank.
But in this same document, p. 32, the comptroller explains that since the close of the
year (Sept. 30, 185o) he has issued stock to the amount of $5,424.78 to pay the remaining
creditors of the Watervliet Bank. He had already issued stock for $72,059.3! for the
debts of this hank (p. 35). The two amounts total $77,484, which is the amount in the
table.

The third column, consisting of the receipts paid into the fund from the assets of the
insolvent banks, is the same as found in the table of L. Carroll Root, "Sound Currency,"
Vol. II. No. 5, p. I and in the "Report of the Monetary Commission of the Indianapolis
Convention," Indianapolis, 1900, p. 240, in footnote. I have verified all these figures
from the annual reports of the comptroller and the bank department, except the "not
specified." Here the figures are difficult to vouch for. The particular documents from
which the figures may be verified will gladly be given in detail, if desired. The last
colmunq is simply an addition of the first two diminished by the third, which gives the
final charge upon the bank fund which must be made up by the contributions of the sol-
vent banks.

Of the whole i'i banks which failed so near together only
.2, the Lafayette Bank of New York and the Bank of
Oswego, were able to settle with their creditors and pay
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their notes without calling upon the fund for assistance.
The creditors were all satisfied after the long delay, either
by payments from the fund or by the issue of bank-fund
stock. The safety fund, therefore, was a claimant for the
amounts subsequently realized from the remaining assets
of the insolvent banks, up to the full amount advanced.
As a matter of fact, only a very small proportion of the
amount advanced was ever realized and paid back to the
fund, as shown in the above table. The conversion of
assets was slow. In some cases the receivers sold them
at public auction. The comptroller, in his report for 1846,

stated that he had sent an agent to such a sale of assets of
the City Bank of Buffalo, to bid on any assets which
seemed to be going at too great a sacrifice. He bought
assets of the City Bank, to a nominal amount of $470,000,
for $16,9oo.a This shows how worthless they must have
been. In cases where the receiver collected the assets, the
proceeds, after the expenses were deducted, were paid to
the comptroller from time to time. The third column in
the table gives the summary of all such collections, and to
secure the sums there given the yearly reports of the
comptroller and bank departmint had to be consulted in
order to find out what was turned into the fund from each
bank's assets.

The capital of the i i insolvent banks amounted to
$3,I50,000, most of which proved'a loss to the stock-
holders. Only one of the failed banks had a capital so
small as $ioo,ooo, one had $150,000, three had $2oo,ooo,

two had $250,000, two had $400,000, and two had

aAssem. Doc.'25, 1846, VoL I, p. 57.
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$500,000. Their total contributions to the bank fund

amounted-to $86,279, whereas they drew upon the fund
for over $2,5oo,ooo.a Members of the legislature, the

bank commissioners, and others had frequently ex-
pressed the fear of too small banking capital, because
they feared an excessive note issue as compared with

resources. The small country bank usually exceeded the
amount of its capital in notes, and thus the public had a
larger claim upon its resources than upon the resources

of a larger bank which did not issue such a large propor-
tion of notes. The failures of I840-1842 do not show
that small banking capital proved fatal to the solvency
of the ipstitutions.

The bank fund had proved inadequate to meet the de-
mands from all the debts of the insolvent banks even by
the payment of the extra one-half per cent annual con-
tributions provided by the law of 1841 to meet the emer-
gency and replenish the fund. The law of 1845 had

authorized assistance by the issue of 6 per cent state

stock, to be redeemed by the future one-half per cent
contributions of the solvent banks. The comptroller

stated, in his report for 1849, that $9ob,828.47 in this
stock had been issued.b This did not include the $77,484
afterwards issued to pay the debts of the Watervliet
Bank, so that altogether a little less than $i,0o0,ooo in

state stock at 6 per cent was issued to pay the debts of
the insolvent banks. The 6 per cent annual interest

upon this stock was a charge against the fund and was
contributed by the solvent banks. The stock was re-

a Assem. Doc. 5, 1847, Vol. I, pp. 57-58.
b Assem. Doc. 5, 1849, Vol. I, pp. 30-31.
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deemed as fast as convenient from the contributions to
the fund.

How did the solvent banks meet the burden thus im-
posed? Banks chartered in 1829 took six years to pay
up their.3 per cent on capital at the rate of one-half per
cent annually. There were no additional contributions
called for until January, 1842. Therefore, the banks
chartered in 1829 and immediately following had a few -

years during 1836-i84P-how many years depending on
the year of their charter--during which they did- not
contribute to the fund, having paid their full 3 per cent;
but banks chartered later, for instance in 1834, had
just finished their 3 per cent on capital required by the
original law of 1829 when the new call came to re-
plenish the fund with an additional one-half per cent an-
nually. After the first contributions, in January, 1842,

the solvent banks were compelled to contribute the same
amount, one-half per cent on capital yearly during the
remainder of their chartered existence, and some char-
ters did not expire until 1866. This was due to the fact
that the safety fund had become mortgaged, as above
explained, and needed the contributions in order to re-
deem the state stock- with interest at 6 per cent.

Therefore, before 1842 the banks averaged less than
one-half per cent on their capital in contributions to the
fund.a The exact percentages, as calculated from fig-

a S. Doe. 145, 1847, Vol. IV, pp. 1-49, gives in detail the amount con-
tributed by each bank yearly up to 1847. This document also shows
how many banks commuted in the notes of failed banks, as allowed by
legislature, and the amounts so paid into the fund in advance, as was
explained on a previous page. It shows also how many and what banks
paid more. than one-half per cent and during what years, owing to the time
of receiving their charter and the call for additional contributions.

24635-1-----22 335
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ures taken from the reports of the bank commissioners,
which state the annual total contributions and total

capital of safety-fund banks, ranged from one-half per
cent to .13 per cent on capital before 1842, the lowest
of course being in 1841, when a large part of the banks
had. already completed their 3 per cent contributions.
The contributions following 1842 were regular, and were
intended to be one-half per cent on the capital. For the
whole period, 1830-1866, the amount paid by the solvent
banks would average a little less than one-half per cent
on their capital. The total contributed by the solvent
banks during the entire period was $3,I 19,999.24.- The
total payments from the fund for all the debts amounted
to less than $2,6oo,ooo, as the table already given shows.
The rest was paid, mainly, for interest on the 6 per
cent state stock advanced, under the law of 1845, to
.meet the charges against the fund at that period.

Losses to note holders before the redemption of the notes of

insolvent banks; Canada's system.-As we have described,
the law of 1829 did not provide for immediate payment of
notes of insolvent banks from the fund, but only after
the final settlement of the affairs of the bank and after
the deficiency not covered by the assets of the bank had

a This computation was made from figures taken from the reports of the

bank commissioners, the treasurer's reports, and the reports of the bank-
ing department, in Assembly documents, as given in Miss Hasse's docu-
ment list on New York banking. The affairs of the safety-fund banks

were in the hands of the bank commissioners until 1843, when the office

was abolished. Then reports were made to the comptroller, and, finally,

in I851, the banking department was established. The sum given is
somewhat different from that given by Mr. Root in "Sound Currency,"

Vol. II, No. 5, P. 12. He gives $3,104,999.51, which is not so different
from the above as to be a serious discrepancy.
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been ascertained. When injunctions were procured
against the Buffalo banks in 1837 it was perceived that,
unless something could be done, the notes of these banks
would depreiate while the note holders waited for their
redemption or sold them at a discount. Therefore, the
law of 1837 provided for immediate redemption to prevent
losses from falling upon holders of notes of failed banks.

When the failures of 184o-1842 came so rapidly as to

exhaust the bank fund, the same problem arose. The
governor in his annual message, in 1843, recalls the fact
that the safety fund was designed mainly to protect note
holders and calls attention to the inadequacy of the fund
in the present situation. He further states that if no
part of the bills of failed banks are paid out of the assets,
the safety fund can not discharge, with present means

and future contributions, the obligations laid upon it for.
bills alone, until January, 1849.a This shows clearly the

situation of the note holders, for notes pass current as
money and depend for their value upon being convertible
on demand or at least exchangeable. This situation was
relieved by the issue of state 6 per cent stock in 1845 to

secure funds with which to redeem all the notes of all the
failed banks, but the period from 1840 to 1845, when the

fund could not meet all demands for redemption, caused
great losses to the note holders, due to depreciation.

These losses can only be estimated. The comptroller in
his report, in 1845, stated that the losses to note holders
by depreciation had been at least $35o,ooo. Not much
could have been lost after his report, for provision was at
once made by the act of 1845 for the redemption of the

a Semiweekly Argus, Jan. 3, 1843
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notes. a As shown by the bank commissioners' reports,
the total circulation of the ii failed banks at their last
report before failure was $1,723,366. Two of the banks
paid their notes Without assistance, which diminished the

sum from which depreciation would likely result. The
amount last reported, given above, was no doubt different
from the amount at the time of failure and the amount

reported did not include the illegal overissues, but this
last reported amount of notes gives an. approximation to
the actual amount outstanding at the time of failure.
The notes of the banks that failed first were promptly
paid, to the extent of over $500,ooo, and the solvent
banks commuted their future contributions to the safety
fund to the extent of almost another $5oo,ooo in the notes
of insolvent banks. On these notes the depreciation could
not have been so great as upon the notes left unredeemed,
when the safety fund had been exhausted, until the time,
in 1845, when the state stock was issued to pay the re-
mainder. The comptroller in his report, in 1846, says,
"The loss to first holders of the safety-fund notes was
from 20 to 25 per cent and there has been a loss of about

four years' interest to subsequent purchasers."' b This
corresponds pretty accurately with the statement in the
previous report of the comptroller.

The need in case of the failure of a bank is for prompt
redemption to prevent depreciation. Canada, in her sys-
tem, has a guaranty fund from which the notes of failed

banks are promptly redeemed, but, in addition, the notes
of failed banks draw interest at 5 per cent from the

a Assem. Doe. 25, 1845, Vol. I, p. 52.
b Assem. Doe. 25, 1846, Vol. I, p. 7y.
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time of failure until redemption. This makes the notes
pass current and prevents depreciation. The notes are
a first lien on the assets of the bank.a

Of course there must have been great inconvenience to
the depositors of banks that failed. It is also probable
that some sold their claims at a-discount rather than wait
until they should be settled out of the bank fund. The
bank commissioners' reports show a total amount of de-
posits by individuals in the failed banks, at the time of
the last report before failure, of $681,2o4. Depositors'

accounts were finally settled out of the bank fund along
with other debts. The amount given in the above reports
does not necessarily correspond with the actual deposits
at the time of the failure of the banks. It is noteworthy
how much more important a place notes held at that time
than deposits. The reverse is the case to-day.. Now the
temptation is to expand deposit credits, then the effort,
at least among the smaller country banks, was to keep a
large amount of notes in circulation.

The law of 1838, which provided for the organization
of banks under a genera' law instead of by special charter,
sought to secure only notes. It required a deposit of se-
curities to cover the full amount of the notes in the hands
of the comptroller. These securities might be sold to re-
deem the notes of an insolvent bank. The problem was
as to what securities should be accepted. At first stocks
of the United States, New York State, or of any other
State approved by the comptroller were accepted, as well
as bonds and mortgages on real estate. This created a
market for the stocks of other States, and when a bank

a Horace White: Money and Banking, 3 d ed., 19o8, p. 382.
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failed and an attempt was made to dispose of these stocks
they often depreciated in value. It took several years
to convince the legislature that, while mortgage security
might be very good for some purposes, it was not suitable
for banking purposes, because under pressure it was not
always convertible without serious sacrifice. The differ-
ence between security and availability was not at first
clearly recognized.

We are, therefore, not surprised when the comptroller,
in 1845, reports that the loss to bill holders in the case of
insolvent free banks has been nearly 39 per cent, as com-
pared with 20 to 25 per cent under the safety-fund sys-
tem.a As the general banking law was perfected losses
became less and less. The following is a summary of the
results of the sales of securities prior to January, 1849,

to redeem the notes of insolvent banks, under the general
law of i 83 8 :b

Indiana stock sold for 49.08 per cent of nominal value -------- $449, 000

Illinois stock sold for 49.13 per cent of nominal value --------- 2 39, 000
Arkansas stock sold for 58.77 per cent of nominal value ------- 176, ooo
Michigan stock sold for 72.95 per cent of nominal value ------- 66, ooo
Alabama stock sold for 71 per cent of nominal value ---------- 79,000
New York stock sold for 92.8 per cent of nominal value ------ 257, 555
Bonds and mortgages sold for 67.7 1 per cent of nominal value-.- 472, 988

Average for all, 63.51 per cent of nominal value -------- , 739,543

The average for all the securities, 63.51 per cent, corre-
sponds closely to the statement of the comptroller in 1845,
given on a previous page, because the 39 per cent loss to

bill holders, there stated, represents a depreciation in the
value of securities deposited with the comptroller for the
redemption of notes. The table shows the danger of allow-

a Assem. Doc. 25, 1846, VOl. I, p. 71.
b Root: Sound Currency, VoL II, No. 5, P. 2o, also comptroller's reports.
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ing the deposit of state stocks, other than New York
State, as security for notes. It also makes clear that
bonds and mortgages are not good security when the
bank fails and the attempt is made to realize upon them
at once. The defects in the law of 1838 were remedied
by amendment after experience had proved the wisdom
of a change. State stocks, other than New York, and
bonds and mortgages were abandoned as security.

Elasticity of the two systems-the bond-deposit and the

safety fund; provisions for redemption.-The basis on which
the free and safety-fund banks issued notes was quite
different. The free banks, especially the smaller ones,
must invest a large part of their capital in certain speci-
fied securities, which were deposited with the comptroller,
in return for which notes were issued to the bank, counter-
signed and registered. The bank officials were then
permitted to sign these notes- and issue, them as money.
The whole circulation of free banks was thus secured by

a dollar-for-dollar deposit of securities, outside of the
control of the bank. In case of the failure of the bank
to redeem its notes promptly the comptroller was author-
ized to sell the securities and redeem the notes with the
proceeds. The State was not responsible for the pay-
ment of the notes except to apply the securities properly
to that purpose. The interest on the securities was paid
to the banks which .deposited them as long as these banks
redeemed their notes promptly. It is clear that in many
free banks a large proportion of the capital was beyond
their control.

The safety-fund banks, on the other hand, retained full
control of their capital, except the small contribution
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made annually to the fund. They were free, therefore,
to use both their capital and their credit in their discount
business. Consequently the note-issue business was more
profitable for the safety-fund banks.

In the one class of banks the notes were based upon
securities purchased or possessed for that purpose, and
the value of these securities was not always favorably
connected with the demand for more bank notes. It
might easily happen, and did happen, that when there
was need for more currency it was to the interest of the
banks to withdraw securities and sell them in the market,
thereby decreasing their circulation and increasing their
reserves. In times of pressure the withdrawal of secu-
rities was often the only way a bank could meet the de-
mands for redemption of its notes. This, happened dur-
ing the panic of 1857. The report of the bank depart-
ment in 1858 states that in September of 1857 the pres-
sure upon the country banks to redeem their notes was
beyond all precedent. Many of the interior bankers
began to withdraw securities from the bank department
by returning their circulation. It seemed the only way
for these banks to meet the demand for redemption, since
the capital of many of these small banks was mainly in-
vested in the securities in the bank department. The
total amount of stocks, bonds, and mortgages returned
to the banks by the department from October i to 13,
1837, was $2,641,422, mostly to countify banks.-

By elasticity of bank-note issues we mean that the
amount of notes expands when there is demand for more

a Assem. Doc. 4, 1858, Vol. I, pp. i4-iC.
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currency for legitimate purposes of trade and that the
amount contracts when there is no longer a demand.
The operation we have just described was a perverse
elasticity.

Experience has shown that there is much greater
demand for currency at one season of the year than at
another. This means that at one season the currency
ought to expand and at another contract. But for the
banks to create a new investment demand for securities
would mean a rise in price to some extent at least, and
the opposite if securities were withdrawn as a basis for
notes and thrown upon the market suddenly. Increase
of currency by the free banks, therefore, was ordinarily
limited to such as could be obtained by the deposit of
whatever securities the bank happened to have. The
possession of securities involved the tendency to keep
them on deposit at the bank department and to keep out
the full amount of currency even when there was little
demand, or, rather, as is apt to be the case under the
currency principle of note issue, to calculate about how
much currency could be kept constantly in circulation
and then deposit securities for that mount. This plan
prevented the possible losses connected with trying to
expand or contract the notes to suit the needs of trade.
If the bank should tic up its capital in securities to an
amount greater than the circulation which it could keep
out, it would mean that the part of the investment above
the amount of notes would yield only the interest on the
securities and nothing more. Therefore, there was little
margin left for emergency, suffering resulted in time of
stress, and panics were promoted under such a system.
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There was no certainty that when the business commu-

nity was most in need of additional currency it would be
accommodated.

On the other hand, the safety-fund banks based their
notes on the general resources or assets of the bank,
retaining control over their capital and being limited only
as to the maximum amount which they might issue. They
followed what is called the banking principle of note issue.G
It was not necessary for the safety-fund banks to tie up

their capital in securities or cause delay in meeting the
demands for notes. They could respond immediately and
in exact proportion to the demands of trade. We have

seen that these banks sometimes abused their privileges,
and did not always issue notes based upon actual busi-
ness paper, but sometimes upon accommodation paper.
This was, however, not the fault of the asset principle of
currency, but was the result of bad banking practice.
This system is the one followed in German banking, where
one-third of the issue of notes is secured by a cash reserve
and the other two-thirds by short-time commercial paper
of undoubted soundness. In the days of the safety-fund

system in New York State the idea of such a cash reserve
had not yet developed. This system of note issue means
that when there are abundant general assets in the shape
of good business paper, and consequently the demand is
lively for currency, notes will be issued, and when busi-
ness is not so active the notes will be automatically with-
drawn without loss or disturbance.

a White: Money and Banking, 3d ed., pp. 297-298 for distinction between
"currency" and "banking" principle of note issue.
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Fortunately for comparison, we have the two systems

existing side by side in New York State from 1838 to

i866. I have selected 25 free and 25 safety-fund banks,

with about the same amount of capital in the aggregate.
Five were selected from the city of New York and 20 from

outside in each class, because the note issue of the country

banks was a more important element of their banking

business. The figures were taken from the quarterly
reports of the banks to the comptroller during the years

1848, i849, i85o, and i85i. It seemed necessary to take a
period at least thus far removed from the beginning of the

free-banking system in order that it might be found in a

more perfect operation, and yet not too late in order that
the safety-fund system might not be too near expiration.
The accompanying diagram shows the results. No at-

tempt is made to show the circulation in per cent of

capital. Each group of 25 banks has about the same cap-
ital, but of course the free banks never issued so large a

per cent of their capital in notes as the safety-fund banks.
All that the diagram attempts to show is the actual varia-

tion in amount of notes issued by the two classes of banks
with thie same capital. The less elasticity of the free

banks is thus shown. The June variation is large in both

systems, due to the usual lack of demand for currency at

that season of the year. The extreme range of variation

of the safety-fund group was 536 thousands and ihe
greatest single variation from one report until another

was 475 thousands; in the free-bank group the extreme

range was 290 thousands and the greatest single variation

was 282 thousands. Thus, with a given employment of
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bank capital, the capacity of the two systems to issue and
vary the amount of the issue from time to time is shown.a

Mr. Root, in Sound Currency, Volume II, No. 5, page 22,

has given a diagram showing the elasticity of the note..
issues of the safety fund and free banks, compared as a
whole, and also of the rural'safety fund and the rural free
banks, when compared in groups separate from city
banks. He has computed the issues in per cent of the
.capital, and his diagram is for a later period 1858, 1859,
186o, and I86i. The results are more striking than in
the diagram just presented, and show clearly the ad-
vantage .of the safety-fund. banks in elasticity. The
decreasing use of bank notes as well as the inelasticity
under the free banking system would surely have proved
more serious than it actually was had not the safety-
fund system been in operation at the same time and had
not the deposit business been rapidly developing to take
the place of notes.

Under the safety-fund system up to 184o there was no
law requiring redemption except at the bank's own counter.
A safety-fund bank was not permitted to purchase its own
notes at a discount. The notes of cpuntry banks were
often at considerable discount in the city. They were
purchased and sent home for redemption by brokers or
bankers who made a business of thus securing the redemp-
tion of notes at a more or less unreasonable profit to them-
selves.' The public which used the notes was thus made

a The largest amount of notes issued during these years by the 25 safety-
fund banks was 4,957 thousands, as compared with 3,548 thousands for
the free-bank group. So, incidentally, the figures show that, under the
law of x838, note issue was less profitable and a much less percentage of
capital was issued in notes.
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to bear the expense of redemption. This became a heavy
burden. The banks made the profit out of the privilege
of note issue and yet objected to bearing the expenses of
redemption.

There had been much discussion in the legislature from
the beginning of the safety-fund system about requiring
redemption in New York and Albany at par, thus relieving
the note holders from the great inconvenience and expense.
This is now recognized everywhere as a necessary part of a
currency system, but at that time the influence of the
banks was strong enough to prevent the requirement.
During I837 the banks, during suspension of specie pay-
ments, had a mutual arrangement between city and
country by which the bills of country banks were kept at
par and the expenses of redemption were shared. This
voluntary arrangement broke down in 1838 and 1839, when
the free banks were being organized and specie payments
had been resumed. Many of the free banks, as we de-
scribed before, made a business of shaving notes and were
allowed to purchase their own notes at a discount as well
as those of the safety-fund banks. The notes of country
banks were at a great discount in the city during 1839,
even as much as 6 per cent. The situation became intoler-
able. The problem was taken up in the legislature in
1840. Some argued that to require the banks to bear the
expense of redemption at par was only reasonable, since
they made the profits. The debate shows that some
thought the rate of discount ought to be graded according
to the distance of the bank from New York City, since the
actual expense of redemption would thus vary. The
hous e adopted the principle of par redemption once in the
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course of the debate on the bill.a The senate, however,

would not agree. It seems that the legislature saw the

need of preventing the evils in brokerage and "shaving"
notes in New York City, but that the bank interests were

unwilling to bear the whole cost of redemption. The bill
was finally passed in May, 1840, requiring banks to estab-
lish agencies for redemption in New York or Albany, and

fixing one-half per cent as the maximum discount allowed.
This was a compromise between 'those who wished par re-
demption and the banking interests. The attempt was
made to place the rate at one-fourth per cent when the
notes were redeemed at Albany, since the cost would be
less, but the rate of one-half per cent was finally agreed to

as a concession to some of the country banks. b

Still some free banks, not really banks of deposit and
discount, made their profits buying up notes at one-
half per cent discount. The senate committee on banks
in 185o reported on this situation. The governor's mes-

sage was referred to by them as .recommending further
legislation to prevent "abuse in the organization, under
the general law, of institutions designed rather to profit
from the mere issue of notes than to furnish banking

facilities to the business community. c The committee

agreed with the governor and they pointed out that the
law allowing the purchase of notes at one-half per cent
discount made such business a source of profit to many
banks rather than the legitimate banking business. They

a Semiweekly Argus, Apr. 3, 184o.

b For debates see Semiweekly Argus, Mar.' 17 and Apr. 28, 1840. For
text of bill see Semiweekly Argus, May 5, x84o.

c S. Doc. 25, x85 o , Vol. I, p. i.
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estimated that there was a circulation of $8,ooo,ooo in
notes which were not at par in New York or Albany and
on which, therefore, the one-half per cent might be charged.
These notes were redeemed, according to the committee,
about four times each year: This would allow the charge
of one-half per cent on $32,ooo,ooo of notes annually. The
committee pointed out 25 free banks with a capital of
$i,6oo,ooo whose discounts aggregated only $8o,ooo, and
individual deposits $5o,ooo. These banks were making
their profits from issue of notes and buying their own
notes at a discount of one-half per cent, only to issue them
again. Ten of these banks showed a circulation of
$65o,ooo without any discounted paper. These facts led
the committee to favor the reduction of the rate of dis-
count allowed by law to the point where expenses of re-
demption would be just covered. This would drive such
banks, as above described, out of business. Therefore, in
1851, the legislature provided that agencies must be
established at New York, Albany, or Troy, and that the
rate must not be more than one-fourth per cent discount.

Still the public must help bear the burden which should
have been carried by the banks, but at least the old evils
were removed, and the charge reduced to about the actual
expense involved in the transmission of notes home for
redemption.a Prompt redemption helped to ingpire con-
fidence in the banks. This law applied equally to both
free and safety-fund banks.

aS. Doe. 25, 185o, Vol. I, pp. 1-5, for details of above report.
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4. How THn CHARGES UPON THE FUND MIGHT HAVE BEEN

DECREASED IF THs AMENDMENTS TO THn AcT HAD

BERN INCORPORATED IN THE ORIGINAL AT.

We have already, given evidence to indicate that those

who passed the original act, and even bankers themselves,

little realized the significance of making the-bank fund re-

sponsible for notes and all other debts. The New York

City banks objected to the fund because they must pay the

assessment on their large -capitals, while their circulation,

for which they considered the safety fund as security, was

relatively small. The country banks, on the other hand,

paid theit assessment on small capitals, while, their circu-

lation was relatively large. If deposits had. been con-

sidered by the city banks as guaranteed by the fund, which

was really the fact, the disparity between the city and

country banks would not have been great. To-day, when

a bank lends, not simply the money actually left in its

charge by depositors, but its credit in the shape of deposit

credit accounts on the basis of a sufficient cash reserve, this

guaranty of deposits would be a matter of great impor-

tance, for it would increase the credit of the institution to

have the borrowing public know that all deposits, whether

of cash or credit accounts, were guaranteed by a safety

fund, backed by all the banks.

The legislature in 1829, as shown by the debates, was

considering the guaranty for notes, not other debts. De-

posits were not a large enough element in the banking

business to attract attetion. The chief losses of the past

had, at that -time, been suffered by note holders. It was

recognized that notes must be made a universal currency
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in order to be most useful. Deposits, while they are the

same in essence as notes, need not npr can they become a

universal currency. The comptroller, in his report in 1 849,

declared: "The State is under no more obligation to

attempt this impossibility (i. e., to secure against all

losses) than it would be the equally absurd one of making

every merchant capable of meeting all the obligations he

should incur." The duty of the State, therefore, begins

and ends with furnishing" a good and safe currency for the

public." a In 185o the comptroller expressed his opinion

that the fund would have been "sufficient to fulfill the

original design of insuring the redemption of the bank-

note circulation," but it came to destruction because "all

the liabilities of the banks, however illegitimate or extraor-

dinary, were made chargeable upon it." 81 In the opinion

of the comptroller, this guaranty gave an unnatural credit

"to unsound and speculative institutions, which enabled

them to expand their affairs to an inordinate extent with-

out reference to their intrinsic resources." Mr. Knox

holds the same opinion, adding that the debts were con-

tracted in some cases "for the . emolument of their (the

banks') managers." c He holds further that the failure of

the safety fund was due, not to principle, but chiefly to the

attempt to charge it with all debts.. The history of the

fund from 1829-1866 indicates that if it had been applied

to notes only it would have been ample, and "would have

made the circulation of the safety-fund banks more secure

than that of the banks under the free banking system"

a Assem. Doc. 5, 1849, Vol. I, p. 53.
b Assem. Doc. 8, 1850, Vol. I, p. 57.
c Knox, p. 4o9 et seq.
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(p. 413). There was much discussion in the constitutional

convention, in 1846, as to the obligation of the State to
protect both bill holders and depositors. Some held that

they should be considered on a par; others that the depos-

itor should be left to take care of himself, being a "volun-
tary creditor," while the note holder is an "involuntary

creditor" of the bank and, therefore, should be specially

protected.
a

Whatever the theoretical merits of the case may be, the
practical . situation of a bankrupt safety fund confronted
the legislature in 1842.* In the act passed April 12, 1842,

it was provided that the fund, after paying all the liabilities

already incurred by bank failures, should be applied only
to the payment of notes. b Thus the legislature recognized
the failure of the fund to secure all the debts of banks.
The legislature, in 1838, when it passed the general

banking law, made no attempt to secure anything besides

notes.

What of the assertion that the fund would have been

ample to meet the redemption of notes alone? This is a
mere question of fact to be determined from the comptrol-
ler's reports. In his report for 1849 the comptroller stated

that the banks had contributed to the fund since 1829 a

total of $i,876,o63.76. The whole circulation redeemed

for insolvent banks up to that time was $1,548,558.33.
This left a surplus of $327,505.43 to redeem any other

notes of failed banks, if the fund had been liable from the

beginning for notes only.c The comptroller, therefore,

a Semiweekly Argus, Oct. 2, 1846.
b For text of act in full see Semiweekly Argus, Apr. 29, 1842.
c Assem. Doc. 5, 1849, Vol. I, p. 29 et seq.
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concludes that the fund would have proved an ample in-

demnity to the bill holder. It will be remembered, from

the table of payments from the fund, before presented,

that the total amount of notes redeemed from the fund

was a little more than $i ,6oo,ooo.

If the comptroller had been given power in 184o to call

upon the banks for additional contributions as soon as the

fund was diminished by the payments to redeem the notes

of the City Bank of Buffalo, which failed during that

year and whose notes were promptly redeemed to the

amount of over $300,000, it would have added, at one-

half per cent on capital, over $15O,OOO to the available

bank fund in January, 1841. The contributions actually

amounted to about $914,ooo at that date, because it was

not until January, 1842, that the solvent banks began

their additional contributions.a In a statement issued

from the comptroller's office, July 13, 1842, it was stated

that the total contributions to the fund to April i, 1842,

had been $i,o69,143.48; also that there had been paid

to redeem notes up to that date $918,949. b The amount

for notes up to SeptL Alber 30, 1842, is given in the report

for 1843 as $952,785.c If the legislature had done as

suggested above, the total contributions, instead of being

$1,o69,143.48, would have been about $i5o,ooo larger.

Then, in 1842, the solvent banks were permitted to pay

their future contributions in advance in the notes of the

failed banks, for four, five, or six years, as explained

before. This lightened the immediate payments in cash

a Assem. Doe. 15, 1842, Vol. I, P. 34-
b Semiweekly Argus, July i9, 1842.

c Assem. Doe. io, 1843, Vol. I, pp. 47-48.
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from the fund to the amount of almost $500,ooo and spread
the burden. of redemption of that amount of notes over a

period of years, when the contributions of the banks
would have come due. The whole amount of bills finally
redeemed from the fund, it will be remembered, was a
little more than $i,6oo,ooo. When the banks had paid
in the bills of the insolvent banks to the amount of almost
$500,000, on which they received 7 per cent interest until
their regular contributions would have come due, there
remained only a little more than $i,ioo,ooo in general

circulation, which could have been promptly redeemed
out of the funds on hand from previous contributions.

But the charges, even for notes, upon the fund would
have been decreased if, when the law of 1829 was passed,
provision had been made for the registration of all notes
issued in the office of the comptroller. By this method
fraudulent overissues would have been prevented. In
discussing the causes of failure of the Buffalo banks we
have already alluded to the discovery of illegal issues.
These became a charge upon the fund and had to be
redeemed along with the other notes. As shown by the
table of payments for notes, before presented, there were
redeemed $317,1o7 in notes of the City Bank of Buffalo.

Now this bank was permitted under the law of 1837, hav-
ing a capital of $400,000, to issue $300,000 in notes.
Therefore the comptroller actually redeemed $i7,107 of

the notes of the City Bank in excess of the legal limit.
He redeemed $435,540 in notes of the Bank of Buffalo,

whose capital was $200,ooo, and whose legal limit of issue
was, therefore, $200,ooo. Here was an illegal issue of
$235,540. The total illegal issues of these two Buffalo
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banks amounted to $252,647, which became a charge
upon the fund. In April, 1843, to guard against more
overissues, an act was passed providing for the substitu-
tion of notes registered and countersigned by the comp-.
troller for the hitherto unrecorded issues, and after this
date all new notes issued must come to the banks through
the comptroller's office. If this amendment had been
adopted in 1829, as was actually recommended in the
debate, it would have reduced the charges upon the fund
$252,647, and that, too, at the beginning of the period
of serious failures, for these two banks failed during 184o

and 1841.'
Still other changes were introduced in the donstitution

of 1846, which, if operative from the beginning, would
have still further reduced the burden upon the safety
fund. Two provisions incorporated in the new constitu-
tion were:

(a) Individual liability of stockholders, after January
1, 185o, for debts of banks contracted after that date, to
the amount of their stock. This is the same as found in
our banking law to-day.

(b) The first claim of notes upon the -assets of an in-
solvent bank. This, too, is a part of the modern Canadian

safety-fund system. a

If the failures which occurred during 184o-1842 had

been settled under these provisions, and if the fund had
4lso been liable for notes only, the charges upon the safety
fund would have been greatly decreased. The table,
showing the assets of -he failed banks and the amount

ia The provisions constituWe sec. 7 and sec. 8 of Article VIII in the con-
stitution of 184b of New York State.



National Monetary Commis-sion

realized up to 1845, indicates that the assets of the Com-

mercial Bank of New York would have much more than

paid the note holders. This bank, as well as the Lafayette

-Bank and the Bank of Oswego, which paid their creditors

out of their own resources, might, therefore, under section

8 of the constitution of 1846, be excluded because their

notes could not have become a charge upon the fund.

The eight other failed banks did not realize enough from

their assets to pay the note holders alone. In 1845 these

banks. hac realized, as calculated from the same table,

almost $700,00o from their assets. After this date the

remaining assets of these same banks yielded about

$130,000, if the payments into the bank fund are a correct

index of the amount realized. These receipts into the

bank fund from the assets.will be found in the table show-

ing the charges against the fund for notes and other debts.

So the entire amount realized from the assets of these eight

banks was over $8oo,ooo. All of these assets would have

been applied to note redemption under the constitution

of 1846. So Mr. Root estimates this as the decrease in

actual charges upon the fund if notes had been a first lien

on assets since 1829 and the fund only liable for notes.a

By actual charges we mean the amount which we have

estimated as the total redemptions of notes from. the fund

on account of the insolvent banks-i. e., over $Ix,6oo,ooo.

We should exclude from this amount the circulation of the

Commercial Bank of New York, $139,837, because, under

the constitution of 1846, this would have been more than

redeemed from assets. The actual burden on the fund

a Sound Curtency, Vol. II, No. 5, p. 15.
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from the eight banks, therefore, was about $x,46o,ooo for
notes. If we diminish this by the aggregate assets, over
$8oo,ooo, we arrive at an estimate of the burden upon the
fund of about $65o,ooo, provided notes had been a first
claim on assets. This estimate agrees essentially with the
figures of the report of the monetary commission of the
Indianapolis convention, page 240 (footnote). The cor-
rectness of this estimate of course depends upon whether
the receivers of the failed banks devoted any considerable

part of the amount realized from assets to the settlement
of the claims of note holders directly while the bulk of the

notes were being redeemed from the fund. From the
reports of the amounts redeemed from the fund this seems

quite unlikely.
If the individual liability of stockholders to the amount

of their stock had been in operation when the serious fail-
ures occurred, the claims upon the fund would have been
still further reduced; how much could be only a guess.

If the hypothecation of notes as. security for loans had
been prohibited and prevented from the first, as was
attempted after the serious failures, the circulation of
some of the banks would not have been so large, and the
claims upon the fund would have been less. The policy of
an embarrassed bank would not have been so reckless,
and, the temptation to overissue notes would not have
been so great.

After the serious failures the quarterly reports were
required to state separately the loans and discounts to

directors. If this had been required always, it might
have restrained many of the large individual loans on poor
security, and the loans for speculative purposes to some
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extent, all of which was so dangerous 'to the solvency of
the banks.

It is evident that if all the amendments had been adopted
in 1829 which were finally made to perfect the safety-fund
law the burden upon the fund would :have been greatly de-
creased. In the first place, over $1,o88,ooo, applied to
other debts than notes, would not.have become a charge
upon the fund during the period when eleven banks failed,
1840-1842. From .the $i,6oo,ooo, actually paid to re-.

deem notes of insolvent banks which failed during this
period, the provision for registration of notes in the comp-
troller's office, would have deducted over 25o,0oo, by pre-
venting this amount of overissue. If the notes had been
made a first claim on the assets of a failed bank and our
estimate is correct, the charge upon the fund would have
been further decreased by about-$8oo,ooo. Stockholders
liability, enforced after January, 1850, would still further
have reduced the liability of the bank fund. The issue of
almost $i o6oo,oooin state 6 per cent stock would not have
been necessary, and thus almost $5oo,ooo in interest

charges would have been saved. Assuming all these pro-
visions in operation from the first, the final charge upon
the fund would have been probably less than $5oo,ooo on

account of the failures of the period -i84o- 1842. There

were several failures later, during 1854 and 1857, but the
fund would have taken care of these without difficulty.,
The comptroller could have met all claims for notes
promptly, and there would have been no depreciation of
notes. The fund would have afforded ample security for
notes, and, instead of being mortgaged during the remain-
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der of its existence to the full extent of the one-half of i
per cent annual contributions, would have been security
for the notes of banks which failed after 1842. Further,
the annual assessment to keep the fund good would prob-
ably not have averaged over one-fourth of I per cent on
capital, over the whole period from 1829-1866. -This

estimate agrees with that ,of Mr. Root.a The Indian-
apolis monetary commission of 1898 estimated the aver-
age annual assessment necessary to meet the charges under
the above conditions as less than one-tenth of i per cent
on capital. b This much is certain that the original one-
half of i per cent assessment on capital would have been
more than sufficient.

5,.OPERATION OF THE SAFETY-FUND SYSTEM 1843-1866.

FAILURES IN 1848, 1854, AND 1857.

The bank fund was mortgaged to the full extent of the

contributions, until the .charges incurred by the serious
failures of 1840-1842- should be paid by the redemption of
the 6 per cent.state stock, issued to secure the immediate
funds, under the law of 1845. Therefore the creditors of

safety-fund banks, which failed after 1842, could not de-
pend upon th fund for the redemption of notes or the pay-
ment of other debts. After 1843 the fund was responsible
for notes only. If a bank failed and the note holders
waited until the state stock had been all redeemed, and if
a surplus then remained after the settlement of these prior

claims, then the notes of the failed bank might be re--

a Sound Currency, Vol. II, No. 5, P. 15.
bSee Report, p. 242.
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deemed from this surplus. It is clear, therefore, that after

i842, the assets of a safety-fund bank were the only avail-

able security against losses to its creditors. It is true that

notes had been made a first claim on these assets in 1846,

and after January, 18 850, stockholders were liable, for debts

contracted after that date, to the amount of their shares.

The'first bank to fail, after 1842, was the Canal Bank of

Albany, in July, 1848. Its capital was $300,ooo and its

outstanding circulation at the time of failure was $ 85,531 -a

The comptroller in his report goes on to say that the bank

had been illegally -conducted and that the quarterly re-

ports had probably been false. The new constitution had

made the notes a first ,claim, so that the receiver was able

to redeem the notes of the bank promptly from its assets.,

The safety-fund did not enter into the transactions at all.

We shall examine the reports of the receiver, however,

to find out the sort of assets possessed and the kind of

banking done. In 1849 the receiver reported the amount

of assets as $Io7iooo when he took charge July 17, 1848.

A large amount had been collected. b In another report he

stated that Edwin CrosWell alone owed $ 163,744, on which

he had paid $201, and $2o,ooo in securities. The Albany

Glass Company owed the bank $115,824, and had paid

$9,132. It appears from the reports that the bank held

much "accommodation paper" and had made too large

loans to individuals, often on poor security.

The same was shown for the Watervliet Bank when the

receiver made his final report in 1849.d This Watervliet

a Assem.'Doc. 5, 1849, Vol. I, p. 35.

b Assem. Doe.. 222,. 1849, VoL. V, p. 2.

cAssem. Doe. I85, 1849, Vol. III, pp. 4-5.
dAssem- Doc. 227, 1849, Vol. V.
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Bank, it will be remembered, failed in 1842, but its affairs

were very slowly settled. An examination of the records

in the Court of Appeals at Albany showed that there were

many suits for recovery by the bank ofWatervliet against

individuals .who had given poor security, in mortgages or

their own personal security, which proved worthless.

A select committee of the senate examined into the

affairs of the Canal Bank. They reported that the facts at

failure showed "neglect of duty, gross mismanagement,

and the violation of several statutes." a The affairs of the

bank had been entrusted largely to the cashier. When, in

1839, a committee of directors examined the bank and

recommended to the board certain changes, intended to

check the discretion of the cashier, the cashier and his

friends took active steps to eliminate from the board two

members of this committee at the next election of direc-

tors, in 1840. August 3, 1842, a resolution was passed by

the directors "that our cashier be, and he is hereby, author-

ized to purchase in his individual capacity, for himself and

such other members of the board as may wish to partici-

pate therein, the stock of this bank to the amount of

$6o,ooo, and to loan to the parties on their individual

security the cost of the same. ' ' b This purchase of stock

seems to be connected with the purpose of the cashier and

his friends to control the board of directors. In May, 1846,

the cashier was authorized" to get rediscoanted any paper

belonging to the bank." This showed that the resources,

of the bank were greatly weakened. October 2, 1847, the

cashier was authorized to loan E. N. Pratt $51,ooo when

aS. Doc. 63, 1849, Vol. II, p. 2 et seq.
b Ibid., p. 4.
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the bank was in a desperate condition, and the cashier
certainly knew it. The bank for some time previous to
failure settled its daily balances with other banks, not by
drafts on New York, as was the usual method, but by using
almost the last penny of deposits gathered in during the
day from the confiding depositors.a

Some items of the $1,071,ooo assets at failure are inter-
esting:
Bills receivable (much of it worthless)-- -------------------- $780, 782
Stocks, bonds, mortgages, and Watervliet certificate ------------ 97, 091
Cash in bills and specie_-------------------------------------- 2, 192

The last item is absurdly small.
There was due to-

Stockholders ----------------------------------------- 300,000
Depositors ------------------------------------------- 96, 294

Other banks ----------------------------------------- 467,910
Note holders ----------------------------------------- 192,486

The committee found that from the debts due to the
bank, already settled by the receiver, the bank had lost
$109,074, and that $364,547 of the assets were considered

bad at present and $222,538 doubtful, making a total very
probable loss of $696,159 out of the $i,o71,ooo assets.

Out of the balance the circulation must be paid first. b

The cause of failure that appeared most prominent was
the secret appropriation of funds by the cashier for hisown
uses, and his assent to-large and irregular loans to directors
without adequate security. The directors were not dili-
gent and their confidence was abused, where they were
not themselves guilty of misconduct. Frauds were con-
cealed by false entries and oaths. There was a "Pratt

aS. Doc. 63, 1849, Vol. II, pp. 5-6.

b Ibid., pp. 7-8.
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Bank special account" carried for the purpose of conceal-

ing the operations of the cashier (p. 16).

J. K. Paige was made director in 1841 and president of

the bank in 1843. At the failure he was indebted to the

bank as .principal to the amount of $5,ooo, as surety for

$93,497, and overdrafts $542. He was also president of

the Albany Glass Company, whose paper the bank held to

the amount of $103,762, on which Mr. Paige was indorser

for $59,oo0. The effects of this company will not yield

over $io,ooo.

Edwin Croswell was one of the commissioners to dis-

tribute the stock of the bank and one of its first directors. '

"His liabilities were very large, exceeding the amount

allowed by law to all the directors of. the bank," one-

third of capital (pp. 12, 13).
Theodore Olcott was the cashier and was most to blame

for the failure. At the time of insolvency, his liability
to the bank as principal was $59,006; for overdrafts,.

$16,625, and as indorser for $107,103, making a total. of

$182,734. Only $55,880 of this amount appeared on the

books of the bank. His acts constituted fraudulent em-

bezzlement.a The design seemed to be deliberate to ruin

the bank. I have given these details to show what sort

of banking was still practiced.

The next safety-fund bank to fail was the Lewis County

Bank, in November, 1854. The immediate cause of action

was the failure to redeem its notes. It was almost purely

a bank of issue. Its capital was $ioo,ooo, and therefore

a S. Doc. 63, z849, Vol. II, pp. 9-i9 for details of above.
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it was authorized to issue $150,000 in notes. The special

agent, appointed to report on the bank's condition, re-
ported as follows:

Specie ---------------------.-.-----.-.-.-.----------------- $2

Bills receivable ------------------------------------------- 105,488
Stanton and Wilcox debt ---------------------------------- 117,371

Real estate ----------------------------------------------- 4oo
Overdrafts ------------------ 159
Property ----------------------------------------------- oo

Total resources-- ----------------------------------- 223,520

Capital ----------------------------------------------- ioo, ooo'
Profits_ 11,689

Circulation -------------------------------------------- 25, 283

Total liabilities ------------------------------------- 236,972

The agent reported that the total debt of Stanton &

Wilcox to the bank was $221,310, which constituted almost

the entire assets of the bank. The only creditors of the

bank except its stockholders at the time of failure were
-evidently the note holders. The last quarterly report did

not reveal the true condition of the bank, as shown by a

later examination of the books for that date. Design in

the false items was shown beyond a doubt. The examina-
tion showed fraud and collusion.a

It was evident that this bank could not pay its note

holders, but the safety fund was not available until about

twelve years later; when the state stock had been paid

and there .was a surplus. Then an arrangement was
made to redeem out of this surplus any bills of the Lewis

County Bank still outstanding. The notes depreciated

and before the fund became available most of them had

disappeared. This failure, therefore, brought considerable

a Assem. Doc. io, 1855, Vol. I, pp. 110-1'35, for above details.
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loss to the public, and there was no adequate security

offered by the fund.
During the panic of 1857 three more banks, under the

safety-fund law, failed, as follows: a

Capital. Authorized Circulation

circulation, at failure.

Bank of Orleans ------------------------ $200,00 $200. 000 $200 ooo?
Reciprocity -------------------------- 200,000 200,000 159.577
Yates County --------------------------- 100,000 150.000 1 48,.958

The assets, together with the stockholders' liability,
were sufficient to redeem a much larger proportion of the

notes of these banks than of the Lewis County Bank.

The bank department, in its report b for 1867, gave the

outstanding circulation of the insolvent banks:as follows:
Bank of Orleans --------------------------------------- $Io, 188

Lewis County- ---.... x-----------105,211

Reciprocity .------------------------- ------------------- 2,766

Yates County --------------------------------------------- 23,322

Total ---------------- I ............--------------------- 151,487

From the above statement it appears how complete had
been the losses of the bill holders of the Lewis County
Bank. At failure the outstanding notes were given by

the special agent as $125,283, as stated before, while in

1866 there were still unredeemed $105,21l. Evidently
the assets of the bank were worthless. The circulation of
the three banks vhich failed last, however, had been re-

duced to a comparatively small amount by 1866. No
doubt there had been considerable loss to note holders by

depreciation and waiting for the affairs of the insolvent

a Assem. Doc. 3, x86o Vol. I, Table 4, in Appendix.
b Assem. Doc. 4, 1867, Vol. I, p. 40.
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banks to be settled. This would have been prevented if
the safety fund had been available to redeem the notes

at once and reimburse itself from the assets.

FINAL DISPOSITION OF THE SAFETY FUND.

The bank department reported to the senate in 1866

that the last contributions had -now been made to the
safety fund by the solvent banks, since their chatters all

expired in that year. All claims upon the fund had been
paid and there was a surplus of $88,048. This surplus

should be applied to the redemption of the notes of the
banks that had failed since 1842. But it was for the legis-
lature to decide how it should be applied. The superin-

tendent of the banking department recommended that it

be applied in eqhial ratio to the notes of the four banks.G
The legislature of 1866 authorized the bank department
to convert the assets of the safety fund into cash and

dteclare a dividend on the outstanding circulation of the
four insolvent banks whose notes had not been fully paid. b

This .was done and a dividend of 40 per -cent declared.
But so few of the bills still outstanding were presented that

the superintendent was able to pay in full, all that were
presented for redemption. Many had been destroyed,

probably because of the belief that they were worthless,
especially of the Lewis County Baik, 'which had failed
twelve years before.

After paying all the notes presented, there was still a
surplus of $13,144.19 in the fund.. This balance was paid

a S. Do. 64, 1866, Vol. II, pp. 1-2.

b Session Laws, 1866, chap. 564; also Assem. Doc. 4, z867, Vol. I, p. vi.-



Safety-Fund Banking System' in New York

into the state treasury. Afterwards out of this sum
$3,959.75 was paid by authority of the legislature to the
late Bank. of Oswego." for interest upon an excess of its

contributions to the bank fund, erroneously paid in 1842.Ppa

Thus was closed the-operations of the safety-fund system.

It had furnished tardy and inadequate security for the
notes of banks failing after 1842. This was due to the
fact of its having been mortgaged during the early years
of its existence, because of certain imperfections in the law
itself which were later remedied. The experience of -these
later years in no sense condemns the principle 'involved
in the completed law.

a Assem, Doe. 7, 1867, Vol. 1, 3.' 7.
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CHAPTER IV.

THE GENERAL BANKING LAW OF 1838; CONCLU-

SIONS.

i. THE ADOPTION OF THE SECURITY-DEPOSIT SYSTEM

UNDER A GENERAL BANKING LAW.

The safety-fund system was not abandoned because of
its failure to provide the requisite security to the note
holder. Before I838, whenever it had been called upon,
which had been the case in the redemption of the notes
of five different institutions, it had proved entirely ade-
quate. All advances made out of the fund to redeem the
notes of these five banks either had been repaid to the
fund or were being returned rapidly. Nothing had been
finally lost on notes issued Under the system during the
first nine years of its existence. And yet, in 1838, another
system was inaugurated and the method of special char-
ters by legislative grant abandoned. What is the expla-
nation for the change?

We have reviewed the abuses which were inevitable
under a system of special charters. The securing of the
charter through political influence and logrolling, the
distribution of the bank stock as personal or political
favors, the placing of the office of bank commissioner in
the field of political spoils, all have been described, and
it was these evils that brought the system into disrepute.
Therefore the system was abandoned in 1838, and a
general.banking law enacted under which special charters
were not granted, but individuals or associations having
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the required capital might do a banking business if they

first deposited with the comptroller certain approved

securities upon which notes might be issued.

Before 1838 banking was a monopoly, granted by legis-

lative act. About this time there was a new faction

developing, called the "Locofocos." They adopted a

platform in which they declared their opposition to all
monopolies granted by legislation, on the ground that

they were violations of the equal rights of the people a

With the aid of the Whigs, they carried the elections in

New York City in the autumn of 1836 and the spring of
1837. In the legislature this idea of monopoly became a

chief point of opposition to the safety-fund system. The
free banking act of 1838 was the result. Thus was

monopoly abolished from the banking business and the
principle of note issue changed.

The debates in the legislature from 1836 until the law
was finally adopted are interesting because they show the

growing antimonopoly spirit and the gradual departure
from the principles of the safety-fund law, which had

seemed to give general satisfaction so far as its principles
were concerned, to an entirely different principle of note

issue and security.
From the first the restraining acts of 1804 and 'i8,

previously described, had given dissatisfaction. To re-
quire special safeguards from banks issuing notes, which

must pass current as money, seemed reasonable and logical

to most at the time the law of 1829 was passed and even
before this time. But to prohibit private banks of de-

a Hammond: History of Political Parties, p. 493 et seq.
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posit and discount without special charters had seemed
from the first a suppression of competition and an inter-
ference with the rights of private business and the
employment of private capital.

The whole problem of private banking Was the subject
of a report to the senate in 1825.a The report was upon

a resolution in regard to banking. Whether restraints on
private banking ought to be repealed was made to turn
upon the question of public welfare. The report claimed
that private banking would facilitate obtaining credit
and do away with many of the evils which we have
described as prevalent before the safety-fund law of 1829.

It claimed further that there was nothing to rely upon
for the good conduct of an incorporated bank but the
honesty of the directors. This we have found painfully
inadequate in actual practice. The report further pointed
out that a body created by the legislature thereby secures
a credit which enables it to circulate bills without ques-
tion. The private bank would stand on its own record
and those who owned and managed it would be person-
ally liable for -the debts they might create. This would
promote prudence and caution. If this was not security
enough for the public, the legislature might require bonds
and mortgages to secure paper issued. The 'report
closed with the distinct antimonopoly expression that if
the restraints were removed, then "whatever advantages
are to be derived from banking operations all citizens
would be free to enjoy alike."

In 1826 the committee of the senate on banks made a
report which contains much interesting material on prin-

a Sen. journal, j825, pp. 99-103.
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ciples of banking. They asserted that principles of-
banking "will not submit to the control of arbitrary
direction" and advocated a standard of natural liberty
(p. lo). Abuses arising from the frauds of officers and
agents are fit ahd proper subjects of legislative inter-
ference; but evils ascribable to mismanagement, which
result in'speculation or extending discounts and circula-
tion beyond the wants of trade, are of another character
and "are perhaps entirely beyond the reach of direct
legislation for correction" (pp. 14-15). These latter

must be left largely to enlightened public sentiment and

the practice of business men interested in fair and sound
commercial policy. "Confidence, induced by the sup-
posed sanctity of a charter, enables the unworthy and
dishonest managers of its (a bank's) concerns to flood the
country with a circulation far beyond what commercial

credit would have effected" (p. 16). The committee further
declared that this state of affairs would not exist to any
great extent "if a monopoly, odious to the free spirit of
our civil institutions, did not exist" (p. 19).a These
reports were before the adoption of the safety-fund sys-
tem of banking. Much that was claimed in them has
been shown to be true under the operation of the law
of 1829.

The issue was again taken up with vigor during the
session of 1836, when the repeal of the restraining law
upon private banks of deposit and discount was debated.
There appeared to be a general friendliness to the principle
of a safety fund as a protection to the note holder, but

a Report of the committee on banks and insurance companies on peti-

tions, Albany, 1826, pp. 1-22.
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the opposition was concentrated upon the monopoly of
the deposit and discount business. There had been a

time when it was not dreamed that note issue could be

separated from the deposit and discount business, or

rather deposits were regarded as an insignificant part of

the banking business. Now the deposit business was

attaining considerable proportions, especially in the city.

But the advocates of private banks of discount and

deposit sought to adjust them to the existing safety-fund

system. More than once in the debates the safety-fund

system was declared to be the safest yet devised and

satisfactory.

A letter in the Albany Argus, December 24, 1836, over
the name " Franklin; " but written by Mr. Flagg, declared

that the existing law abridged fair business rights and

discountenanced the free use of capital. The law of 1829

was, in his opinion, the outcome of selfishness and rivalry

rather than for the public good. It was the age of
monopoly. He advocated allowing banks of deposit and

discount without the power of note issue, and favored a

general law instead of special charters. Nothing was

done at the session of 1836.

During the session of 1837 the antimonopoly feeling
increased. The debates show still a friendly spirit toward

the safety-fund system, but they advocate it under a

general law. Gallatin, in the Argus, January 14, 1837,

defended severe restrictions on the issue of paper money,

but opposed restriotions on deposit and discount by pri-
vate bankers. Competition was desirable. Depositors

need no special protection since the transaction is en-
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tirely voluntary and the depositor xercises judgment as
to where he shall place his confidence.

A report to the senate on the governor's message in 1837
pointed out that there was growing a popular sentiment
against banks, due to abuses in the granting of charters.
The comnlittee considered it impolitic to grant to indi-
viduals the power of issuing bank notes, and commended
the safety-fund system as the safer for note issue. They
answered the objection that the system then in opera-
tion was a monopoly by saying that it was not a mon-
opoly in an odious sense; that privilege was conferred
upon a part for the benefit of only a part. Note issue
and banking had been restricted for the protection and
benefit of all. Any person with the capital might buy
bank shares and thus participate in the profits of the
investment. The committee concluded by commending
the safety-fund system as better than any other that
they could suggest.a.

The debate on the repeal of the restraining law against
private banks of discount and deposit was opened early
in January. Before the end of the month the senate
agreed unanimously to the repeal. Early in February
the house followed by passing the bill, with scarcely any
opposition. b

Now, the subject under discussion, after the problem of
allowing private banks of deposit and discount had been
disposed of, was a general banking law, to remedy the
evils of special grants by charters. During this session

a S. DoC. 38, 1837, Vol. I, pp. 1-13.
b Semiweekly Argus, Feb. 3, 1837, gives vote in house. For text of the

law see Argus, Feb. 3.
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of 1837 the discussion favored a general law which should

retain the safety-fund principle. Public, meetings over

the- State passed numerous resolutions to the same effect.

They approved the safety-fund idea but ,urged the remedy

for its defects by adopting a general law which would

abandon the monopoly features of the old system.a Local

papers took up the discussion with vigor. One paper
described the safety-fund system as the "noblest" ever

devised, but advocated the abolition of the "odious"

monopoly features.b A communication in the Argus

for March 21, under the title "The Times," declared

"No man can point to a state or county convention, a

town or village meeting, which has indicated the slightest

wish to abandon the system (the safety fund) or to

change, any of its essential features." In the Argus for

March 28, a correspondent from Seneca Falls writes of a

convention of delegates from six counties at Geneva.

Resolutions were adopted approving a general law on

the plan of the safety fund. The western counties

seemed especially urgent. Like meetings were recorded

in the issue of the Argus, March 3 r, at Hudson,.Auburn,

Batavia, and Albion. The sentiment at these meetings

favored the old system, as modified by desire to prevent

monopoly and abuses.

The select committee of the senate on banking law

recommended a system of private banking, not related at

all to the safety-fund principle. They proposed unlimited

personal liability, and a pledge of one and one-half times

a Semiweekly Argus, Mar. 14, x837, Rochester meeting.
b Semiweekly Argus, Mar. 17, 1837. The Argus for Mar. 21, 1837, gives

further extracts from many local papers in favor of a general safety-fund
law.
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the capital in property, put under the care of trustees,

for the benefit of creditors.a When debate began in the

senate, the house bill, which had incorporated the safety-

fund principle, was offered as a substitute for the bill

reported by the select committee. The debates seemed
to recognize that public sentiment inclined toward the

latter. b The outcry was against monopoly in banking

and yet the majority favored severe restrictions as to
note issue. The tendency in Europe has been steadily

toward centralization and monopoly in note issue. The
real contest was for freedom in deposit and discount

banking which is generally admitted to-day. The session
of 1837 closed with the problem still under discussion.

When the legislature met in 1838 there was evident a

change of sentiment as to the subject of a banking law.
The Democrats were in power and were determined to

inaugurate a system different from the one in operation.

To do this they were forced into hostile opposition to

the safety-fund system, partly from political motives.
But public sentiment also had evidently somewhat

changed in its attitude toward the safety-fund system.
The year 1837 was a time of investigation of banks.

Several committees spent the whole session of the legis-
lature in probing the affairs of the individual institutions.

The charter of the Lockport Bank was repealed on account

of violations of law. The Buffalo banks were under

injunctions. Certain bad practices were discovered in

a number of the banks by a special committee, as we

have described in a previous chapter. The bank officers

a Semiweekly Argus, Apr. 4, 1837; S. Doc. 55, 1837.
b Semiweekly Argus, Apr. 7, 1837.
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were shown to be eager for profit at the expense of sound
banking and regardless of the public interests to a shock-
ing degree. The system of supervision by commissioners
did not seem to work satisfactorily. The method of
their appointment had been changed in 1837, SO that
all were appointed by the governor and senate, instead
of two of them being appointed by the banks themselves,
as in the original law. This change brought the office
within the field of political spoils. There was growing
in the minds of the people a distrust of the old system.
It was a favorable time for political motives and selfish
interests to accomplish their purposes. It was com-
paratively easy to ring the changes on the monopoly
features of the old system, which appealed to all, and
point to abuses which seemed to condemn even the princi-
ple of the safety fund.

Consequently, in the debates on the general law, in
1838, there was little attention to the safety-fund princi-
ple. The evils revealed by the investigations of the pre-
ceding session were emphasized and attributed to the
monopoly features of the old system. In the report of a
select committee to the assembly, the criticism was made
that the law of 1829 created more banking facilities in one
part of the State than another. The western part of the
State was demanding more banks, as shown by the map
in Chapter III. The legislature was slow to grant this
section its demands, as the map indicates. Therefore,
opposition was aroused, but chiefly against the monopoly
system of granting charters and not against the principle
of note security. Jealousies were aroused between differ-
ent sections of the State. The committee felt that
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throwing the business of banking open "to all will give

the bill holder the necessary security," and the jealousies

now existing will be overcome, and capitalists will place

their capital where it can most profitably be employed.

Competition will afford the borrower adequate accommo-

dations.a

The blame for the inflated currency, during the years

preceding the panic of 1837, was placed upon the mo-

nopoly system of banking. The evils of the panic were due

to this inflated currency, in the opinion of many. There-

fore the monoply in banking must be abandoned in order

to avoid future panics. The conclusion was logical, but

the premise may not have been true.. Speculation and

overexpansion would probably have occurred under any

system, and they did so occur in every part of the Union.

It must be admitted that the safety-fund system stood the

test of the panic year, 1837, remarkably well, and no

serious failures occurred until the process of liquidation;

following the panic, revealed the bad banking and worth-

less assets of previous transactions. Whether legislation

and a different system could have prevented these is at
least open to question. This much is known, that the

free banking system, adopted in 1838, was not able to

prevent serious losses upon securities deposited for notes

until experience had taught officials what sort of securi-

ties were safe. It may be remarked also that the panic

of I857 came on with no less regularity than that of 1837.

The panic.of 1857 occurred after the system of free bank-
ing and bond deposit for notes was in full operation, and

aAssem. Doc. 122, 1838, Vol. III, for above report.
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after the safety-fund system had passed its zenith. It

does not, therefore, seem correct to blame the safety-fund

system or monopoly for panics, although some of the bad

practices under that system did promote panics. Some

of these evils were remedied by legislation and some

could not be reached.

In the debate on the general law, in the house, on Feb-

ruary i9, an amendment was offered subjecting banks to

be formed under the law to safety-fund rules, but it was

lost.a The bill was amended finally so as to require each

bank to keep 12 Y2 per cent of the circulation in specie as

a reserve for redemption of notes. The chief concern of

the bill was to protect the note holder. No mention of a

reserve against deposits w-as made in the debates. It was

not yet recognized what part deposits might play in a

panic. This was learped in 1857. The specie require-

ment was soon repealed. b The speech of Mr. Griffin in

the house on the bank bill asserted that the present bank-

ing law was contrary to our institutions and portrayed

the benefits of competition. He declared that if a man

should-be denied a discount at the counter of an incorpo:

rated bank he could turn to others without falling into the

hands of usurers if free banking should be established by

the legislature. c It had been revealed by the inquiry of

1837 that some bank officers had been guilty of refusing

discounts and later lending the money at a usurious rate,

on their own account. "No longer shall legislative aid be

a Daily Argus, Feb. 20, 1838.
b Daily Argus, Apr I9, 1838, for facts as to specie reserve.
c Daily Argus, Apr. 6, 1838.
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extended to make the rich richer and the poor poorer,"
exclaimed Mr. Griffin in the same speech.

The bill finally passed the house by a vote of 86 to 29.G

The senate adopted it with little change, except the re-
quirement of a specie reserve of 15 per cent, which was
later reduced to 1 2Y2 per cent by conference. Both senate
and house refused to incorporate the principle of personal
liability in the bill. The senate vote was 20to 8. b Under
the new law, individuals or associations were authorized
to engage in the business of banking, and to receive notes
from the comptroller, registered and countersigned, pro-
vided they first deposited with him stocks of the United
States, of the State of New York, or of any other State
approved by the comptroller, or bonds and mortgages of a
specific sort. 13y this general act each association was
authorized to fix its own name, to determine the amount
of its capital, provided always it had a paid-up capital of at
least $ioo,ooo, to fix the period of its existence, and to
designate the place of operation. No special charter was
required and no chance was given for " logrolling" in the
legislature or favoritism in the distribution of bank stock.

In case of the failure of a bank to redeem its notes after
a ten days' notice the comptroller was authorized to sell the
securities and apply the proceeds to redemption. We
have already compared the safety-fund and free banks in
the preceding chapter as to the losses sustained by the
bill holders of each during the early years of their opera-
tion. The difficulty at first was in selecting such securi-
ties as would prove -good under pressure of a forced sale.

'a Daily Argus, Apr. 6, 1838.
b Daily Argus, Apr. I8, 1838. See text of bill in Argus, Apr. 20.
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Bonds and mortgages and state stocks did not prove ade-
quate when a bank failed and they must be disposed of
on short notice. Therefore losses to bill holders occurred
under the general law until these imperfections were
amended. The comptroller, in his report for 1846, gives
the amount of depreciation upon the securities of 29 in-
solvent free banks which had to be sold to redeem notes,
up to I846. These securities were state stocks and bonds
and mortgages. New York state stocks averaged 88.5
per cent of their nominal value. The stock of other

States ranged from 49 to 73 per cent. Bonds and mort-
gages averaged 70 per cent. This depreciation meant a
loss to note holders.a In the debates of the constitutional
convention of i846 one member referred to the fact that-
the safety-fund system had been in operation for sixteen
years with i i failures, while the free-banking system had
been in operation for seven years with 29 failures. Each
had about the same number of banks. b

Thus was a new system of banking and note issue put

in operation, partly from political motives, partly because
there had developed a distrust of the existing system, due
to certain evils connected with it, but mainly because
there had grown up an intense opposition to monopoly
grant of special privileges by legislative action which
made. it possible for those who had political motives and
those who had selfish interests to .point to the evils re-

Svealed in'the old system and unite the opposition on the
principle of monopoly and natural liberty as opposed to
special privilege.

a Assem. Doc. 25, 1846, Vol. I, Statement x6.
b Semiweekly Argus, Oct. 2, 1846.
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2. CONCLusIoNS.

WHAT BEARING HAS THE OPERATION OF THE SAFETY-

FUND SYSTEM, AS WE HAVE DESCRIBED IT, UPON THE

GUARANTY OF DEPOSITS?

In- the first place, it must be remembered that the fund
in New York State proved inadequate for both notes and
deposits. The speaker of the house in 1829 had declared
'it so, and, had offered a substitute. Which provided for a
larger fund, but his amendmeat was rejected. Few
realized the fact that, as the years passed, the deposit

business *ould rapidly increase and the relative importance
of note issue diminish. When it was discovered that the

other debts than notes of the banks that failed in 1840-
1'842 would require over $i,ooo,ooo from the fund after
the application of all available assets, then the legislature

hastened to relieve the fund from responsibility for de-
posits .or any debts except notes. Therefore the safety
fund was only a security for deposits during 1829-1842.

After that date the fund was only meant to secure notes
and did that very inadequately, because of the mortgage
upon the fund already incurred from the responsibility for
all the debts of banks failing during 184o-1842.. The

legislature -did not discuss the question of guaranty of

deposits when it made the change of law in 1842. It was
confronted by a condition. Besides, the deposit business
had not developed to the point where losses to depositors
fromn failure of banks outweighed or even approached the.
losses to the public through. bank notes of -insolvent
institutions.
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.The following table a will show the development of

banking through the entire State. All banks, both free

and safety-fund, are included, since it is the purpose to

show the growth of capital in banking and the corre-

sponding increases in deposits, circulation, and specie,

with their relation to each other.

[Amounts are expressed in millions of dollars.]

Ya. Number

Year of bnks. Capital. Loans. Deposits. Notes. Specie.

1836----------- . 86 3.3 72. 5 29. r :I. 1 6.2-

1837 ------------ 98 37.1 79.3 19 3 14.2 6.6

1838 ---------- 95 36.6 61. o S .7 22.4 4.I

r840 ----------- 96 36.8 52.8 x6. I' lo.6 5.9

1843 ---------- 37 43.4 6r. 5 27.4 17. 2 I.5

1846 ---------- 55 43.0 72.0 30.6 22.3 8.0

1849 ----------- 92 45.5 90.2 38.2 24.2 8. r

1852 ---------- 240 59.7 127.2 6S.o 27.9 13.3

1853 ---------- 280 79.0 145.9 78. 1 32.6 '4. X
z856 ---------- 303 96.4 183.9 96.9 34.0 12.9

1857 ---------- 11 107.5 170.8 83.5 27.1 14.3

858 ------------ 301 110.3 192.2 108.2 28.5 28.3

186o- ----------- --- 306 .8 200.1 1 1,6.2 3 1. 8 21.7

From the above table it will be clear that between 1836

and i86o the banking business had been rapidly changing

in character. The banking capital, increased very lowly

up to 1850, and then with extreme rapidity up to the

panic of 1857. It was another period of speculation.

But the thing that appears most striking in this table is

the great increase in deposits and the relative decrease in

the use of bank notes. In 1840, when the serious failures
.of safety-fund banks were taking place, deposits amounted

to i6,i millions; in i86o they had increased over seven-

fold, while the capital had increased only threefold.

QBankers' Magazine (N. Y.), Vol. XI, 3d ser., March, 1877, p. 665.

24635-10-25.
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Circulation, on the other hand, had increased only three-
fold from i 84o to i 86o, or, since the circulation wa very
small in 1840, if we compare 1837 with i86o, the increase
is less than 50 per cent, as compared with over 70c per
cent for deposits and 300 per cent for capital. The specie
held in the vaults had increased about fourfold, but when
the great increase in demand obligations of depositors is
considered, this increase was entirely inadequate. It only

.constituted in 1857, when the panic came on, about Q
per cent, or a little over one-eighth, of the combined obli-
gations to depositors and note holders. That $i in specie
should be considered sufficient basis for $8 in notes and

.deposits was absurd. This amount, it will be remem-

bered, was almost the exact amount. of specie required in
the law of 1838 against circulation alone. Evidently
banks did not realize until the panic of 1857 that deposits
now constituted the danger point in banking and must be
covered by a reserve, as well as notes. in fact, the notes
of the free banks were covered by securities, but the de-
positors depended upon the available resources of the
bank for prompt payment. We are better prepared to
understand the serious panic of i857 after the examina-
tion of the table.

In 1858 the report of the banking department stated:
"The error of the day has been in considering a specie
basis of, say, one to eight or nine of immediate liabilities
sufficient to sustain specie payments unless entire confi-
dence was maintained between the debtor and creditor."a

The report goes on to say that the banks suspended
because of the home demand for coin. "Experience, for

aAssem. Doc. 4, 1858, Vol. I, p. 8.
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the first time, has shown the bankers of New York that
there is such a thing as suspending specie payments from
an internal demand for coin" (p. 14). The pressure
caused large demands upon the country banks for re-
demption of their notes. Many of the free banks could
only do this by withdrawing their securities from the
banking department and returning their notes. They
had no adequate reserve from which to redeem notes, and

their capital was tied up in the securities deposited in the
banking department. There arose a distrust among the
banks themselves, and when a bank could not redeem all
notes presented at once it was posted as suspended. By

October there was a list of 30 such banks published as
failed in the papers. The public took alarm, depositors
started a run on banks, and suspension was inevitable,
since the reserve was not adequate for both notes and de-
posits. The report goes on to say that such a state of
things was new and had not been dreamed of by bankers
themselves. a The greatest danger to the banker, as well
as to the public, lay in the large amount of his deposits,
and the least in the currency he issued. This was a re-
versal of the situation in i84o-i842. The report claimed

that the situation had been aggravated by the banks pay-
ing interest on demand deposits and country-bank bal-
ances. The same is often claimed .to-day. This makes
the banks borrowers as well as lenders and reverses the
system of sound banking. The report condemned the
practice as promoting speculation and curtailing bank-
note issues. The report concluded by recommending
that a 20 per cent specie reserve be required for deposits,

a Assem. DoC. 4, "1858, Vol. I, pp. 17-18.
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but that the country banks outside of New York, Albany,
ahd Troy be allowed to count as specie their balances in
the redemption cities (p. 31).

The need had now become clear of in some manner pro-
tecting depositors. The report above quoted recom-
mended that this be done by requiring a specie reserve of
20 per cent. Already the constitution of 1846 had pro-
vided for the personal liability of stockholders to the
amount of their shares of. stock. In our national bank-
ing system we require a specific minimum reserve and
provide for several examinations of each bank through
the year. without warning, besides the liability of stock-
holders, detailed reports, and other restrictions to insure
the solvency of the banks.

The question recurs as to why bank deposits should be
guaranteed by a safety fund contributed to by all the
banks. A report of the committee on banks and in-
surance companies of the senate of New York in i849

referred to the note holders as" involuntary creditors " of
a bank. They receive the bills that pass current as
money, and for the most part can not discriminate be-
tween the good and the bad. Bank notes pass current
more readily than checks because the bank is better
known over a wider area, and the note is, therefore, more
acceptable than a personal check; but its acceptability
depends upon its security. The same report referred to
depositors as voluntary creditors and therefore not in
need of the same security against loss as the note holders.a
This was the trend of opinion at that period, but at that

a Bankers' Mag. (N. Y.), vol. 3, May, z849, p. 68-.
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time deposits had not yet assumed their present impor-
tance and therefore the issue was not so urgent.

On the other hand it has been shown that if the law of
1829 had been from the first responsible only for notes
and amended as it was after 1846, it would have been
entirely adequate to protect the note holder. The assess-
ments to keep it good would have been much less than
they actually were. It might be said that the assess-
ment should, logically, be levied on the average circula-
tion rather than on capital, as was the case in New York

State. It is so levied under the Canadian system, which
operates successfully.

The safety-fund idea was adopted by other States than
New York. In Ohio the branch system of banking was
used. After the law of 1845 was passed, each branch was
required to deposit with a central board of control io per

cent of the amount of its notes in circulation, either in
specie or in bonds of Ohio or the United States, as a pro-
tection for the note holders of any or all the branches.

Each branch was liable for the notes, but not the general
debts, of the other branches. In case of the failure of a
bank to redeem its notes the board of control assessed
the other branches pro rata to pay the note holders.

The branches were reimbursed from the assets of the
safety fund as soon as they could be converted into cash,
and the fund, in turn, was reimbursed out of the assets
of the failed bank before any other creditors were paid.
The system worked successfully in Ohio as* in several
other States.a It is to be noted that the size of the
fund in this case was io per cent, and that it was levied
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upon the average circulation. This itself was somewhat

of a check upon excessive circulation. . In New York

State the assessment on capital had no relation to the
amount of notes issued and therefore did not afford this

check. Besides, the method of levying upon capital ex-

cited the opposition of the city banks, which had large

capitals and relatively small circulation, while the coun-

try banks had small capitals and relatively large circula-

tion.




