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GUARANTY OF BANK DEPOSITS

CHAPTER I.
Development of the Guaranty Idea
When the institution which we call the bank sprang up

in Americe the question of the guaranteeing of bank depos-

its sprang up with it. At that time the bank was an insti-

tution which took in the money of a depositor and allowed
him to draw on it by check. The plan also allowed the bank
to loan out part of the deposit at a higher rate of interest
in order to make profitable such an institution. Naturally
there arose the question of what amount should be held as a
reserve by the banker in order to meske sure he would be able
to0 pay all demands msde upon deposite undér ordinary circum-
stances. This reserve was placed at a low percentage in the
first class cities, a lower percentage in seéond class cities,
and a still lower percentage in third class cities dy our
National banking laws. However this does not apply to state
banks. This scale was adopted because the demand for reserve
varies according to the population. Again the percentage may
e kept partly in cash and partly in deposits in other banks.
When money was placed in these institutions there was
Plainly responsibility placed on the institutions by the
depositors. To make sure of his money the depositor was soon
also guaranteed by a double liability clause. By this, each
8 tockholder of the bank is held liable for the debis of the
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bank to twice the amount of the par value of the stock
which he owns. This is, in reality, the first instance
which can be called a guaranty of bank deposits. Other than
this very 11ttle>ﬁae added to guarantee the depositor except
improvements made in the system of inspection provided by
the banks themselves and by the Federal Government for nat-
ional banks.

However, in 1829, under the New York Safety Fund system,
which was created to secure note-holders against loss in the
case of bank-notes, some attention was given to the guaranty
of bank deposits. This law was intended by the legislature
merely to secure the holder of a state bank-note against loss
in case of the failure of the bank and the fund was created
by subscriptions from the various banks in New York. They
wére to pay into the fund one-half of one percent of their
capital until they should have pald in three percent. How-
ever, the law was poorly worded and customers of falled banks
who had lost thelr money on deposil by testing the law in
the courts succeeded in getting it so interpreted that it
meant the guaranty of all bank debts, or in reality, from
that time, the fund was not only to redeem bank-notes of the
bank which had failled but also the fund was to be used to
pay all depositors of the falled bank. This, then, became a
guaranty of bank deposits but 1t was not a success, In khe
panic of 1837, ninety banks failed in New York alone. (a)
The heavy demand made upon the fund under the new interpre-

(a) Laughlin's Latter Day Problems, page 205-72.
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tation caused 1t entirely to disappear. Attempts similar
to this were made in other states and all of them resulteq
in failures. (b)

After this, little agitation appeared until the follow-
Ing century. One or two minor instances will be mentioneq
later which happened before that time. However, the next
great agitation took place in 1907. This Tollowed the rang o
of that year, which was called a bankers panic because the
bankers were forced to refuse to pay depositors their noney
except in small sums and in many instances they paid them 1,
cashier's checks or other forms of credit money. Those whgo
had money in the bank began to wonder if the bank had the
right so to hold their deposits and began to demand some neas-
ure by which they might be made more secure and be able te
get their deposits whenever they might choose to demand tiem.

This demand came mostly from the middle western states.
The money in these states consisted mainly of actual cash
which the farmers had deposited in the local banks and the
local banks had in turn sent it to the New York banks whexe
they could secure interest on the same instead of holding 1t
as 1dle funds in the local bank. When the ranic came this
money wasg held in New York and so this middle section of the
country became uneasy and demanded some form of a guaranty
measure,

In the presidential campaign of the following year both
parties took up the agitation. Ifnder the leadership of

(b) Journal of Political Econemy. vol. 17, p 85-8
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My. W. J. Bryan, the democratic party, when it met in Denver,
placed the following plank in its platform: "We pleadge our-
selves to legislation by which the national banks shall be
required to establish a guaranty fund for the prompt payment
of the depositors of any insolvent national bank, under an
eguitable system which shall be avallable to all state bank-
ing institutions wishing to use it." (a) This would bring
about a compulsory guaranty. Mr. W, H. Taft, of the Repub-
1 3ican party, in opposition to Mr. Bryan and still wishing to
caater to this demand for a guaraﬁty, proposed a voluntary
insurance in the place of a compulsory guaranty. (b) Neither
pa.rty spent much time in showing the fallacy of the other's
guaranty plan but impreésed the people with the fact that it,
1 elected, would secure for them a guaranty of thelr depos-
its,.

Another prominent factor in the development of this idea
of the guaranty of bank deposits was the writings of the lead-
ing economists, pro and con, and the comments by the editors
of our leading journals. General A. B. Nettleton informs us
thet the guaranty of bank deposits is not a new thing since
a group of one hundred banks in Georgia and Florida have a
matual depositors guaranty fund held in trust and bearing
1nter_eet,which is proving & success. (e¢) Again, in Mexico
there is a voluntary league. Thia‘ plan was adopted by Pres-
ident Diaz and there has been no failure under it as all banks

(a) Outlook vol. 90, pp 60-1

(b)) Nation vol. 87, pp 220-1
(¢) Review of Reviews vol. 37, pp 340-=7



come to the relief of any weak institution. More than this,
prior to 1907 depositors could insure their deposits by pay-
iné one-fourth of one percenﬁ per annum to an insurance com-
rany. Banks also insured their deposits in other banks in
this manner. Mr. Nettleton says: "The panic of 1907 shows
that an insurance is needed for édepositors, banks and com-
munities." Likewise, Mr. Albert Shaw says: "We need confi-
dence between the bank and the depositor." (a) There are
twenty-four thousand banks in the United States who borrow
the public's money and loan it. They used thirteen billion
dollars in 1907 and gave no security. Ethically, bankers,
refusing to pay depositors during the panic, were doing a
wrong. A guaranty system will remedy this. The Democratic
party favored a national guaranty to which each ﬁank should
remit a small percentage of its capital every year for five
years and then the total fuﬁd collected should be used as a
guaranty of deposits. They believed this would pay the depos-
itors at once and then the fund might be reimbursed from the
assets of the falled banks. They would have the Government
set a standard to which the banks must rise before it could
participate in the fund. The amount and the time of the ass-
essment should be left to the Comptroller of the Currency.
They claim this will render all banks sound. They propose
to 1imit the limbilities of any one bank by limiting depos-
its to ten times the amount of the paid-up capital and

(a) Review of Reviews vol. 37 pp 340-5.



surplus and also 1limit the amount of interest and the rate
to be paid on deposits.

Mr. Bryan was of the opinion that the way to get rid of
the poorer banker would be by drastic legislation and by a
system of supervision of the weaker banks by the stronger,
that is, by mutual cooperation.

Mr. E. B. DeBell suggested a plan whereby Congress should
set aside a fund for the purpose of paying depositors their
losses the same as Congress appropriates money for other pur-
poses. This plan is perhaps the most radical of all those
suggested. (a)

Mr. W. F. McCaleb states that we had to have some form of
guaranty and that because of the failure of our banks to adopt
some plan the National Government was forced to do so and as
a reéult of this we have the Postal Savings Bank. (b) Mr,
Horace White asks why an additional guaranty is demanded for
all public deposits and none is given to individual deposits.
()

Prof. David Kinley opposes the guaranty plan because he
thinks it will encourage wild-cat banking, cause the weak to
be carried by the strong, cause the depositor to cease dis-
criminating as to the bank he will use and as a result good
benks will not grow any faster than bad banks.

(a) Harpers Weekly Jan. 25th 1909.

(b) TForum for June 1912.
(e) '"Money and Credit" Horace White.



He says it is all right for Savings Banks to guarantee
their deposits. However, he shows that commercial banking
is far different in that here deposits are made by loans;
and to guarantee such a deposit is the guaranteeing of cred-
it. He also says 1t is a blow at independent banking, a tax
on banks for what they lend, a double guarantee on bankers
deposits. He shows that the tax will either raise the dis-
count rates or lower the profits of banking and probably
the first, and thus the depositor will pay the insurance.
Why not let those depositors who desire insurance get it
themselves and not cherge those who do not care for it and
are not entitled to any insurance? (a)

Prof. J. L. Laughlin, an authority on banking, says that
the purpose of a guaranty is to distribute the losses among
& number. of innocent banks instead of on & number of inno-
cent depositors. It is impossible to guarantee payment at
once because ithat would demand too large an idle fund. In
1907, for example, it would have taken over $100,000,000.00
and a guaranty is not good in the hour of panic unless it
will provide immediate payment. It is a guaranty of cred-
itors because no distinction ié made between the saving and
commercial accounts. Why should all suffer rather than siwply
the wrong-doer? (b) The idea, as Mr. Laughlin sees it, is
to relieve the banker from the responsibility of using bad
Judgement. If we do this, we must protect all creditors.
"A demand," says he, "for guaranty of all deposits is rank

socialism and we should rrotect ourselves rather by perfect-



ing our present banking system."

Mr. Paul E. Moore is of the opinion that the advantages
at first evident are: insurance against loss, stoppage of
runs, hoardings and panics, but he adds that on second
thought, defects are manifes%,such as injustice t¢ the banks
paying losses of poorer and weaker banks, encouragement of
wild-cat banking, the impossibility of paying all depositors
at once ,and the fact that it is in substance a guaranty of
bank loans. (c)

Dr. Raymond V. Phelan of the University of Minnesota,
states that the real argument in favor of the guaranty of
bank deposlits is to bPring about & unity and still maintain
& large number of banks and that the real argument in oppo-
sition to the guaranty of bank deposits is the movement in
the direction of adopting a plan of insuring honest and ef-
ficient banking through inspection and censorship exercised
by the banks themselves acting collectively through the
Clearing House Association. (d) He concludes by saying:
"voluntary self-inspection through the Clearing House As-
sociation is better than compulsory government guaranty and
does not tie up large funds in insurance,"

Mr. Thornton Cooke sums up the arguments for both sides
as follows:— Those in favor of it advocate that the guaran-

(a) Review of Reviews vol. 37, pp 345-7

(b) Latter Day Problems by Laughlin. pp 205-72

(¢) Nation vol. 87, pp220-1
%d) Moody Magazine.
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teeing of bank deposits will prevent individual distress
which always follows a bank failure; that it will prevent
embarraé?enta in other kinds of businessy that it will pre-
vent panics; that it will prevent the closing of sound banks
by runsy that it will increase the use of banks by the gen-
eral public and that it will provide a guaranty for private
funds the same as is provided today for public funds. Those
opposed to the guaranteeing of deposits maintain that it 1s
unnecessary and there is only a small demand for it; that
it will not prevent paniecs; that it will not prevent wild-
cat bankings that it is unjust in that the sound banks must
then pay the losses of the poor banks; that the cost of prem-
ium is more than the benefits derived; that it is a double
tax on bankers deposits; that the risk of any one bank can-
not be limited and that it involves too much interference
with banking. (a)
An examination of the various state statutes reveals

the fact that Oklahoma was the first state to pass a law
guaranteeing bank deposits. This state passed such a law in
December 1907. In less than two years both Kansas and Ne-
braskea followed her example and passed similar laws. In
1909, Texas passed a law guaranteeing deposits and South
Dekota passed a substitute measure providing for an organ-
1zation of banks to insure deposits. Colorado put a bill
through both houses similar to the Texas law but this was

(a) Quarterly Journal of Economics vol 24, PP 85-108.
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vetoed by the Governor. The Senate of Missouri passed such
& bill but it was not susteined by the House. A plan has
been suggested In the State legislatures of Illinois, Ore-
gon, Washington, and California but failed in all these in-
stances. At the present time there is much agitation in
faver of a national guaranty of deposits and for some amend-
ments to the laws in Kansas, Oklahoma, Texas and Nebrasks..
Thus we now have a law operating for the guaranty of
bank deposits in four states. An attempt will be made to
trace the history and operation of the law in Oklahoma and
Kansas, followed by a survey of similar laws in other states ,
and conclusions will be drawn from the experience of such

legislation.



2 |

CHAPTER IT.

The First Guaranty Law - Oklahoma.
(1) Oklahoma, being the first state to pass such legisla-
tion will first be discussed.

In 1907, Oklahoma was a state of seventy thousand square
miles, of over one million population and was in the early
stages of its development.

The panic of 1907 whieh was precipitated among the bank-.
ers of New York City, Chicago, St. Louis ard Kansas City Wik
other reserve cities, they being compelled to refuse to pay
out specie at the time. The tightning was felt through-out
the whole country and particularly in Oklahoma. These finan—
cial centers are mentioned because they were the ones with
which Oklahoma did its business, particulatrly is this true
of St. Louis and Kansas City. Business in Oklahoma came to
such a stand-still that on October 28th, the Governor de-
clared a legal holiday for & week in order to assist the
bankers in protecting themselves. However, this accomplish-
ed nothing. Meetings of bankers and politicians failed to
relieve the money market. A plan of insurance was proposed
but was turned down by the national bankers. When the legis—
lature of Oklahoma met in December, one of the first things
to come up was this matter of the guaranty of bank deposits
and on December 17th, 1907, a bill was passed providing for
the guaranty of bank deposits. (a)

(a) Querterly Journal of Economics vol. 24, pp85-108.
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This first bill provided for a levy of one percent on
all deposits of state banks except gtate or national depos-
1+g ctherwise secured. A Banking Board was appointed con-
sisting of the Governor, twe members appointed by him with
the advice and consent of the Penate, and the Bank Commissioo
ner as ex-officio secretary of the Board. All banks were
compeiled to pay this levy and must submit to a special
examination and come up to the standard set by the Bank Com—
missioner before they could participate in the guaranty.
The Board was to levy and collect sufficient amounts %o
meintain the fund at one percent of the deposits. New barks
were allowed to enter by paying three percent of their cep-
jtal subject to an adjustment at the close of the year on
the basis of one percent of their deposits. All trust com-
panies and nationsl banks were allowed to participate after
submitting to the examination and paying to the fund one
percent of their deposits. (a) By an emendment passed in
1908 all trust COmﬁanies and private hanks were compelled
to contribute to the fund. No provision was mede for the
banks to withdraw their contributions from the fund.

(3) At the time this law went into effect there were four
hundred and sixty-eight banks in Oklahoma. The banks at
this time were in a better condition for & trial of this
pature than were the banks of any other state. Their fi-
nancial future was very bright, it being a new state.

With the admission of Oklehome as a state one hundred and
(a) Chap. VI. of Session Laws of Oklahoma, 1907-8
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seventy-five banks, which had formerly been free from in-
spection, being in Indian Territory, now came under the
care of the State Bank Bommissioner. All of the four hun-
dred and sixty-eight banks were examined during the sixty
deys previous to the time the bill went into effect, which
was the l4th of February, 1908. A few banks were required
to liquidate and others were given & short time in which to
conform with the law and its provisions. The banks of Okle-
homa went inte the guaranty with practically a clean slate.
(4) Just after the law went into effect the Noble State
Bank asked for an injunction restraining the State Banking
Board from enforcing the law, on the grounds that the bank
charter rights were not subject to change by the Legislature
and that the exact contributions to pay the depositors of
the failed banks would be depriving the banks of their prop-
erty without due process of law. However, the Supreme Court
of Oklehoma ruled that the charter was framed under conditi-
ons that made the bank's rights subject to legislative amend-
ment. The Court further stated that the assessments were:for
safe-guarding the public in ite dealiings-with Benke-and there-
fore poiice power of the State could levy them amd meoreover
they were only taken for a:cosideration of guaremty:. (&)
This case wae appealed to the Uhited Statee Spreme Court
end the decision of the férmer court was upheld,. Iﬁgﬁiot‘
Hoimes;. of the Coirt sadds: "Ah ulterlor public advemtage mey

Justify a.comparatively insignificant taking of privade
(a) Quarterly Journal of Economics vel. 24, pp85-108
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property for what, in its immediate purpose, is a private
use. The shars of each party in the benefit of a scheme of
mutual protection is sufficient compensation for the corre-
lative burden that it is compelled to ussmme."(b) Thus the
constitutionality of the law in Oklashora was assured.

In May, 1909, & further addition was made to the law in
regard to subsequent assessments. It was provided by the law
at this time that one-fourth of one percent of the deposits
should be collected each year until the fund should equal
five percent of the deppsits. Thersafier sufftcient contri-
butions were to be collected to maintain the fund at five
percent of the deposits, but assessments were not to exceed
two percent of the banks deposits in any one year. (a) This
change was no doubt made so as to be less of & burden on the
banks, and in the second place enlarged, owing to the rapid
growth of deposits and the inoreased risk. Under such rapid
growth it was felt that a larger percentage should be carried
as a fund to guarantee the payment of the deposits at onece.
This additional law went into effect iune 1st, 1909. OCircum-
stances from time to time have made it necessary to remodel
the law and in Jenunary, 1911, a bill was passed which did so.

On the Statute books of Oklashoma today this law provides:
Firast, & banking board of the Governor and two members ap-
pointed by him with the advice and consent of the Senate, with
salaries of $6.00 per day and expenses. The Bank Commission-

er is ex-officio member of the Board. The Board is to have

(a) Session Law of Okla. 1909. (b) Outlook vo0l.97:48
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supervision of the depositors Guaranty Fund. The Bank
Cormmissioner's salary is fixed at $4,000. & year with
twelve assistants, who are to possess at least three years
banking experience. Omne of these is to be the Building
and Loan Association Auditor and is chosen by the Commis-
sioner and the Governor. The salary of each assigstamt is
$2,000. per year.

Jecond, an assessment is levied against every state bank
or trust company egqual to five percent &f its daily deposits
of tha past year in order to create the bank guaranty fund.
One-fifth of the assessment is to be paid the first year and
one-twentieth of one percent each year thereafter until the
assessment is fully paid. The regular assessments heretofore
levied are to be déducted fror the five percent assessment.

Third, banks must report their daily deposits every year
beginning the first year after the act is passed. If the
report shows & higher average of deposits than those on which
they are paying en assessment, the bank must mak¢ up the de-
ficiency on the first subsequent payrent, by giving credit to
the fund and issuing special certificates of deposit payable
to the Bank Commissioner with four percent interest.

Fourth, the State Banking Board may levy emergency assess-
ments but never in excess of two percent in any one year. If
this is insufficient the Board may issue certificetes of in-
debtedness to the depositors bearing interest at six percent,
payable at the eall of the Board in the order of their issue,
out of the emergency levy of later years. They shall levy
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two percent each year until the fund is replaced and all
liabilities are paid. As soon as asssets are realized on
by the Commissioner from the failed bank, they shall be
applied to the guaranty fund and toward refunding the emer-
gency levy which followed the failure of the bank.

Fifth, the guaranty fund collected under this act, shall
be deposited with the banks who paid it, in emchange for
certificates of deposit to the Bank Commissioner with four
percent interest.

Sixth, new banks shall pay three percent of their capital
into the guaranty fund upon epening for business snd it shall
be adjusted accofding to their deposits at the end of the
year. This clause is not to hold in case of reorganization
or consolidation.

Seventh, when the Bank Commissioner takes charge of a
bank, he shall pay depositors in full. If the funds obtained
in liquidation are insufficient, he shall draw on the guaran-
ty fund, and in return, the Bank Commissioner shall take a
first lien on the failed bank's assets and likewise on all
liabilities against the stockholders, officers, directors or
other persons or corporations or firms owing the said bank.

Eighth, the Bank Commissioner shall issue certificates
to each bank, as it complies with the act, stating that the
bank has complied with the laws of the state for the proteec-
tion of bank depositors, and that safety to its depositors is

guaranteed by the Depositors Guaranty Fund of the State of
Oklahoma. This ceertificate shall be conspieuously displayed
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by the bank. The bank may print or engrave on its station-
ery or advertising matter words to the effect that deposi-
tors are protected by the guaranty fund, but such banks are
never to advertise that depositors are proteected by the State
of Oklahoma, under penalty therefor of not over five hundred
dollars fine and thirty days in jail.
¥inth, any bank, complying with these laws, shall be

eligible &s a depository for part of the guaranty fund or of
any state funds upon compliance with the laws of the state
relating to deposits of public funds. The Bank Commissioner
may call on any bank under this act for a report of its con-
dition at any time.(a)

| The effeet of this law on state banks was very notice-
able. There was an immediate increase of state banks due to
the conversion of national banks. Just after the law was
rassed ninety-seven national banks submitted to the examina-
tion and applied for participation in the guaranty fund.(db)
However, Attorney General Boneparte declared that national
banks could not guarantee payment of loss in other banks and
so the Comptroller of the Curreney, ¥r. L. 0. Murray, noti-
fied the national banks and they were not allowed to parti-
cipate in the fund.(e) In 1908, fifty-efght national banks
withdrew and took out state charters. Between the 14th of
February and the 1st.of September 1909, there were chartered

one hundred and seventy-nine state banks. udany of these were

(8) Session Laws of Okla. 1911. (b) Lst. Annual Keport of Okla.
(e¢) Independent v0l.65:418-9
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created because of the demand for the guaranty of deposits by

the farmers. Sore were chartered and run in connection with

national banks merely to hold their farmer depositors. (d)

In 1909, nineteen more national banks withdrew and took out

state charters in order to use the fund.

In the first four months &he deposits of the state banks

inereased #3,000,000. and the national bank deposits decreased

$2,000,000. (a) By June, 1909, the deposits of the state

banks had inereased fromw eighteen million to forty-three

million dollars. Some of this money came from the school fund,

sore fror the banks which gave up their national charters and

gore from other states.

An example of the rapid growth is

best shown by the increase in deposits of the Columbia Bank

and Trust Co. of Oklshoma City, which came to be the largest

bank in the state. The

In September
In November
In PFebruary
In June 1909
In September

deposits

1908 -
1908 -
1909 -

1909 -

of this bank werec as follows:

- $ 365,686.01

602,529.90
1,111,805.64
2,345,100.33
2,806,008.61

| I T R |

(b)

The following statistics show how the law attracted

money frox other states.

In Arkansas;

Ve

16 nat'l banks in 8 counties adjoining Okla. Gain in '09,only 7.2

whide other ecounties show & gain of 22.5

% the same year.

The following figures from the seme table of statistics

show the reasction after the law was put to a severe test.

In Arkansas

16 nat'l banks in 8 eounties adjoining Okla.
while other national banks in Okla in the same ye

(a) Quarterly Journal of Economies vol.24:85-108

(b) & (d) Seme as (a)

Gain in '30 21%

ar gain 12:5%
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tn Texas

67 bapks in 20 counties adjoining Okla. Gein '09,only.8%

whil ‘&emaining 460 banks gain in the same year 3.2%

67 banks in 20 counties adjoining Okla. Gain '10, 14.6%
while 460 remaining banks gain in the seme year only 10.5%

In Kansas
34 banks in 14 counties adjoining Okla. Gein '09,only 10.7 %
Thile 170 bunks in ssme part of Kansas gain in same year, 15.4%

34 banks in 14 counties adjoining Okla. Gain 'I0,10.6%
while 170 banks near by gained in same year only 6.4% (c)

These statisties show the rapid decrease of deposits in
banks adjoining Oklahoma after the law went into effect.
However, they also show that the rapid inerease in Okla. was
only temporary and that a resaction set in a&s soon as the wave
of the law's popularity had passéd and it had proven itself
unable to pay depositors in cash at once.

(7) As to the effect upon national banks we find that ninety-
seven at once tried to take advantage of the guaranty fund,
but when they were refused but fifty-eight gave up their char-
ters and took out state charters in order to use the fund.(s)
Some national banks found their deposits falling off because
of a lak of a guaranty similar to that offered by the state
banks and 8o they secured a state charter and ran a state bank
under the same management as their national bank 4in order to

hold those depositors who paid in cash and wished the guaran-

tee feature in connection with their deposits. liany of the

national bankers of Oklahoma said they believed the law wrong
in theory and econoxy but they were obliged to comply with it

in practice in order to hold their customers. One banker states

(2) Q.J.0f%. v01l.24:85-108 (&) Journal of Pol. Eco. v01l.19:131~
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that the law took his business and gave it to the state banks
in spite of the strength and personality which had built up
the bank to its present state.

Mr. H. H. Smock, the first Bank Commissioner of Oklsahora
under the law, states:"The law was most effective 1in the benks
of srall communities. The state banks were all compelled to
t=ke out th:ir share of the guaranty fund while some few na-
tional banks in the cities doing only & commercisal banking
business wers able to withstand the strong popularity of the
guaranty law." By the first assessment in Oklahora $150,000.
was collected by the Board, $110,000 being invested in state
warrsnts and the remainder placed in banks at three percent.(a)

One or two minor failures might be mentioned before we
exarine the great and sever test of the fund. In May 1908,
the State Bank of Colpate f.iled owing its depositors $37,000.
Ihes Board at once took charge of the bank and were able to
gecure frorm the bank $13,000. and by drewing on the guaranty
fund for $24,000. they paid all depositors in full on derend.
After the liguidation of the bank the $24,000. was returned
to the guaranty fund.

Another rinor failure was that of the State Bank of Kiefer.
This failure was due to the failure of the Farmers lational
Bank of Tulsa. The state bank had $30,000. deposited in the
national bank and so was draﬁn under by the failure of the
latéer. The Board at once took charge of the bank and drew
from the guaranty fund 340,000.\to pay losses and after set-
tling the affasrs of the bank they returned to the gusrenty
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fund $38,000. from the assets of the bank.(a)

In September 1900, came the first real test to the new
law. At this time the Columbis Bank and Trust Co. , being
the largest bank in Oklahoma, failed. The total liabilities
of the bank at the tire it failed were:

Individual Deposiks - - - $1,165,747.42
Savings Deposits - - - - 75,061.36
Certificates of Deposit - 353,184.86
Bankers deposits - - - - 1,293,385.73
Cashier checks - - - - 10,090.96
Certified checks - - - - 3,577.60

POTAL ----—§ 2,901,047.93

At the time thie bank feiled there was in the guaranty
fund only $400,000., $76,000. of which had been placed in
the Colurbia Bank and Trust Co. The Board immediately took
charge of the bank and finding & debt of over $2,000,000.
they at once levied the limit of two percent on all banks.

However, there was such an uproar from the banks that the
assessment was finally cut down to three-fourths of one percent.
This uproar came mostly from eleven banks but they finally

paid the assessment rather then give up their chartery.

The cause of this uproar was that the Board, in view of
the fact that all depositors could not be pasid in full even

out of the fund, adopted the policy of paying the em&ll indi-
vidual depositors firsf,and therefore the banks were displeased
because they must pay the asgessrent in order that the fund
right be made large enough to pay all losses and then not
receive their deposits from the closed bank at once. This
assessrent of three-fourths of one percent yielded $248,000.
-Mr. W. L. Norton, the president of the failed bank and also a

(a) Heview of Reviews ¥ol. 37:340-1
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holder of much of the bank stoek of Oklshome state banks, with
a few other men helping him, paid to the Boarda $863,600. The
assets realized from the failed bsnk by the last of October
were $1,199,600.63, thus making & totel of ¥#1,763,200.63

By the last of October all of the individual depositors
had been paid and all bank deposits except #411,000. In two
ronths the amount due banks was cut down from #1,300,000. to
$190,000. On Decerber 6th, the State Banking Board advertised
that they would pe ' 8ll individual and time deposits. “he
total expenses of liquidation were $2,400, (a) Just after
this failure four state banks merged with national banks and
g8ixty-five state banks asked for nationel charters. (D)

By October 30th, 1909, $503,000. of the guaranty fund
hsd been paid to debtors of the Columbie Bank and Trust Co.
By the 1st. of January 1911 the total net collections for the
fund arounted to $818,740. and the amount remaining in the
fund at that date was $333,787., the net loss to the fund
being $484,953. An emergency assessment of one percent was
levied on the first of March 1911, to restore the fund.(b)

A report of the workings of the law up to May 1st, 1911,

showed that $878,352. of the juaranty fund had been used up
in three years. Ten banks had been recipients of the fund and
one failure of $600,000 was due entirely to bad management.

The fund at this tire arounted to $36,292. At this time at-
tention was drawn to the fact that a bank of $10,000 capital

and $100,000 deposits,in pesying en assessment of one percent,

(a) Q. J. of B. v01.24:327-91 (b) Independent vo0l.98:89-90
(¢) Money snd Banking by Horace White.
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would pay its earninggfor the entire year of ten percent on
its capital. (a)

Fror a report made June 7th, 1912, we find there wers
638 state banks with $10,000,000 capital and $42,000,000
deposits. In 1908, there wére but 460 benks. During the
four years since the passing of the act 93 national banks
were either liquidated or changed to sLate banks and only ten
actually changed to national barks. The guaranty fund at
this time amounted to $200,000 and there were no outstanding
liabilities.(d)

Mr. H. H. Smock, the first Bank Commissioner under the
new law, favored it, enforced it rigidly and did all that
he could to make it a success. MNr. A. M. Y, ung, the Commis-
sioner who succeeded Mr. Smock, also favored the law and did
equally well in rmaking it a succecess. In his report he states
that fifty percent of the fund is kept in six percent state

warrants and the rerainder is kept in banks at three percent

and subject to check ,and the interest thus derived has been
more than enough to pay &ll expenses of the Board and of fail-
ures under his asdministration.(b) Mr. E. B. Cockrell, the

Commissioner who followed Mr. Young, did not thirk the law

just and recommended its repeal. Governor Cruce often went
on record as famuvring the law.

Certain additions to the general banking laws of Oklshoma
during this period should alsc be noticed in considering the
growth during this period. These are partially the cause of

(a2) oOutlook v0l.98:89-90 (b) 2nd. “eport of Com. of Okla.
(¢) Foruw for June 1912.
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the success of the state banks. The most importent additions

were:

First; Bank Directors must own $500 worth of stock free.

Seonnd; Managing officers cannot borrow money frorm their bank.

Third; Loans to any individual shall be limited to twenty
percen: of the capitel stock.

Fourth; The Bank Commiseioner shall have power to remove &ny
officer for sufficient reasons. (a)

Thus after five years experience, we find the law still
operating in Oklahora. The question of justice arose in re-
gard to whether the state had a right to pass a law compel-
ling all banks to participate,end,after due testing et by
the courts,the law was decided to be just. The assecssment
the first year was one percent. <This sounds low but when gne
considersa cuse of a bank of $10,000 capi&al and $100,000
deposite this one percent of deposits arounts to ten percent
of its capital which teies all its profits. By June 18%t,1912
the baenks had paid into the fund over $1,000,000 but owing to
the faeilures and losses, only one~fifth of that amount remains
in the fund at the present time. <he law has taken thirty
percent of their capital in five years or an average of six
percent per year and has not given ther ample returns for this.

‘ne law states that depositors shall be paid in full at
once and yet with the first real t-ost funds were not to be
had to do so. Thus actual praciice has shown this rart of the
law to be wrong and some substitute must be worked out for
this. Again, the law provides an emergency levy of two per-
cent,and yet under it they are unable to collect over three-

fourths of one percent at the first emergency. Experience has

(a) 1st. annusl “eport of Bank Com. of Okla.
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taught them that this is too much to be exacted at one time,
and more especiclly in a time of stringency. Oklahorus made
another mistake when they permittted banks to pay four percent
interest on deposits. *his drew much money from other states.
As soon as they were unable to pay depositors at once this
money wag drawn out and pleced in the banks where it was
forrerly deposited, meking the stringency worse.

Too rany banks spreng up, owing to the new conditions
rade for orgenizing and for participation in the guarunty
fund system. Thus Oklehoma hes shown the weaknesses in her
law when the law was placed in actual practice and resally

tested.
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CBEAPTER- III -
The Guaranty Law of Kansas.

In agitation, Kensas is precedent to Oklahomea although
Oklshora first passed a law providing for the gusronty of
bank deposits. A48 early as 1895, such s law was advocated
or rzther Government Insurance wad advocated by Governor
Morrill ir his message to the State Legislature.(a) However
the rezl plan was evolved by lr. John W. Breidenthal, the
second Bank Commissioner of Kanses. -Be took his position in
1893 and was such an efficient man for the position that he
held it until 1901. In his fourth biennial report of 1897-8
his reasons and plan for & guaranty law are so like the real
law as passed in 1908 that liberty will be taken to guote his
reasoning &nd plan.

Lg begins by asking why bankers should hot be required
to provide absclute security for the money entrusted to
their care. Following this he shows the distress and incon-

venience to the average comrunity fromw & bank failure although
almost every benk has met its liabilities in due time. The
funds, which have besen accumulated for a special purpose,

are tied up. Loans must bg peid and this compels the selling

.¢f secmrities fer—deeme at & forced sale which is unfair. Ee

adds:"Since the Stats has undertaken supervision, banking is
not a right which any man may enjoy but & privilege only those
who comply with the requirements of the law may enjoy. Are
the profits reesulting from its enjoyment sufficient to ensable

those enraged irn banking to conform to the present require-
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rents and in sddition areate a fund which shall guarantee
the prompt payment of deposits of all closed benks?"(a)

He bolieved that 1899 was the time for EKensas to take
the lesd and create & gusranty fund end at that time he said:
"Her benks are all sound and ready for it.”

His plan was as follows:

First, the fund should not be raised by & tax on bankers but
should be in the form of a deposit, based on the average deposS~-
its of each bank, to be made by it with the 3tate Treasurer.

Second, that the fund should belong to the respective
benks and should be carried on their books as part of their
legal reserve.

Third, the smount of such deposit shounld be five percent
of the average daily deposits of the bank as shown by the offi-
e¢ial report made to the Bank Commissioner, the seme to be read-
justed by him at the close of the year.

Pourth, funds so deposited with the State Treasurer,
should be deposited by him in banks in sums not to exceed ten
thousand dollars, suech banks to pay two and ome-helf percent
interest thereon and to furnish surety bond for the full amount
of the deposit. If banks of the state refuse to accept the
deposits on these terms then the State Treasurer may purchase
United States bonds with their deposiis.

Fifth, the interest on such deposits or bonds shall be
set apert as & fund out of which losses resulting from closed
banks shall be paid.

(2) Bank Com. ﬁeport of Easnsas for 1897-8
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Sixth, thet immediately upon closing any bank, a receiver
shall be appointed, who shell be given sixty days in which

to prove up claim#, issue certificetes therefor and col-

lect the quick aesets of the bank.

Seventh, that at the expiration of the sixty days, he
shall pai such dividend as the funds in his possession will
perrit, endorsing the same upon the certificate of each de-
positor, and that upon receipt of such dividend the holder
of all certificates will forverd the same to the 8tate lreas-
urer who will pay the balance due thereon upon precentation,
char~ing the amount so paid to the bank, and using first the
deposits of the elosed bank, second the interest fund, third if
these be not sufficient, so much of the guar.nty fund as may
be necessary.

Eighty, that the receiver shall continue in charge of
such closed bank, collecting its assets and remitting to the
state Trossurer, whenever he shall have collected #1,00( « over
and above expenses until the amount advanced by the fund shall
be fully repaid, together with six percent inter est from
the tire it was advanced.

Ninth, when the guaranty fund shall have been fully
reimbursed, the receiver may be discharged and the remaining
assets turned over to the officers of the bank for the bene-
fit of the stockholders ss they may elect.

Tenth, should the assets of the bank prove insuffieiént
to peimburse the guaranty fund, the redeiver shell enforce the
double liability of the stockholders. Should thers still be
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a. deficiency, the same shall be charged to the interest fund.

Eleventh, that in case any bank should go into voluntary
liquidation, the S8ate Treasurer, on receipt of a certifi-
cate by the Bank Commissioner, showing that such bank has
rald all its depositors in full, shall refund to said bank
the amount to its eredit in the guaranty fund,

Twelfth, in case of the consolidation of two or more
banks, the amount to the credit of the bank or banks retir-
ing from business will be transferred on the books of the
8tate Treasurer to the bank continuing in business, upon
receipt of a request from the Board of Directors of the
bank discontinuing, approved by the Bank Commissioner. (a)

He adds & few explanatory remarke to his plan &s follows:
8uch & plan involves no tax, it merely transfers one-fourth
of the legal reserve, that is, five percent of the deposits
to a deposit with the 8tate Treasurer. The fund 1s not idle
nor lost to the bank. It is subsequently deposited in indi-
viduval banke in sums not to exceed $10,000.00 at two and
one-half percent with a surety bond for safety. The average
daily deposits in Kansas, in 1898, were $22,000,000,00. Five
percent of this would be $1,100,000.00 and two and nne-half
percent of this sum would be $27,500,00 and this would be
sufficient to pay all losses.

Now, prior to 1891, there was no banking lew. As a
result, many banks invested in speculetive securities, real
estate and other questionable assets of doubtful and uncer-

tain value for a bank. Kven this bank law did not require
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banks to make good any impairment of capital or charge off
questlionable or worthless assets. Later, however, the law
of 1897 gave the Commissioner power to enforce these prov-
isions. As a result, we have been undetgoing a house-clean-
ing along the line of banking. TUnder the national banking
system the total losses have equaled one-twelfth of one
percent of the total deposits per annum. Therefore two and
one-helf percent per annum seems to be sufficient for Kansas.

A bill was dreawn up on the strength of this plan as pub-
lished by Mr. Breidenthal, which provided that the banks pay
one-eighth of one percent of their average daily deposits
o= to a guaranty fund or place five percent of their de-
poslits with the State Treasurer the income from this five
percent deposit to go to the guaranty fund. {(a) Governor
Leedy, belng defeated for the second term, immediately
called a special session in order to get such a bill passed.
However, the bill was lost by four votes. Thus, in 1898,
under the careful plan of Mr. Breidenthal and the help of
his party, a guaranty law was lost by only four votes.

Ten years later, Governor Hoch called a special session
of the Legislature for the same purpose. However, the bill
was attacked by the national bankers and as such was amended
untll it merely provided for the formation of a compeny to
Insure deposits. Governor Hoch was disgusted with this meas-
ure and vetoed it, adding by way of explanation, that he
would rather delay the measure than have it placed on a

(a) Q. J. of Econ. vol 24, pr344
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wrong basis. (a)

Mr. John Q. Royce, the Bank Cormissioner for the year
1907-8, was in favor of a guaranty law end in his report
gives many of the ideas which were closely followed in the
real statute and as such deserves mention. He sBald; "I
recommend & law authorizing the banks of Kansas to volun—
tarily associate themselves together for the purpose of
guaranteeing the deposits of such banks as desire +to do so."
He adde: "The racoﬁéndation was not made at the request of
depositors nor because the banks of this stete are less
safe than are the banks of any other state of the union,
but that it was made for the reason that confidence in
banks would be greatly strengthened 1if the people could
ell know that their deposits were secured by & fund in the
hands of the Btate Treasurer, to be kept and disbursed un-
der the authority of the 8tate law, and such confidence
would greatly increase deposits." He also said: "That law
~which will furnish the largest measure of confidence in
the banks, will insure the greatest prosperity. It must be
a genulne guaranty deposit law that will guarantee the re-
payment of deposited money, promptly, in the event of the
failure of a bank and one that is not a mekeshift to bring
confidence to the people. An insurance law or any other
subterfuge that will serve to deceive the people into the
beljef that they have a guaranty lew when they have not,
will do infinitély more harm than to ignore the subject
entirely. It should permit banks to voluntarily contribute

(a.) Gov. Hoch's Message.
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to the guaranty fund, but once having accepted the prov-
isions of the law no bank should be allowed to withdraw,
The funds should be placed in the hands of the State Treas-
urer and disbursed by the Bank Commissioner. Depositors
should be paid as soon after the bank closes as their bal-
ence can be determined or their deposits should bear the
the legal rate of interest from that day until paid. They
should only use the guaranty fund after the assets of the
banks have been exhausted. The fund should be replenished,
after paying deficits, by an assessment in order that it
may be kept intact. I believe such a law would result in
greater good to the banker than to the depositor, as it
would strengthen confidence in the banks, prevent runs and
make bank failures impossible except when officered by dis-
konest men. To protect the banker, +the present law should
be strengthened in some particulars and penalties provided
for ite violation. Banks desiring to contribute to and
rarticipate in the guaranty fund, should be admitted only
upon written application approved by the Bank Commissioner
after a thorough examination by him and his approval in
writing. Any violation of the banking law should cause the
violating bank to forfeit its share in the fund and its pro-
tection" In commenting on this plan he says: "With proper
safeguards I feel that such & lew would greatly improve the
banking business in this state and this important subject
should receive the early and favorable attention of the

{a) Bank Com. Report for 1907-8
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legislature. (a)

Much discussion follewed this report, both political
prarties promising such legislation in their state platforms.
Bankers and depositors alike were interested. After the
election the Republicans provided for the guaranty of bank
deposits. This bill passed and became & law on the sixth
of March, 1909, to be effective on the first of July of the
same year.,

The Bankers Guaranty Law of the State of Faensas contalns
the following provisions:

Section one provides that banks must have a surplus
equal to ten percent of their capital stock. Banks are not
compelled to enter and participate in the guaranty but may
do so voluntarily. Banks must have been in successful oper-
ation for at least one year. However, if all the banks of
a town fail to take advantage of the fund within six months
then a new bank may take advantage of it. Banks must file,
with the Bank Commissioner, resolutions of their Board of
Directors, authorized by the stockholders, certified by the
Secretary and Presldent, asking for membership. After this,
the Bank Commissioner shall examine the bank and if he finds
it in good condition, it may participate in the fund.

S8ection two provides that the banks must deposit with
the State Treasurer, subject to the order of the Bank Comm-
issioner, United Stetes bonds, State bonds, County bonds,
Township bonds, School District bonds, or City bonds to the

(a) Bank Com., Report for 1907-8,
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amount of five hundred dollars for every one hundred thous-
and dollars of their average daily deposits, this average
to be found by taking an average of the last four quarterly
published statements. Only such bonds are accepted as
School Fund Commissloners are permitted to buy and shall
bear the certificate of the Attorney General of the state
that they are legally issued. Upon receipt of these bonds,
the State Treasurer shall issue triplicate recelipts, one to
the bank, one to the State Auditor and one’ to the Bank Com-
missioner. These bonds are not to be charged out of the
assets of the bank but arel to be carried on the books as
guaranty fund. The bank may at any time deposit money and
take out the bond. Each bank must ray in cash to the State
Treasurer one-twentie{h of one percent of its averagé dally
deposits which shall be carried on the State Treasurer's
books as guaranty fund. The minimum assessment shall be
twenty dollars and the same triplicate receipt shall be iss-
ued for the cash as for the bonds. Any new bank,or other
bank,wishing to enter after the firét year, shall merely pay
thelr proportion of the money already in the fund. This last
is not to include reorganized banks.

Section three provides that the Bank Commissioner shall
make assessments in January of each year of one-twentieth of
one percent of the deposits less the capital and surpius with
the twenty dollar minumum until the cash fund shall amount

to $500,000.00 over and abbve the cash deposited in lieu of

the bonds. At this time the annual assessment shsall cesasge.
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Not more than five of these assessments may be levied in
any one year, This fund shall be placed on deposilt in the
State depository banks and the interest added to it quar-
terly as with all the other staté funds.

Bection four provides that the Bank Commissioner, on
taking charge of a failed bank, shall issue at his earli-
est convenience a certificate to each depositor, on proof
qf his claim, at six percent unless the depositor holdsa
certificate from the bank at some other rate of interest.
Upon this certificate dividendes shall be entered when paid.
Notice of payments shall be issued and interest/qﬁop on all
dividends offered by such notice. After the regources of
the bank are paid out, the Bank Commissioner shall draw on
the guaranty fund. If the special assessment fails to cover
the loss, the Commissioner shall pﬁy depositors out of the
guaranty fund. All right of action of the depositor shall
be surrendered until the fund shall be reimbursed for pay-
ments so made with Interest at three percent per annum.

Section five provides that a penalty of fifty percent of
the assessment shall be inflicted if the bank fails to remit
in thirty days. At that time a part of the bonds of said
bank shall be sold with unexpired coupons and the proceeds

used to pay the assessment. Any balance shall go to the
bank's credit in the guaranty fund. This balance and the
remainder of the bond shall be forfeited within sixty days.
Upon the bank's failure to remit, i1t shall be examined and
if found solvent, it shall be allowed to go on, but a card

not smaller than twenty-by-ten inches and in larce tvype
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shall be displayed to read as follows: "This bank has
withdrawn from the bank depositors guaranty fund and the
gusrantee of its deposits will cease on and after (blank

for date)". The date on the card shall be fixed at six
months after the pogting of said card. A bank may volun-
tarily withdraw after six months notice to the Commissioner
by : displaying the above described card, provided its assess-
ments are paid in full. Its bonds will then be returned

to 1t.

Section six provides that all deposits, not otherwise
guaranteed, are guaranteed under this act. At each report
the bank shall state the amount of money otherwise guaran-
teed,

Section seven provides that each bank under the guar-
anty fund shall be liable to lose its share in the guaran-
ty fund if it pays interest on demand deposits, if it pays
more than the rate prescribed by the Commissioner, which
shall be uniform in each county, if i1t pays interest on
time deposits drawn before the time 18 up, or if it uses
time certificates as security or 1f it advertises that de-
poslits are guaranteed by the Btate. Any of the above named
offenses shall disqualify the bank from participating in
the guaranty fund and shall forfeit its bonds and money in
lieu there-of and any officer, who shall advertise that de-
posits are guaranteed by the State shall, if convicted, be
subject to a fine of not more than $1000.00 and not less



than $500. However, they are allowed to advertise that de-
positors are guaranteed by the Bank Depositors Guaranty Fund.

Section eight provides that any private or national
bank or trust company may reorganize as a state bank ana par-~
ticipate in this fund.

Section nine provides that any failed bank, after all
its liabilities and -#me expenses sare paid,shall receive all
its bond and money pledges, which remain but not any of the
roney collected as assessrents.

Section ten provides that bonds may be exchanged for
other bonds or for cash whenever the bank may so desire.

Section eleven provides' that any bank, found violating
any provision of this act, upon examination, shall be given
thirty days in which to comply. If it does not,its .onds
shall be forfeited and the proceeds shall go to the guasman-
ty fund.

Section twelve provides that all money and bonds de-
rosited under this act shall be kept separate and used for no
other purpose.

Section thirteen provides that national banks may
enter the system upon compliance with a2ll the provisions of
this act.

Section fourteen provides that no bank shall receive

deposits continuously for six months in excess of ten times
its paid up cepital, under penalty of loss of its guaranty

fund and forfeiture of its bonds.

Section fifteen provides forms and blanks in order to

37
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carry out the preceding provisions.

Section seventeen provides that the act shall take
effoct June 30th, 1909. An additionmal clsuse provides that
all officers having state funds and depositing them with banks
under the guaranty fund shall rot require of them additional

security. (a)

Eansas romoved the critieism of compelling good banks
to support the poor banks by making the law voluntary. She
also cut the interest to threé percent to keep down the rapi d
superficial growth which came about in Oklshoma. She made it
more secure by demanding a year's successful operation. Thus

the Kansas Law is superior to the Oklahoma law in that it

classifies the risks, is voluntary,and mors secure.
(4) By the first of October,1909, three hundred banks were
actually using the guaranty fund. By the end of the year, three

hundred and sixty-five banks were using it and there was in the
fund, cesh to the amount of $17,000. and bonds and cash depos-

ited to guarantes the payment of future assessments to the
amount of $278,876. In these guaranteed banks there was a
total of $40,000,000. of individual deposits.(b)

At the dlose of 1912, thers were four hundred and Fifty-
six banks under the guaranty law. There was $83,231.03 in
the assessment account, and funds in bonds and cash to guarantee
the payrwent of future assessments $34],349.10. Not a penny
had bsen drawn out. Guaranty certificates to the amount of
$46,809.75 were issued against the fund for the mmount the
Abilene State Bank owed its depositors when tuat benk was closed.

(a) Chapter 61 of Session laws of Kansas, 1909. (b) Q.J.of E.
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Dout
However this was all paid 4n after the Bank Commissioner

closed up all its assets. (b)

On March lst, 1913, there was in the fund $98,560.89
cash assessments and bonds end cash held as security for fu-
ture assessrent $335,902.10, raking a total of $434,462. At

this time, there were four hundred and sixty-ome state banks
using the fund and four hundred and forty-one which were not.
The az-unt of tho assesszent levied on the first of January,
1913 was $23,931.61 or an average of $51.91 per bank. The
cash fund 1o deposited in barnks, the saxme as the state funds
and is drawing interest at the aversgos rate of three percent.(a)
{5) The national banks in Kaneas upon being rofused admis-
Blon to the guaranty funde 4zxmediately got together and or-
ganized the "Kansao liationzl Bank Deposit and Surety Co."

vith a capital of $500,000. The rate of insursnce was fifty
conts a thousand up to the amount of their copital and surplus

and all above that at the rate of one dollar a thousand. Ihis
is equal to ons-twentieth and one-tenth percent respectively.
Jational banks osnnot use their funds to pay preriuzs so each
bank wishing to aid in the organization of such & company had
ite share-holders appoint one, usually the president, as trus-
tee to hold insurance stock 4in behalf of the share-holders.

A d1vidornd of two and one-half percont is declared and this is
then the property of tho stock-holdsrs., Since the trustse haa
besn given powor by thex, he uses this dividend to pay their
premiurs. By Septezber, 1909) $346,550. had been subscribed
and $257,850. paid in. Ip this was the nationel bamks pro-

(a) Bank Commissionsr's books at his office Karch 1st.
(b) 11th Bionnial report of bank commissioner of Kaqg.
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vided & plan of their own for insurance of deposits.(d)

(6) Senator Joseph in the State Legislature of 1912-3 pro-
posed several bills trying to amend the present state ba&king
laws. They are as follows:

Senate bill Fo. 551 provided that every bank which re-
ceives deposits from other banks shall keep a twenty-five per-
cent reserve.

Senate Bill No. 607 is a substitute law for our present
guaranty law and among the most importent provisions of this
bill are: An assessment of one-~half of one percent of the
average duily deposits, not otherwise secured, less the cap-
ital and surplus; no bank to pay less than $100 assessnment;
in case the deposits are less than twice the capittdi and sur-
plus, the amount paid to be & percentage of the capital and

surplus " instead of a percentage of deposits; no bank to have
less than one-fourth of one percent of its deposits in the fund

and not more than two percent and providing for one-twentieth
of one percent annually until the fund reaches this amount;
the fund never to esceeed $10,000; if over this, the surplus
to be returned pro rata to the banks.

Senate bill No. 609 provided that banks under the fund

syster shall in no case be asked for additional sacurity for

deposits made to it by any public or private corporation or

individual.

Senator Joseph informs us that these bills were not
reaoﬁed on the emlendar because of opposition by the politi-
cians who framed the present law. The politicizis said that

(a) Q. J. of B. vo0l.24:85-108
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any change would disturb banking and that the guaranty law

had best not be changed now. He adds:"It will take sore tixe
to educate the people to the wisdor of some changes. The banks
were five to one for the change but the politicdal bankers

had their was as usual." (a)

After the guaranty law was passed in 1909!and befope it
went into effect,there was an organized movement to kill the
law. The Assaria State Bank, effeeted an organization with
gseventy other state bamks, which were opposed to the law, and
brought suit to enjoin thé operation of the law. They main-
tained that if they did not partieipate, it would be a hard-

ship as banks that did guarantee the deposits would get the
roney of their custtmers. At the same time the Abilene Nat-

jonal Bank effected an organization with a group of national
banks, which were opposed to the law, and brought a similar

suit, maintaining that the guaranty of deposits in state banks
would work & sever hardship on national banks and this wounld

be in violation of the constitution.

Mr. Frank Larsbee, & stockholder in the Hutchinson State
Bank, also brought a suit to prevent his bank going in to the
fund. These suits were brought in the U. 8. Circuit Court
snd Judge Pollock. ruled that the law was unconstitutimal
in the first two case: and threw the third cese out of court..
However & 1ittle later Mr. Larsbee was grented an injunetim
which showed that one stockholder had the power of keeping a
bank out of the system./b)

Shortly after this a suceessful suit was brought by the

(s) Personal Letter from Senstor Joseph 3/27/13
(b) EKgnsas City Star for March 17th.
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Attorney General compelling the enforcement of the law in Xan-
sas. The Assaria State Bank and the Abilene bational Bsnk ap-
prealed their eases to the U. S. Court of Appeals and there the
decision of Judge Pollock was reversed. In 1910 the Assarisa
State Bank case was carried up to the U. S. Supreme Court and
this court upheld the deecision of the Court of Appeais. In
this case Justice Holmes, gave the decision of the Court and in
so doing he referred to the Oklahoma decision. This caused
Bank Cgmmissioner Dolley to make the statement thset the con-
stitutionality of the law was beyond quéstion. However the
Abilene National Bank case was still be be decided. This case
was tried recently in the Supreme Court and the decision of the
Court of Appeals was again upheld. Thus, this last decision

rendered March 17th, 1913 established the constitutionslity of .
the Kansas Bank Depositors Guaranty Law beyond much doubt.

There is some critieisr of the present law due to the loss
of interest to the banks. lemey is worth about eight percent

in Kensas and this fund only earns three. So, more than goes
into the fund is lost every year in the forr of interest. The

propesed amendment by Senator Joseph does away with this loss
of interest.

Honorable J. N. Dolley, our Benk vormissioner from 190¢
to 1913,'in his report for the years 1909-10 made the follow-
ing statements with reference to the new guarsnty law:"The
law is now in full operation, it has stood the test of all the
courts, it gives absolute confidence to depositors as well as

to bankers; it is as veluable to bankers and stockholders as
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to the depositing publié; it is the first duty of the benking
department to protect the depositing public; the cause of

loss to depositors is dishonesty, incompetency and speculation
with bank funds through and by men behind the counter of the
bank; it is the duty of the State to protect all savings of
the laboring classes. (2)

In commenting on this law in his report for 1911-2 Mr
Dolley writes:"1t hae plasced proper confidence in state banks
and helped the Bank Commissioner to regulate snd supervise
benks, raising them to their present high standards. It
has been & success in evéry sense of the word." (a)

However, the fund is seldom made available in a town.

with only one bank, which shows that people are not really

demanding it. It is used in &lmost every instance as au ad-
vettising mecasure ir order that the bank may draw depositors
from its competitors and has proven an efficient weapon against
these state banks. which are not using the fund and also agsins®t
national banks.

The effieciency of the law in Kansas has never been tested.

There were few fcilures before the law was enacted and few

since. It failed to increase the deposits as was prophesied.
The deposits show only an average growth, the same as before the
law went into effect. It is more effective as an advertising
redium in Kansasrthan in Oklahore, because the law is volun-
yary. Commercial bankers in Kansas oppose it the same as they

have in Oklahora. It is used only as & mesns of expediency

(a) 10%h and 11th Biennial report of Bamk Com. of Kansas.
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and now that we hawe the Postal Savings Bank to care for
the savings, we have no need fof such a law.

The law in Kanses shows improverent over that of Okla=-
hora. They made it voluntary so strong banks might not be
compelled to sustain the weak banks, and yet they give beamks
an opportunity to cooperate and help each other in case of a

failure. They have been more careful by compelling & yar of

sucocessaful operetion, and have thus kept down the surplus of
banks which Oklahona suffered. They put the limit of interest
on tire deposits at three percent and thus provided ageimt tie
rise and fuliwaa followed in Oklehora's deposits due to out-
side deposits seeking both safety and higher interest. They

have the sare rate of assessment and msde provision for pay-
rent at the retio of five hundred dollars in bonds for every
3100,000 of deposits. In view of the experience of Oklshoma,

they set the limit of emergency levy at one fourth of one
percent. They placed the limit of the total amount at $500,
000. In view of other banking laws and the few failures, this
is too high, for more money is lost in interest than is paid
into the fund. Senator Joseph proposed tc stop this by cut-
ting the totsl fund down to $10,000 and allowing an emergency
levy of one-half of one percent.

Kansas saw that imrediate payment was impossible and so
provided an issue of certificetes at once, and peyrent as the
bank funds are liquidated emd The guaranty fund will provide
for such payment. The assessrent of one-twantieth of one

percent 4n 1913 on the four hundred and sixty-one banks in -
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the syster was $51.91 per bank. The four hundred and forty-
one banks outside the system paid no such asgessrent. The
banks in the fund are indeed paying a high rate of insurance
for they are no better off financially or have no better
standing today than the other banks. The state banks are
paying at the rate of fifty cents for each $100 while the
national banks are paying at the rate of fifty cents far
each $1000. and one dollar for each $1000 over and above
their capital snd surplus.

The justice and constitutionality of the law has been
questioned even after the law of Oklahome had been passed
upon &and declared constitutional, by the Supreme Court.

It was laler tested ir Kansas and only recently did the
Court uphold the law. Thus we find that the Kansas law is
ruch of an improvement over the lew in Oklahora. However, the

practical and economic success of the law, even in Kengsas,

ie questionable.
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CHAPTER =« IV -
Laws of Other States.

In Nebraska, a law was finally passed in July, 1909.
This was after a bill had been introduced every year @ ccess-
ively for twenty years. (a) ‘This law is 1like that of Oklahoma
in that it is compulsory for all state bamks to participate.
It provides for four seri-snnual assessments of one-fourth of
one percent each and afger this one-twentieth of one percent
every six months. Not over one percent is allowed to be col-
lected in any one year. If this one prercent assessment
should not rrove: sufficient to pay all depositors, thos e
unpaid, must wait until the following year. They give cer-
tificates to the depositors to hold until the following
year. A limit on time-dsposit interest was placed at four
percent.(b) The law dompelling men to enter banking only
through corporations, and thé@i@% pay to the guaranty fund
was declared unconstitutional by the U. S. Circuit Court.
This seemed to put out of existence the thirteen private bamks

then doing business in that state. No national bank took out
a state charter, but on the contrary state banks took out

national charters.
Here. they have no Bank Commissioner but a Banking Board

corposed of the Governor, Attorney General, Auditor of publie

Accounts and Seecretary. It is providbd in the banking act thst

-asgsssrents shall never exceed one and one-half pereent of

the daily deposits. Assessments may be levied when the fund

9a) Independent vol.666:1268-9
(b) Seection 45 of the banking act.
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falls below one percent of the total deposits of all the
banks. There have been nobank failures in the last five years
and only one in the last eight years.(s) Witk no failures
there has been no opportunity to try out the law.

There was, March 1st, 1913, in the fund $77,414.58. No
money has ever been paid out of the fund. The fund is merely
set aside on the books of the sBeparete banks to the credit of
the State Banking Board.(b)

The Nebraska law, being compulsory,went into effect with
vigible results. There was no need for such a law because
there were no failures. It was merely a wave of public senti-
ment. It is an item of expense fo the bankers without an ade-
quate return.

The idea of a guaranty law was developed in TEXAS by the
Democratic party. Mr. Bryan, on his tour in 1908, made a
Bpeech in the House of Representatives of Texas in favor of
such a law. The Governor at that tire favored it and = did

the Bank Commissioner, Mr. Love. The eity banks fought the

ddea.with the same arguments that were used elsewhere and the
town and village benks favored the ides because the farmers
wanted it. The failure of the Western Penk and Trust Co. of
Dallas probably hastened the day for the messure.

In 1909, the Governor called two special sessions of the
Legislature, and it was at the second session that a guaranty
law was passed. This law differed from former laws in that it

offered two propositions for guaranty-- & Guaranty Fund and

(a) 20th snnual report of State Board of Nebr.
(b) Personal letter fror See. of Ssord B. Royce 3/10/13.
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gnd & Guaranty Bond system. This last was brought in mostly
for the benefit of Trust compenies and to induce nationél
panks to enter.

The State Banking Law of 1909 provides:

For Savings Banks. When interest at not less than three
percent shall have been paid or eredited by a savings bank out
of the net profits of the current six months, the Board of
Directors may declare ard pay dividends on the capital not to
exceed ten percent, providing no such dividend is declared |
unt il at least one-tenth of the profits for six nonths shall
be carried to the guaranty fund?:until such fuxid shall equsl
the capital stock.

As to advertising for all banks. All guaranty fund bahks
are allowed to publish, by any forfn of sdvertising or upon
stationery, that non-interest bearing and unsecured deposits

of this Pbank are protected by the depositors guaranty fund of
the State of Texas. Those banks under the bond system may

advertise that deposits of their hanks are protected by guar-

anty bonds under the laws of Texas. They may use the terms
"Gguaranty Fund Ba.nlg or 'Guaranty Bond Bank as the case waey be,

but no other terms than those rentioned shall be used.

The law is compulsory and compels every bank to protect
its depositors by eifher the fund or the bond system.

A state banking board is provided for, consisting of the

Attorney General, Commissioner of Benking and Insurence and

the State Treasurer. This Board has control and managerent

of the depositors guaranty fund system and of the depositors
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guarenty bond system. This Board  has power to regulate,
control,end supervise all state banking corporations and trust
companies. All banks must choose their plan by Oct.lst, 1910.

Under the guaranty fund system the bakk must applj?gnd
pass the examination of the Comrissioner and then pay to the
Banking Board one percent of its average daily deposits for
the preceding year. This 18 not to include United States,

State or Public funds if they are otherwise secured. Anmually
thereafter, they shall pay one-fourth of one percent until the
guaranty fund shall equal $2,000,000 and no payment thereafter
shall be made until the fund is depleted. In case the fund
should be depleted the Board may levy any amount up to two
percent in any one year in order to replenish it.

Twenty-five percent of each payment is made in cash to
the Board and deposited with the State Treasurer and paid out
as ordered by the Board. The fund is never to become a part
of the state fund. The other seventy-fivé percent may be paid
by each bank,merely crediting the Board with the amount on
the bank's books as a demand deposit subject to check by the
Board.

A1l benks organizing after Aug.9th, 1908, shall psy a tax of
three percent of their capital and surflns and at the end of the
year 1it shall be regulated to one percent of their average dai-
ly deposits. Any national bank nmay enter under the sare con-

ditions.
Under the Bond Security system the bank shall, on the
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first of Yanuary 1910, and anmueally thersafter file. with the
Commissioner of Bamking and Insurance, for and on behalf of the
lawful depositors of such banﬁ, a hond, policy of insurance, -
or other guaranty of indemnity, in an amount egual to the cep ital
stock. Such instrument and security thereby provided. shall
be approved by the County Judge of the Gounty'where the bank
12:3:? take'effect immediatel y upon being filed.

L Every corporation,on filing its charter, must take up
one of these two plans before receiving deposits. The bond
s« . ghall be security for all deposits for the following
twelve ronths. The bond shall not be executed by personal
obligation and security unless by three different persons
whose finances are sufficient to make the bond'secura.‘ The
guaranty fund corporation cannot be surety for bond @erpor-
ations+ Privete banks and non-supervised banks.mayfutilize'
the bond system. They must have been in business oneeyear
prior to teking up the bond.

Upon & failure, the amount of the bond shall be due in
gixty days. The Commissionef of Bamking and Insurance c&n
derand 8ll or any part and hold it for depositors. Any cor-
poration, signed as surety and refusing t0'pay‘loaes its éhar-
ter‘or if secured by corporations in other states, these, 1if
refusing to pay'shall not be allowed to do business within the
state. L¥ the bond is not paid in ninety days the Attorney Gen-
eral shall bring suit in the name of the state. Aetion shall

be brought within a period of one year. The gurety, in paése

of the Dank's default; suuws. Ue suorogated wno such surety must



49

ray the debts of depositors. A fee of twenty dollars is
charged for examiming a bank ang;ﬁetermining how llarge a
bond it should put up.

The form of the bond to be used is as follows:

" State of Texas. County of «-w----

Enow all men by these presents; that we--- &s principal and ---
and --- a8 sureties are held and firuwly bound unto the Governor
of the State of Texas and his successors in office in Trust
for the benefit of depositors, having funds deposited with ---
in the sum of --- dodlars payable as provided by the laws ﬁf
Texag, at the time of execution thereof, conditioned that above
bound--- will pey on demand,on in accordance with the certifi-
cate of deposit, to the persons entitled thereto, 2ll deposits
made therasin during the period of one yeur from the date hereof.
Upon payment of any sum or sums made obligatory by reasms of
the terms hereof, any surety herein masking or‘participating
in such payment shall thereby be subrogated to the rights of
a depositor who is secured by the terms hereof."(a)

The security may be divided into two or more bonds pro-
vided the aggregate thereof equals the sum demanded as security
for the guaranty. Whenever the deposits exéeed six times the
capital and surplus then the bank rust furnish additional secur-
itye.

Any bank which shall fall to secure the bond or fund system
shall forfeit its charter. The Board may require additional
gecurity whenever it deems it necessary. In banks of $10,000

dapital or more,if their deposits exceed five times their
(a) Rsport of Bank Com. for 1911-12 of Texas.
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capital, they are required to incrsase their ecapital twenty-
five percent.

In 1909,four hundred and ninety-three banks chose ths
Fund system and forty-two chosé the Bond system¢ The Conti-
nental Bank and Trust Co. of Fort Worth, discontinued its thirty
bianchea and reorganized them as separate banks in order to get
the advantages of the guaranty fund.(a) By Decemberlag state
banks had been organized and 8 national banks converted into
state banks.

The efficiency of the law is shown in Commissioner Gild's
report for 1911-2. fHe reports that State Benk Exeminer J. K.
Woods advised him, in regard to the liquidation of the Harris

County Bank and Trust Co.- capital($50,000 ) that deposi-

tors were exceedingly show in presenting their p;as books in
order to withdraw their deposits frox the bank,(b)

A repbrt on the workings of the law, by Mr. MecCaleb in
June 1912rsays that the Texas law after over three years of
actual operation has not paid out a dollar until recently.
When the Heuston bank failed in August 1911, $100,000 was
taken from the fund. $50,000 of this was very soon returned
from the assets of the bank. The state banks out-number the
national banks, there being 698 state and 500 national. (o)

The report of Commissioner B. L. Gild shows that on Sept.
1st. 1911 ,the fund amounted to $495,685.67. By means of
assessments, the fund amounted to $615,132.66 in September 1912.
(a) Q. J. of B¢ v0le24:361-7

(b) Report of Com. of Banking and Insursnce for Texas 1911-2.
{(¢) Forum for June 1912.



51

However, #15,780.62 was paid out to banks who withdrew from
fo

the fund and nationalized and $34.28Agxpenses in the Harris

Bank Co. This left in the fund for the beginning of the new

year $599,317.763~(bne fourth or 3149,845.03,being deposited

4
with the Stete Treasursr in cash,and three-fourths, or $449,

1
474.73 consisting of demand deposits.) This makes an increase
for the year of $103,632.69 in the gusranty fund.(a)

In 1911 there were 45 benks and trust companies using
the guaranty bond system. The total amount of the bonds put
up under this system was equal to the capital of thesé 1nsti;
tutions and was $4,281,000. TNine new inatitutions took advan-
tage of this system in the year 1912 while the Bonita State
Bank alone withdrew and took out & national charter. This
left 53 banks and trust companies under the system with
$5,581,000. in bonds held as security. (a)

In Texas, we find two systems. Firet there is the Fund
gyster whieh is more costly than the Kansas system in that
after the one percent levied the first year they ask one-
fourth of one percent instead of one-twentieth of one percent
~and keep on assessing until the fund equals $2,000,000 inst=zd
of $500,000. Again in Texas they &llow an emergency levy of
two percent. However with such a Gostly systex no emergency
levy will probably be needed. Their law provides that the
bank shall pay only twenty-five percent of this in cash and
thgfgeventyéfive percent must be kept on their books as a
eredit or held as reserve. A great loss of interest is thus

incurred and as yet théy have received no benefit in return.
(a) Report of Com. of Banking and Insurance for 1911-2
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Only a few benks tock up the bond gystem. This is practi-
cally a third 1liability clause. It causes the banks much
trouble and expense with no adequate return.

In SOUTH DAEKOTA instead of & state organized bank deposit
fund,we find a plan for an Association of banks for the pubpose
of providing deposit guaranty insurance. The agitation, which
led up to this was the national republican platforn of Chicago
in 1908, and the money stringency in South Dakota in the early
part of the year 1909.

1‘he National]%epubliean platforr' of Chicago contained the
following:™Our nationsl platform favors the establishment of
a Postal Savings Bank systam.rorvthe convenience of the people
and the encouragement of thrift. The proteetion of depositors
against loss by insolvent and mismanaged banks and proteection
of the solvent end well managed Dbanks againsf runs and panics
require the Postal Savings Bank laws be accompanied by effi-
cient laws, state and’nationa1|providing for the insurance of
depositors against loss."(a) The immediate cause which brought
this expression in the party's platform, was the failure of
the Milwekee Avenue Bank of Chicago, & bank which had

- built itselflggf%§ collecting the savings of the
laboring classes and the failure of this institution caused
ruch hardship in a certain part of that eity. The depositors
of this bank received seventy percent of their money affer
five months, but people who live froz hend to mouth could not

avoid much distress bhecause they were not prepared to wait for

(2) I_dependent wol.66:1268-9
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for their ;noney,

In the early part of 1909 theres was & money stringency 4in
‘South Dakota and the bankers,being in 'muéh distress as to how
to meet the difficulty, asked Governor Crawford for & holiday
in order to get together 8:nd' plan soze method of concerted
action. ngever‘the Governor refused and & panic wae only a-—
verted by the co-operation of the bankers and the confidence
of the depositors.

In reply to the populsar demand for a gua.ranty'of deposits,
a law was proposed by Governor Crawford which did not provide
directly for a guaranty fund but provided for an association
-of Bagnkers ,w-h?ééa right provide a guaranty for their depositors .

This bill was passed and the contents of the law are as
follows: Provision was made for a M"Voluntary Incorporated

Association™ to be formed by the union of one hundred banks
with an aggregate capital of $1,000,000. A charter fee wss to
be charged of from one hundred to one hundred and seventy iol-
lars according to the amount of the cspital stock of the bank’,
An snnual preriur was to be paid in by each bank of one mill
for every dollar of capitel stock. This rate of insurance was
based upon the previous losses under the national banking
system. This loss had been 2.17 percent in 43 years, sn &veT-—
age loss of one-tweﬁtieth of one percent per year of the 1811y
average déposits. From 1863 to 1907 the average loss to
depositors was less than one-ninth of one percent of the cepi-
tal and sﬁ.rplus. Upon entering and for the first three mnthe

the rate was fixed at one-tenth of one percent and one-tenth



(4)

54

of one percent annually there-after. Four-tenths of one
percent was made the limit of assessment for any one year

and & limit of five percent was placed on tire deposits.
Payments on losses were to be made the same as in the case of

insurance corpznie8. The association was under the conhtyol of
the Benk Cormissioner.(a)

The law is not operative -"S(In & letter frox lir, J. L.
Wingfiéld, Public Examiner, received the first of February,

we are informed that the law is not operativs.) In short,
after o statute was passed, giving opportunity for an organ--
ization to insure deposits, no company was formed, whéah sesms
to show that no necessity for such a law existed. (b)

. Thus. we find that in the case of South Dakota, no fund
was established,but merely a law providing'for such & thing
was passed, and this satisfied the publié demand without any
guaranty of deposits. There was no need for such a thing and
the banks have avoided the needless expense.

Two bills were proposed in Colorado in 1509,but néither
bill succeeded in getting to the Governor,- one being sup-
porsed by the Hsuse and one by the Senate. |

The Heouse advocated a "Mutual Guaranty Fund" to be raised
by an assessment upon the banks of one percent, twopfifths to
be paid in at once and one—fifth}each year thersafter until it
should be all paid in. This fund was to bear interest at the
‘rate of four percent. The tax for any one year was never to
exceed one percent of the average daily deposits. The systenm
was also to be made compiatlsory by making every bank participate.

(a) I:dependent vol.66:1268-9
(b- private letter frox Wingfield 3/10/13
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The bill which the Senate advocated, provided for the
"Accurulstion of e Guaranty Fund" by each ban k being com-
relled to lay aside one percent of its deposits every yeaxr for
ten years. This fund wes to be invemted in hbonds and the bonds
deposited with the State Treasurer. These two bills wers
advocated,but both House and SZenate were unwilling to coxPToO-
mise and as & result no law was rassed.

In 1911 & i1l was proposed similar to that of Texss 1in
that & fund and & bond system were included in the bill. , The
bill provided for = Banking Board consistingflhe Governor,
Attorney General,State Bank Commissioner, State Treasurer,
and one state banker, to be appointed by the Governor.

Under the guaranty or fund plan the bank was to pay
to the Board by Jamiary 1st, 1913, one percent of unsecured
deposits and one-*ourth of one percent every year thersaftexr
until the total should equal $1,000,000. A 1irit for any
one year was placed at two percent. Twenty-five percent of
this was to be paid to the Board in cash and the Board was to
deposit this in banks which woula pay the highest interest .
The banks, receiving the fund, were to put up bonds for the
- same. The interest was to be added to the fund from tire ta
time. The seventy-five percent was to be credited to the
Banking Board by the bank and subject to its check. A provi -
sion was made so any bank might withdraw and secure its poxr-—
tion of the remaining fund after all debts were paid.

Under the security or bond pian, .the banks must put up
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bonds to the amount of thaeir capital and surplus, the same as
in Texas. No advertisihg was to be permitted.(a)

The politiecal rarty in power considered this a sub-
stitute and not a real guarantee of deposits and so the bill
was lost in the House. Attenpts to securs a guaranty law have
met with failure in MISSOURI, ILLINOIS, OREGOWN, WASHINGTON,
and in CALIFORNIA.

(a) Senate bill #374 of Colorado Legislature of 1911.



57

CHAPTER - V -
National Agitation for Guaranty.
In the presidential caxcpaign of 1908, Mr. W. J: Bryan

proposed a guaranty of deposits in nationsal banks,as was

quoted from the democrstic platforr in the fourth seetion

of the first chapter. This, while not including 81l banks,
is the nearest thing to a nation-wide guaranty of deposits

whigh has been suggested.

The Democratic party was defeated and the Hepublicans
now say that & guaranty law has been voted down by popular
vote. This is hardly a fair view‘of the question, since
there were numerous issues in fhe campaign and the guaranty
question was merely one of minor importance.

$he proposs:4 law was uulﬁ@éa tax on all nationsal banks,

the proceeds of the tax Lo be placed in a fund under the care

of the Comptroller of the Dﬁrrency for the purpose of paying
losses when there was a naﬁional bank feilure.

This bill was presented in Congress in 1908 by Senator
Owen of Oklehoms, then chairman of the Benate Committee on
Banking aﬁd Currency. The bill was voted down in Congress
and no fnrther.bill has been presented up to the present time.

‘Hewever there ié ruch agitation for and against such a
lew. The prospects thet such & bill will be laid before
Congress at the next fegular gsession are bright, to say the
least. Mr. Bryan, the autkhor of the idea, is now in &an influ-
ential positioﬁ. President Wilson has said: "Perhaps it would
be & good thing,"(a) and reports have appearéd to the effect
(a) Banking Reforr for April 1913.
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thet Congressran Glass, chairman of the sub-comrzittee on
banking and currency, in conference with his corritteemen and
President Wilson, is framing such & bill. (b)

Sore thought such a bill would be & part of the "Reform
Bi11" for our currency and benking systeﬁ)-but Representative
Glass s&id:"The guarsnty of deposits should be considered as
en independent proposition and not.made & part of the plans
for revision." (e¢)

Thus & bill will probably be prssented to Congress asking
for the national guaranty of deposits. The prospects for a

law to that effect sre, however an entirely different propo-

2
sition and not so hopeful as the followirg chapter will show.

(b) & (¢) Banking feform for April 1913.
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CHAPTER - VI -
Conclusion’

With the foregoing history of guaranty laws before us,
we ar~ now in a position to discuss the theory aﬁd the prac-
tal workings of such laws.

One of the first features of such laws was the deter-
rmination to be able to pay depositors of a failed bank at once,
in order to releive the pressing needs of depositors, who need
their money fror day to day an;;génnot wait until some future
tire when the affairs of the bank sre settled to received
their deposits without much privation and suffering. Now in
Oklahoma the first real test showed that such & provision
could not be secured by a gusranty fund.

In the first place, as pointed out by Mr. Hepburn, there is
over $6,000,000,000 in deposits in nationsl banks alone and
in actual ronsy in the United States there is less than $2,000,
000,000. XNow in case of & panic where could the money be
found to pay depositors at onece? The very principle.umpon which
~the baﬁk is founded takes it for granted that it cannot pay
81l depositors at once. No fund could be secured large enough
td accorplish this. Agasin, in case the money should be in-
vested in securities so as not to be lying idle, the sesurities
rust then be s0ld and if there is no money to buy them they
cennot be turned into cash and the depositors paidy Moreover
this would involve a forced sale of securities. Thus, one of

the ideals which the guaranty fund was intended to provide, has
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been shown to be absolutely impossible in sctual practice.
Where the banks are merely compelled to earry so much on
their books subject to the call of losses in other banks,
there would be no more reserve than there is at present.

The strong bank ﬁould not be as secure as it is at the
prresent time, since it wouLi_be compelled to pay the losses
of any other bank as well as hold a large reserve for itself
and yet not be in a position to dictate the policy of the
wegker bank. This is unjust to the strong bank. Banking, in
its very nature,is a business conducted by an individdual or
group of perscns and it depends entirely on the judgement and
ability of the managers of the loans as to whether the bank
shall be presperous or not. If the safe banker must pay the
losses to depositors in weaker banks he ought to have,
at 1eaat'a part in dicteting the poliey of the weasker banks.
If the banks are left free to co-operate,as theyhave under
the Clearing House syetém in large cities where each bank to
a certain extent does dictate the policy of the others, then
they can ﬁool their reserves and help pay the losses without
1‘}::3 nnfairnesfé\dn‘oﬁ is produced when they are forced to pry &
part of the loss in the guaranty system.
| In Mexieo, the banks by a mutual agreement, help each
other and no loss to the depositors has Been the result. The
sare thing is true in Englan@rand is true for all Clearing
House systers. Why not treat the banks Just and revise the
banking syster and allow them to have & voice in the way &

bank is to be oParated if they are compelled to pay its losses?
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If banks are corpelled to pool their reserves and yet not have
any authority over weaker institutions the situation of the
entire locality is weakened rather than strengthened, for in
case of a panie, the strong banks will not only have to secure
enough cash reserve to secure themselves but also enough.to
pay their share of the loss of the weaker banks.

Any compulsory systemloannot be enforced without putting
& premium upon reckless banking. If the deposits of all banks

are guaranteed and no check is put upon who shall operate

benks, then many incompetent men will go into the business
men
as was the case in Oklshora. The morerf this character

who go into the business the weaker the syster as a whole is
bound to be. It makes a few more wesk banks for the stronger

banks to hold up and the pursuance of such axrpolicy would
cause the downfall of our entire banking system.

Mr. A. B. Hepburn has well stated the facts when he says:
"A law guaranteeing deposits is unsound for the reason that it
givee careless bankers the pame protection that it does to
conservative bankers and at the same time it places the burden
upon the conservetive bankers."(a)

The majority of deposits are created by lozns. A man
goes to the bk and asks the banker to buy his note or the
note of some other person or firm. Now. it is strietly a
private matter between the man and the banker as to what the
banker shall do. The public is not concerned in this trans-
action. With railroads it is & different matter; they have &
quasi-publiec funetion to perform and accordingly the Government

() New York Sun for Peburary 5th, 1913.
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has taken steps to regulate them. UMr. Paul M. Warburg of Kahn
Loeb & Co. mekes the above statements and adds that if the
Government steps in and demands that the banker shsal 1 gusran-
tee all deposits,which are a private matter between the banker
and the‘customer, why should it not also meke the privat e man
guarantee to pay his note when due$"(s) If banking were put
under enough regulations to teke away the personal element
then & guaranty might be al1l right but as long as it is alrost
enttrely a matter of personal policy so long it will be unjust
to ask one bank to guarantee the deposits of another without
sore syster of mutual co-operation.

Joseph Talbert, vice-president of the Nationsl City Bank
of N?w Ygrk, says:"I would consider a national guarsnty of
bank deposits as a national cslamity."(a) Many bankers in
spesking of the subfeil say: "Look to Oklehoma." The working
out of the Oklahoma law found, of course, almost the entire
burden of loss put upon banks which were exceedingly well
conducted and entirely safe and efficient. These banks paid
the debts of the others to the detriment of their own clients
and corrunity.

In comrenting on the law, Prof. J. L. Laughlin states:
"For deposits made in cash the Pogtal Savings Bank has been

adopted. Whether in the form of a guaranty fund directly
adrinistered by the Federal Government or in the form of the
compulsory assessment of one natiand bank to pay the debts of

another, the scheme is pernictous, unjust and irrational frow

(a) New York Sun for Feb. 5th, 1913.
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any point of view of sound business. It would put & premium
on inefficient banking methods and a burden on good management.
The safeguuiu. against loss which Federal supervision amd
exanination afford to the depositor is &l1 that the Government
can legitimately undertake and any plan of finaneial insur-
ance is beyond the provinee of said Government."(z)

The double 1limbility of stockholders places the responsi-
bility where it should be placed. If some outside institution
Bhould guarantee the deposits, the stockholders and officers
of a bank would have & lessened repponsibility to the deposi-
tors and counld be induced to take grester risks in the loan-
ing of money.: in the generel management of the bank they
feel very keenly their liability to the depositors and to the
general public. Any plan, that will lessen thié fesling of
responsibility will tend to put the bank on the same basis as
any ordinary commercial enterprise. The officers might teke
risks, which would sesr good enough at the time, in view of the
fact, that the depositor, at all events, would be secured by
- an outside guaranty.

The guaranteeing of bank deposits is one way of making it
easier to induce ban: managers to loan their money to irre-
sponsible parties. The honor asmong barnkers is now on & very
high plahe and the losses to depositors are insignificant.

With a ruaranty, there would come poorer bankers and this
plane-would be lowered. Mr. W. T. Galliher of the American

Bank of Chicago, well descrived it in the following mamner:

(a) Benking Reform for February 1913.
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"It puts a discount upon integrity, financial responsibility
and sound and conservatibe banking, end & premium upon what.i
is usually described as "Wild-Cat Banking™. It is effective
because it results in irposing the unfair and impolitie bur-
- Gen of responsibility for the default, miscarriage, or mis-
ranagerent of a badly or poorly managed institution upon its
successful neigbbbﬁT who ought to be encouraged and approved,
instead of being, by this plan, unjustly penalized." (a)
The actual loss to depositors has been less than one-

twentieth of one percent. 1In every case where a guaranty has

been tried it has cost the bankers more than this. It would
seer. from this that it is practieally impossible to secure a

guaranty at a lower cost than the losses under our present
system. If the depositor pays for it, as he does in either
case, why should he not have the chearer method and stand the
ldss which is small and uncertain rather than the cost of a
guaranty which is larger and which is a constant burdeﬁ?

Puklic confidence in the banker's ability to meet his
~obligations is an indispensable asset to the banker. Zhis
removed, will place incompetent men in the business. Those
now doing the business would become reckless, standards of
banking integrity would be lowered, and thus in an endeavor
to protect the depositors from loss, the whole country would
be subjJected to a menace.

The benefits aceruing to depositors under a guaranty
lsw are nothing compared with the effects upon banking effi-

cieney. If the known defeots of our present banking system

(o) Banking Rerorm for April 1913.
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were corrected, we would not need a guaranty law because the

proportion of insolvency’due to eredit strainlwould be reduced

to a mimirum.

Judging from past experience and from observations of
banking systems of Furopean countries, it would seem thet
what oul present syster needs is & centralization of reserves
and the rediscount feature madedembéJbg‘ our cormercial paper
together, ehlanstic ecurrency.

These defeets have been remedied in our cities to a large
extent by means of the Clearing House system and with this
system enlarged so a8 to cover the United States, making a
Central Reserve, and adding the feature of Fediscount for
all timesjand not oniy for cases of amergency)and a currensy
such as that proposse’ by the Aldrich Monetary Commission,
would to my mind, be the proper method and would correct these
defects. |

The Guaranty Law is not needed for four reasomns.

First; because the losses from dishonest and incompetent bank-

ing are negligible.

Second: because it is unjust to ask the strong to guarantee the
weak banks unless the strong banks are permitted to sup-
ervise the weak by such a system as the Clearing House.

Third: there is alrcady a guaranty fund in the sbhpe of the

cepitsl and surplus and double 1liability clamse.-

?ourth; becsuse all trials of the law have proven inefficient

and also expensive.

FrF et
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