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WALL STREET, LOOKING TOWARDS BROADWAY
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ELMER H. YOUNGMAN, Edite

SIXTY-SIXTH YEAR

JANUARY, 1912

VOLUME LXXXIV, NO. |

THE OUTLOOK FOR 1912

NE of the principal events of the
year just opening will be, in this
country at least, our quadrennial politi-
cal.and business turmoil incident to the
election of President.

This event has always a more or less
pronounced effect on business, and this
is true to a considerable extent whether
there is any probability of the transfer
of power from one party to the other
or not.

While President Tarr has undoubt-
edly displayed qualities of the highest
order in his Administration, he seems
to have failed in securing the approval
of those who regard themselves as pro-
gressive, nor has his course commanded
the support of many conservative busi-
ness men. Although his renomination
now seems probable, it is foreign to the
policy of this MacGazINE to speculate
either as to his renomination or re-elec-
tion. We are only interested in the
probable effects that the election may
have on business enterprise.

Should Mr. TarT be re-elected and
Congress make no changes in the Sher-
man Law, it may be expected that the
policy of the President in regard to
what is termed “big business” will be
continued. There is, of course, a wide
diversity of opinion as to the wisdom
and the ultimate results of this policy.
Men very high in the business and eco-
nomic world regard it as being sure in
the long run to seriously cripple the
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country’s prosperity. Others of equal
standing and authority seem to think
just the reverse.

The disposition of business men to
get alarmed in regard to Governmental
policies is well known, and quite often
these fears are not borne out by the
results.

At present while some apprehension
and distrust have undoubtedly. been
caused by the Government’s attack en
the great combinations of capital, ':_md
while this has no doubt retarded some-
what the flotation of new enterprises,
the ordinary business activities of the
country seem to be proceeding at a
normal pace. This may prove that the
fears of “big business” are ungrounded.
On the other hand, it is conceivable
that the Sherman Law may be so rigid-
ly enforced as to cause not only con-
tinued distrust, but positive harm.

It is hardly to be expected, with the
Presidential election impending, that
any changes in this statute will be made
in the direction of its liberalization, for
if this were done the cry would at once
be raised that it was for the purpose
of favoring the trusts.

After the Presidential election is
over the whole problem of dealing with
large combinations of capital will prob-
ably be taken up and considered in a
sober and independent spirit, not with
a view of making political capital but
for the purpose of adjusting the law
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s0 a3 to afford nceded pi‘bte'chon to the
public without injury to legitimate busi-
ness interests.

Radical tendencics in either party
seem to be disappearing, and whether
the Republicans continue in power, or
whether they will be succeeded by their
most prominent rivals, will apparently
not cut much figure in the business
world.

Aside from the disquieting features

_incident to the anti-trust laws, the gen-
eral outlook for the new year seems to
be good. Banking conditions as a whole
are satisfactory, and this will tend to
strengthen the business situation.

PROFITS OF THE PROPOSED
RESERVE ASSOCIATION

N interesting feature of the pro-
posed reserve association is the
profit to be expected. At the recent
bankers’ convention, BENJAMIN STRONG,
JR., vice-pesident of the Bankers’ Trust
Company of New York, had the follow-
ing to say on this matter:

“Solely for the purpose of illustra-
tion, we will assume a condition for the
association, after some years of opera-
tion, as follows:

AsseTS.

I.awful money received for
capital .................0.. $125,000,000

I.awful money received for
government deposits........ 100,000,000

Lawful money received for
bank deposits .............. 625,000,000
Government bonds taken over. 700,000,000
Investments and discounts.... 800,000,000
$1,850,000,000

LraBiuiTies.

Capital ...................... $125,000,000
Government deposits......... 100,000,000
Bank deposits................ 625,000,000
Circulating notes............. 700,000,000

Deposits and note liabilities

arising from investments and
discounts .................. 300,000,000

$1,850,000,000
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“In this estimate is included an in-
crease in capital and deposit liabilities,
as well as circulation to cover a possible
admission of State institutions, and a
larger discount and investment account
is indicated than may arise for many
years. Based upon this assumed condi-
tion, the earnings should work out in
round figures about as follows:

EARNINGS.

3% on 700,000,000 U. S. 8’s.... $21,000,000

414,% on 100,000,000 discounts.. 4,500,000
314 % on 200.000,000 investments 7,000,000
$32,500,000
Denvucrioxs.
114.%on 700,000,000 U. S. 3’s... $10,500,000
prensee main office and ffteen
branches .........ccoovvvnnnn. 6,000,000
Expenses note issues (about
double present cost)......... 2,000,000
$18,500,000

“The stockholders might receive a
dividend of $5,000,000, and there would
be left for surplus $4,500,000, and for
the Government $4,500,000, total $14,-
000,000. It is quite apparent, there-
fore, that the disposition of the earn-
ings of the association may become an
important question immediately upon its
organization.

“Credit institutions are influenced in
their operations by two considerations
—profit and safety. In this plan the
ability to make profits is subordinated
to the necessity for safety. Very wise-
ly a limit has been placed both upon
the amount of dividends to be paid to
the subscribers and the amount of
profits to be added to surplus. By lim-
iting the amount of dividends and sur-
plus, incentive to large profits is re-
moved, and no pressure of opinion
either from the public or stockholders
should induce the management of the
institution to allow undue inflation or
extend its operations for profit beyond
the point of conservative action.

“The attention of the country will be
focused upon the condition of the re-
serve association and its earnings will
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be a subordinatc consideration as is the
case in Germany, France and England.

“Were the surplus to be increased
beyond a moderate maximum fixed
amount, subscribers to the stock, in
later years, at a greater book value,
would realize an increasingly reduced
interest return as compared with older
stockholders, unless adjustments in the
dividends were made, which plan would
seem impracticable.

“The Bank of England has estab-
lished by long precedent a fixed rest or
reserve of approximately 8,000,000
pounds, in excess of which amount
profits are distributed to the sharehold-
ers. The dividends paid by the bank
since 184+ have been from seven per
cent. to eleven and three-quarters per
cent., in recent ycars nine per cent.
Eliminating its own notes held in its
banking department, the Bank of Eng-
land shows roughly a net earning power
of 1.3 per cent. on all of its assets and
2.2 per cent. on the assets which are
earning interest, assuming that all of
its earnings have been distributed. This

“The Bank of England earns rough-
ly $6,500,000 to $7,000,000 on $500,-
000,000 assets, against a forecast of
earnings for the reserve association of
$14,000,000 on $1,850,000,000 of as-
sets.”

ANOTHER COMPUTATION OF
EARNINGS .

S the earnings of the reserve asso-
ciation will naturally be of great
interest to those who are going to in-
vest their capital in the enterprise, we
give herewith another calculation from
Mr. James B. Forgan, president of the
First National Bank, Chicage. Mr.
ForeaN’s estimate forms part of a
paper read by him at New Orleans.
While the conclusions reached by Mr.
ForeanN and Mr. Strone differ, it must
be remembered that their estimates are
not on the same basis—one being ‘“‘after
some years of operation” and the other
at the comemncement of business. Mr.
Foraan’s estimate follows:

Prospective Froures.
“If the National Reserve Association should commence business with a

capitai as proposed of

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

it would gradually assume liabilities approximately as follows:

Government deposits

$100,000,000

Bauk deposits (estimated at a little over half the present lawful

money 1 the national banks alone)....

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

500,000,000

Circulation against government bonds taken over from national

bhanks

Against these it would acquire the following assets:
Gold cr legal tender money for its capital. ..
Gola or legal tender money for its deposits

Government honds against circulation

700,000,000
$1,300,000,000

$1,450,000,000

................... $150,000,000

600,000,000
700,000,000 $1,450,000,000

Tts lawful money reserve against its liabilities would be as follows:

Gross liabilities

compares with the assumed earnings as
above suggested of three-quarters of
one per cent. on all of the assets of the
reserve association, and 1.4 per cent.
on the assets which are earning interest.

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

.............................. $1,300,000,000

350,000,000

....... $950,000,000
750,000,000

“On the basis of these figures it
would have a loaning or investing ca-
pacity of $275,000,000 as, after invest-
ing that amount of its lawful money, it
would still have left fifty per cent. of
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its net liabilities. But in the ordinary
course of business its deposit and circu-
lation liabilities would increase in pro-
portion to the amount of its loans and
investments, doubling its loaning ca-
pacity. Expanded to its full capacity
its loans would be $550,000,000 and its
net liabilities $1,500,000,000, while its
$750,000,000 of lawful money would
still be fifty per cent. of the latter.

“If the loans and investments re-
quired under normal conditions should
be one-half this amount, or $275,000,-
000 (or, in other words, if the man-
agement should, as it probably would,
under normal conditions, run the asso-
ciation at half its maximum loaning
capacity), the normal reserve would be
61.22 per cent.,, and there would be,
placing the minimum legal reserve at
fifty per cent., a leeway for expansion
of the loans of $275,000,000.

““A normal balance sheet on this basis
would be:

ASSETS.
Gold or legal tender money... $750,000,000
Government bonds ........... 700,000,000
Ioans and investments........ 275,000,000
$1,725,000,000
LraBIuITiEs.
Capital ..........ccooiuiiinns $150,000,000
Government deposits ......... 100,000,000
Bank deposits (originally de-
posited in lawful money)... 500,000,000
Circulation .................. 700,000,000
Bank deposits - created by, or
circulation issued against,
loans and investments (im-
material which) ........... 275,000,000
) $1,725,000,000

“And a statement of liabilities and
legal reserve against them would be:

Gross lLiabilities .............. 1,725,000,000
Deduct capital .............. 150,000,000
$1,575,000,000

Deduct 507% of government
bonds ......... e tereceanas 850,000,000
Net liabilities ................ $1,225,000,000
Legal reserve money, 61.22%.. 750,000,000
“To indicate that the association

could afford from the standpoint of

profit to thus run under half steam, so
to speak, I offer the following pros-
pective figures of its income and ex-
penses under normal conditions:

INcoME.
3% on government bonds....... $21,000,000
31,% on loans and investments.. 9,625,000
$30,625,000

E\PENSES.

Operating expense. . ... $5,000,000
Expenses connected with
note issue...........
Franchise tax (equal to
114 % on government
bonds taken over from
national banks with
privilege of circula-
tion against them)..

2,000,000

10,500,000 17,500,000

Net profits .................... $13,125,000
Dividend on capital stock, 4%... 6,000,000

Applicable for division between

surplus and, the government be-

sides the franchise tax, as above 17,125,000

“When the maximum dividend of five
per cent. is paid to stockholders and
the surplus is twenty per cent. of the
capital, the distribution of profits would
be as follows:

Net profits, as above............ $13,125,000
5% maximum dividend to stock-
holders ...................... 7,500,000

Balance of profits to government $5,625,000

“These figures are made up on the
basis of the original and direct busi-
ness which the National Reserve Asso-
ciation would acquire. They do not dis-
close the reserve strength it would have
nor the increased loaning power it
would acquire as its business develops.”

STATE AND SAVINGS BANKS AND
TRUST COMPANIES—THEIR RE-
LATION TO THE RESERVE
ASSOCIATION PLAN

NE of the difficult features to be
dealt with in adapting the Na-
tional Reserve Association plan to our
peculiar banking system is in fixing the
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relations between the reserve association
and the banks other than national. To
make the proposed association most ef-
fective provision will have to be made
for admitting all classes of banks.
Dealing with the relations above men-
tioned in an address before the recent
bankers’ convention F. H. Gorr, presi-
dent of the Cleveland Trust Company,
said :

“What advantage can savings institu-
tions derive from membership under the
proposed plan? There are four ways
in which the National Reserve Associa-
tion can extend credit to its members:

“1. It can rediscount paper arising
out of commercial transactions having
not more than twenty-eight days to run;
commercial paper being defined in the
revised plan as notes and bills of ex-
change issued or drawn for agricultural,
industrial or commercial purposes.
While the language used is somewhat
vague, I assume it would be interpreted
to exclude obligations issued for invest-
ment and to cover only obligations aris-
ing out of the distribution of commo-
dities to supply present consumptive
demands.

“2. It can purchase bank accept-
ances having not to exceed ninety days
to run.

“8. With the endorsement of the
local association, it can discount paper
arising out of commercial transactions
having more than twenty-eight days
and not exceeding four months to run.

“4. Whenever the Secretary of the
Treasury, the Governor and the Execu-
tive Committce of the National Reserve
Association all agree that the interests
of the public so require, it can discount
the direct obligation of a depositing
member, when endorsed by the local
association, and secured by satisfactory
collateral ; the bank receiving the guar-
antee being required to pay such com-
mission as. may be fixed by the local
association.

“Savings banks and trust companies
restricting their investments to savings
bank standards, for the most part, have
no paper arising out of commercial
transactions, even as defined in the re-
vised plan. The only facilities afforded
them would be the right to discount
their direct obligation at such times, and
at such times only, as the Secretary of
the Treasury, the Governor 'and the
Executive Committee of the Reserve As-
sociation should unanimously determine
that protection of public interests re-
quired such accommodation to be given.

“The situation can best be illustrated
by giving one or two concrete examples.
A commercial bank could rediscount an
unsecured obligation of the United
States Steel Corporation, if you please,
having less than twenty-eight days to
run, provided only it arose out of a
commercial transaction, while a savings
institution could not rediscount an ob-
ligation of the same company having
the same maturity, not arising out of
a commercial transaction, although se-
cured by Government bonds. A com-
mercial bank could rediscount the note
of a farmer given for seed or fertilizer,
while a savings bank could not redis-
count a note of the same party for the
same amount and having the same ma-
turity, although secured by mortgage
on real estate worth several times the
amount of the loan, if issued for other
than commercial or agricultural pur-
poses. Manifestly, if the membership
and the codperation of savings institu-
tions is needed or desired, either Sena-
tor ALbricH’s plan must be broadened
so as to qualify for rediscount assets
held by them or the legislatures in many
States must repeal existing laws pro-
hibiting savings institutions from in-
vesting in unsecured obligations. Un-
til quite recently, at least, it has been
generally conceded that savings de-
posits ought to be invested in loans and
securities which are locally recognized
as the safest. The belief that savings
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deposits should, in good morals, be re-
garded in the nature of trust funds,
has induced many States to restrict the
character of investments that may be
made by savings institutions. It is said
that in England, France and Italy, sav-
ings funds are largely invested in Gov-
ernment bonds and mortgages; in Ger-
many in municipal bonds and mort-
gages. The Law Committee of the
American Bankers’ Association has been
actively considering whether banks do-
ing both a commercial and savings busi-
ness ought not to be required to segre-
gate their savings funds and invest-
ments.

“Conceding, without admitting, that
in the panic of 1907 prime commercial
paper was found more liquid than well-
secured Wall Street loans, it may well
be doubted whether unsecured commer-
cial paper will ever come to be re-
garded in some jurisdictions, at least, as
a proper investment for savings de-
posits. In considering the self-liqui-
dating value of commercial paper, it
should be remembered that the panic of
1907 was a money panic and that gen-

_eral business conditions remained un-
disturbed for some months; that com-
mercial paper was not found to be so
satisfactory nor so self-liquidating in
the industrial panics of 1878 and 1893,
when more comparatively solvent con-
cerns failed. It should also be remem-
bered that stocks, bonds, real estate
and collateral loans were freely received
as security for currency issued by the
Clearing-House Associations in 1907
and proved eminently satisfactory. The
currency then issued has been said by
no less an authority than F. A. VANDER-
Lip, president of the National City
Bank of . New York City, to have been
as safe a currency as national bank
notes.

“I seriously doubt whether any plan
which penalizes savings banks and trust
companies for adherence to standards
supported by sound reason and long ex-

perience will prove acceptable in the
end to the public. If it is essential to
the success of the proposed plan that
State institutions should become mem-
bers of the Reserve Association, the
plan. must be liberalized so as to give
such of these institutions as voluntarily
or under legal compulsion adhere to sav-
ings bank standards in the matter of
investments and loans the right to use
their prime secured loans for redis-
count.

“I am well aware that it is contended
that prime commercial paper is the most
self-liquidating asset a bank can have;
that it is essential that the assets of the
Reserve Association be kept liquid, and
that to permit savings institutions to
use secured loans for rediscount will in
some mysterious way further the inter-
ests of Wall Street. But so far as I
have observed, those who are most in-
sistent that the assets of the Reserve
Association be kept liquid have entered
no protest to the suggestion that the
association purchase from the national
banks $700,000,000 of irredeemable two
per cent. bonds which would be abso-
lutely unmarketable in its hands, and
when deprived of the circulating priv-
ilege, worth not to exceed seventy cents
on the dollar. I fully agree with the
opinion expressed by the Currency Com-

mission that it would be a menace to the -

establishment of the National Reserve
Association on a solid basis to permit
the taking over of these bonds unless
some definite plan for refunding them
is worked out in advance, to which the
Government is definitely committed. It
is gratifying to find that Senator ALp-
ricH has made careful provision for
this in his revised plan.

“Those who contend that Wall Street
interests will profit if secured loans are
qualified for rediscount have failed to
take note that the demand is made only
in behalf of institutions adhering to sav-
ings bank standards in the matter of
investment. The only savings institu-
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tions in the State of New York are
mutual savings banks, and unfortunate-
ly, as it seems to me, even under the
revised plan, they are to be denied the
right of membership. Were they ad-
mitted and given all the facilities for
rediscounting prime collateral loans
equal to the facilities afforded national
banks for discounting commercial pa-
per, the amount that would be available
for speculative purposes would be a
negligible quantity, if all the savings
banks in the city of New York were to
lend themselves to such purpose, which,
of course, is unthinkable.

“There are 635 mutual savings banks
in the country with deposits aggregating
$3,500,000,000, nearly twenty-five per
cent. of the total deposits of the entire
country. Upon what theory are they
to be excluded? Is it because they
neither need nor desire the protection,
which it is assumed membership in the
National Reserve Association would af-
ford, or has the decision to exclude them
been found the most convenient way, in
view of the fact that they would only
have collateral loans to offer for redis-
count, to escape from the hue and cry
against Wall Street? In times of public
distrust, savings institutions are pecu-
liarly subject to attack because of the
number and character of their deposit-
ors. They can, it is true, require thirty
or sixty days’ notice of withdrawal to
be given, but to take refuge under that
right is humiliating, if not a disgrace,
at least in normal times. A bank en-
forcing it fails in the supreme test of
good banking, which has been said to be
the ability to pay all demands in cash.

“Nearly forty per cent. of the total
deposits of the country are savings.
Under Senator ALpricH’s plan prac-
tically none of the resources in which
savings deposits are invested could be
converted into cash except in times of
extreme disturbance, when their direct
obligations, properly secured and guar-
anteed by the local Reserve Association,

could be used. Under ordinary condi-
tions protection to savings deposits must
result under the plan proposed from
the conversion of investments represent-
ing commercial deposits held by other
institutions. I fear too much reliance
is placed on the self-liquidating quality
of commercial paper and that Senator
ALDRIcH in his zeal to avoid the appear-
ance of giving any supposed advantage
to Wall Street has entirely overlooked
the needs of savings institutions.

“If the codperation of mutual sav-
ings banks is essential, the plan must
be modified to meet the conditions under
which they operate and are powerless
to change. Whether secured loans are
less liquid than obligations arising out
of commercial transactions, is not the
only question. The acceptable plan
must deal with conditions as they exist
and afford the banks of all classes the
maximum of opportunity consistent
with sound banking to convert their re-
sources into cash.”

Fully admitting as we do the desira-
bility of having the State banks, sav-
ings banks and trust companies partici-
pate in the benefits of the reserve
association, we can not’ assent to the
wisdom of Mr. Gorr’s proposal to ad-
mit stocks and bonds to an equality
with commercial paper as a means of
obtaining credit with the reserve asso-
ciation. This “credit” may be in the
form of a mere book entry or it may
take the form of notes issued by the re-
serve association and sent to the mem-
bers applying for a rediscount.

This transmutation of fixed invest-
ments into circulating credits through
the mere instrumentality of the Nation-
al Reserve Association would seem to
tend toward a perpetuation of some of
the difficulties now confronting us. Af-
ter taking away the circulation feature
from Government bonds, shall we not,
by conferring it upon a vast volume of
miscellaneous stocks and bonds, simply
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be jumping out of the frying-pan into
the fire?

We repeat that the State banks,
savings banks and trust companies
should share to the fullest extent in the
benefits of the National Reserve Asso-
ciation, but care should be taken that
these benefits be conferred in the wisest
way.

BANKERS’' CONVENTION ALMOST
UNANIMOUS FOR THE RESERVE
ASSOCIATION

FAMILIARITY with the methods of
the bankers’ conventions somewhat
reduces the impressiveness of the prac-
tically unanimous vote (there was one
dissenter, from the Lone Star State,)
by which the National Reserve Asso-
ciation plan was approved by the re-
cent convention of the American Bank-
ers’ Association at New Orleans. Never-
theless, not only was there a very large
majority of the bankers at the conven-
tion favorable to the project, but it is
apparent that most of the bankers in
the country are of the same opinion.
The thorough care and study evident
in the preparation of the plan entitle it
to great respect, and this is increased
by the substantial unanimity with which
the bankers are supporting it. A small
banker, or the closest student of bank-
ing, would hesitate a long time before
venturing to set his opinion against such
an overwhelming weight of authority.
No doubt the plan embodies many ex-
cellent features. But is it so nearly
perfect as to be beyond helpful criti-
cism? And is the universal chorus of
approval due to the excellence of the
plan, or to the tendency of a great
many little bankers to sneeze when the
big bankers take snuff ?
We do not know the answer to these
questions. It may well be believed,
however, that the banking problem has

been so threshed over, and inspected
from every possible angle, so that those
who formed the ALpricH plan benefited
by this long consideration of the matter
and anticipated every valid criticism.

In a matter of such great importance,
the freest criticism should be welcomed.
A great deal of our financial and bank-
ing legislation has been unsound, and
we greatly fear that if Mr. ALbricH’S
central bank or reserve association plan
ever becomes a law, it will go through
with several unwise provisions incorpo-
rated in it. These features should be
reduced to a minimum. Some of them
have been pointed out by the editor of
this MacaziNe and by others. Instead
of resenting these criticisms as a sign
of hostility to the measure itself, they
should be received in the spirit in which
they are offered—that is, the desire to
see our banking and currency laws as
free from defects as possible.

It is, unquestionably, a great tribute
to the merits of the reserve association
plan itself and to the ability shown by
Mr. AvrpricH and his associates on the
National Monetary Commission that the
bankers of the United States have given
the proposal their almost unqualified
approval. The bill to carry out the
plan will gain great prestige in Con-
gress from this support.

The bankers represent the solid busi-
ness judgment of the community, and
their opinions—especially on a matter
of this kind—will have great weight.

THE INTERCONVERTIBLE BOND
PLAN REVIVED

THE prevailing popular interest in
banking and currency affairs was
bound to give rise to a promulgation of
financial heresies of one kind and an-
other.
One of the most plausible of these—
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and therefore the most dangerous—is
the interconvertible bond plan, lately
revived by E. CLARENCE JoNEs in a
paper on “Elastic Currency for the
People,” read before the National Busi-
ness Congress at Chicago last month.
We must do Mr. Jones the justice to
say that he has presented the plan with
great clearness and force, and that his
address reveals a thorough knowledge
of the principles on which a banking
and currency system should be based.
And it ought also to be said that he is
not proposing a new or an ideal cur-
rency syste