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EDITOR’S INTRODUCTION

‘While Towa has more banks than any other State
in the Union, there is nothing unusual in the banking
history of this Commonwealth: the record here is
closely paralleled in other jurisdictions during the
same period. Thus the history of banking in Iowa
from 1838 to 1921 offers to the student a cross-sectional
view of the history of banking throughout the nation.

The author’s training in economics, his experience
in teaching the subject of banking, and his first-hand
knowledge of Iowa economic conditions have made it
possible for him to handle a difficult undertaking in

a most satisfactory manner.
BENJ. F. SHAMBAUGH
OFFICE OF THE SUPERINTENDENT AND EDITOR

TrE STATE HISTORICAL SOCIETY OF Iowa
Iowa Ciry Iowa
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its researches, has given encouragement and wise counsel
throughout the entire time that the manusecript has been in
process.

‘Without the codperation of the writer’s wife this study
would have been impossible. She cheerfully accepted a
larger share of the family responsibility and assented will-
ingly to the breaking up of our home life for the summer
vacations during which the major part of this work was

done.
Howarp H. Prestoxn
UNRIVERSITY OF WASHINGTON
SEATTLE WASHINGTON
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AUTHOR’S PREFACE

In the pages that follow the author has undertaken to give
a history of banking in Iowa from the earliest settlement to
the present time. Obviously many details had to be omitted
in order to keep within the bounds of a single volume. More-
over, the information for certain periods and phases of the
subject was very incomplete. Nevertheless it is believed
that sufficient data have been presented to give a true record
of JTowa’s banking development. Special attention has been
given throughout to legislation in regard to banking, since
the laws enacted represent the popular sentiment toward
banks and their control.

The field covered includes more than simply those insti-
tations which technically speaking can be called banks. In
the recent Federal Farm Loan Case the Supreme Court of
the United States announced a broad definition of banking
in these words: ‘‘Speaking generally, a bank is a moneyed
institution to facilitate the borrowing, lending and caring
formoney.’’ Under such a liberal definition, practically all
institntions making up the financial organization of the State
could be comprehended. This study does not claim to be
all-inclusive, but it does cover a broad field : it includes com-
mercial banks, savings banks, fiduciary institutions, invest-
ment banks of various classes, farm mortgage companies,
industrial loan institutions, building and loan associations,
and various other special types of financial institutions.
The Towa Bankers Association also receives considerable

ix



X AUTHOR’S PREFACE

attention. To some of these institutions the use of the word
bank, or any of its derivatives, in the formal title is ex-
pressly prohibited. Banks or financial institutions in Iowa
operating under Federal law are included in the treatment.
Thus, there is considerable discussion of institutions not
peculiar to Iowa; this seemed necessary for the benefit of
readers not familiar with the general banking history of the
United States.

During the formative period of American banking, prior
to the Civil War, Iowa can not be said to have contributed
any distinctive type of banking institution or control. Its
banking history presents rather a cross section of the his-
tory of banking in the nation. Wildcat banking, prohibi-
tion of banking, a free banking law, and a State bank were
all found in Iowa in this first epoch.

In the development since the founding of the national
banking system, the experience of Iowa has paralleled that
of the other Commonwealths.

Perhaps the most distinctive feature of the banking situa-
tion in Iowa at the present time is the large number of
banks: indeed, Jowa possesses more banks than any other
State in the Union. Some reasons for this unusual develop-
ment and the results thereof have been given in Chapter
XIV. Towa’s banking history is of special interest also
because the majority of the banks are strictly country banks
and their business is actually agricultural credit. The
regular banks do not, for the most part, loan on farm mort-
gage security but confine themselves to short time loans.
Farm mortgage banking, therefore, has had an unusual
development within the State. Here owing to the absence
of a large industrial population special types of industrial
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loan organizations have not spread widely. Investment
banking is also somewhat less prominent than in many
States—unless the special farm mortgage companies are
included in that class. Iowa has an exceptional number of
banks called ‘‘savings banks’’, but these are in reality
chiefly commerecial banks.

The reader who is interested only in special phases of
the subject will find it possible to cover these topics without
reading the entire volume. The years prior to the Civil
War may be considered a distinet epoch in Iowa banking.
Existing State laws were rendered obsolete by the passage
of the national banking act. The establishment of the pres-
ent commercial and savings bank system and its develop-
ment to date are sketched in Chapters VII-X. The remain-
ing five chapters deal with special topics and each is prac-
tically a unit in itself, so that the reader may omit any por-
tion without serious loss of continuity.

For assistance in the preparation of this volume the
author wishes to acknowledge his indebtedness first of all
to the late Professor Isaac A. Loos for his inspiration as a
teacher and for suggesting this topic of investigation. The
main portion of the study was prepared under the direction
of Professor N. R. Whitney, now of the University of Cin-
cinnati, and from him the writer received many valuable
suggestions. Professor H. L. Lutz of Oberlin College, Pro-
fessor E. T. Miller of the University of Texas, and Pro-
fessor George W. Dowrie of the University of Minnesota
read portions of the manuscript and made helpful sugges-
tions. :

For assistance in securing material and also for reading
those portions of the manuscript which pertain to their
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respective fields the author wishes to make special acknowl-
edgment to Mr. Frank Waples, Secretary of the Iowa Farm
Mortgage Association, to Mr. F. D. Denlinger, former Pres-
ident of the Iowa Building and Loan League, and to Mr.
Frank Warner, Secretary of the Iowa Bankers Association.
There are many others in the practical field of banking who
have assisted by correspondence and interviews, but the
list of such persons is too long to be included here. The
references will be found to indicate these sources of special
information. In tracing through the legislation and check-
ing up the author’s own researches in that phase of the sub-
ject Pollock’s History of Economic Legislation in Iowa was
relied upon more than the footnote references indicate.
The major portion of this study was carried on in the
research rooms of The State Historical Society of Iowa.
Here the dominant spirit of mutual helpfulness and the
comradeship of scholars intent upon similar researches did
much to sustain the writer’s determination when the task
seemed long and tedious. Intangible but nevertheless very
real, this spirit of my research associates has made the task
of writing this volume more pleasant and, I believe, more
fruitful. In the gathering of material every facility of the
Society has been placed at my disposal. The painstaking
assistance given by the editorial staff in editing and veri-
fying the manuscript and in reading proof has relieved the
writer of much labor. Special assistance was given by Dr.
Ruth A. Gallaher in editing, proof-reading, and indexing.
Miss Helen Otto assisted in the verification of the manu-
seript. Dr. Benj. F. Shambaugh, whose genius has made
possible the existing organization of The State Histori-
cal Society and whose spirit is the guiding influence in
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ECONOMIC AND POLITICAL BACKGROUND

For more than a century and a half after its first explora-
tion by Marquette and Joliet in 1673, the Iowa country re-
mained the hunting ground of Indian tribes: indeed, it was
not until the early thirties that white settlers crossed the
Mississippi in any considerable number, and even then the
land had not been surveyed and offered for sale. The best
evidence shows that these hardy pioneers who ‘‘squatted’’
on the public domain were not lawless intruders, but an
industrious people coming from all parts of the Union.
Later when the country was surveyed and the territory
officially opened for settlement the rich prairie land of Iowa
was sold at $1.25 per acre. In 1835 there were over ten
thousand inhabitants in the Iowa country, and when the
Territory of Towa was established in 1838 it had a popula-
tion of 22,859. The great highway of commerce was the
Mississippi River and along its banks the early towns ap-
peared. St. Louis, which was then the most important
trading point of the region, was the market for Iowa
products.?

At this time, when Iowa was being first settled and when
its first economic institutions were being established, Ameri-
can banking was in a very chaotic condition. In 1832 the
question of the recharter of the Second Bank of the United
States was the leading issue in the presidential campaign.
The Whigs under the leadership of Henry Clay espoused the
cause of the Bank, while the Democrats opposed it under
the leadership of President Jackson. The decisive victory
of the anti-bank party resulted in making the bank question
the leading political issue of the thirties and early forties.

1 1



2 HISTORY OF BANKING IN IOWA

Moreover, the salutary influence of the Bank of the United
States being removed, all banking regulation was left to the
discretion of the several State governments. An era of
State bank inflation resulted.

The number of State banks increased from 330 in 1830 to
788 at the close of the year 1836; and their note issue more
than trebled in the same period. With the lax regulation
imposed by many of the States, particularly in the West and
South, the quality of this circulation greatly deteriorated.
A wave of speculation in public lands swept over the coun-
try. In 1837 there came a violent financial collapse, fol-
lowed by the suspension of specie payments and heavy
liquidation. The latter continued until about 1843, with
some periods of improvement. Meantime, the volume of
bank notes in circulation dropped from the high level of
1836-1837 to about the point where it had been in 1830.
Some gain had been made in the quantity of specie in cir-
culation; but in the six years of contraction the per capita
money in circulation in the United States fell from $13.87
to $7.87.2

It is not surprising that early banking in Iowa was
strongly colored by the economic and political background
against which it was projected. From the meager data
available it seems that the general economie disorders pre-
valent in the country were even more severe in the pioneer
communities of Iowa. Money was scarce and its quality
was very poor. The Iowa pioneer brought little money
with him to the new home. His former property had fre-
quently been converted into cash to pay for land. Often,
therefore, he was ‘‘land poor’’. Heavily in debt as he fre-
quently was, he found the period of falling prices which
resulted from the heavy liquidation after the panic of 1837
very detrimental to his interest.

The effect of this scarcity of a satisfactory currency was
shown in the economic conditions of the early forties. A
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Muscatine County correspondent of The Iowa Standard—
then published simultaneously at Bloomington (now Musca-
tine) and Jowa City—describes agricultural conditions in
Iowa in the fall of 1840 in a very interesting way. Doubt-
less the condition he pictures was characteristic of all other
Iowa communities at that time. The communication, signed
“Poor Richard and his Brother’’, reads in part as follows:

We are, many of us in debt. We came here, some two, some
8ix years ago, and settled upon land that was not in market, and
was not expected to be for some time after we settled. Some of us
then had a little money and some of our neighbors had none. We
loaned to each other to buy the necessaries of our families, which
then cost us ‘‘a right good chance of money.’”” We also sold our
little effects in our old settlement partly on credit, expecting the
money when our land came into market. But the day of sale came
when many of us were not ready. We were obliged to borrow
money, at from 25 to 75 per cent. and pledge our homes for its
payment. We were also in debt to our neighbors and our mer-
chants. How are we to pay all these debts?

We must sell part of our land. We know that Towa has a rich
and productive soil, and that with little labor, compared with other
wild countries, it is brought into a cultivated field—that our great
navigable river will always enable us to carry off our produce with
little expense ; and therefore our lands will some day become valu-
able. If we wish to retain a footing here, we must sell a part and
redeem our pledges, satisfy our creditors and keep off the Sheriff.
We had better have but 80 acres and have it secure and safe, than
have twice or four times the quantity and make slaves of ourselves
to keep peace with our creditors. . .

We may calculate that next spring there will be a good chance
of farm hunters, and we who are in debt, had better embrace the
opportunity and sell a part and save a part, than to do worse. We
bave had the pleasures and hardships of settling this new country,
and don’t want to try it over again. We want to stay here near
the river and near the market. We want to fix stables and shelters
for our stock ; to fix our gardens and set out orchards; to make our
houses neat, durable, and comfortable; and to live in peace, com-
fort and happiness the remainder of our days.®
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In the years immediately following, the situation de-
scribed by ‘‘Poor Richard’’ in 1840 seems to have become
worse rather than better. An extract from the Iowa Sun
of Davenport shows how serious the condition had become
by April, 1841:

The times are hard, and business of all kinds dull. Money, even
counterfeit paper, and bogus, have almost totally disappeared (no
other money having been current here gince the last land sales.)
Emigrants continue to pour into the Promised Land by tens, hun-
dreds, and thousands—filling up the back country with an indus-
trious and enterprising population.*

The hard times evidently reached their most acute stage
in the winter of 1842-1843. In the spring of that year the
economic conditions are reflected in the difficulties confront-
ing the newspapers. Notice is given that The Burlington
Hawkeye had been forced to suspend because it was unable
to collect the money due on subscriptions. The editor of
The Iowa Standard was very sympathetic, being in danger
of much the same fate himself. Money being scarce, he
asked for payment in produce; and this notice appeared in
the comment on the fate of his colleague:

We are at this time in pressing need of many articles which our
country friends could supply us with, would they but wake up and
make an effort to pay their dues. Almost every description of
produce, in reasonable quantities, can be turned to account; and if
those who are in arrearage would either come and see us, or com-
municate upon the subject by letter or messenger—(not subjecting
us to postage however)—doubtless arrangements mutually advan-
tageous could be made in almost every instance.®

Prices quoted on the St. Louis market at about this time
show that it would take a considerable quantity of bacon
and beans to pay a year’s subscription to a weekly news-
paper. Representative of the value of products of the Iowa
farmer are quotations of bacon and ham at three cents per
pound ; beans at fifty cents per bushel ; butter in kegs at ten
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cents per pound, in barrels at six cents; wheat at forty-eight
to fifty cents per bushel; and shelled corn at twenty cents
per bushel. Since these quotations were for St. Louis in
May and were spoken of as representing a return of pros-
perity, we may safely assume that, at the worst of the hard
times, prices in Jowa were much lower.®

Under the caption ‘‘Hard Money Times’’, The Iowa
Standard gives some earlier prices at a constable’s sale of
the property of a poor widow in Pike County, Missouri—a
county on the Mississippi River in the northern part of the
State. The following named articles were sold at the prices
annexed:

3 good horses, each...........ccovvviiiiiinnnnnnnnnnnn $1.50
1 1arge 0X . ovviiiii ittt i i iaaaaaas 1214
5 cows, 2 steers, 1 calf,thelot......................... 3.25
20 8heep €aCh........cotiiiiiiiiiiiii it J214
24 hogs, 10t ..cuviiinriini ittt ittt 5
© 1ldining table .........ccc0iiiiiiii i .50
leight day elock.........oovivieiiniiiiiiinninananns 2.50
1 lot of tobacco, Tor8ewt,lot.............ccceunnn... 5.00
3 stacks of hay each..............ccoiiiiiiiininna.nn 25
Istack fodder .......ccoiiiiiiinnininneeeieencnnans 25

The Hamnibal Journal, from which these figures were
taken, was led to comment as follows:

Truly we are beginning to feel the benefits which flowed from the
destruction of the old United States Bank—the consequent influx
of shinplasters—and the ultimate return to a purely specie cur-
rency. The rich may well rejoice at a policy that more than
trebles their wealth—but as for the poor—God help them.’

Scarcity of money is evidenced by one more instance which
came a few months later. The Iowa Standard states that
the workmen who built the dam and mill at Iowa City took
their pay in stock of the corporation. Only $12 in cash was
spent in erecting a dam which cost $5000.2 It must be re-
membered, too, that banks of deposit were not available, so
that no bank check was used by the builders.
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The quality of the circulation appears to have been as
poor as its quantity was limited. There was Little specie
in circulation in Jowa, and such as was used contained few
coins from the United States mint. By some writers this
lack of specie was ascribed to the policy of the treasury de-
partment as laid down in the specie circular—an order
issued on July 11, 1836, which required land payments to be
made in coin. By others the blame was laid to the illegal
circulation of small bank notes which drove the better money
from use. A pioneer who came to Iowa in 1844, and is still
a resident of Iowa City, told the writer that in those days
most of the silver coins were of foreign mintage. Spanish
silver quarters were used until worn smooth. They were
then crossed with a knife and reduced to twenty cents. In
like manner the twelve and one-half and six and one-fourth
cent pieces were reduced to ten and five cents respectively.1®
The California gold discoveries increased the quantity of
American gold coins in circulation during the fifties. After
the change of the coinage ratio in 1834, silver was under-
valued to such a degree that a serious dearth of minor coins
was felt throughout the whole country. The situation be-
came 8o serious that in 1853 an act was passed providing
for the coinage of subsidiary silver coins of reduced weight
and limited legal tender quality. Four years later Con-
gress passed an act repealing all statutes giving legal tender
power to foreign coins. This legislation did much to estab-
lish a currency made up of domestic coins.!!

Paper currency included the poorest bank notes in eir-
culation. Michigan bank notes were a large item among
the assets of the Miners’ Bank of Dubuque at the time of
its first published statements in 1837. These were the worst
of a very doubtful lot of currency. ‘‘Michigan money was
reported in June, 1838, to consist of three kinds, red dog,
wild cat, and catamount. “Of the best quality it is said that
it takes five pecks to make a bushel.’ ’2 It appears that
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rather more than five pecks of the notes in circulation in
Iowa were required for a bushel.

In view of the severe financial conditions against which
they were struggling, it is not surprising to find the Iowa
pioneers absorbingly interested in the questions of banking
and currency. Around these issues the political battles of
the thirties and early forties were waged. Andrew Jackson
had led the Democratic party into the fight against the Sec-
ond Bank of the United States. The substitute which was
provided was a heterogeneous system of State regulated—
or unregulated—banks. The Whigs had undertaken the es-
tablishment of a third Bank of the United States and gen-
erally supported the regulation rather than the prohibition
of banking within the States.

The Iowa Standard, a supporter of the Whig doctrines,
in addition to upholding the Whig positions in national
and State affairs, printed the more extreme statements of
the opposition. A considerable amount of the space de-
voted to the Whig position was given over to long articles
defending the party doctrines. In one issue the front page
was almost entirely devoted to the ‘‘Report of the Select
Committee of the States on the Currency’’. This was
Henry Clay’s plan for the proposed Bank of the United
States in 1841. The Iowa Stamdard also carried articles
supporting the measure. A speech by State Senator Nash,
in the Ohio Senate, concerning banks and the currency was
given the entire front page and half of the second in two
issues. The Whig doctrine from the editor’s own view
point was set forth in a series of long editorials which were
concluded on November 23, 1843. He pointed out that the
abolition of bank paper was working a hardship to the land-
owners of Iowa, who were largely in the debtor class.!?

Editors seemed to express themselves most feelingly when
describing conditions in neighboring Commonwealths or
attacking opposition papers. To show the extreme doctrine
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of some opponents of banking The Iowa Standard quotes
the following from the Kalida Venture (Ohio), which it
calls a Loco-foco !¢ paper of the first water:

There is not a single bank in the United States that is much bet-
ter than a den of thieves, seeking an opportunity to ‘‘fail’’ fo ad-
vaniage and rob the people! How disgusting, then, is the hypo-
eritieal jargon of the bank lackeys and slaves, about the recharter
of the ‘““good banks,’’ ‘“sound banks!’’ Pish|—humbug |—how can
GoopNEss come out of Hery 1

The Iowa Capital Reporter, the organ of Democracy at
the capital, was untiring in its opposition to banks of any
kind. Antagonism to banking institutions even transcended
-civic pride. When it was proposed to establish a bank at
Iowa City the brief notice in the paper fairly bristled with
invectives. The institution was called an ‘‘incipient little
monster’’, a ‘‘vampire upon the body politic’’, and a ma-
chine for ‘‘swindling honest industry’’. The writer charged
that it was being promoted for the advantage of ‘‘a pam-
pered bank aristocracy in Iowa.’”’ But his firm faith in
the attitude of the Democratic majority in the legislature
led him to ‘‘bespeak for this hybrid little monster, a warm
reception, a summary disposal, and a speedy quietus.’”*®

With statesmanship that would do credit to twentieth
century politicians each party sought to lay all the eco-
nomic ills of the day at the door of the party in power. As
is usual in such cases, strange inconsistencies may be found
in their reasoning. .A writer in the Bloomington Herald
charged the unfortunate pecuniary condition of Indiana to
the Whigs. The Iowa Standard called attention to Illi-
nois, ‘‘where loco-focism rides triumphant, and the gov-
ernor was obliged to inform the legislature that the treasury
was not able even to pay the postage on his official corre-
spondence. ' 17

A review of the existing economic and political conditions
shows clearly that banking in Iowa began under anything
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but favorable circumstances. The Territory was rich in
natural wealth, but sorely in need of working capital. Its
circulating medium was insufficient in quantity and poor in
quality. The entire country was suffering from a chaotic
banking sitnation and passing through a severe financial
depression. Bitter partisanship colored all consideration
of the banking question.



I
THE MINERS’ BANK OF DUBUQUE

During the Territorial period the only chartered bank
" established in what is now Iowa was the Miners’ Bank of
Dubuque. The lead mines near Dubuque were responsible
for the early settlement and commercial importance of the
city. Lead had been discovered in this region by the
Indians, and the mines were later developed by Julien Du-
buque during the period of the Spanish possession of the
trans-Mississippi country. Prior to 1833 the lead district
was not legally open for settlement, and settlers were sev-
eral times ejected by the military forces of the United
States. In June of that year the government began leasing
the mines to its citizens, and by 1840 Dubuque had come to
be known as one of the chief lead producing sections in
America.'®

ESTABLISHMENT OF THE BANK

Late in the year 1835 a branch of the Bank of Illinois was
established at (alena, Illinois.!* Stimulated doubtless by
this action and feeling a real need for banking facilities, the
citizens of Dubuque made application to the legislature of
the Territory of Wisconsin (of which the Iowa country was
then a part) for a bank charter. On November 30, 1836, an
act to incorporate the stockholders of the Miners’ Bank of
Dubuque was approved by the Territorial legislature.*® The
approval of Congress was given, with certain limitations,
on March 3, 1837.2

The terms of incorporation, as amended by Congress,
fixed the capital at $200,000—divided into two thousand
shares of $100 each. Nine commissioners were appointed

10
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to receive subscriptions; and these same men were to be-
come the first directors. Subscriptions were to be opened
in Dubuque County, and in such other places as the com-
missioners might think proper, as soon as convenient after
the act received the approval of Congress. One-tenth of
the amount of each share was to be paid at the time of sub-
seribing and the balance in installments at the discretion
of the directors who were to give ninety days notice in a
local newspaper. The directors were authorized to call
for not exceeding forty per cent of the subserfptions of each
stockholder at one installment; and the stockholders were
not permitted to increase the capital without the consent of
Congress previously obtained.2?

The management of the affairs of the bank was vested in
a board of seven directors. These directors were required
to be residents, citizens of the Territory, and stockholders
of the bank. Their term of office was for one year, and
election was to take place at a general meeting of the stock-
holders to be held on the first Monday in October. At these
elections the shares were not given equal representation,
but each stockholder was allowed one vote each for his first
ten shares and above that amount only one vote for every
ten shares. Stockholders not resident within the United
States were denied the privilege of voting by proxy. Other
stockholders were given the right to be represented by
proxies to other stockholders or to the cashier of the bank.*

The powers and duties of the directors were such as are
commonly vested in such a body. They could elect one of
their own number president, preseribe by-laws, and make
rules and regulations concerning the conduct of business
and duties of officers and employees. A majority of the
board of directors was authorized to declare the half-yearly
dividends.

Directors were individually liable for all obligations of
the corporation in excess of twice the sum of the capital
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stock subscribed and actually paid into the bank. However,
a director was relieved of this personal liability if absent
when the excess was contracted or if he dissented from the
resolution or act whereby the same was contracted. It was
further provided that, ‘‘No one director shall be permitted
at any one time to become indebted to the bank by loans,
endorsement or otherwise, to an amount exceeding five thou-
sand dollars,?’2¢

The bank was prohibited from owning any real estate
except the necessary banking house and lot or such other
realty as it might acquire in satisfaction of debts pre-
viously contracted or purchased at sales upon judgments.
In like manner it was prohibited from purchasing or selling
goods, wares, or merchandise, directly or indirectly, except
when these had been pledged as security or bought at judg-
ment sale for subsequent resale.

The interest rate of the bank on its loans and discounts
was limited to seven per cent payable in advance. State-
ments of the condition of the bank were required to be made
by the president and cashier whenever desired by the Legis-
lative Assembly of the Territory. The bank was not to be
permitted to owe ‘‘either by bond, bill, note, or other con-
tract, over and above its actual deposits, an amount to ex-
ceed twice the amount of its capital stock actually paid in’’.
It was required to commence business by January 1, 1838,
or forfeit its charter, and its corporate life was to continue
until May 1, 1857.

The most important function of a bank of that period was
the issue of notes for circulation. Indeed, a bank without
the right of issue was scarcely considered feasible. Bank-
ing laws and special charters were framed, therefore, pri-
marily to provide safety for the community against un-
sound note issues. The Miners’ Bank was not allowed to
issue notes for circulation until one-half of the capital had
been actually paid in. Of this amount of capital, $40,000
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was required to be paid by the stockholders in legal coin of
the United States. The limitation of the bank’s indebted-
ness, other than for its actual deposits, to twice the amount
of its capital stock actually paid in, fixed a maximum limit
to its note issue. No note or bill could be issued of less
denomination than $5 and the legislature reserved the
power to raise the minimum denomination of notes to $10
after four years, and to $20 after ten years.*® ,

We find in these limitations no special security against
notes, such as the familiar bond deposit of the national
banks. There were no special provisions for redemption
of notes in specie or penalty for non-redemption. No pref-
erence was given to note holders over other creditors. The
limitation on the volume of notes was very lax. The bank
was not required to retain permanently the specie paid in
at the outset. Objections to small notes were the ease of
counterfeiting and the tendency for small notes to remain
longer in ecirculation and hence the greater possibility of
inflation.

In this one respect the charter of the Miners’ Bank went
as far as could be desired.?® But on the whole its note
issue restrictions were not strict enough to avoid the pitfalls
of the banking practices of that day.

OPENING OF THE BANK

Subscriptions for the capital stock were received on May
22nd, 23rd, 24th, and 30th, and all of the stock was sub-
seribed for on those days. The directors issued a call for
the payment of forty per cent on the capital stock to be
made on the second Monday of October—one-half of this
installment to be in specie. An election of directors was
held on October 14th at the counting room of E. Lockwood.
On October 31, 1837, the bank opened its doors for the trans-
action of business.

The opening of the bank was not accomplished without
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considerable friction; the selection of officers occasioned
some ill-feeling; and almost as soon as the bank began
operations charges of various kinds of corruption were
made. It was said that the full amount of capital had not
been paid before issuing notes. Large stockholders were
charged with attempting to secure control of the stock of
small holders. The panic of that year and the general sus-
picion of banks made it easy for these rumors to gain cre-
dence among the people.?”

FIRST LEGISLATIVE INVESTIGATION

The rumors concerning the bank soon reached the Legis-
lative Assembly of the Territory of Wisconsin which was in
session at the time in Burlington ; and on November 16, 1837,
just a little over two weeks after the opening of the bank, a
committee of three from the House of Representatives was
appointed to make an examination of the affairs of the
banks incorporated in the Territory.?®

This committee made a personal visit to the Miners’ Bank
of Dubuque to get accurate first-hand information and to
give the citizens of Dubuque a chance to present any facts
they might have as to the condition or management of the
bank. The investigation by the committee consisted of sub-
mitting to the officers of the bank a list of written questions
which were answered by the cashier. The committee re-
mained in Dubuque twenty-eight hours, but according to
their own statement they did not deem it ‘‘ within the scope
of their authority to inspect the books of the bank, or to
count the money, although every facility for that purpose
was offered to them by the Cashier.”’ No persons appeared
to report to the committee, either favorably or unfavorably.
A more lax and inadequate investigation could scarcely have
been made, but it seemed to satisfy the entire committee that
the bank was in a sound condition. The report also stated
that the bank had complied with all the regulations of the
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charter, but on this point there was a difference of opinion.
One member of the committee claimed that the issuing of
post notes was a violation of the charter; but the other two,
while questioning the wisdom of issuing this type of notes,
did not regard it as illegal. The report of the committee
was adopted and the bank was pronounced in a ‘‘sound and
solvent condition’’. The resolutions adopted by the House
stated, however, that that body did not comnsider it within
the scope of the bank’s authority to issue post notes for the
purpose of making ordinary discounts.?®

Although the result of this first investigation was highly
satisfactory to friends of the bank, it did not stop criticism
of the institution. The Iowa News, a Dubuque newspaper,
was a strong supporter of the bank and used its editorial
columns to uphold it.3° Its efforts, however, were not suc-
cessful in quieting the opposition. Opponents of the bank
continued their fight on the institution through such news-
papers as would print their articles and also sent statements
concerning it to the legislature.?? These attacks soon called
forth a second investigation.

SECOND LEGISLATIVE INVESTIGATION

The first investigation had been conducted by a committee
of three appointed by the House of Representatives. On
January 19, 1838, a joint resolution was approved providing
for the appointment of a committee of two from each house
to investigate the affairs and condition of the Miners’ Bank
and to report at the extra session of the Legislative As-
sembly in June of that year. This committee was directed
to ‘“visit the bank in person, to examine its books and pa-
pers, count the money in its vaults and to examine whether
the said bank has complied with the provisions of its charter
or not’’.32

On February 3, 1838, the committee of investigation met
in Dubuque and proceeded to make the examination as di-
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rected. Their first action was to address to the officers of
the bank nineteen questions on which they asked gritten
answers under oath or affirmation. It was the object of
these questions to find out how well the provisions of the
charter had been carried out in the organization of the bank
and what its condition was at the time of the investigation.

The answers showed that the required $100,000 of capital
had been paid in, but gave the payments as having been
made in the following manner: $40,000 in certificates for
specie deposited in Detroit; $50,000 in notes of the Jackson
County Bank and the Bank of Manchester in the State of
Michigan; and $10,000 in specie and various other bank
notes.?® The value of the notes of the two Michigan banks,
however, is suggested by the fact that, in April, 1838, among
a long list of banks whose notes had no claim to public con-
fidence, the bank commissioners of Michigan reported the
Bank of Manchester and the Jackson County Bank.3*

As to the Jackson County Bank the following facts had
been revealed by examination:

Gold coin was exhibited loose in a drawer, which, being counted,
amounted to the sum of $1037.78; about $150 in loose silver was
also counted. Beneath the counter of the bank, nine boxes were
pointed out by the teller as containing $1000 each. The teller se-
lected one of these boxes and opened it; this was examined, and
appeared to be a full box of American half dollars. One of the
Commissioners then selected a box, which he opened, and found the
same to contain a superficies only of silver, while the remaining
portion consisted of lead and ten-penny nails. The Commissioner
then proceeded to open the remaining seven boxes; they presented
the same contents precisely, with a single exception, in which the
substratum was window-glass broken into small pieces.*

This report from a neighboring State illustrates the evils
in contemporary banking practice. Moreover, it shows that
in accepting notes issued by this institution in payment of
stock subscriptions, the directors of the Miners’ Bank were
launching it upon a very unstable basis.
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From testimony of the cashier, G. D. Dillon, it appears
that some stockholders of the Miners’ Bank paid forty per
cent on their stock, put in their notes, and drew out the
money at once. Only nominally, therefore, had the bank
complied with the charter requirement that one-half the
capital be actually paid in before any notes were issued for
circulation. In reply to a question concerning the denom-
ination of the bank notes, the officers stated that they had
never issued notes of less denomination than $5.3¢ By the
terms of the charter, notes could not be issued until $40,000
of specie had been paid in by the stockholders. As a matter
of fact, the specie on hand as shown by a statement of con-
dition of the bank on February 3, 1838, and verified count
of the investigating committee was $1318.02. The officers
explained that arrangements had been made with a Detroit
bank to hold $40,000 in specie for them and assured the com-
mittee that the $40,000 would be in the hands of the bank at
the opening of navigation. This did not satisfy the require-
ments of the committee and, although the officers were con-
fident that they would shortly receive the money from De-
troit, this shortage of specie was responsible for a supple-
mentary examination held in June.

The investigation showed further that the majority of
the circulating notes were not payable on demand but at a
future date. Thus on February 5, 1838, the amount of notes
in circulation was $14,030—of which $1350 was payable on
demand and $12,680 twelve months after date. The officers
stated that they paid out these post notes in payment of
discounted notes or drafts, and that they received them in
payment of debts due the bank without regard to maturity.
To the question, ‘‘Have you at any time refused the pay-
ment of specie for your bills when demanded at your
counter ?’’ the answer was, ‘‘We have never declined paying
specie on our bills, when presented at our counter.”’ In
reply to a further question regarding redemption of post

2
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notes the answer was given, that they were redeemed partly
by notes of other banks and partly with notes of the Du-
buque bank.

Notes of other banks constituted such an important part
of the assets of the bank and were used to such an extent
by them in discounting, that the attitude of the bank toward
receiving them is of interest. The question was asked
whether such notes when used in discounting would be ac-
cepted in payment of debts due the bank. To which the
officials replied that they were received by the bank to pay
any debt due the bank ‘‘which may have been created by the
issues of those notes.’”” The use of bank notes of all shades
of value was not uncommon in that period, and in thus
promoting the circulation of such a large volume of almost
worthless notes—$20,000 of the notes of the two Michigan
banks noted above were still included among the bank’s
assets—the Miners’ Bank was following the accepted prac-
tice of the time.

The bank was able to show that the rate of discount had
not exceeded seven per cent. No director had ever been
indebted to the bank to the amount of $5000 which was the
charter limit. On these and certain other points there is no
evidence that the bank had violated the provisions of its
charter.

As noted above, the committee was not satisfied with the
amount of specie on hand and postponed its final report on
the bank until after a supplementary examination was held
in June. This examination showed a considerable increase
in bills discounted and individual deposits. The notes of the
Jackson County Bank and the Manchester Bank had mostly
been disposed of. Promises had been made that the bank
would increase its specie holdings as soon as the $40,000 for
which they held certificate of deposit in a Detroit bank could
be transported. It is noted, however, that on June 4th the
amount of specie on hand was only $457.30—nearly $1000
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less than at the time of the February report. An item of
$20,000 ‘‘Specie intransito’’ is found among the assets.
This failed to satisfy the examining committee; and their
report to the legislature was to the effect that the bank had
not met the charter provisions nor kept the promises made
at the time of the February examination. They regarded
the bank as in an unsound condition and found very little
oonfidence placed in it by the citizens of the community.
In view of these facts they recommended the immediate
repeal of the bank’s charter.?”

Nothing was done, however, about repealing the bank’s
charter, for on June 12, 1838, the Territory of Iowa was
established by act of Congress—the act of separation taking
effect on July 4, 183828, The legislature of Wisconsin Ter-
ritory adjourned its meeting at Burlington; and the first
session of the Legislative Assembly of the Territory of Iowa
was begun at Burlington on November 12, 1838.2° This
change in jurisdiction was doubtless responsible for the
lack of definite action on the committee’s report.

THIRD LEGISLATIVE INVESTIGATION

Early in the session of the First Legislative Assembly of
the Territory of Iowa the third of the series of legislative
investigations of the Miners’ Bank was instigated. On
November 29, 1838, a resolution was approved* providing
for a committee of three—one from the Council and two
from the House of Representatives—to proceed at once to
Dubuque and examine the bank.

This committee worked in much the same manner as the
former joint committee. The questions asked were almost
all answered from the bank’s statement for December 7,
1838, submitted by the cashier. In answer to the question
as to the amount of capital stock paid in before the bank
commenced business, the cashier replied that ¢‘fifty per
cent upon the capital stock, was required to be paid in before
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the bank could legally commence operations.’” This reply
seemed to satisfy the committee, but adds nothing to the in-
formation on the disputed point. The statement shows a
decrease in the volume of post notes in circulation, an in-
crease in bills discounted, and a relatively large decrease in
individual deposits since June 4, 1838. The amount of
specie on hand was still very low—amounting to $3033.
Notes of other banks were held to the amount of $18,874.

In the report to the Legislative Assembly the committee
announced that the cash on hand was nearly double the
amount of liabilities of the bank, exclusive of the capital
stock and undivided profits. There is no distinction made
between notes of other banks and specie, the committee ap-
parently not being concerned with the ability of the bank to
meet its obligations in specie. Circulation amounted to
$16,025; so that for redemption of its notes alone, not in-
cluding anything for deposits, the bank had a specie reserve
of only about one to five.

The report of the committee was to the effect that the
Miners’ Bank of Dubuque was in a safe and solvent condi-
tion. This report appears to have been satisfactory to both
houses of the Assembly.? From December 19, 1838, when
this report was concurred in, until the meeting of the Fourth
Legislative Assembly, which convened on December 6, 1841,
there was no further investigation of the affairs of the bank
by the Legislative Assembly.

SUSPENSION OF SPECIE PAYMENTS

On March 29, 1841, the directors of the Miners’ Bank
adopted a series of resolutions formally suspending specie
payments. Holding that there was no cause for alarm
regarding the condition of the bank, the directors attrib-
uted the necessity for suspension to the practice of a large
St. Louis firm which, for purpose of speculation, discredited
the notes of the Miners’ Bank in order to buy them at a



THE MINERS’ BANK OF DUBUQUE 21

discount and then present them for redemption in specie.
This unfair practice was a loss to the ordinary bill holders
and an expensive operation for the bank. Accordingly they
announced that in the future the bank would pay out specie
only in small amounts at its own discretion. As evidence of
the solvency of the bank and its desire to act in good faith
toward the creditors, the directors promised to publish
quarterly statements of the bank’s condition. The report
accompanying the resolutions showed that the bank was
apparently in a sound condition. Its liabilities exclusive of
capital stock and profits were $106,654—of which $97,005
was notes in circulation and $9649 was deposits. To
meet these demands the bank had cash of $58,486.99—of
which $40,051.99 was ‘‘Gold and Silver on hand.’’*?

ATTITUDE OF THE FOURTH LEGISLATIVE ASSEMBLY

In the Fourth Legislative Assembly the question of the
Miners’ Bank, its condition and suspension, became a live
issue. Bills and resolutions regarding it were of three
kinds: first, those calling for another investigation by a
joint legislative committee ; second, those calling for a state-
ment from the bank of its condition as authorized by the
charter ; and third, bills or resolutions requiring the bank to
resume specie payments.

A joint resolution authorizing an investigating committee
to examine the affairs of the bank was passed by the
Council*® and referred to the House, where action was post-
poned until late in the session. The resolution was never
passed. In the House opponents of a joint investigating
committee favored a resolution calling for a sworn state-
ment from the bank officials; but such a resolution failed to
pass.** In the Council a resolution was passed on February
1,1842, requesting the cashier of the bank to make out and
furnish to the Council a statement of its affairs. On the
same date a statement was presented to the Council through
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M. Bainbridge giving the bank’s condition as of January
1, 18424

This statement is not entirely clear and does not reveal
the bank’s exact condition as regards notes outstanding and
specie on hand. Among the liabilities are listed bank notes
in circulation to the amount of $167,030—an increase of
$70,025 since the time of suspension of specie payments on
March 29th preceding. In addition, there is an item of
notes on special deposit with other banking institutions
amounting to $46,000. Just what this means is not clear,
but it seems to be a special note issue. Instead of placing
the item of gold and silver alone on the balance sheet, the
report reads ‘‘Gold, silver and notes of the State Bank of
Missouri . . . . $43,277.66.”° If there were no more
Bank of Missouri notes than at the former time, the specie
was practically unchanged. This, however, is not revealed
by the balance sheet. At any rate, because of the increased
liability for notes outstanding, the relative specie reserve
had been lessened.

An effort to compel the bank to resume specie payments
was also made in both branches of the Legislative Assembly.
In the Counecil a bill, Council File 103, was passed by a vote
of seven to six, which would have required the bank to
resume specie payments by August 1, 1842.4¢ On the same
day on which this bill passed its second reading in the
Council, the House of Representatives passed a similar bill,
House File 79, by a vote of fifteen to eleven.t” This measure
was sent to the Council where it was laid on the table indefi-
nitely.® The Council bill met a similar fate in the House a
few days later.*® A joint resolution was then passed by the
House requiring the bank to ‘“stop its discounts and issues
while it continues to suspend specie payment.””® This was
referred to the Council, and at its first reading was laid on
the table.®® Thus, although similar bills were passed by
each house of the Legislative Assembly calling for a re-



THE MINERS’ BANK OF DUBUQUE 23

sumption of specie payments by the bank before August 1,
1842, no bill was enacted into law. ’

M. Bainbridge of Dubuque defended the bank against at-
tacks in the legislature. He said there was no complaint on
the part of the people of the community. He held that it had
paid in specie long after all other Western banks had sus-
pended, and explained that suspension was an act of self-
defense against St. Louis brokers. The bank, he maintained,
paid out specie to farmers when they needed it to enter
on their lands.52 The facts do not seem to indicate that at
this time the credit of the bank was as high as Bainbridge
said it was. In the spring of 1842 the bank’s notes fell to
a low point in the chief commercial cities. In a letter to
an Jowa friend dated February 28th, a gentleman in St.
Louis stated that notes of the Miners’ Bank of Dubuque
were no longer received in that city, ‘‘and the prevalent im-
pression is, they will go entirely down.’’®

CHANGE OF OWNERSHIP

In June, 1842, the controlling interest in the bank was
bought by men connected with the St. Louis Gas Light Com-
pany. The new cashier, Mr. Pearson, had been one of the
principal clerks in the employ of the Gas Light Company,
while the new directors were all prominent business men of
Dubuque.®* From testimony given at a later legislative in-
vestigation it is learned that all of the directors were quali-
fied to act as such by having certificates for $50 of bank
stock handed to them. One of their number, Timothy Davis,
further testified that he intended to return the stock when
he ceased to act as director. In July an effort was made to
resume specie payments, $20,000 in specie having been de-
posited in a Galena bank by the St. Louis Gas Company.
For about a week the bank did redeem its notes."s

In spite of these efforts at restoration, the bank does not
appear to have carried on much business at this time. In an
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Iowa City newspaper in December, 1842, there is a news
item to the effect that Thomas Rogers of the Dubuque dele-
gation intended to introduce a bill to repeal its charter.
After stating this fact the paper says: ‘‘It is pretty well
known that that institution is not at present doing any
business, and has but little paper afloat. From these causes
very limited interest is felt on the subject of the continuance
of its charter.’’s¢

ATTEMPT TO REPEAL THE CHARTER

In the Fifth General Assembly of the Territory of Iowa,
which convened at Iowa City on December 5, 1842, the
perennial question of the Miners’ Bank came up early in the
session. A Dbill to repeal the charter, introduced in the
House of Representatives early in January, 1843, was re-
ferred to a select committee consisting of one member from
each electoral district.’” Two weeks later the committee
submitted a majority and a minority report. Both reports
were in favor of repealing the bank’s charter, but they dif-
fered upon the plan to be followed in closing up the affairs
of the bank.

The majority report set forth three distinet points upon
which the bank had violated its charter: (1) it had com-
menced issuing notes without having the required $40,000
in specie paid in; (2) it had on its board of directors men
who were not bona fide stockholders; and (3) it had sus-
pended payment of specie for its notes.

The minority report did not dissent from any of these
charges, and the evidence submitted supports the decision
of the committee. Witnesses examined were J. T. Fales,
Chief Clerk of the House and a resident of Dubugque,
Timothy Davis, a bank director, and M. Mobley of Spring-
field, Illinois, who had been employed by Dr. Richard Bar-
rett and Thomas Mather, principal owners of the bank, to
examine the condition of the institution.
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Mr. Fales testified that he believed ‘‘the stock subseribed
was never paid in any other way than by the stockholders
giving their notes to the institution.”” Mr. Davis also testi-
fied to the same effect. No evidence could be found by the
committee to show that any more than a small amount was
actually paid in in legal coin of the United States.

Upon the second point there is positive testimony from
Mr. Davis that he had not invested one cent in the institu-
tion, but had been given a certificate for $50 of stock paid
in to qualify him to act as a director. Moreover, he testified
that Messrs. Farley, Waples, Quigley, and Wallard were
qualified and became directors in the same manner as he did.

Upon the question of suspension of specie payments there
was likewise no doubt. With the exception of about a week
in July, 1842, the bank had not redeemed its notes in specie
since March, 1841. The testimony of Mr. Fales shows the
resulting depreciation. He said that in the store of Mr.
Quigley, one of the directors, he had been paid forty cents
on the dollar for the notes, in spite of a notice in the store
‘““Notes of the Miners’ Bank of Dubuque, taken here.’’
When he left home they were worth from thirty-seven to
forty cents on the dollar.

A bill for the repeal of the bank’s charter passed the
House by a unanimous vote,*® but failed of passage in the
Council.®®

CHARGES OF BRIBERY

While the bill to repeal the charter of the bank was pend-
ing in the legislature, charges were made in the Iowa Capi-
tal Reporter, a newspaper published in Iowa City, that cer-
tain members had been influenced in their action by offers
of ‘‘personal reward and private advantage’’. A committee
of five was appointed to investigate these bribery charges
and report on the same.®°

On the first of February this committee made its report.
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They had investigated the matter thoroughly and submitted
a mass of testimony to the House. The first witnesses ex-
amined were the editors of the Iowa Capital Reporter,
Thomas Hughes and Jesse Williams. From them the com-
mittee learned that letters had been written by Dr. Richard
Barrett of Springfield, Illinois, to certain members of the
House and Council, designated by name, asking them to
assist in saving the bank’s charter until such time as he
could consummate arrangements to buy out the interests
of the bankrupt Gas Light Company of St. Louis. Included
in the evidence presented were four letters directed to
James M. Morgan, Shepherd Leffler, Francis Springer, and
William Patterson—these being the only ones received by
members of the legislature according to their own sworn
testimony. In the letter to Mr. Morgan there are offers of
private and local advantage in case the charter was saved;
in the other letters there was no suggestion of personal
advantage, but merely a statement of the purpose of Dr.
Barrett and his request for the support of these members
to save the bank’s charter in the public interest.

The resolutions presented by a majority of the committee
condemned Dr. Barrett and Mr. Mobley, who had delivered
the letters, for their action in seeking thus to influence legis-
lation. Mr. Morgan was cleared from suspicion and his ac-
tions were shown to be free from influence. The Iowa Capi-
tal Reporter was denounced for having made a charge
‘‘utterly untrue and highly reprehensible in its character’’.
The majority of the committee, therefore, deemed the
editors as deserving the censure of the House. Upon this
point a minority of the committee, George Hefner and
Henry Felkner, disagreed. They believed that the revela-
tions were of an alarming nature and justified the editors
in being suspicious that the offers might not have been
wholly without effect. Furthermore, they did not believe
such censure to be within the jurisdiction of the House: they
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held it to be beyond the power of the legislature to punish or
censure an individual for speaking against its members.
The reports of both the majority and the minority were laid
on the table and no futther action taken.®!

Although this closed the official action on the bribery
charges, so much feeling had been aroused that two of the
principals of the bribery investigation engaged in personal
recrimination. The controversy, indeed, became so hot that
the editor of the Reporter, Jesse Williams, was given a
beating by George H. Walworth, of the legislature, in the
Capitol'library. The Iowa City newspapers took opposite
sides, the Stamdard sharply criticizing the action of the
Reporter and in its columns graphically writing up the
thrashing of the rival editor. There was no effort to conceal
the fact that the Standard was pleased at the resulting dis-

grace.%2
OPPOSITION IN THE SIXTH LEGISLATIVE ASSEMBLY

Opposition to the Miners’ Bank was again manifest early
in the session of the Sixth Legislative Assembly. The first
bill introduced in the House of Representatives was one to
repeal the bank’s charter. When called up a few days later,
the bill was considered in Committee of the Whole and re-
ported to the House for passage. Action was delayed by a
motion to lay the bill on the table until January 2nd because
information had been received that memorials relative to
the bank were in circulation in Dubuque and Jackson coun-
ties. This motion had precedence and was passed by a
majority of one vote.®®

As soon as the Legislative Assembly convened after its
holiday recess, a number of petitions and letters of instruc-
tion to county delegations were received by the House.
Each of these letters of instruction—one signed by 1172
citizens of Des Moines County, one signed by 173 citizens
of Clinton County, and one signed by 213 Jackson County
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constituents—urged the respective delegations to vote for a
law to force the Miners’ Bank either to resume specie pay-
ments or close up its business. On the other hand, a peti-
tion from 559 citizens of the counties of Dubuque, Delaware,
and Clayton asked that more time be given the bank to
resume specie payments.®4

‘When the bill came before the House for discussion, sev-
eral attempts were made to amend. These amendments,
amounting in one or two cases to a new bill, provided for
the continuation of the bank’s charter if it met certain con-
ditions. The first of these amendments would have forced
the bank to mortgage to the State $400,000 worth of land to
secure the payment of its notes. This was rejected, but later
a vigorous fight was made to save the bank’s charter by
amending with a similar land mortgage clause. Finally,
amendment having proved futile, the bill was brought to a
vote in substantially its original form. This called for the
repeal of the bank’s charter and the winding up of its
affairs, and the vote stood eighteen to seven in favor of such
action.®®

An interesting suggestion appears in a petition from
Towa City presented by Thomas Rogers on the day fol-
lowing the vote but before the final engrossment of the bill.
In this petition the legislature was asked to resuscitate the
bank, ‘‘Provided, that the Stockholders cause to be paid into
the office of the Secretary of the Territory the sum of
$10,000, as a bonus; the said sum to be appropriated for the
encouragement of the emigration of marriageable females
from New England to this Territory.’”¢

The bill for the repeal was sent at once to the Council
and was there referred to a select committee. Petitions
were also submitted to the Council by citizens of various
counties. The report of the select committee substituted
a new bill—with the exception of the enacting clause—which
would have compelled the bank to resume specie payments
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within thirty days and have made its notes redeemable at
par in gold or silver in Burlington, St. Louis, and New York,
as well as at the bank at Dubuque.

When this bill was later considered by the Counecil, strin-
gent amendments were added. The President, directors,
and stockholders were made individually liable to the note
holders in case of failure of the bank to pay specie for its
notes. This was an unconditional and unlimited personal
liability of stockholders. A further amendment prohibited
the bank from importing and vending in the Territory bills
of less denomination than $5. In its final form the bill
passed the Council by a vote of ten to three.!” The House
bill had provided for immediate repeal of the bank’s char-
ter; while the amended bill which passed the Council gave
the bank thirty days in which to resume specie payments,
and, if it did so and continued in business, provided for a
sound form of regulation. The notes that this bill would
have permitted the bank to circulate would have been far
superior to many notes then circulating in the Territory.
But when the amended bill was presented in the House, that
body refused to concur by a vote of fourteen to eleven.®®
The bill was returned to the Council where it was laid on the
table until ‘‘the Fourth of July next’’.8®

Thus closed the legislative record for another session.
Again it seemed to have been the desire of both branches of
the Assembly to take action, but they failed to get together
on a bill.

RESUMPTION OF SPECIE PAYMENTS

When the legislature had adjourned its session, the bank
did on its own initiative what the legislators failed to re-
quire of it: on April 19, 1844, it resumed the payment of its
liabilities in specie. Thereafter, until the repeal of its
charter and final closing, the bank ¢‘promptly met all its
liabilities.”’ This resumption came after a change in the
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management and control of the bank—M. Mobley of Spring-
field, Illinois, being the new cashier.”

The extent to which the public gained by this resumption
is not clear. The Iowa Capital Reporter, an anti-bank
paper, charged that the new owners could adopt this course
with perfect safety to themselves, because they had pur-
chased, through their agents, all of the outstanding liabil-
ities of the bank. In so doing, it was claimed, they realized
a considerable profit by purchasing these obligations ‘‘at a
discount of 75 or 80 per cent.”’” There is not sufficient evi-
dence to prove the truth or falsity of this charge. The
extreme partisanship manifested by the anti-bank faction
leads one to discount the statement somewhat. On the other
hand, it is unlikely that foreign stockholders would put a
defunct institution on its feet primarily for the benefit of its
creditors. Moreover, the probability of a legislative repeal
of the bank’s charter was so great that comnservative in-
vestors would not have risked much on its future. What-
ever may have been the motive, resumption at this time did
not restore the bank to the popular favor.

REPEAL OF THE BANK'’S CHARTER

One of the first bills brought before the House of Repre-
sentatives in the Seventh Legislative Assembly was for the
repeal of the charter of the Miners’ Bank. No further
charges were made against the bank at this time. There was
a recital of fhe former illegal practices of the bank and a
statement of the authority by which the legislature might
repeal the charter. In conferring upon the stockholders
their corporate powers and privileges, the legislature had
reserved to itself and its successors the right ‘‘that if said
corporation . . . . shall abuse or misuse their privi-
leges under this charter, it shall be in the power of the legis-
lative assembly of this territory, at any time, to annul, va-
cate and make void this charter.’’"?
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The bill for the repeal of the bank’s charter was passed
unanimously by the House and concurred in by the Council
by a vote of eleven to one. It became law without the sig-
nature of the Governor on May 21, 1845, and was to take
effect twenty days after its passage. According to the pro-
visions of the bill, the judge of the third judicial district was
empowered to appoint two trustees with full power to settle
the affairs of the bank. Certain points as to the manner
of settlement were specified, among which was the provision
that notes of the bank must be accepted at par in payment of
all debts due to the bank. This is evidence that bill holders
were probably not losers in the final settlement.™

Before the trustees were appointed the directors of the
bank issued an address to the people of Iowa as a protest
against the action of the legislature. It consisted largely of
an historical review of the operations of the bank. The
action of the bank in suspending specie payments is espe-
cially defended. With a single exception every bank west of
the Alleghanies had suspended. It was pointed out that the
first suspension was made long after most other banks in
the West had suspended and only because of the unfair
action of note speculators. The bank resumed payments
about a year later and its directors maintained that it could
have sustained them but for disappointment over a draft.
The directors very justly claimed that the legislature was
unfair in attacking it—especially since at the same time it
failed to pay a debt of $5500 plus interest due from the Ter-
ritory. In 1842 this debt amounted to $6000 or $7000, which
if paid would have enabled the bank to continue specie pay-
ments.” The address closes with the statement that the
officers would not submit to the action of the legislature
without a fight, and before the directors gave possession to
the trustees they intended to settle the matter in the courts.™

This threat was later carried out. In August, 1845, Judge
Wilson appointed Benjamin Rupert and John G. Shields
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trustees to settle up the affairs of the bank.” The directors
refused to turn over the property of the bank to the trustees
and suit was brought in the November, 1845, term of the dis-
trict court. By a rejoinder the bank raised the point that
the legislative act was passed without notice to them and
without any evidence of abuse or misuse of their corporate
powers and privileges. To this the plaintiffs filed a de-
murrer which was sustained by the court. The case was
appealed by the bank directors to the Supreme Court of the
Territory of Iowa, where the decision of the lower court was
sustained.”

The case was then submitted to the district court for trial
upon the question of the constitutionality of the repeal of its
charter. Here the repeal was held to be constitutional, and
again the case was appealed. In the July, 1848, term of the
Supreme Court of Iowa, the decision of the lower court was
once more upheld,”® with the result that the trustees were
given legal possession of the bank. In the three intervening
years, however, the affairs of the bank had been settled and
it had ceased to exist. On February 25, 1849, the final meet-
ing of the directors was held to close up their connection
with the bank.™

In looking back upon the eareer of the Miners’ Bank it
is difficult to judge to what extent it was marked by mis-
management and fraud and how far it was the victim of the
disturbed economic and political conditions of the times. It
seems rather clear that at the time of organization the bank
did not comply with the charter requirements regarding
stock payments and specie holdings. Its suspension in
1841 appears to have come at a time when it was in reason-
ably sound condition and to have been due largely to the
financial conditions of the period. From that time on its
record was rather doubtful. It filled its board with ‘‘dum-
my’’ directors in order to meet the residence requirement
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of the charter; it was guilty of making improper offers to
members of the legislature; and it promoted the circulation
of notes of neighboring ‘‘wild cat’’ institutions—but these
would doubtless have found their way into the circulating
medium of the Territory. without its aid.

The loss to the community through depreciation of the
bank’s notes can not be accurately estimated. It is certain
from testimony given at one of the investigations that the
notes fell as low as forty cents on the dollar. In the report
of the investigating committee of 1843 it was stated that the
bank had made arrangements with the land office by which
the bills were to be received in payment for land to ‘‘some
small extent.”” Whatever losses were experienced must
have fallen largely upon the bill holders, for deposits never
constituted a considerable portion of the liabilities of the
bank. At the time of suspension of specie payments in
1841, at the high point in the bank’s career, the published
statement showed individual deposits of only a little over
$6000 as compared to $97,000 of notes in circulation.®?

In the early opposition to the Miners’ Bank of Dubuque
there is no evidence of party alignment. Personal and local
considerations were manifested in the votes. But later
opposition became a party issue. In the debates regarding
the proposed repeal of the bank’s charter in the Fourth
Legislative Assembly (1842), the attitude of the parties was
first clearly brought out. The business of bam, ing was as
much the object of attack as was this particular bank. While
party lines were ignored at times during this and the subse-
quent session of the Legislative Assembly, in the final vote
taken in the Sixth Assembly party lines were strictly ad-
hered to. The bill before the House of Representatives
called for the immediate closing of the bank; and in the final
vote the eighteen Democrats voted for the passage of the
bill, while the seven Whigs voted against it.8? In the Coun-
cil the Whigs held the balance of power, and the action there

3
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favored extension of the bank’s charter on condition that it
resume specie payments in thirty days. This was inter-
preted by the opponents of the bank as a defense of banking
as such as well as an attempt to save the Dubuque institu-
tion. The repeal of the bank’s charter by the Seventh Leg-
islative Assembly was almost unanimous, only one vote
being registered against it in both houses. The Democratic
majority was by this time quite overwhelming.**
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PROHIBITION OF BANKING

During the Territorial period unsuccessful attempts were
made to secure bank charters for at least three different
institutions. In December, 1838, certain citizens of Jackson
County petitioned the House for a charter for a bank to be
established at Charleston in that county.®® The petition
was referred to the Committee on Incorporations and never
heard of again. A second attempt was made to establish
a bank in 1842, this time at Davenport in Scott County. The
bill for incorporation was defeated in the House by a vote of
twenty-one to two.®* At the session of the Seventh Legis-
lative Assembly in 1845, a petition was presented in the
House of Representatives asking the legislature to charter
the Bank of Iowa in Iowa City. This was to have been a
stock bank with the right of note issue. The bill to incorpo-
rate the bank was referred to a special committee from
which it never emerged.®®

In order to restrain unincorporated banking associations
from issuing notes, the Territorial legislature passed an act
in 1838 making unlawful the issue of notes or bank bills by
individuals or firms, a penalty of $1000 for each offense
being fixed by the law.5¢

In the history of the Miners’ Bank, therefore, there is
far more than a record of a typical western bank of its
period. During the years of Iowa’s Territorial history, the
struggle went on between those who would deny to any
form of bank the right of existence and those who favored
banking with proper regulation. The members of the jury
were the qualified electors of the Territory of Iowa: and
their verdict will be found in the vote on the Constitution
which made Iowa a State in 1846.

86
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THE CONSTITUTIONAL CONVENTION OF 1844

When the Territory of Iowa was established in 1838 it had
been prophesied that it would soon become a State. The
movement for statehood was first given official endorsement
by Governor Lucas in his message to the Legislative Assem-
bly which met at Burlington on November 4, 1839. Support
was not lacking for his proposal, but there was also strong
opposition to the establishment of a State government at
that time. Perhaps the leading objection concerned the
matter of expense—the fear that the burden of taxation
would be too heavy if the limited number of inhabitants
undertook to support a State government. After consider-
able agitation and failure of the earlier attempts to secure
a majority of voters in support of calling a constitutional
convention, a convention was finally authorized by the peo-
ple at the election of April, 1844.57

On Monday, October 7, 1844, the delegates met in Jowa
City to formulate a State constitution. Several days of the
rather short session of the convention were devoted to a
discussion of the question of corporations in general and of
banks in particular. The bank issue had been a large factor
in national politics and one of the most important points of
division between Whigs and Democrats. The business of
the convention was divided among eleven standing commit-
tees.®® On October 11, 1844, the Committee on Incorpora-
tions reported, majority and minority reports being pre-
sented. The majority report provided that one bank might
be established in the State with branches not to exceed one
for every six counties. The regulations under which it
might be created were stringent and included among others
the following provisions: first, the bill establishing the bank
and branches must, after passage by the legislature and
approval by the Governor, be submitted to the people for
approval or rejection; second, one-half the capital must be
paid in gold or silver before the bank would be permitted to
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commence operation; third, no note or bill should be issued
of a denomination less than ten dollars; fourth, the stock-
holders must be liable without limit for all debts; fifth, the
bank must pay its notes and promises on demand or forfeit
its charter; and finally, the legislature must reserve the
right to alter, amend, or repeal the charter.

To the banker of the present day some of these provisions
would seem onerous and unnecessary, but to the minority
members of the committee and to a considerable following in
the convention the restrictions seemed to be too lenient.
The report submitted by the minority members was brief
but clean cut: ‘‘No bank or banking corporation of discount,
or circulation, shall ever be established in this State.’’
This was signed by Stephen Hempstead (later Governor of
the State) and Michael O’Brien.®®

On October 19th the report came before the convention
for consideration. A motion by Stephen Hempstead to
strike out the majority report and insert the minority report
called forth lively and extended debate.®® In this debate
there is evidence of the attitude toward banking then prev-
alent. Mr. Hempstead opened the debate in opposition to
banks. He described three kinds of banks: banks of de-
posit, banks of discount, and banks of circulation. It was
to the banks of circulation that he objected. He pointed out
that such banks loaned their credit and not money; that the
right to issue notes enabled them to loan two or three times
the amount they possessed. Holding that the banks did
nothing to create capital, he considered the loaning of their
credit as usury.

Mr. Hempstead’s analysis of the function of note issue is
correct. Upon the second point, however, he was undoubt-
edly in error; for, while a bank may not serve directly in the
production of wealth, it has been amply demonstrated that
a properly conducted bank plays a very important role in
promoting the prosperity of a community. Mr. Hemp-
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stead’s inability to see any good in banks is a commentary
upon the banking practice of the time. In the course of his
remarks he described the practice of a group of Massachu-
setts banks in which the specie required by law was assem-
bled from all the banks and sent from one bank, as soon as
it had been inspected by the bank commissioners, to the next
one in order of inspection, the same coin thus serving for
all. The practices in banking circles at that time, as de-
scribed by other writers, would lead us to believe that Mr.
Hempstead’s story was no exaggeration.

As another evil of banking Mr. Hempstead pointed to the
inflation of prices resulting from a large increase in the
circulating medium with a consequent lessening of its value.
Property acquired thereby a fictitious value, speculation
was stimulated, and extravagance encouraged. He held
that there would be less fluctuation if only gold and silver
were used as money. It is probably true, as Mr. Hempstead
argued, that many of the financial evils of the preceding
decade had been due to the abuse of banking privileges. He
feared that the evils so common in contemporary banking
practice could not be eliminated from the proposed State
bank.

The arguments and the position of Mr. Hempstead must
be judged in the light of the banking practices of the day;
viewed in this way, he can hardly be classed as unreasonable
in his attitude. Some members went even further in de-
nouncing banking. Richard Quinton of Keokuk County
classed all banks as a ‘‘set of swindling machines’’. Some
of the delegates professed to favor a bank of some kind—
just what, they did not specify—but they were opposed to
the plan presented by the majority report of the committee.
Still others wished to leave the question to the decision of
the legislature to be elected under the terms of the Consti-
tution. Certain members announced that they were under
instructions from their constituents to favor a bank and
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would therefore cast a favorable vote, though in doing so
they were acting contrary to their own convictions. A final
effort was made to split on party lines.”* The Democrats,
the anti-bank party, outnumbered the Whigs fifty-one
to twenty-one. Although considerable party feeling was
aroused, the vote was not along party lines. The motion to
substitute the minority report, placing a total prohibition
of banking in the organic law of the State, was lost by a vote
of seventeen tfo fifty-one.?*

After extended debate and numerous roll calls on amend-
ments to the banking section, it appeared evident that the
constitutional convention was not prepared to formulate
the details of a plan for a bank. At the same time there was
unwillingness to have the Constitution left open on this
matter. Distrust of the legislature was evidently at the
bottom of the attempt to include details in a document
which should be a flexible instrument. The only reason for
placing greater confidence in the results of the convention
would seem to have been that the action of the convention
required ratification by popular vote. But to have sub-
mitted a detailed Constitution to the people for ratification
would have resulted in losing the banking plan in a maze
of other questions equally important and difficult. The
members of the legislature were to be chosen by the same
electors as had voted for the members of the convention.
This body could have devised a banking act and submitted it
to the people in definite form, if it were desirable to secure
popular ratification. The public attention could then be
focused upon that question alone and an adequate expres-
sion of public opinion gained by such a referendum.

When it became evident that the convention was in hope-
less disagreement over the entire matter, a select committee
of seven was appointed to bring in a new report.®® The rec-
ommendations of this committee favored the rejection of the
former report and the substitution therefor of a provision
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that the legislature should create no bank or banking insti-
tution or corporation with banking privileges in this State
unless the charter, with all its provisions, be approved by
a majority of votes at a general election.®* This met the
contention that the question should not be left entirely to
the discretion of future legislatures and avoided, on the
other hand, the necessity for providing at that time the
detailed regulations for banking.

The discussion thereafter centered on the section of the
amended report which provided unlimited liability for stock-
holders of all corporations. Ebenezer Cook of Davenport
contended that the convention had gone as far as it intended
to go when it applied unlimited liability to stockholders of
corporations with banking privileges. Certain other mem-
bers also argued that a distinction should be made between
banks and general corporations in this respect. These mem-
bers were anxious to attract manufacturing industries, rail-
roads, and other industrial enterprises to the State they
were building. Ordinarily the capital required for such
projects would necessitate the corporate form of organiza-
tion; but, it was asserted, investors would be deterred from
putting their money into an enterprise where there was an
unlimited liability.*®

This debate is of especial interest as an early attempt to
differentiate between the stockholders of banks and those
of other corporations. To-day the almost universal prac-
tice is to make the ljability heavier for stockholders in bank-
ing corporations. Most States have followed the national
banking law in this respect and have prescribed double lia-
bility for stockholders in banks. . But, in spite of the efforts
of the more liberal members, the corporation article as
finally passed contained a section placing unlimited liability
on the stockholders of all corporations.

The section of the corporation article relating especially
to banks provided that the legislature should not create a
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bank or banking institution unless the charter with its pro-
visions should be submitted to a vote of the people at a
general election and be endorsed by a vote of the electors.
The State was prohibited from becoming a stockholder di-
rectly or indirectly in any bank or other corporation.®®

In order to make valid the work of the constitutional con-
vention, approval of Congress and ratification by the elec-
tors of the Territory were necessary. Congress found no
objection to the proposed Constitution, but materially re-
duced the area included within the new State. This reduc-
tion was strongly opposed by the inhabitants of the Terri-
tory. When submitted to the voters of Iowa, the Constitu-
tion was twice defeated. Although there was considerable
partisan objection to the Constitution aside from the change
of boundaries by Congress, it is likely that its defeat was
due principally to the boundary question. At any rate there
is little evidence that the banking section was a decisive
factor in bringing about its defeat.®”

THE CONSTITUTION OF 1846

In spite of the rejection of the Constitution of 1844, the
people of the Territory of Iowa were desirous of statehood.
Governor James Clarke had served as a delegate in the Con-
vention of 1844. Although his attitude was favorable to
State organization he took no active steps to secure it. But
the Legislative Assembly in 1845-1846 was ready to act, and
so authorized an election of delegates for another constitu-
tional convention. At the township elections in April thirty-
two delegates were selected to meet at Iowa City on the first
Monday of May, 1846. This time the draft of the Constitu-
tion as prepared by the convention was to be submitted to
the people for ratification or rejection before its presenta-
tion to Congress. In this way it was hoped that changes
by Congress—which had resulted in the rejection of the
Constitution of 1844—would be forestalled.?®
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The election of delegates proceeded along party lines in
spite of the efforts of the Whigs to secure a non-partisan
selection. In all of the Democratic nominating conventions
the delegates were instructed to vote against banks.®® In
the discussions and resolutions of these conventions the
party attitude concerning banking was vigorously stated.1°®
The election returns gave the Democrats twenty-two dele-
gates out of the total number of thirty-two!®! thus assuring
them a working majority in the convention and a large num-
ber of delegates who were unfriendly to banking interests.

On May 4, 1846, the convention assembled at Iowa City
and continued in session just fifteen days. The report of
the Committee on Incorporations contained a positive pro-
hibition of corporations ‘‘with banking or discounting privi-
leges.”” A futile effort was made to substitute for this rec-
ommendation an amendment which would leave the whole
matter of corporations to the future legislatures.'°? By a
union of Whigs and the more moderate anti-bank Democrats
a substitate for the section prohibiting banking was passed
which would have enabled future legislatures to create bank-
ing corporations by law, provided the law in question was
first submitted to the people for confirmation. This sub-
stitute was amended so as to require publication of the act
for at least twelve successive weeks in at least twelve weekly
newspapers of the State, at the expense of the applicant for
a charter, before it could be submitted to a vote. Finally,
after further discussion and amendment, the entire report
was struck out and by a vote of twenty-one to nine was re-
placed by two sections which became, with a change only in
paragraphing, the ‘‘Article on Incorporation’’ that was
finally approved by the convention.'® Once more the power
to establish banks was taken out of the hands of the mem-
bers of the legislature and a definite prohibition of banking
was made a part of Iowa’s fundamental law.
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BANKING PROHIBITED

Article IX in the Constitution of 1846 dealt with incorpo-
rations and read as follows:

1. No corporate body shall hereafter be created, renewed, or ex-
tended, with the privilege of making, issuing, or putting in circu-
lation, any bill, check, ticket, certificate, promissory note, or other
paper, or the paper of any bank, to circulate as money. The Gen-
eral Assembly of this State shall prohibit, by law, any person or
persons, association, company or corporation, from exercising the
privileges of banking, or creating paper to circulate as money.

2. Corporations shall not be created in this State by special laws,
except for political or municipal purposes, but the General Assem-
bly shall provide, by general laws, for the organization of all other
corporations, except corporations with banking privileges, the crea-
tion of which is prohibited. The stockholders shall be subject to
such liabilities and restrictions as shall be provided by law. The
State shall not, directly or indirectly, become a stockholder in any
corporation.1%¢

When the Constitution of 1846 was before the people for
ratification the bank clause came in for considerable discus-
sion. The Democrats had a large majority among the voters
of Towa, and they were emphatic in their support of the
prohibition of banking. In an article on this feature the
Iowa Capital Reporter maintained that the convention had
been doubly instructed to insert a prohibitory clause against
banking—¢‘first, by the rejection of the instrument which
did not prohibit them—and secondly, by the most unequi-
vocal expressions of the people at their primary assemblies
and through the ballot box.”’ This mandate the delegates
had heeded, for in the final vote on Article IX not a single
Democrat had opposed prohibition.1®

Opposition to the Constitution was not confined to this
article, but there was considerable feeling especially among
the Whigs upon this issue. In an editorial comment on the
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Constitution, The Iowa Standard (Whig) urged the voters
to meet the issue of bank or no bank by rejecting the whole
Constitution. In case they deemed it more expedient to
vote for the Constitution, the voters were urged to endorse
on their ballots that they ‘‘except the Ninth Article.”’ In
this way they would place themselves on record as being in
favor of amendment as soon as the ratification by Congress
granted the coveted statehood.**®

The arguments of Wm. Penn Clarke, in an address to the
electors of Johnson and Muscatine counties, clearly set forth
the effects which would follow the prohibition of banking.
He stated that inhibition of banks would not be inhibition
of bank paper: it would only substitute a foreign for a home .
currency, one not subject to the laws of Jowa. Opponents
of banking urged ‘‘hard money’’, but Mr. Clarke prophesied
that under existing conditions they would get a currency
‘‘well mixed’’ in which notes of banks having no credit at
home would predominate. He believed that so long as other
States had banks and bank paper, Iowa could best protect
herself from foreign notes by establishing banks of her own.
From local institutions would emanate notes controlled by
Towa legislation, and these banks would aid in driving out
foreign notes. Failure to provide banks would permit
Iowa to become the ‘‘plunder ground of all the Banks in
the Union.’”10?

By a narrow margin the Constitution of 1846 was ac-
cepted by the voters at the August election. Congress
accepted the instrument, and on December 28, 1846, the
State of Iowa was admitted into the Union.°®¢ For nearly
twelve years the prohibition of banking contained in the
State Constitution remained in force; and during that time
the forebodings of Wm. Penn Clarke were fully realized.
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FRONTIER BANKING IN IOWA ¢
1846-1858

When Iowa entered the Union in 1846 the census gave the
population of the State as 102,388. At that time twenty-
nine counties were organized, and these were located mainly
in the eastern third of the State. During the first decade
of statehood seven enumerations were taken, including the
Federal census of 1850. Most of these were more or less
incomplete and inaccurate, but they reveal fairly well the
rapid growth of the new State in population and economic
resources. By 1856 the population had reached 517,875—
nearly all the present counties reporting inhabitants. In-
deed, only a few counties in the northwestern part of the
State were without settlements.

Great waves of immigration had swept in from the older
States—especially from Pennsylvania, New York, Ohio, and
the New England States. Moreover, the failure of the revo-
lationary movements of 1848 in Europe increased the cur-
rent of foreign immigration to America, and Iowa attracted
a fair share of these people. The increase of population and
the development of the Commonwealth was checked some-
what by a severe crop failure in 1858, but it was clear to all
that Towa was destined to become a well-populated and
prosperous section. This expectation was soon fully re-
alized, for within a decade after the close of the Civil War,
nearly a million and a half persons were resident in Iowa.

If the increase in population was remarkable, even more
noteworthy was the development of the agricultural and in-
dustrial resources of the State. The acreage in farms in
1850 was 2,736,064 ; by 1856 it had more than trebled, total-

45
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ing 8,559,437. And the production of cereals also kept pace
with this growth. The wheat yield in 1855 was more than
three times as much as in 1849. Corn production during the
same time increased from 8,656,799 bushels to 31,163,362
bushels. Oats yielded nearly four times as much in the
latter year as in the former. In 1849 only 276,120 bushels
of potatoes were produced, while in 1855 the output was
2,014,388 bushels. Butter, cheese, and meat production
show an increase no less marked. Large production was
accompanied by exceptionally high prices during 1855-1856
because the Crimean War had cut off Russia from the mar-
kets of Western Europe.

Even though then as now Iowa was primarily an agricul-
tural State, the beginning of manufacturing is discerned.
This branch of industry, which at the time of the census of
1840 was almost non-existent, yielded products valued at
$3,773,075 in 1850 and $14,289,015 in 1860. In 1854 the first
railroad was completed between Lake Michigan and the
Mississippi River opposite Davenport; and in the following
year the first locomotive entered the State.1®

'INHIBITION OF BANKING

It might be expected that during this time banks would be
developing pari passu with the growth of the State. That
this was not the case is due to the fact that the course of
normal banking development was blocked by the corporation
article of the Constitution of 1846.

It is difficult to determine accurately the real purpose of
the authors of the clause of the Constitution prohibiting the
creation of corporations with banking privileges. Unques-
tionably the main purpose was to prevent banks of issue, but
whether or not the framers of the Constitution intended to
strike at banks of discount and deposit is not so certain.
The function of note issue occupied the chief place in the
public thought concerning banks. It was as note-issuing
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institutions that they played the greatest part in the eeo-
nomic life of the community; and so in those days it was
regarded as virtually equivalent to a prohibition against
banking to prohibit the issuing of circulation of any kind.11®
The evils of ‘‘wild cat’’ banking had become so intolerable,
however, that absolute prohibition seemed the only safe
course. That Iowa was not alone in adopting this method of
checking the evils is shown by the fact that in 1852 there
were nine States and the District of Columbia in which
banking was 1Hegal 1

In the debates in the constltutmnal convention some of
the strongest opponents of banking made a distinetion be-
tween banks of issue and banks of deposit and discount.
No exception in favor of banks of discount or deposit was
made, however, in the language of the Constitution of 1846.
If the proper interpretation may be judged from a resolu-
tion passed by the Democratic convention held in Iowa City
on September 24, 1846, it appears that the people wished
to prohibit all forms of banking. Referring to the vote on
the Constitution which had been taken on August 3rd pre-
ceding, the platform makers held that this is ‘‘a decisive
indication of public sentiment against all banking institu-
tions of whatever name, nature, or deseription.’”!?

The opposite interpretation may be arrived at from the
first sentence of the article on corporations, in which the
prohibition rests upon banks or corporations issuing some
form of circulating medium. No record can be found of a
court ruling upon the point of what was included under
banking privileges in Iowa from 1846-1858.118

Uncertainty is likewise reflected in the legislation of the
period. Before 1846 the practice in Iowa had been to grant
charters to corporations by special act of the legislature.
Under the terms of the State Constitution that practice was
specifically prohibited so far as corporations for profit were
concerned. The legislature was directed to pass a general
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incorporation law—an action taken early in the session of
1847. Since the Constitution had definitely forbidden eor- -
porations with banking privileges, there is nothing in this
law that specifically concerns banks.!'¢ It may be inferred
from the number of private institutions which sprang up
during the decade after 1846 that prospective bankers were
either unable to see any advantage in incorporation or else
were very doubtful as to the possibility of incorporation.
No action appears to have been taken by the legislature to
supplement the prohibitory clause of the Constitution until
the enactment of the Code of 1851.

One section of this Code prohibits the formation of bank-
ing associations with the privilege of issuing circulation.
Any person becoming a subscriber to, member of, or in any
manner interested in, such associations or company .was
liable to fine and imprisonment. Directors of any incorpo-
rated company which used any of its funds to aid in putting
out circulation were also liable to the same penalty. Notes
given to any company violating these sections were void.
Finally, it was provided that, ‘‘No person, association, or
corporation, shall issue any bills, drafts, or other evidences
of debt fo be loaned or put in circulation as money or to pass
or to be used as a currency or circulating medium; and
every person, association, or corporation, and every member
thereof, who violates the provisions of this section shall be
punished by a fine not exceeding one thousand dollars.’”!®

Of course in a progressive young State financial institu-
tions were inevitable. Realizing the demand for some kind
of banking facilities, keen business men were quick to meet
the need by the establishment of unauthorized private bank-
ing houses. The origins of these early banks are difficult
to trace, for in most cases they go back to a commission
business, a land agency, a law office, a general store, or other
recognized business. At first merely one department of the
general business, banking eventually became so important
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that the other features were eliminated, and banking became
the sole business.

EARLY BANKS IN THE MISSISSIPPI RIVER TOWNS

In the early days of statehood the larger towns of the
State were located along the Mississippi River, and in them
is found the beginnings of private banking. It would be
interesting to describe in detail these beginnings, but scar-
city of data makes this impossible. Such records as are
available, however, afford considerable information con-
cerning the earliest banks and some interesting pictures of
the banking of that day. Of contemporary accounts, the
story of early banking by Major Hoyt Sherman, a pioneer
banker of Des Moines, takes high rank. He states that the
only institutions that could be called regular banks in the
early fifties were located in the river towns. He names
Charles Parsons, of Keokuk; Coolbaugh and Brooks, of
Burlington; Greene and Stone, of Muscatine; Cook and
Sargent, of Davenport; W. J. Barney and Co., and Lang-
worthy Bros., of Dubuque.!!¢

The honor of being the oldest established bank in Iowa is
now claimed by the National State Bank of Burlington.
Located on the Mississippi, the city of Burlington is one of
the oldest towns'in the State; it was the temporary capital
of the original Territory of Wisconsin and the first capital
of the Territory of Iowa. Until 1860 it was the largest city
in JTowa. The National State Bank traces its lineage back
toF. J. C. Peasley who was doing a banking business in con-
nection with a forwarding and commission business in the
year 1842 or possibly earlier.!'” This institution with nu-
merous changes in organization has been in continuous
existence since that time. Probably its banking business
was not the most important in that early day. In the local
paper of the time is found an advertisement of ‘‘Francis J.
C. Peasley, Forwarding and Commission Merchant, Water

4
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Street”’. Although no reference is made to the banking
business,!'® the claim of the National State Bank to being
the oldest of Iowa banks can probably not be successfully
disputed. In the early fifties its successor, Coolbaugh and
Brooks, was a prominent institution which in 1858 became
one of the original branches of the State Bank of Iowa.

Banking in Davenport originated in 1847 in connection
with a general land agency conducted by Cook and Sargent.
This firm early took a high place among the banks of the
State and was considered one of the strongest banks in the
Northwest. Branches were established at Iowa City and
Fort Des Moines. One contemporary, writing at a later
date, describes them as the ‘‘Pierpont Morgans of the
day’’.}1®* In May, 1857, the firm moved into a handsome new
three-story limestone building costing $75,000 which was
said at the time to be the finest bank building west of New
York City. The second bank in Davenport was the firm of
Macklot and Corbin, established in 1852. Austin Corbin
later became President of the First National Bank of Dav-
enport which was the first national banking association to
commence operations in the United States.!?

Early banking at Dubuque centered about the Miners’
Bank. After the repeal of its charter in 1845 other banking
institutions soon appear to have developed but the records
_ concerning them are uncertain and contradictory. The first
of these seem to have originated in 1849 under the names of
Finley Burton and Company, and Jesup and Stimson. M.
Mobley, W. J. Barney and Company, and Langworthy
Brothers date from the early fifties.!3 These three insti-
tutions, together with the firms of F. S. Jesup & Company,
Taylor, Richards & Burden, and Herron Brothers, are
listed in the Dubuque City Directory of 1856-1857. Dubuque
appears to have furnished an early example of a financial
district within the city, for these six banks were all sitnated
near together on Main Street.13?
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George C. Anderson appears to have been the pioneer
banker of Keokuk. He conducted his banking business in
connection with a wholesale grocery and supply house.
First opened in 1846, the bank was conducted as a broker’s
office. Later Mr. Anderson devoted his entire time to bank-
ing until his death in 1867. In 1852 Charles Parsons opened
the second bank in Keokuk.!%

Lyons was the pioneer seat of banking in Clinton County.
A. C. Root in 1845 established a private bank there and this
bank was later merged into the First Natonal Bank of
Lyons.12¢

At Muscatine banking seems to have developed first in a
store operated by Greene and Stone. Joseph Greene was
engaged in the mercantile business in the early forties.
About 1851 this business house became the first bank of the
city, and it continued to operate until the panic of 1857,
when it failed, its business being soon afterwards liquidated.
The second bank at Muscatine was opened by Isett and
Brewster.125

The first bank at Fort Madison was established in 1854
as a branch of the banking house of E. H. Thomas and Com-
pany of Burlington. It was bought by Knapp and Eaton in
1856, became a branch of the State Bank of Iowa in 1858,
and was succeeded in 1865 by the Fort Madison National
Bank.12s ‘

EARLY BANKS IN THE INTERIOR TOWNS

Banking facilities developed in the interior towns in very
much the same way as at the Mississippi River points. Iowa
City was the State capital until 1857, and here the pioneer
bankers appear to have been the firms of Cook, Sargent, and
Downey—a branch of the Davenport firm of Cook and Sar-
gent—Culbertson and Reno, and J. H. Gower Brothers and
Company. Dealing in exchange, making collections, and
handling land warrants were features of their early busi-
ness. Scholte and Grant at Pella and Charruaud and
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Nichols at Newton were bankers in. other localities whose
advertisements early appeared in the newspapers of the
capital city.!3”

The pioneer bankers in Cedar Rapids were the firm of
Weare, Finch, and Company, whose business dates back to
1850 or 1851. An indication of the capital required by the
pioneer banker is given by the fact that S. D. Carpenter
was offered a fourth interest in the firm for $500. He would
gladly have bought in as a partner, but found it impossible
to raise the $500. By the practice of his profession as a
physician and land speculation on the side he was able to
accumulate enough to become a partner in a firm of bankers
a few years later. The second Cedar Rapids bank was
started by Ward and Bryan in 1852 or 1853, but because
B. S. Bryan bought a new top buggy and a fine horse public
suspicion was aroused and the bank was forced to close its
doors. The original firm of Weare, Finch, and Company
soon became the firm of Greene and Weare. This institu-
tion grew rapidly and established branches in Des Moines,
Council Bluffs, Omaha, Fort Dodge, Sioux City, and other
Iowa points. Later it controlled one of the famous Iowa-
Nebraska banks. It alone of the Cedar Rapids banks sur-
vived the first shock of the panic of 1857.. All the others
failed ‘‘for want of money?’’.128

At Des Moines and Fort Des Moines the early banking
firms as given in a list of banks in Jowa published in 1855
were Cook, Sargent, and Cook; Greene, Weare, and Rice;
Macklot, Corbin, and White; and Hoyt Sherman and Com-
pany.'?® A prominent banker of Des Moines was B. F.
Allen, whose banking house was opened in 1855. Allen and
Sherman were apparently the leading local men in Des
Moines to engage in the banking business—the other banks
being identified with institutions in other cities. These men
later organized the Des Moines branch of the Iowa State
Bank.120
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The earliest bank at Waterloo was opened in 1854 by
A. P. Hosford and Edmund Miller. A little later John H.
Leavitt established a private banking house, which after-
wards became the Leavitt and Johnson National Bank.!3!
W. H. Tuthill at Tipton, Henn Williams and Company at
Fairfield, and Norman Everson at Washington, were other
bankers in interior towns whose business was established
before 1855.132

There is no pretense that the above list includes all in-
terior banks established prior to 1855, but those mentioned
are some of the more important pioneer private banks.

EARLY BANKS IN THE MISSOURI BRIVER TOWNS

The Missouri River towns of most interest in pioneer days
were Council Bluffs and Sioux City. Council Bluffs was
the gateway to the western gold fields through which hun-
dreds of immigrants passed. Near there, too, the Mormons
settled before moving on to their Utah home. It was an
important river point, and in 1853 the United States land
office was opened in the city. Very shortly afterwards the
first bank appeared. This was a branch of the Cedar Rapids
firm of Greene and Weare, the firm being known as Greene,
Weare, and Benton. The firm of Officer and Pusey, a bank-
ing institution prominent in the subsequent history of the
city, seems to have been established about the same time,
for there is an account of its moving its place of business in
1856. By 1856 five banks were located in Council Bluffs.!3*

Sioux City’s first bank was also connected with the well-
known firm of Greene and Weare. In 1855 United States
land registry offices were opened in Fort Dodge and Sioux
City. George Weare, a younger brother of John Weare of
Cedar Rapids, was sent out to represent the banking firm.
After a month in Fort Dodge, Mr. Weare moved on to Sioux
City via Council Bluffs. He arrived in his new location the
day after Christmas, 1855. The bank which Mr. Weare
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started was opened in the log house in which Dr. S. P.
Yeomans, the register, was conducting the government land
office. The front room on the ground floor, a room about 12
by 15 feet, was the land office; Dr. Yeomans’s family occu-
pied the rear of the building; and in the second story of this
house Mr. Weare established his bank. His capital consisted
of $1000 in gold and some land warrants; and his equipment
was a dry goods box for a counter ‘“‘and a tin box about the
size of a woman’s cake box for a safe.’’ By the summer of
1857 there were seven banks in Sioux City. There is one
other claimant for the distinetion of being the first bank in
Sioux City. The firm of Cassady, Myers, and Moore
opened an office in October, 1855. Its name was soon after-
wards changed and its business seems to have been more on
the order of that of a modern real estate office. George
Weare lived to celebrate, as President of the Iowa State
National Bank, his semi-centennial as a banker in Sioux
City; and the bank which he founded became one of the
prominent institutions in northwestern Iowa and one of the
oldest banks in the State under one continuous manage-
ment,13*

FUNCTIONS OF THE PIONEER BANKS

The early banks of Iowa numbered among their most im-
portant functions transactions connected with real estate.
Often they were little more than real estate agencies at the
outset. The government lands in Iowa were being opened
for purchasers at $1.25 per acre. Land warrants had been
granted to veterans of the War of 1812, the Mexican War,
and Indian wars; and these warrants were bought and sold
on the eastern exchanges at eighty-five to ninety cents an
acre. They were acceptable at a government land office in
payment for land at $1.25. The banker usually included
land warrants among his assets, for one of his leading oper-
ations was ‘‘entering land on time’’. While land was sold
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by the government to the settler for $1.25 per acre, pay-
ments must be in cash and only specie was accepted under
the terms of the Specie Circular of 1836. The banker pur-
chased the land from the government at the regular rate
and sold it to the speculator or settler usually at $1.75 per
acre on one year’s time. His profit on the transaction was
thus forty per cent in addition to what he may have made
on the warrants. G. L. Tremain, first President of the
Iowa Bankers Association, stated that he borrowed $200 on
160 acres of land for which he paid $320 at the end of the
year. H. W. Sanford, the banker from whom he had made
the purchase, had entered on the land with Mexican War
land warrants, making the cost to him only fifty cents per
acre.!38

In the boom days of new towns banks literally appeared
in a night. 8. D. Carpenter of Cedar Rapids describes a
trip to Fort Dodge with John Weare, Jr., presumably in the
fall of 1855 just after the opening of the land office at that
place. They found there seven banks in full operation, one
of which was operating in a tent. In the early days in Sioux
City the banks were ready to undertake anything that per-
tained to land business. One or two institutions advertised
‘“‘surveying done’’, while one house had a civil engineer and
would do anything from running a road to building a bridge.
It would pay taxes, collect debts, or sell a farm.13¢

A second very profitable function of the early banks was
dealing in exchange. The government required payment for
land in gold. Eastern drafts of land buyers were an excel-
lent investment. The land buyer was required to pay a
good round sum for the gold. Merchant customers regarded
the eastern drafts very highly and would pay well for them
in order to make the necessary settlement for goods pur-
chased. During the opening years of their careers most of
these frontier banks were not in a position to provide east-
ern exchange regularly. Major Sherman says a call upon
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the typical Iowa banker of the early fifties for a New York
draft would have been ‘‘received with a stare of astonish-
ment, or treated as a feeble joke.””?*” By 1856, however, the
Iowa City bankers were advertising to buy and sell bills of
exchange on all the principal cities of the United States and
Europe.’38 :

A third function carried on by the pioneer Iowa banker
was collecting notes and bills, paying taxes for non-
residents, and investing in land for eastern customers.'3?
The deposit business was very meagre. In the time inter-
vening between his arrival at the settlement and his pur-
chase of land, the land buyer sometimes left his money with
the banker. The Sioux City banks advertised that they
would pay ten per cent for money which was deposited with
them for thirty days or longer. The firm of J. H. Gower
Brothers and Company of Iowa City offered the ‘‘ExTRA’’
inducement of ten per cent interest on special deposits for
three months or more. This was in 1856, however, when the
earlier pioneer stage was over. Some of the banks asked
ten days’ notice before paying regular certificates of de-
posit.!® The tent bank that Dr. Carpenter described in his
visit to Fort Dodge advertised that it would pay ten per cent
on current deposits. Whether or not the probable stability
of the institution was questioned by prospective depositors
does not appear from the record.

The discount of notes and commercial bills of exchange,
which forms so large a part of the business of the modern
bank, was not an important function of the newly organized
Iowa banks. Major Hoyt Sherman says that a call upon the
pioneer bank for a discount would have been regarded with
astonishment.!* Before the end of the period under dis-
cussion, however, the older Iowa banks were carrying on a
regular deposit and discount banking business. Another
activity which was a necessary part of the early bankers’
business was the dealing in all kinds of current and non-
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current money ; but the treatment of this phase of their work
can best be reserved until we examine the currency situation
existing in the new State.

EQUIPMENT OF THE EARLY BANKS

The banking office of the middle of the last century would
not be recognized as such by people of the twentieth century.
To-day we recognize a bank on first sight by a number of
distinguishing features; but in the early part of the latter
half of the nineteenth century, the bank did not differ exter-
nally from other places of business. The office was gen-
erally in a cheap and ordinary one-story frame or brick
building with few doors and windows. The building con-
sisted of one and sometimes two rooms. In the front room,
a plain, wide counter of pine or black walnut separated the
banker from his customer. Little furniture was found in
these early banks: in general a couple of chairs, a stove, a
table, and a standing desk were sufficient. There were no
individual cages for each employee, for often there was but
one man who was the president, cashier, teller, bookkeeper,
and janitor. Neither were there mahogany furnished wait-
ing rooms for the comfort of the bank’s customers. Anyone
who wished to sit down might use the counter as a seat.
There were no private rooms into which one might withdraw
and hold business conferences—for these one might retire
to the corner of the building most remote from the counter.
In the bank of to-day the heavy steel safe with its time lock
and ingenious combinations may be located in that part of
the building which is considered to be most nearly burglar-
proof and all precautions are taken to protect it. Contrast
in imagination the modern vault with the banker’s strong
box of that generation, which has been graphically described
in the following words:

That was the safe—the gorgeously painted and decorated sheet-
iron safe—in which the treasures of the bank were nightly stored
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. . the treasures and trusts were given in charge of that won-
derful box, which would offer no more resistance to the modern bur-
glar than if constructed of pine. The simple but unbounded confi-
dence with which the banker in those primitive times nightly placed
all his treasure in that safe, located in a cheap, pine shanty, and
retired to his ‘‘peaceful couch’’, was the very sublimity of faith.
It needed only a visit to a neighboring blacksmith shop for a cold
chisel, or to a carpenter shop for even a hatchet, as the only tools
necessary for the enterprising burglar to force the outer door or
window, then cut through the thin sheet-iron outer casing of the
formidable safe, then the plaster filling and slight wooden interior
work, and all the coveted treasures were within his reach; but for-
tunately the bank burglar of those days did not follow the advice
of Mr. Greeley to ‘‘Go West’’, perhaps because he had a suspicion
that it would prove too ‘‘poor picking’’.14?

The routine of business was likewise far different. Bank-
ing hours were longer and specialization of functions was
unknown. It frequently happened that one man performed
all the duties of the institution. One bank is desecribed
where the banker loaned and took in money in the front
room and fried eggs for his dinner in the back room.!*

GENERAL STATE OF THE CURRENCY

The currency in Iowa during the period preceding the
Civil War was typical of the condition that then obtained in
the West. There were no banks of issue located in Iowa, but
several nearby States had banks of issue which flooded Iowa
with their depreciated notes. The ‘‘free banking’’ system
was adopted in Illinois in 1851, in Indiana in 1852, and in
Wisconsin in 1853.14 Under this plan banks were permitted
to issue notes upon the security of United States or State
bonds deposited with a designated State official. Notes
were often based on the depreciated bonds of Southern
States which at the outbreak of the Civil War became worth-
less. Nor was there any attempt to compel these banks to
maintain an adequate specie reserve with which to redeem
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notes when presented. Many of them were banks of circu-
lation only, and were located at out-of-the-way places. An
Iowa pioneer described one of these ‘‘wild cat’’ banks in
the following language :

I visited one of those banks once. It was in a logging camp in
the thick woods near the east shore of Lake Michigan. It was about
cight feet square, eight feet high, made of rough boards, flat roof,
with one small sliding window, a plain board shelf, on which the
notes were signed, a small door, over which, in red chalk, was the
name of the bank. It was never occupied but once. When I saw it,
the bank had closed.*¢

Various methods of evading redemption were practiced by
banks even where they did not go to the extreme described
by this writer of putting notes in circulation at such out-of-
the-way places as to be found only by the ‘‘wild cats’’.14¢

In 1856 two gentlemen interested in the great number of
bank notes in circulation, found passing as money, in Iowa
City, the bills of more than three hundred banks, two-thirds
of them below par.14*

An important part of the banker’s literature was the bank
note reporter. A standard authority was Thompson’s Bank-
Note Reporter published monthly in Wall Street. The bank
note deposits could not all be treated alike by the banker of
that day: they must be carefully assorted as they came in.
Major Sherman describes the labels on the several compart-
ments of an old currency tray and the method of handling
the various kinds of bank notes as follows:

To illustrate how the bank note deposits were assorted and treated
by the bankers at that interesting period, I copy literally the labels
on the several compartments in an old currency tray, in which the
notes were assorted as they came in, and from which the checks
were paid. These labels were: Eastern Penn., N. Y. and New Eng-
land, in one compartment ; Ohio, Indiana and Missouri, in another;
then Va., Md., and Ky.; in another Ill. and Wis., and lastly, West-
ern Mixed. '
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The first named notes were choice par funds, rating next to gold,
and they were shipped to New York for exchange purposes. The
next two (0., Ind., Mo., Va., Md. and Ky.) were ‘‘bankable funds’’,
so-called, and graded as among the safest of bank notes. ‘‘Illinois
and Wisconsin’’ took in the few legitimate free banks in those states,
located principally in Chicago and Milwaukee; but the last label
was more comprehensive than all the others put together. It in-
cluded ‘‘rag tag and bob-tail’’, everything not comprehended under
the other labels but resembling a bank note. ‘‘Western Mixed’’ was
the dignified and formal name for it. Its pet names were ‘‘stump-
tail”’, ‘“‘red-horse’’, ‘‘wild-cat’’, ‘‘brindle-pup’’ and many others of
like endearing character. The vigilant banker watched that pile of
currency closer than the others. Its increase in quantity caused
much anxious concern—and its decrease corresponding elation.
.« . That kind of money reversed the usual order of things in the
mind of the banker—a large balance, instead of being a source of
satisfaction, was a very disagreeable menace.'*®

A similar condition is described by W. H. M. Pusey, a
pioneer banker of Council Bluffs. All bills presented at the
bank were assorted, classified, and discounted at the current
rates on such bills. Sometimes when deposits were made by
a customer, so-called ‘‘special deposits’’ were created. The
kind of funds deposited was designated in the passbook.
The depositor was then repaid in the same kind of funds, no
bank being willing to assume the risk of sudden depreciation
to which the money of the day was constantly subjected.!+®

The coin current in the early days was likewise of many
varieties. Coins of foreign countries had formed a large
part of the circulating medium in the early history of the
United States. Congress had enacted that the gold coins
of foreign countries should be a legal tender in all payments
by weight.!® Likewise certain foreign silver coins had been
made legal tender.'®® These laws making foreign coin &
legal tender were not repealed until 1857.152 The gold coins
current in Iowa included American gold coins, English
sovereigns, French and Spanish gold coins; while the silver
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coins most prevalent were Spanish milled dollars and quar-
ters, Mexican dollars, and French five-franc pieces. The
smaller coin, however, was not current in the State: half-
cent, cent, and three-cent pieces were seldom seen—the
latter is described as being ‘‘in church-plates, and at the
post-office’’.158

SUBSTITUTES FOR BANK NOTES

Scarcity of a circulating medium and the profit to be
secured through note issue led Iowa bankers and other citi-
zens or corporations to adopt various methods of evading
the constitutional provision against the issue of such notes
—which added to the general confusion of circulation. Of
the substitutes for legitimate bank notes, four types are dis-
tinguishable—Nebraska-Iowa bank notes; A. J. Stevens
money ; scrip issued by cities, counties, or other minor po-
litical subdivisions; and scrip issued by corporations.

Nebraska-Iowa Bank Notes:—The First General Assem-
bly of the Territory of Nebraska convened at Omaha, on
January 16, 1855. At the first session of the Assembly cer-
tain sections of the Iowa Code of 1851 were adopted by the
new government. These included those sections of the crim-
inal code which prohibited the issue of circulating notes.

Of the Nebraska banking institutions the first to operate
in Jowa was, therefore, started by subterfuge: it was known
as the Western Exchange, Fire and Marine Insurance Com-
pany, and was chartered on March 16, 1855. In addition to
its power to write insurance it was given power to deal in
exchange of all kinds, to buy bonds, mortgages on real
estate, promissory notes, and to receive deposits and issue
certificates therefor.!®® The President was Thomas H.
Benton, Jr., an original Iowa hard-money man. Beginning
operations early in 1855, this concern soon developed into a
general banking business. Until January, 1856, there were
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more of the notes of this bank in circulation in Iowa than of
any other. Early in the crisis of 1857 it went under and its
notes became worthless.!®®

When the Second General Assembly of Nebraska Terri-
tory convened, the attitude seems to have changed and the
doors were thrown wide open for banks of issue. Five spe-
cial acts to charter banks were passed and approved on
January 18, 1856. Two of these acts contain the names of
well-known Iowa bankers among the commissioners or in-
corporators. The Bank of Florence was chartered by H. D.
Downey of Iowa City, Ebenezer Cook of Davenport, and
five other men ; the Bank of Nebraska, by Benjamin F. Allen
of Des Moines, Hoyt Sherman of Des Moines, and others.!%8
It is not easy to identify among the incorporators of the
other banks the names of Iowa bankers, but the Bank of
Fontanelle was soon under the ownership of Greene and
Weare of Cedar Rapids.!®” Two other banks were incorpo-
rated on the same date—the Platte Valley Bank at Nebraska
City and the Nemaha Valley Bank at Brownsville—but the
names of the incorporators do not include the names of any
well-known Iowa bankers. Since the Bank of Florence fur-
nishes a good model of the charter provisions and methods
of these institutions, a somewhat extended description of
this bank’s career is warranted.

According to the provisions of its charter, approved on
January 18, 1856, the capital stock was $100,000—which
might be increased at the will of the stockholders to any
amount not exceeding $500,000. The bank was given the
right of note issue, of dealing in exchange, and of engaging
in other regular and legitimate banking business. The pres-
ident and cashier of the bank were required to sign all notes.
Stockholders were made ‘‘each and individually liable for
the full and final redemption of such issue, payable at their
Banking House in gold and silver’’. There was no require-
ment of specie reserve; neither was there any security re-
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quired for the issue; nor any limit as to amount. The bank
was required to make an annual report of its condition to
the Auditor of the Territory, and the stockholders were per-
sonally liable for the redemption of notes. No other pro-
tection being afforded the public, possibilities were present
for the wildest of ‘‘wild cats’’, unless the institution was in
the hands of responsible men.!%®

When the bank began operations the stock was owned by
the banking houses of Cook and Sargent of Davenport;
Cook, Sargent, and Downey of Iowa City; and Cook, Sar-
gent, and Cook of Fort Des Moines. They stated in the
newspapers that they would be personally responsible for
all its issues and agreed to redeem its notes at its counter at
Florence in coin, and at their respective banking houses
with exchange at current rates.!®®

The notes of the Bank of Florence were put in circulation
in Davenport, Iowa City, and Des Moines. In the two first-
named places they were used to pay for the erection of bank
buildings ;'®° they were maintained at par during most of
their career by the banking houses and were finally all re-
deemed.’®! Doubtless they played a part in stimulating
business and encouraging speculation. During the summer
of 1858 they were connected with a dramatic demonstration
in Davenport against ‘‘shinplasters’’.}¢2

The notes of the Bank of Nebraska were put in circulation
by B. F. Allen through his private bank at Des Moines, and
they were current everywhere because of the high credit of
Allen.'®®* Indeed, this was the last of the Iowa-Nebraska
banks to succumb in the panic of 1857, its notes being at par
as late as April, 1858. When the business of the bank was
finally closed, ‘‘its assets were thirteen sacks of flour, one
iron safe, a counter, desk, stove-drum, three arm chairs, and
a map of Douglass County’’ all of which were returned as
sold by the sheriff. There is no evidence to show that bill
holders lost money, for Allen was one of the wealthiest men
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in Iowa and was abundantly able to redeem all notes. In
1858 he became the heaviest stockholder in the Des Moines
branch of the Iowa State Bank.

The notes of the Bank of Fontanelle were floated from
banking houses in Cedar Rapids, Marion, Vinton, Osage,
Des Moines, Council Bluffs, Fort Dodge, and Sioux City.
Little record of this bank is available, but it did not survive
the panic of 1857.1¢¢

The Third Legislative Assembly of Nebraska Territory
was more cautious than its predecessor. One of its earliest
acts was to repeal that portion of the general corporation
law of January 25, 1856, which authorized the incorporation
of banks.’®®* This act had authorized incorporation for any
lawful business purposes. No special reference was made
to banks, nor were any restrictions placed upon their in-
corporation.’®® During this third session, however, two
more banks were incorporated by special charter—the Bank
of De Soto and the Bank of Tekama.'®” These institutions
added their quota to the supply of bank notes. The maxi-
mum circulation of all these Nebraska banks was $420,000;
their specie amounted to $136,000.2¢¢ In 1859 the notes of
certain of these banks were quoted in an advertisement of
Hatch Brothers of Iowa City at the following discounts:
Bank of Florence, par ; Bank of Nebraska, Bank of De Soto,
and Platte Valley Bank, twenty-five per cent discount.!®®

A. J. Stevens Money:—Other very common currency in
Iowa just preceding the panic of 1857 were notes of the Ag-
ricultural Bank of Tennessee. In 1855 Andrew J. Stevens
of Des Moines became prominent in land speculation. He
induced James Callanan and S. R. Ingham of New York to
join him in the banking firm of A. J. Stevens and Company.
They bought the charter of the Agricultural Bank of Ten-
nessee and began to circulate its notes in Iowa by making
loans to land buyers. They agreed to redeem the notes when
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presented, the notes being stamped on their face with the
firm name. The bank went down early in the crash of 1857
and its notes became worthless.!™

In connection with this bank’s affairs the courts estab-
lished the principle that a banker giving circulation and
currency to bank notes becomes liable therefor. In a case
appealed to the Supreme Court of Iowa from the District
Court for Polk County, the plaintiff, Mr. Tarbell, sued on
certain bills of the Agricultural Bank of Tennessee amount-
ing to $214. He alleged that Stevens and Company in the
course of their business represented themselves to be the
owners of and personally liable for these bank notes. On
or about August 8, 1857, the bank ceased to redeem the notes
and they became ‘‘wholly worthless’’. The court in holding
for Tarbell declared:

Where a party holds himself out to the public, as liable for the re-
demption of the bills of a bank, as a stockholder, and advertises to re-
deem the same at the counter of a bank different from that by which
the bills were issued, and where by such representations he gives
character, credit, and currency to the bills, and causes them to be re-
ceived in the community, the promise or undertaking, or the liability
assumed, is not in the nature of an assumption to pay the debt of an-
other, but is original and independent in its nature, and it is not
necessary to aver that the promise or undertaking was in writing.!™

City, Township, and County Scrip:—A third type of cir-
culating medium which was ‘‘made in Iowa’’ was the
‘““serip’’ of various cities, townships, and counties. This
was issued to pay current expenses of the political sub-
division. It was printed in the size and style of bank notes
in denominations of one, two, three, five, and ten dollars.
Samples of this scrip, in the possession of the State His-
torical Society of Iowa, issued by Iowa City bear date of
January 1, 1858. ‘‘Wapello Secrip’’ is preserved dating
from 1857.172

5
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This scrip was payable on demand to bearer and circa-
lated freely for a time, though not far from home. A finan-
cial statement of Iowa City in August, 1859, included almost
$15,000 in scrip and warrants outstanding. After several
years of issue the scrip was ordered to be collected and
destroyed.’”™ Other cities, townships, and counties issued
the same kind of paper which circulated as money.

An unusual form of scrip which amounted practically to
an issue by the banks and the city in partnership was
adopted by the city of Burlington. The city borrowed
$25,000 in gold, which was distributed among the three
banks of the city. They held this specie and paid six per
cent interest to the city as long as they had the gold in their
vaults. Against this gold the city issued orders which were
used by the citizens as currency. Details of this scheme are
lacking, but a spirited debate over it was indulged in at the
constitutional convention of 1857, one delegate charging
that the city of Burlington had ‘‘flooded the State with her
shin-plasters’’. J. C. Hall, delegate from Burlington,
warmly denied the allegation. He stated that this currency
had always been redeemable in gold. If this was the case
it appears to have been a form of gold certificate or at least
on a specie basis.!™

Corporation Scrip:—Corporations of the State were not
slow in following the practice of the bankers and the cities
in their contributions to the circulating medium of Iowa.
One of the most interesting examples of this kind is the
Burrows and Prettyman scrip, issued by that firm in- Daven-
port. This concern had a large general store in Davenport
and a flouring mill at Rockingham, which was then the
county seat of Scott County. It later extended its business
to include the buying of pork and produce, and the operation
of a cooper shop in connection with a pork-packing estab-
lishment. During the winter, for from three to five months,
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the river was frozen and no shipping was possible. Money
was tight and media of exchange scarce, but the buyer of
farm products needed a large amount of cash or credit to
handle this business. During the winter of 1853-1854 Bur-
rows and Prettyman made a record pack of 19,000 hogs and
bought large quantities of wheat. The banks being unable
to finance these operations, Burrows and Prettyman began
to issue checks payable in the spring when they should have
realized cash for their products. This worked so well that
in the following year they prepared beautifully engraved
notes, resembling bank notes, and paid out $100,000 of these
notes for produce. These notes soon became an important
part of the local circulation.!?®

An excellent description of the method of issuing the scrip
has been written by Hiram Price, later President of the
State Bank of Iowa and one of the most substantial finan-
ciers of that time. Hesays: ‘‘I have a very distinct recol-
lection of seeing the chief member of the firm carrying in
his hat (a large bell-crown, such as our Uncle Samuel is
represented as wearing) whole printed sheets, resembling
bank bills, of what was called the money of the firm and in
his vest pocket a pair of scissors, so that whenever and
wherever he was met on the street or other place he was
prepared to pay in this currency for wheat or pork, or any
other legal claim, by simply extracting from his capacious
hat a sheet of what he called, and what for the time being
passed, as ‘money’, and with his scissors cutting off the
necessary sum to liquidate the claim!’’

The writer continues by describing the prosperity of the
gentleman of the large hat. He lived in a house ‘‘set on a
hill’’; and his coach was the envy of his less prosperous
neighbors. But the career of these ‘‘wild cats’’ was ended
in the panic of 1857 and they cansed some stormy scenes in
Davenport, as we shall note. Mr. Price in describing the
decline of prosperity built on such an unsound basis draws
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a sound moral lesson in his concluding words: ‘‘But time,
that tries all the things of earth, clutched with rude and
relentless grasp this seemingly solid and beautiful structure
of wealth and all its surroundings, and it crumbled and fell,
and then the common people made the discovery that all
that seems to glitter may not be gold, and that in the lan-
guage of a pious colored brother, many beautiful and sub-
stantial structures may be built upon ‘foundy sanda-
tions’,’1178

Another example of corporation ‘‘serip’’ with a more
fortunate career is that of the Western Stage Company.
This company issued scrip to pay for labor, horses, horse
feed, and other current expenses. Taken in payment for
stage fare, arrangements were made for the redemption of
this scrip in current funds at one of the banks in Chicago.!””
Other instances of corporation scrip serving as a medium
of exchange might be given.'”® The prophecy of Wm. Penn
Clarke had proved sound: Iowa had a currency ‘‘well-
mixed’’.

THE CRISIS OF 1857

In August, 1857, a severe panic started in New York pre-
cipitated by the failure of the Ohio Life Insurance and Trust
Company.!”™ The crisis, which spread rapidly over the
entire country, was especially severe in the undeveloped
sections of the West. Iowa banks were unprepared. Land
speculation was rampant, and in all the newer sections of
the State the credit of the banks had been strained thereby.
The statistics of bank failures are not available, but the fact
of liquidation is certain. Eastern exchange rose to a pre-
mium of ten or fifteen per cent. S. D. Carpenter, a con-
temporary Cedar Rapids banker, states that the only bank
to survive in that city was the firm of Greene and Weare.
The well-known firm of Cook and Sargent of Davenport,
with branches in many other points, suspended on December
16, 1859.18¢
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A feature of the crisis was the attack upon the illegal
forms of currency in circulation. In Davenport, notes of
the Bank of Florence and Burrows and Prettyman checks
drove out the better forms of currency. By January, 1858,
Florence notes were at a discount, and by summer the banks
refused to accept Burrows and Prettyman checks. On the
night of August 10, 1858, a mob marched the streets bearing
banners marked ‘‘Down With Shinplasters’’ and ‘‘ We Want
Good Money’’. Some windows were broken and other dis-
turbances started near the bank of Cook and Sargent and
at the home of Ebenezer Cook. A mass meeting was called
which demanded that Cook and Sargent redeem the Bank
of Florence notes. Judge Grant was made arbiter and
given funds to redeem notes. Notes in small lots were first
redeemed for the laboring classes, but later all holders were
invited to present them for redemption. On September 6,
1858, the bank burned $200,000 of redeemed Bank of Flor-
ence currency.!s!

The effects of the liquidations and failures during the
panic and subsequently were to reduce the number of banks,
weed out the weaker institutions, and rid the State of much
of its poorest currency. The economic situation which
resnlted from the crisis was most difficult. Real estate be-
came nearly valueless, and thousands of farmers, merchants,
and mechanics were reduced from prosperity to poverty and
want,182
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CONSTITUTIONAL AUTHORIZATION OF BANKING
CORPORATIONS

When the constitutional convention of 1846 finished its
work, the people were not wholly satisfied with the results;
but they accepted the Constitution in order to secure state-
hood. Many who voted for the adoption of the Constitution
did so with the expectation that it would soon be amended.
Consequently early efforts were made to secure a change.
In February, 1847, a bill providing for an expression of the
people upon the question of revision passed the House of
Representatives and was lost in the Senate only by a vote
of ten to eight. During the fourth session of the State
legislature, petitions favorable to amendment were received
from the people.'s®

In the meantime Stephen Hempstead had become Gov-
ernor, and in his inaugural address of December, 1850, he
stated his views on banking. He had been an opponent of
banking in the convention of 1844, and his attitude re-
mained unchanged. The absence of banks of issue in Iowa
was to his mind largely responsible for the growth and
prosperity of the new State. He reiterated his opposition
to banking in later messages, expressing ‘‘deep concern’’
that some of his fellow citizens were in favor of amending
the Constitution so as to authorize banking. He pointed to
the experience of 1840-1841 as the best guide for action. In
order to restrict the use of currency and to substitute a con-
siderable amount of specie, he recommended the passage of
a law to prohibit circulation of all bank notes of a smaller
denomination than $10. When Governor Hempstead re-
tired from office in 1854 the country was in the midst of a

70
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monetary crisis, which he attributed to the effects of paper
money, and he pointed out the fact that the worst sufferers
were the laborers. Once more he cautioned the people of
Iowa not to amend the Constitution to authorize banking.!%4

On the other hand, James W. Grimes who became Gov-
ernor in 1854 was in favor of revision. The legislature
submitted the issue to the people, and at the general election
of 1856 the voters authorized a constitutional convention.!8®
On January 19, 1857, the convention convened at Iowa City
to draft what has been for over sixty years the fundamental
law of Iowa. Of the thirty-six delegates, twenty-one were
Republicans and fifteen were Democrats.!®® The popular
demand for a new Constitution was based largely on a desire
to change the article on incorporation, and, more particu-
larly, to remove the restrictions which prevented the legisla-
ture from providing banking facilities.!®” Evidently the
people had come to feel that the prohibition of banking cor-
porations was not the most satisfactory solution of the prob-
lem.

The Committee on Incorporations made its report to the
convention on January 30, 1857. This report contained sec-
tions authorizing the General Assembly to pass a general
banking law and also to charter a State bank with branches.
Judging by the provisions included in its report, the com-
mittee was unwilling to trust the judgment of members of
the legislature. Detailed restrictions were to be placed in
the Constitution concerning the powers which could be
granted to banking institutions created by the General As-
sembly.1%8

In the debate on the question of limiting the laws which
might be enacted by the legislature, some interesting opin-
ions were expressed. One member stated that his constitu-
ents were in favor of some such provision because they had
been told banking was a scheme by which men were going
to combine and deceive the people and ‘‘that bankers would
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invariably steal”’. He was, therefore, in favor of constitu-
tional provisions requiring the legislature to provide that
if the bankers stole they would be punished. Another mem-
ber suggested that the same provision be made to apply to
farmers. Still another thought that the contemplated re-
strictions on legislative action were so great that the con-
vention might as well add the penal code of Iowa to the
article. Certain members were emphatic in denying that
every man who has a dollar to invest in a banking institu-
tion is a scoundrel and thief.'%°
It appears obvious now, as was frequently charged by
members of the convention, that the framers of the Consti-
tution were exercising functions which properly belonged
to the legislature. This extreme precaution on their part
was especially unnecessary in view of the fact that it was
also proposed that the Constitution should presecribe that
no banking law should take effect until approved by a ma-
jority of the voters at a general or special election.!®®
It seemed clear to a majority of the members of the con-
vention that some change must be made in the banking law.
The first problem was whether to provide for a State bank
with branches, or for a system of general banking with note
issue secured by the deposit of State stocks with bank
commissioners. Some of the arguments advanced by advo-
cates of the State bank system were: first, experience, espe-
cially in Ohio and Indiana, had proved the superiority of
that system; second, such a system inspired confidence be-
cause of the mutual responsibility of all branches; third, it
could be used as a depository of State funds; fourth, it
would lower the interest rate so that instead of the two or
three per cent per month, then being paid, it would enable
borrowers to secure funds at ten per cent per annum; and
fifth, paper of a State bank system would be current abroad,
while notes under a general banking system would never
circulate far from home at par.
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The principal opponents of the State bank system at-
tacked it on the grounds of its monopolistic tendency. Under
a general banking system it was pointed out that anyone
could engage in banking under proper restrictions. It was
contended that in order to protect themselves against un-
sound branches, the branches of the State bank already in
the system must have the right to pass on the application
of a new branch. If any applying branch was allowed to
force itself in, there would be unfair liability resting on the
sound banks. On the other hand, this very protection might
be the instrument of dangerous monopoly. Considerable
objection was raised to the name ‘‘State Bank of Iowa”
since it would appear to the public that the State was an
owner of stock in the bank or at least was responsible for
its notes. It was pointed out that the State of Indiana had
an interest in the State bank there; but such a situation was
not only not contemplated in Iowa, but was actually pro-
hibited by another section of the Article on Incorpora-
tions.19!

The subject was warmly debated in Committee of the
Whole for nearly a week and numerous amendments were
adopted. Finally the report as amended was referred to a
select committee of five.'®? When this committee brought in
its report on February 23rd, all restrictions upon the legis-
lature regarding the details of banking legislation had been
removed. A minority report in favor of retaining the re-
strictions was rejected by the convention, and the report as
amended previous to its reference to the select committee
was then taken up. This was considered on the following
day and the select committee’s report was again taken
under consideration. Point by point the sections were added
and amended until the report was again filled with restric-
tions upon the legislature.!®? -

Only a few members were openly opposed to any altera-
tion of the Constitution with reference to the subject of‘
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banking. The sentiments of J. H. Emerson, an anti-bank
man, seem to represent fairly well the opinions of the group
which distrusted the legislature. He reminded the conven-
tion that it was the legislatures of other States that had
created the ‘‘wild cats’’ and ‘‘red-dogs’’ that were in ex-
istence.!®* The only test of radical anti-bank sentiment
came when Daniel H. Solomon moved to strike out the
fourth and subsequent sections of the report and insert in
lieu thereof these words: ‘‘The power to issue paper money
shall not be granted by this State’’. This motion was de-
feated by a vote of four to thirty-one. After this the report
of the select committee, with its amendments, was adopted
with only five dissenting votes.’*®* Article VIII of the Con-
stitution, as finally approved by the convention, contains the
banking provisions. Subject to the restriction that any
banking legislation enacted by the General Assembly must
be submitted to the electors, the way was opened for a State
bank with branches and a free banking law.!%

GENERAL OR FREE BANKING LAW OF 1858

In his second biennial message of January 12, 1858, Gov-
ernor James W. Grimes called the attention of the General
Assembly to the fact that the Constitution authorized the
establishment of a State bank and the enactment of a free
banking law under certain restrictions. He urged the pas-
sage of laws for these purposes, but cautioned the Geeneral
Assembly ‘‘that banks are to be established to secure the
public welfare and not to promote the purposes of stock-
holders and capitalists’’.?®7

The General Assembly immediately proceeded to enact
into law what was clearly the popular will in this matter.
On February 6, 1858, the Committee on Banks and Banking
of the House of Representatives reported that the commit-
tee had acted with the Senate committee. In order to ex-
pedite business it had been agreed that two bills were to
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be introduced simultaneously, a Free Banking Bill in the
House and a State Bank Bill in the Senate. After careful
consideration by the House in Committee of the Whole, the
Free Banking Bill was reported back to the House with
numerous amendments, most of which were of minor im-
portance. When finally revised, the bill passed the House
by a vote of forty to twenty-five.!®® In the Senate, after
considerable amendment, the bill passed by a vote of twenty-
three to five.!*®* Differences between the houses were ad-
justed in conference and the measure received the executive
approval on March 22, 1858. According to the Constitu-
tion, and as provided in the statute, the act was submitted
to a vote of the people at a special election held on June
28th. At this election the law was endorsed by a large
majority, 30,419 votes being cast in favor of the measure
and 10,447 against it. Thereupon Governor R. P. Lowe
proclaimed the act as law on July 29, 1858.2°° This law
remained in force until March 16, 1870, but no banks were
established?! under its provisions. Its chief interest lies
in showing the sentiment regarding banking, and the type
of regulations regarded as essential to safegnard the ¢‘pub-
lic welfare’’.

Under the provisions of the act, any number of persons
might be incorporated to establish banks of discount, de-
posit, and circulation. The minimum capital was fixed at
$50,000, all of which must be fully paid in cash. Subsequent
withdrawal of any portion of this capital was strictly pro-
hibited. No bank could be located in a town of less than
five hundred inhabitants, and the office where the business
was transacted must be in the city or town where the cor-
poration was located. Banks so organized would be per-
mitted to do a general banking business.?°

Stockholders were made liable to the creditors to an
amount equal to the shares held, over and above the stock
itself ; that is, they were subject to double liability.2** A
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strong attempt to make stockholders liable without limit as
to amount failed in the House.2°* Shares of stock were
made transferable on the books of the corporation, but the
transfer of stock would not affect the responsibility of stock-
holders for liabilities accruing while they remained stock-
holders. Semi-annual statements must include the names
of stockholders, places of residence, amount of stock held,
and all transfers of stock. A copy of this statement was to
be conspicuously posted in the bank for public inspection
and another copy filed with the county recorder—the latter
statement being prima facie evidence in the courts of the
facts contained therein. Clearly the obligation of share-
holders would not be lightly assumed under these condi-
tions.2°®

While the banks were permitted to do a general banking
business, their activities were limited in certain respects.
Loans must be made on personal security only and could
have only four months to run to maturity. Interest and
discount was limited to ten per cent until January 1, 1863,
after which it was to be not over eight per cent. Usury was
to be punished by forfeiture of the debt. The banks were
forbidden to pay interest on current deposits. Reserve
against deposits of twenty-five per cent was required to be
kept at all times. The banks were prohibited from pur-
chasing or holding real estate, except that which was needed
for the banking house and that obtained at sales under judg-
ment to secure debts.2°¢

In its provisions regarding note issue, the law was most
specific and exacting. Experience with notes of free banks
of other States led the framers to use great caution in this
respect. Certain constitutional limitations had also to be
complied with: the security required, the countersigning by
a State officer, publicity of shareholders, prohibition of sus-
pension of specie payments, making bill holders preferred
creditors, and double liability of stockholders were impor-
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tant requirements of the Constitution for the protection of
note holders. The State Auditor was designated by the act
to have charge of note issue. Notes of circulation were to
be numbered, registered, and countersigned by a register
appointed for such purpose by the State Auditor. Banks
might procure their own plates and dies for engraving or
secure the notes from the Auditor. In either case the bank
was required to reimburse the Auditor for the costs. After
having signed the circulating notes a bank could put them
in circulation in the ordinary course of business. Notes
were made payable on demand at the banking house of the
corporation. Circulation of foreign notes of non-specie
banks was prohibited.

The notes were to be secured by the deposit of public
stocks. Eligible stocks consisted of United States or State
stocks upon which full interest was annually paid; and in
the case of State bonds the interest rate must not be less
than six per cent. The value of the stocks as security was
to be rated at ten per cent below their average market value
in New York, for the thirty days next preceding their de-
posit with the Auditor. In case the stocks so held depre-
ciated, the bank was required to make them good. Upon
the stocks so rated in value the Auditor issued notes to an
amount ten per cent less than the market value of the secur-
ities. The aggregate amount of notes issued was limited
only by the stocks so deposited.?’?

As long as it redeemed its circulation and continued its
affairs in a normal manner, the bank was to receive the
interest on the bonds deposited. If the bank wished to close
its affairs, the Auditor was authorized to exchange stocks
(bonds) for circulating notes. These bank notes were then
to be cancelled and destroyed. No redemption fund was
supplied to the Auditor, but if any bank suspended specie
payments on its notes the Auditor was authorized imme-
diately to sell the stocks at public auction in New York and
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pay the bill holders. The State did not, however, guarantee
the ultimate payment of all notes beyond the proper ap-
plication of the securities pledged to the Auditor for their
redemption. In case a bank failed, and refusal to redeem
notes in specie constituted an act of inselvency, the notes
were preferred to all other liabilities, the receiver being
directed to apply the assets, first, to the redemption or pay-
ment of circulating notes; second, to the payment of de-
posits; third, to the payment of all other indebtedness; and,
fourth, to the payment of stockholders. With this prefer-
ence, and fortified by double liability of stockholders, little
possibility of loss by note holders existed.208

Whenever any corporation desiring to relinquish the
banking business redeemed ninety per cent of its notes, it
could deposit with the Auditor a sum equal to the notes
then outstanding and receive all of its securities deposited
with the Auditor. Thereafter, the Auditor could pay out
the money solely for the redemption of notes. The bank
could give notice for two years of final redemption of notes
by proper publication. At the end of that time, if the notice
had been properly given, the Auditor was authorized to
return to the corporation all money and securities.2’® Notes
lost or destroyed would be a clear gain to the bank. An at-
tempt during the passage of the act to give the right to a
note holder to recover for notes that he could prove were
‘‘irrevocably destroyed’’, was defeated.?’® In the national
system this profit on unredeemed notes goes to the United
States government.

The proportion of small notes was limited by the act.
Thus, no notes less than $1 were permitted. Not more than
ten per cent of the amount could be in notes of $2 each, not
more than twenty-five per cent could be in notes of all
denominations under $5, and not more than fifty per cent in
notes of all denominations under $10. The prejudice against
small notes had led to a fight, during the passage of the law,
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for a more rigid limitation. An amendment was defeated
which would have made the minimum note $10.2!

The act named Thomas Hedge, George L. Davenport, P.
Gad. Bryan, Thomas A. Graham, and E. G. Potter as bank
commissioners to hold office until their successors were
elected and qualified. Thereafter at each regular biennial
session of the General Assembly three bank commissioners
were to be elected. The seeming inconsistency of appoint-
ing five commissioners and thereafter electing only three
can be explained only by the fact that the House bill named
the commissioners and provided for five men thereafter.
The Senate reduced the permanent board to three, but left
the other section without amendment. No stockholder, di-
rector, or employee in any bank established by the act was
eligible for election as commissioner. Compensation for the
commissioners was on a fee basis at the rate of $5 per day
spent in making examinations of banks. These fees were to
be paid by the banks in proportion to their capital stock.

The most important duty of the commissioners was to
make semi-annual, or if they deemed it advisable, more
frequent examinations of the condition of the banks. They
were given ample power to examine the books, documents,
officers, and agents of the bank. Reports of condition
were to be published. In addition to these public reports
the banks were required to make quarterly statements of
their condition to the Auditor. These statements were to
contain the amount of capital stock, the real estate held, the
bills receivable, the bills payable, deposits with other banks,
the amount of circulation, the loans and discounts, specie on
hand, notes of other banks, loans to directors and stock-
holders, suspended debts, and reserve against deposits on
hand.lll

The statute is long and detailed, and only its more essen-
tial features have been outlined here. As one is accustomed
to look upon banks, the minimum capital requirement of
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$50,000 seems to have been rather high to meet the needs of
a pioneer community. Savings banks in Iowa to-day may
incorporate with a capital of $10,000. But it must be re-
membered that this legislation was framed to govern banks
of issue. In order to control circulation under a decentral-
ized system such as this, the number and size of the institu-
tions must be restricted. No provision was made at all for
banks of discount and deposit not desiring the right of issue.
This shows that the issue function was still regarded as the
only one which needed public regulation; banking and note
issue were still regarded as essentially the same thing. In
regard to the safety of notes the act seems open to no criti-
cism. The provision requiring the deposit of public stocks
as security for notes was substantially the same as that of
the free banking laws of other States; the same general plan
was incorporated into the national banking system. In-
stead of throwing wide open the opportunity for big profits
to bankers at the expense of the note holders, the framers
of this act used every precaution to provide a sound circula-
tion.

The fact that no banks were incorporated under the law
is evidence that it did not offer easy opportunity to the
‘‘wild cat’’ banker or speculator. Nevertheless, the opposi-
tion to banks was not entirely dead. The votes in both
branches of the legislature registered a considerable pro-
test. A better test of the extreme prejudice was obtained
in the House immediately after the passage of the act. A
motion to amend the title to strike out the word ‘‘banking’’
and insert in lieu thereof the word ‘‘swindling’’ so as to
read an act authorizing general swindling in the State of
Towa was supported by fourteen members.?!8

By the capitalists of this and other States the measure
was regarded as too stringent ; consequently early agitation
was made to modify its provisions, but Governor Lowe and
his successor, Governor Kirkwood, were both opposed to
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modification. In his biennial message to the legislature in
January, 1860, Governor Lowe said: ‘‘I have not under-
stood that any banks have been established under the Free
Banking Law. I have heard it suggested that it was too
stringent and ought to be modified. I doubt whether an
application of this kind ought to be entertained, should one
be made. It is the want of these stringent provisions in the
Free Banking systems of Illinois and Wisconsin that have
flooded those States and Iowa with their irredeemable paper.
It is infinitely better for the people of this State to have no
free or State banks, if their paper cannot be redeemed on
demand in specie.’”?!*

In spite of the wishes of the executive, the General As-
sembly proceeded to amend the act. The amendment would
have changed the then existing law in three particulars:
first, by permitting banks to be organized with a capital of
$25,000 instead of $50,000; second, by abolishing the office
of bank commissioners and thus doing away with super-
vision and examination; and, third, by permitting the estab-
lishment of banks in towns of 250 population instead of 500
as before provided. Governor Kirkwood was opposed to
the second and third changes suggested and upon those
grounds vetoed the bill.

In his veto message he elaborated upon his reasons for
opposing the changes. He regarded careful and disinter-
ested supervision coupled with thorough and searching ex-
amination as necessary to protect the public interest. The
object of the limitation of banks to towns of at least five
hundred population, he stated, was to prevent the establish-
ment of banks at remote and inaccessible places—a favorite
trick of the ‘‘wild cat’’ banker. Banks of issue were only
to be tolerated when their notes could be promptly converted
into specie. Placing them at inaccessible points would
make the notes practically irredeemable. He felt also that
such small places would not support a legitimate banking

6
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business, and banks established there must necessarily be
unsafe. He denounced the evils of the irredeemable paper
of Illinois and Wisconsin, and warned against adding to the
evil by permitting similar conditions in Iowa. Neither was
he willing to shirk his responsibility by allowing the bill to
go to the people for approval or rejection.

Governor Kirkwood had been a member of the Senate in
1858 when the law was passed and knew the reasons for its
stringency. To be sure he was also a heavy stockholder in
the Iowa City branch of the State Bank of Iowa, but there
is no evidence that he was improperly influenced on this
account. Indeed, the State Bank would not have suffered
from competition with free banks. The Governor’s reason-
ing was sound and his motives were of the highest. An
attempt to pass the bill over his veto failed in the Senate by
a vote of fifteen to sixteen, thus falling far short of the con-
stitutional majority.»'®

The free banking law of Iowa was rendered obsolete by
the amendment to the national banking act on March 3, 1865,
which taxed out of existence the notes of State banks. No
banks had been established under its provisions; and it was
finally repealed on March 16, 1870.2¢



VI -
THE STATE BANK OF IOWA

The sections relating to banking in the Constitution of
1857 authorized the State legislature to enact a general
banking law and also to provide for a State bank with
branches. As has been shown in the previous chapter, a
free banking law was duly enacted but no banks were estab-
lished under its provisions. A State Bank, on the other
hand, was promptly created and continued in successful
operation until absorbed by the national banking system.

In the creation of a State bank, Iowa was guided by the
experience of other States. Many of the neighboring Com-
monwealths had tried out the State bank system in some
form. The State Bank of Indiana was chartered in 1817;
in 1818 the Constitution of Illinois prohibited all other
forms of banking except a State bank with branches; Ohio
had established her State bank in 1845; and Michigan, Mis-
souri, Arkansas, and other States had already experimented
with this plan of banking. In many cases the States owned
stock in the bank, but State ownership was not essential in
order to constitute a ‘‘State Bank’’. In fact States often
owned stock in the banks of the State where there was no
attempt at centralization. On the other hand, some ‘‘State
Banks”’ existed in which the State held no stock. In Illi-
nois the State was the sole owner of the stock of the State
Bank of Illinois; in Indiana the State was a large minority
stockholder; in the case of the State Bank of Ohio none of
the stock was State owned.?!?

Experience in other States with State ownership of bank
stock had proved so generally unsatisfactory that the con-
stitution makers in Iowa specifically prohibited political or

83
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municipal corporations from becoming stockholders, di-
rectly or indirectly, in any banking corporation. Private
ownership was therefore a basic principle upon which the
State Bank of Iowa was created. The Constitution imposed
the further restrictions that the bank must be founded on
an actual specie basis and that the branches thereof must
be made mutually responsible for all notes issued to circu-
late as money.?!®

The bill to incorporate the State Bank of Iowa was intro-
duced in the Senate at the same time that the free banking
law was placed before the House of Representatives. As
reported by the committee, the bill was before the Senate
for about four weeks. During this time it occupied the
foremost place on the calendar. Each section was dis-
cussed, and sometimes amended, before the bill was finally
passed. Its passage by the Senate was by a majority of
twenty-eight to four and by the House, after slight amend-
ment, by a vote of forty-five to eighteen.?’® The Constitu-
tion required that this act, after passage by the General
Assembly and approval by the Governor, must be submitted
to the voters for their endorsement. A special election was
ordered for June 28, 1858, at which time the act was carried
by an overwhelming majority, the vote being 41,568 for and
3697 against. On the 29th of July, Governor Lowe pro-
claimed the act in force.??®

PROVISIONS OF THE CHARTER

The statute created a board of ten commissioners to or-
ganize the system and carry into effect the provisions of
the act. The men named were designated as the Board of
Bank Commissioners. C. H. Booth of Dubuque County,
E. H. Harrison of Lee County, Ezekiel Clark of Johnson
County, J. W. Duton of Muscatine County, William J. Gat-
ling of Polk County, C. W. Slagle of Jefferson County, Elihu
Baker of Linn County, William S. Dart of Mahaska Courity,
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L. W. Babbitt of Pottawattamie County, and Edward T.
Edgington of Lucas County were named by the act to serve
as commissioners.??!

It was provided that the commissioners should meet
within thirty days from the passage of the act to examine
certificates of branches. This was to be followed by a per-
sonal examination of the condition of the branch, especially
with respect to the money paid in on account of the capital
stock and with respect to the responsibility and integrity"
of stockholders and directors. Whenever they were satis-
fied that at least five branches had met the requirements of
the act, they were to certify the same to the Governor and
notify the branches of the fact. Each branch must then
choose a director and these, together with three directors
named in the statute to represent the State, should there-
after control the destiny of the State Bank of Iowa. Upon.
proclamation of the Governor that the law had been in all
respects complied with, the several branches were author-
ized to commence business.???

Thus the State Bank of Iowa was not a single institution
but rather the federation of a group of institutions, each
having its own capital, stockholders, directors, and corpor-
ate charter. The parent bank was incorporated by the act
and as such had legal power to make contracts, to sue or to
be sued in court, and to exercise the usual powers of a cor- -
poration. But it had no capital stock apart from that of its .
branches, nor was it to transact any banking business except
with the branches. The head office was maintained at Iowa
City, but there was organized also at Iowa City a branch of
the State Bank. This branch sustained exactly the same
relations to the State Bank as did any of the other branches.
This plan of organization was found also in the State banks
of Indiana®?® and of Ohio,??* which were the models for the
Iowa bank. Of Towa’s political leaders, many received their
early impressions in Ohio. Governor Lucas, the first Terri-
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torial Governor of Iowa, had, as Governor of Ohio, strongly
supported a State bank in his native State.?*® Governor
Lowe, in office when the Iowa law was passed, was born and
educated in Ohio.**® The law establishing the State Bank
of Iowa bears very strongly the impress of S. J. Kirkwood’s
ideas. In the State Senate he presented numerous amend-
ments which were adopted.?*” He had but recently come to
Iowa (in 1855) after twenty years in the practice of law in
Ohio, where he had also taken an active part in political
affairs.32

Control of the State Bank as a whole was vested in a
Board of Directors consisting of one director representing
each branch and three directors representing the State.
The original State directors named in the statute were
Benjamin Lake of Clinton County, Hoyt Sherman of Polk
County, and Elias H. Williams of Clayton County. Their
compensation, to be paid by the State, was fixed at $3 per
day and mileage. Their term of office was two years. No
stockholder, officer, or employee of a branch bank could serve
as a State director.?*® Not infrequently the president of the
branch served as the representative of his branch on the
Board of Directors of the State Bank. Voting at board
meetings was roughly adjusted to the capital stock of the
branch. Each member of the board was entitled to two
votes, plus one additional vote for each $50,000 of the paid-
up stock of his branch in excess of $100,000. Directors
were required to give bond, and to take oath that they would
¢“faithfully, diligently, and impartially’’ perform their
duties.’3°

The most important specific duties of the Board of Direc-
tors were to pass upon the applications of new branches,
supervise the note issue, make examinations, and publish
the monthly statements. They also formulated general
policies for the system as a whole. If, upon examination,
they found a branch in dangerous condition they were
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authorized to assume full control of its affairs. They ap-
proved and allowed the dividends of each branch. They
elected their own officers and appointed a permanent secre-
tary from outside their own number. Broadly speaking,
they had final authority over all of the bank’s affairs.®?

Thirty was the maximum number of branches sanctioned
by law. No branch could be organized in a town having less
than 500 population; and in no case could more than one
branch be organized in any town or city. The name of the
branch must include the name of the town.?** Beyond the
limitation of one to a town there was no geographical limita-
tion on the distribution of branches. An amendment to
place the minimum distance between branches at twenty
miles was defeated in the Senate.®?

Branches could be organized by any number of persons,
not less than five. The capital stock of each branch was to
be from $50,000 to $300,000, with the aggregate for all
branches limited to $6,000,000. Fifty per cent of the capital
stock must be paid in specie and must be in the possession
of the branch as its bona fide property upon the commence-
ment of business. The remaining fifty per cent must also
be paid in specie in ten per cent installments. Unless other-
wise ordered by the directors of the State Bank, these in-
stallments must be paid every four months.

Two provisions of the law were designed to obtain wide
distribution for the stock. Each branch was required to
give twenty days’ public notice before opening the stock
book for subscriptions. On the first day upon which sub-
scriptions were received, ten shares of $100 each was the
maximum amount of stock which any subscriber was per-
mitted to buy. In case all the stock was not subscribed for
on one day, the total which any individual or firm could
purchase was raised to fifty shares. If, upon closing the
subscription books at the close of the second day, the amount
subscribed did not equal the capital authorized, the maxi-
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mum limit was removed entirely—it evidently being as-
sumed that small purchasers, in the meantime, had had
plenty of opportunity to make their subscriptions.

Stockholders were subject to double liability in case of
the failure of a branch.?** In this respect Iowa was one
of the pioneer States. Massachusetts in 1849 and New
York in 1846 were among the States that had earlier adopted
special liability for stockholders in banking corporations.23®
Stock of the State Bank was made freely transferable, but
in order to protect creditors no individual was allowed to
sell his stock as long as he was indebted to the bank. Trans-
fer of stock did not relieve the seller of responsibility for
liabilities accruing while the stock was in his possession.
Record of the stock, as shown in the stock book, was on file
with the recorder of deeds in the county where the branch
was located. In case of suit this was prima facie evidence
of ownership, although the real owner was held liable, even
when the ownership appeared on the books in the name of
another person.?®

The position of creditors of the branches was further
strengthened by the provision that the capital stock could
not be impaired to pay dividends. Loans to stockholders
were limited to four months’ duration, and the stockholders
collectively could not at any time owe more than three-
fifths of the amount of the paid-up capital. With certain
minor exceptions, a branch could not buy its own stock nor
the stock of any other incorporated company. The banks
were thus restrained from speculation, and banking capital
could not be reduced by inter-ownership of stock. One rea-
son for placing the latter restriction in the law was that
banking corporations of the mid-nineteenth century in-
dulged sometimes in the practice of buying their own stock,
thereby reducing the actual capital of the institution below
the nominal amount. Moreover, it was especially desirable
to prevent the holding of stock in other banks. Unless so re-
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stricted one branch might control one or more of the others
through ownership of a majority of its stock. A monopoly
might thus be created, and in any case the total strength of
the State Bank would be weakened in time of stress. Fail-
ure of any branch holding considerable stock in several other
branches would seriously cripple, if it did not entirely
force under, the subsidiary branches. As a safety measure,
therefore, the prohibition on stock investment was a wise
restriction.?37

Management of each branch was vested in a Board of
Directors, elected annually by the stockholders. At all
stockholders’ meetings each share of stock was allowed one
vote. The number of directors might vary from five to
nine. In order to be qualified for the office of director the
stockholder must be a citizen of the United States and a
resident of Iowa during his whole term of office. Directors
were required to take oath diligently and honestly to per-
form their duties—this oath to be filed with the county re-
corder. Directors collectively were not permitted to owe
to the branch of which they were officers an amount exceed-
ing one-fifth of the capital stock of which they were bona
fide owners.238

Bankers of the twentieth century do not consider note
issue an essential function of commercial banking, but to
the banker of the mid-nineteenth century this function was
still very important. The early bankers, instead of grant-
ing the borrower book credits in the form of a deposit which
he might transfer by means of a check, handed him the
bank’s notes. Notes issued on this ‘‘banking principle’’
were essentially the same sort of liability for the banker as
his deposits. When the State Bank of Iowa was chartered
the necessity of guarding the interests both of note holders
and of depositors was recognized, but by far the most legis-
lative attention was devoted to the regulation of note issue.
Since note issue provisions formed such a large part of the
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act incorporating the State Bank, this phase of the law is
reserved for special treatment.

Important restrictions placed upon the deposits of the
branches were: each branch was required to keep a specie
reserve of twenty-five per cent against its current deposits,
in addition to the same specie reserve against circulation;
and branches were prohibited from paying interest on cur-
rent deposits. The amount due depositors was to be re-
ported separately in the regular monthly statement required
by the law. Notes were made a prior claim over deposits
in the settlement of the affairs of an insolvent branch. This
was done on the generally accepted theory that a note holder
usually is an involuntary creditor of the bank, whereas the
depositor voluntarily chooses the place of deposit after in-
vestigation.3®®

During the early part of the nineteenth century the bank-
ing business was surrounded with great secrecy. Accord-
ing to its charter the Fiirst Bank of the United States was
required to make regular returns to the Treasury Depart-
ment, but only two of these reports were ever published.
The legislatures of most States did not require reports
from banks until well toward the middle of the century.
Sometimes reports were called for, but no penalties were
provided for failure to make returns. Specific forms were
not prescribed, hence ambiguities and inaccuracies crept
in2¢ In this respect the founders of the State Bank of
Iowa took a very advanced position. Certified statements
of the condition of each branch were required to be made
on the first Monday in each month. This statement was to
be transmitted to the Auditor of State and to the State
Bank. The form of the report specified seventeen distinct
items on which information was to be given. An abstract
of the statement was to be published in some newspaper of
the county and a copy was to be sent to each branch of the
State Bank. The directors of the State Bank were re-
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quired to publish a consolidated abstract of these monthly
reports in some newspaper published at Iowa City, the loca-
tion of the head office of the bank, as soon after the first of
the month as practicable. Judged by our present standard,
this system of regular monthly statements was a weak one;
but it was, nevertheless, a notable advance in the matter
of giving publicity, and was a safe method of determining
the bank’s condition. Supplemented as it was by examina-
tion of the branches by the State Bank directors, it proved
an adequate method of supervision of the general condition
of those branches. The present-day practice of calling for
way of obtaining bank statements, but this plan was not in-
troduced until several years later when it was made a fea-
ture of the national banking system and later was adopted
for State banks.?¢

Interest or discount on loans was fixed at ten per cent
until the first day of January, 1863 ; after that no more than
eight per cent was to be charged. Discounting was allowed
and exchange could be charged at the current rate upon a
bona fide bill or note payable at some other than the place
of discount. To charge a rate higher than the legal rate
was usury, and caused the entire debt to be forfeited unless
made to a director or stockholder, in which case it was a
valid claim. A second restriction was that loans were lim-
ited to four months time. This prevented loans and dis-
counts for land purchase, a practice which had wrecked
many banks in 1837 and again in 1857. The time limitation
took into consideration that principle of commercial bank-
ing which recognizes that a bank’s assets should be kept in
easily liquidated short-time paper. A limit of four months
would seem to have been rather rigid in an agricultural
community, experience having since demonstrated that
prime agricultural paper may have a maturity of six months
at least.?4?
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During the period of the State Bank and the decade fol-
lowing, during which the national banking system was domi-
nant, long time credit was of necessity supplied by other
institutions. The available facts concerning these institu-
tions were very meager. It is known that some of the
private banks survived the panic of 1857 and continued to
carry on their business, which included a great deal of loan-
ing on mortgage security. The number of private banks in
Iowa in 1875 was approximately two hundred. We have
no means of knowing how many of these were in operation
contemporaneously with the State Bank, but doubtless a
considerable number had their origin before the close of its
career. Directly and indirectly they supplied the long time
credit to the Iowa borrowers.

Collectively the stockholders could not borrow more than
three-fifths of the amount of the paid-up capital; and the
directors of any branch could not owe more than one-fifth
of the amount of the stock owned by them collectively. The
section relating to the maximum indebtedness which any
individual might contract with a branch is not clearly stated.
It appears, however, that no person, company, or several
members of a firm collectively could owe on a single-name
promissory note more than one-twentieth of the amount of
the circulation which the branch was authorized to issue.
On the first $100,000 or less of paid-up capital the branches
were allowed to issue notes at a rate of two to one. The
maximum individual loan was, therefore, ten per cent of
the paid-up capital—the ratio shortly afterward adopted in
the national banking law. Branches were allowed to dis-
count bona fide bills of exchange, payable out of the State,
bearing the acceptance of one individual or firm to an
amount equal to one-fourth of its circulation. A further
clause was included to the effect that no person or firm could
be indebted, exclusive of liability as an acceptor, to an
amount in excess of one-tenth of the circulation. This would
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seem to mean that the branch could discount bills of ex-
change for one firm only up to ten per cent of its maximum
note issue, or twenty per cent of its capital. This appears,
however, to have been in addition to the one-twentieth lia-
bility on single-name paper. It is clear why a larger line of
credit was granted on double-name than on single-name
paper, but the relatively high amount of paper which could
be discounted bearing the acceptance of one firm is not
easily understood. The wording of the statute limits the
amount of the latter to one-fourth of the bank’s circulation
when the bills were payable outside of the State, but made
no express limitation in any other case.?*®

The loans of the bank were further limited to those made
on personal security. An early ruling of the Board of Direc-
tors of the State Bank interpreted this to prohibit taking
collateral security. Shortly afterwards the board reversed
itself and decided that section twenty-three of the act was
intended to prevent the taking of real estate security.
Thereafter the branches were allowed to use their own dis-
cretion in the matter of taking collateral.?¢¢ They were not
allowed, however, to take a lien on any part of their capital
stock ; and the same security was required from sharehold-
ers as from other borrowers.24°

The banks were prohibited from owning real estate be-
yond the amount in each case ‘‘necessary for the convenient
transaction of its business’’. If it became necessary to
purchase at execution sale, or to take over real estate to
secure payment of a debt previously contracted, the real
estate was to be sold as soon as possible without loss. The
branch was required to offer such real estate for sale pub-
licly at least once a year. Subject to these restrictions the
branches had power to transact a general banking business.
They could issue notes furnished by the State Bank, loan
money, buy, sell, and discount bills of exchange, notes, and
other written evidences of debt, receive deposits, buy and
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sell coin and bullion, make collections, and do any other
business properly appertaining to banking.?4¢

NOTE ISSUE

The provisions of the State Bank law regulating note
issue were drawn with care in order to insure a uniform and
sound circulating medium. For the protection of note
holders the two plans most commonly adopted in banks
under State charter before the Civil War were the free
banking plan, having all note issues secured by interest bear-
ing bonds, and the safety fund plan. Ohio had adopted the
safety fund plan in the law of February 24, 1845, creating a
State bank.2¢? This plan, having proven successful in Ohio,
was copied in the act creating the State Bank of Iowa. But
a more important protection than the safety fund was the
provision that the branches were mutually responsible for
all of the notes issued. No occasion ever arose in the his-
tory of the State Bank of Iowa to make use of the safety
fund, but the mutunal responsibility provision early saved
the note holders of one branch from loss and avoided for the
bank public disfavor.

The safety fund for the redemption of notes consisted of
either money or bonds to an amount equal to twelve and
one-half per cent of the circulating notes delivered to the
branch. ‘It was specified that the bonds so deposited must
be ‘‘United States stocks, or interest paying State stocks
at their current value in the city of New York, but in no
instance above their par value’’. The money paid into the
safety fund must also be invested, under the direction of
the Bank, in the afore-mentioned bonds. Interest acecrning
on the stocks so held was received by the branches owning
the same. In case of the failure of any branch the portion
of the safety fund belonging to the insolvent branch was
first to be used to redeem its outstanding notes. The solvent
branches could then be called upon to make up losses of the



THE STATE BANK OF IOWA 95

insolvent branch. It was a mutual liability only for note
issue, and no part of the safety fund except that belonging
to the failed branch was to be called upon for payment of
other liabilities.?®

The administration of the safety fund was in the hands
of the President of the Bank. In November, 1860, the Pres-
ident was given power to require any branch to deposit
additional security in the safety fund if its bonds declined
so that in his judgment, with the concurrence of the Execu-
tive Committee, the interests of the Bank required such
deposit. Again, just at the outbreak of the Civil War, a
resolution was adopted providing that the safety fund be
made good by a return of circulation or by depositing coin
or bonds. This was accompanied by a resolution to the
effect that bonds of Southern States were not to be received
for the safety fund. At first the bonds were kept in the
office at Iowa City, but in November, 1861, the President
was directed to remove the bonds belonging to the safety
fund to the vault of the Merchants Branch at Davenport for
safe keeping.2®

To limit the volume of circulating notes and to make sure
of their prompt redemption, two restrictions were adopted.
The volume of circulation bore the following proportion to
the capital stock: on the first $100,000 or any lesser amount
of its capital actually paid in, the branch could issue notes
to twice the amount; for the second $100,000 this propor-
tion was reduced to one and three-fourths times the capital;
on the third $100,000, to one and one-half times the capital.

A second limitation was the requirement that a specie
reserve of twenty-five per cent of the circulation must at
all times be kept on hand in the vault of the issuing branch.
Whenever the volume of notes outstanding exceeded this
proportion the bank was not permitted to put any more
notes in circulation, nor to increase its liabilities by making
new loans or discounts, except to purchase sight bills of
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exchange, nor to pay any dividend until the proper propor-
tion was restored.?®® The Bank strictly enforced this statu-
tory requirement even during the exceptional circumstances
of the Civil War. When there was general suspension of
specie payments and the banks were redeeming their notes
in national bank notes and United States treasury .notes,
the branches were tempted, by the possible profit, to sell
gold at a high premium. This policy was promptly opposed
by the Bank. Any branch violating the statute in this re-
spect was called to account. For instance, the Iowa City
branch, in February, 1864, was given an opportunity until
the next meeting of the Board to restore the proper equilib-
rium between specie and circulation. At a later meeting
in the same year, the branches were directed to keep at all
times in their own vaults in coin twenty-five per cent of
their outstanding circulation.z*

Specie redemption of bank notes was a cardinal prin-
ciple of the State Bank of Iowa. Failure on the part of any
branch to redeem its notes promptly in specie when de-
manded at its banking house during the usual banking hours
was to be deemed an act of insolvency. The entire business
and property of such a branch must be immediately taken
over by the State Bank. The State Bank would then ap-
point an examining committee and a receiver for the branch;
its affairs would be settled and the debts paid as fully as
possible. The notes would all be promptly redeemed by
the State Bank, the safety fund of the several branches
being later reimbursed from the assets.

By the terms of the law the denominations of notes were
$1, $2, $3, $5, $10, $20, $50, and $100. Small notes were in
general disfavor. In the Senate, during the consideration
of the bill, a motion to prohibit all notes below $5 was
passed by a majority of a single vote. An attempt to raise
the minimum to $20 was decisively beaten. The House of
Representatives restored the provision of the bill permit-
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ting a limited proportion of small notes. In the conference
on the House amendments the Senate agreed to this
change.?’® The percentage of small notes was limited as
follows: not more than ten per cent of the amount issued
by any branch could be in notes of $1 each, not more than
ten per cent in notes of $2 each, not more than twenty-five
per cent in notes of all denominations under $5, and not
more than fifty per cent in notes of all denominations under
$10.208

The effort to prohibit small notes and the final action
limiting the percentage of these notes was due to the popu-
lar dissatisfaction with the so-called ‘‘shinplasters’’ or frac-
tional currency of all kinds that had made up a large part
of the circulating medium. It was hoped by such regula-
tions to keep coin in circulation. Limitation or prohibition
of small bank notes has been commonly prescribed in bank-
ing laws even up to the present time and is included in our
national banking laws. In the United States, under the na-
tional banking system, government paper money has met
the demand for small notes, but in Iowa the only substitute
would have been the small notes of outside banks. It was
the realization of this fact that led the Iowa legislators to
choose the limitation of the number rather than the entire
prohibition of the issue of small notes by the State Bank of
Iowa.

No provision was made in the law and no regulation can
be found in the records of the Board of Directors for frac-
tional currency. In the collections of the State Historical
Society of Iowa are to be found samples of fractional cur-
rency which appear to have been small checks payable to the
bearer at the branches of the State Bank. This currency
is in the form of cards or tickets about one and one-half
by two and one-half inches in size. Samples are preserved
of the currency drawn on the branches at Iowa City and
Washington. The branches were directed to redeem the

7
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tickets in bank notes if presented in sums of $1. The de-
nominations were five, ten, twenty-five, and fifty cents.
They bear the date of 1862, that is, of a period after the
general suspension of specie payments.

The form of the bank notes was left to the Board of Di-
rectors, and was a problem of considerable moment at the
first meeting of the Board. While the directors desired to
get the circulation as early as possible they were also de-
sirous of choosing a distinctive design. Plates were avail-
able from which notes counld have been immediately struck
off. The Board finally referred the entire matter to a com-
mittee composed of Hiram Price and Hoyt Sherman, with
instructions to go east and procure the bills required for
circulation.?®* This delayed somewhat the note issue, but
enabled designs to be chosen which were related distine-
tively to Iowa. The notes selected attracted favorable com-
ment in the local press.2®® In general they pictured fanciful
rural scenes, but they also included some pictures of his-
torical interest. On the $1 bill was a cut made from a
portrait of Governor Robert Lucas, the first Territorial
Governor. The picture on the $5 bill was that of Antoine
Le Claire, one of the pioneer founders of Davenport. The
$10 bill had a cut made from a scroll map of Iowa as it was
before 1856, and Governor Ralph P. Lowe’s picture ap-
peared in the corner. In all cases the notes were issued in
the name of the State Bank of Iowa; and the names of the
various branches were written in with a pen. All notes were
signed by the president and cashier of the branch, and reg-
istered and countersigned by the Secretary of the State
Bank.®s

Because the name of the branch was written on the notes,
it was necessary to return worn notes for exchange more
frequently than might otherwise have been necessary. The
statute provided that mutilated currency be ‘‘burned to
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ashes in the presence of the President or Vice President,
and at least two of the Directors of said Bank.’’?8” This
order was literally and conscientiously carried out. Hiram
Price describes the burning in these words: ‘‘This burning
was done in a large, old-fashioned, ten-plate stove, in the
office of the State Bank at Iowa City. Sometimes, in warm
weather, this was by no means a pleasant job. The door of
the stove had to be kept open so that the witnesses could
certify, not that the mutilated currency had been put into
the fire in the stove and burned, but that the burning was
done in the presence of those who made the certificate.’’25®
He further relates how they watched to see that there was
not draft enough to draw the notes out of the flue and that
the charred paper was thoroughly stirred so as to burn the
notes to ashes. The minutes of the Board of Directors con-
tain frequent record of the appointment of committees to
burn mutilated currency.?*®

ORGANIZATION OF THE BANK

Shortly after the special election of June 28, 1858, the
Governor called together the Bank Commissioners for the
purpose of putting the new system into operation. The first
meeting was held at Iowa City on July 28, 1858, at which
time the commissioners took the oath of office. The mem-
bers present were C. H. Booth, E. H. Harrison, Ezekiel
Clark, W. J. Gatling, C. W. Slagle, Elihu Baker, William S.
Dart, and Edward T. Edgington. After electing Ezekiel
Clark chairman of the Board and William J. Gatling secre-
tary pro tem, they adjourned to meet at the same place on
July 30th.2s¢

At that time applications for the establishment of
branches were received from Council Bluffs, Oskaloosa, Ca-
manche, Lyons, and Washington. All these were laid on the
table and the Board adjourned to meet on September 15th
to act on applications.
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The next meeting of the Board was held on September
15-17, 1858. Nineteen applications were filed by parties de-
sirous of forming branches of the State Bank. These were:

No. Sioux City—Hubbard and others

No. 1. Muscatine—Branan and others
No. 2. Dubuque—Goodrich and others
No. 3. Washington—Abbott and others
No. 4. Iowa City—Kirkwood and others
No. 5. Davenport—Le Claire and others
No. 6. Dubuque—Langworthy and others
No. 7. Clinton—Sam Clark and others

8

9

No. 9. Davenport—Macklot and others

No. 10. Des Moines—Allen and others

No. 11. Muscatine—J. Green and others

No. 12. Grinnell—Grinnell and others

No. 13. Council Bluffs—Noble and others

No. 14. Wapello—Copeland and others

No. 15. Oskaloosa—

No. 16. Keokuk—Southern

No. 17. Mount Pleasant—

No. 18. Sioux City—J. W. Boster and others

No. 19. Keokuk—Hammell, Ralston, and Company and
others

The commissioners at a later meeting received applica-
tions from Camanche, Pacific City, and Waterloo, but these
were laid on the table.?%!

In order to act intelligently upon the nineteen applica-
tions the Board referred them to examining agents from
their own numbers for personal examination. A set of
‘‘interrogatories’’ was prepared and general instructions
agreed upon in order to insure uniformity and impartiality
of action. The Board then adjourned, to meet again on
October 6th, and went out two by two as examining agents.
When the Board reassembled they found that eight branches
had met all the requirements of the law and were entitled
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to commence banking. Certificate to that effect was made

to the Governor naming the following branches:

The Muscatine Branch—Application No. 1

The Iowa City Branch—Application No. 4

The Des Moines Branch—Application No. 10

The Dubuque Branch—Application No. 2

The Oskaloosa Branch—Application No. 15

The Mt. Pleasant Branch—Application No. 17

The Keokuk Branch—Application No. 19

. The Merchants Branch of Davenport—Application

No. 522
There were subsequently established under the authoriza-

tion of the State Bank directors, seven additional branches:
Lyons City Branch of the State Bank of Iowa, February

PN o

17, 1859

Branch of the State Bank of Jowa at Burlington, March
18, 1859

Washington Branch of the State Bank of Iowa, March
18, 1859

Fort Madison Branch of the State Bank of Iowa, August
11, 1859 .

MecGregor Branch of the State Bank of Iowa, February
15, 1860

Council Bluffs Branch of the State Bank of Iowa, Novem-
ber 14, 1860

The Farmers Branch of the State Bank of Iowa at Ma-
quoketa, February 10, 186422

These fifteen branches continued from the time of admis-
sion until the Bank’s affairs were closed in 1865. Col-
lectively they constituted the State Bank of Iowa.

The action taken on October 9, 1858, by the Board of Com-
missioners establishing the original eight branches was
communicated to each branch that had been accepted, and
October 27, 1858, was set as the date for the first meeting
of the Board of Directors. The commissioners adjourned
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until November 11, 1858, but there is no reason to believe
they ever assembled again. The record book used by the
commissioners became the minute book of the Board of Di-
rectors. In it the record closes with the meeting of October
9th. The commissioners were responsible only for getting
the system established. At the first directors’ meeting
Ezekiel Clark, President of the Board ¢f Bank Commis-
sioners, turned over to the directors all the books, papers,
* and documents in the possession of the commissioners.?s+
Thereafter the responsibility for the conduct of the State
Bank rested on the Board of Directors.

The first meeting of the Board of Directors was held in
the Council Chamber of the Old Capitol at Iowa City on
October 27, 1858. The members present were:

W. T. Smith, representing the Oskaloosa Branch

Samuel F. Miller, representing the Keokuk Branch

P. M. Casady, representing the Des Moines Branch

8. J. Kirkwood, representing the Iowa City Branch

Chester Weed, representing the Muscatine Branch

Richard Bonson, representing the Dubuque Branch

Timothy Whiting, representing the Mt. Pleasant Branch

Hiram Price, representing the Davenport Branch

Benjamin Lake, representing the State of Iowa

Hoyt Sherman, representing the State of Iowa

S. J. Kirkwood was elected president pro tem and Hoyt
Sherman secretary pro tem. By-laws were adopted and a
permanent organization effected. Chester Weed of Musca-
tine was elected President and Elihu Baker of Cedar Rap-
ids, Secretary. Mr. Baker continued in that capacity
throughout the history of the bank. In February, 1860, Mr.
Weed was succeeded by Hiram Price, who was President
from that date until the bank closed in 1865.2%°

The principal business before the first directors’ meet-
ing was the adopfion of by-laws and of plans to obtain cir-
culating notes. It was provided in the by-laws that there
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should be regular quarterly meetings of the Board of Di-
rectors on the first Wednesday after the second Monday of
February, May, August, and November. Special meetings
might be held at the call of the President or of any four
members of the Board. The regular officers were Presi-
dent, Vice President, and Secretary. These men were to be
elected annually at the February meeting of the Board, the
first election to be at the time of organization, and the first
regular election to occur in February, 1860.

The duties of the President included the usual duty of
presiding at meetings. In addition he had charge and gen-
eral oversight of the office at Iowa City. He was required
to make examinations of the branches. At each regular
session of the Board he made a written report of matters
that concerned the Bank or branches. This report must
include any matter requiring action by the directors. He
was originally allowed a salary of $1200 per year and ex-
penses incurred in visiting and examining the branches.
This was put on a per diem basis after February, 1863, and
the compensation was reduced. He was required to give
bond of $100,000 and to discharge honestly and faithfully
the duties of the office.?*®* When we consider the responsi-
bility undertaken and the amount of work involved, this pay
seems hopelessly inadequate to command the highest ability.
Hiram Price, the President during all but the first year,
speaks of the inadequacy of the salary but seems entirely
satisfied to have earned from his associates and all those
interested the ‘‘better and more valuable pay’’ of ‘‘well
done, good and faithful servant.’’?¢?

The Vice President was required to assume the duties of
the President in his absence and to make examination of the
branch represented by the President as director. By virtue
of his office he was a member of the Executive Committee of
three members who met monthly at Iowa City to examine
statements of the branches and, if they deemed necessary,
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to cause a personal examination of the condition of any
branch to be made. This committee also examined the
accounts of the Secretary and in general the condition of the
State Bank.2¢®

The Secretary was given the duty of keeping the books
and accounts of the head office at Jowa City. He was re-
quired to register and countersign all notes issued for cir-
culation and keep a record of the same. His salary was
$1500 per year, payable quarterly. This position was filled
by Elihu Baker during the entire life of the Bank. At the
last regular meeting of the Board a resolution was adopted
commending Mr. Baker for the ‘‘skill and ability with which
he has discharged the arduous and complicated duties of
Secretary of this Board.’’20?

Directors were not paid a salary for their services. At
first they were allowed a per diem of $3 for attending di-
rectors’ meetings and mileage at the rate of fifteen cents
per mile. At the meeting on August 15, 1860, it was decided
to pay the per diem but no mileage. This was rescinded at
the next meeting and the directors continued to receive $3
per day, although the mileage was reduced to seven and one-
half cents per mile.?’”® Salaries and other expenses were
met by assessments on the branches in proportion to the
paid-up capital stock. These assessments were very small
relatively. In February, 1862, an assessment of one mill
on the dollar was ordered. This was followed in August by
an assessment of one and one-half mills plus an additional
one mill to pay a note. Again in May, 1863, one and one-half
mills was assessed.?™

A special meeting of the Board of Directors was called on
December 28, 1858, at which time the first installment of
notes was ordered to be delivered to the directors of the
branches. The register of circulation of the Iowa City
branch shows December 30, 1858, as the date of receipt of
the first notes, the notes being dated January 1, 1859. The
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maximum circulation of two hundred per cent of the capital
stock was allowed to the original branches at the meeting of
the directors on August 11, 1859.272

One of the important problems with which the Board
of Directors was confronted, especially during the early
months of the Bank’s history, was the consideration of the
applications of associations seeking admission as branches.
In addition to the seven branches admitted subsequently to
the first organization, a number of other would-be members
were rejected. The history of the State Bank of Indiana,
where a single opposing vote could prevent the establish-
ment of a new branch, shows that dangerous possibilities
lurked in the provision that membership in the system
depended on the favorable vote of the existing members.
Logansport was kept out of the Indiana institution by the
opposition of Lafayette.?’* The provisions of the Iowa law
on this point were subjected to considerable criticism during
the passage of the act. But there is no evidence to show
that the directors excluded deserving applicants in order to
preserve a monopoly for themselves. The Board of Com-
missioners, a disinterested body, rejected eleven out of nine-
teen applications and declined to consider applications
from four other towns. When the directors assumed this
function there was thorough consideration but fewer re-
jections.

‘When considering applications the Board exercised great
care in examining certificates, verifying the specie paid in,
and investigating the responsibility of stockholders. The
cost of these examinations was borne by the applicants
whether accepted or rejected. Applications from MeGregor
and Cedar Rapids were refused on the ground that too large
a proportion of the stock was owned outside of the locality
or State. In the case of McGregor, $12,000 of the $50,000
aunthorized stock was owned in Dubuque, and from $6000 to
$7000 was owned in New Hampshire. Cedar Rapids was
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rejected on the ground that one-fourth of the capital was
owned by residents of Chicago. It was felt by the Board
that outsiders would have few interests in common with the
people of the community for whose benefit the bank should
be managed. In the case of McGregor the objection was met
and admission followed. Waterloo and Cedar Falls were
simultaneously rejected on the ground that the establish-
ment of a branch in Black Hawk County was then of doubt-
ful expediency.?"™

SUPERVISION OF THE BRANCHES

The soundness of the provision for mutual responsibility
of branches was clearly demonstrated. A report reached
the Executive Committee that the cashier at Muscatine was
pursuing an unwise policy, and an examination was made
on January 5, 1860. It was shown that the affairs of the
bank were in bad condition, but it was deemed possible to
save the branch and lessen the loss to the bondsmen of the
cashier by continuing in business under the direction of the
Executive Committee. Mr. Stone, of Washington, a mem-
ber of the Executive Committee, was given one share of
stock and thereby qualified to act as director and chairman
of the board of directors of the branch. The assistance of
the other branches was secured and the affairs of the branch
were satisfactorily arranged. There was loss to some stock-
holders, but not a cent was lost by depositors or note
holders. The bank did not suspend its regular business at
any time and eventually paid good dividends.?'®

At alater date the Fort Madison branch became involved
in difficulties of a less serious nature. A committee ap-
pointed to investigate its affairs reported on May 14, 1863,
that the branch was in serious condition. They recom-
mended that the State Bank take charge of the assets in the
interest of the State Bank and of the stockholders of the
branch. Elihu Baker, the Secretary, was appointed re-
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ceiver, but a proposition was made by Geo. P. Eaton, cashier
at Fort Madison, which proved satisfactory for an adjust-
ment of the matter. He offered to deposit coin, safety fund
securities, and currency to the amount of $120,000 with the
President of the State Bank. This was done and the entire
control of affairs of the branch was left in the hands of the
local directors. This fund was to be returned in proportion
as the branch retired circulation. From the records of the
plan it seems to have proved successful, for in November of
the same year $25,000 was returned and a little over a year
after the investigation all of the special funds were returned
to the Fort Madison branch.*

It must not be inferred that it was the policy of the State
Bank to assume unnecessary control over the affairs of the
branches. On one occasion complaints were made against
the Mt. Pleasant branch. A committee of the directors
appointed to consider these complaints reported that in the
main the affairs were conducted properly and that most of
the trouble was caused by local jealousy arising from the
election of directors. The committee concluded that ¢‘ where
the safety and good standing of the Branch is not endan-
gered, it is not a matter requiring the attention or inter-
ference of this Board.’’

Rules were laid down from time to time and orders issued
to the branches, but these were general in their nature. In
May, 1859, the directors passed a resolution advising the
branches to keep their New York and Boston accounts with
regular bankers rather than private bankers. At one time
the branches were ordered to close their Chicago accounts
with the prominent firm of Solomon Sturges and Son within
sixty days ‘‘on account of the legal disabilities under which
the otherwise responsible head of that house is understood
to be placed by his insanity.’”’ At their meeting on August
16, 1860, the Board passed a resolution that branches be re-
quired to report monthly the amount of overdrafts.’
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AID DURING THE CIVIL WAR

During the emergency of the Civil War the State Bank
bore its share of the burden of placing loans and supplying
- credit. This aid was first extended to the State government
and later to the Federal government. When the call for
troops came, Jowa was very poorly prepared to meet the
demands made upon the Commonwealth. There were no
arms or equipment for soldiers, the militia was unorganized,
the financial administration was very weak, and there were
no funds in the treasury. When the Secretary of War called
upon Governor Kirkwood to furnish troops for immediate
service, the Governor promptly issued a call for volunteer
companies. He acted upon the assumption that the State
would pay the expenses of the troops until they were mus-
tered into Federal service. The Governor wished to avoid
the expense of an extra session of the legislature until it
proved necessary, but funds had to be provided. It was in
this crisis that the State Bank came to the aid of the Com-
monwealth.3”® The branches were prompt in offering the
Governor assistance. Party spirit was entirely subordi-
nated to the thought of service. Democrats like W. T.
Smith of Oskaloosa and W. F. Coolbaugh of Burlington
offered their financial support as willingly as such staunch
Republican bankers as Hiram Price of Davenport and
Ezekiel Clark of Iowa City. J. K. Graves of Dubuque noti-
fied Governor Kirkwood to draw on the branch of the State
Bank there for thirty thousand dollars and the draft would
be honored.2”

Not only did the banks in their corporate capacity offer
material assistance, but prominent among the individuals
who supported the State finances in the crisis were well-
known officers or stockholders in the State Bank. Among
these may be mentioned Hiram Price of Davenport, Ezekiel
Clark of Towa City, Samuel F. Miller of Keokuk, and Gov-
ernor Kirkwood himself.28°
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The Bank continued its aid to the State government, pro-
tecting its credit in every way possible, buying bonds, and
marketing warrants in anticipation of revenue to be col-
lected. The Dubuque Herald sums up this service in these .
words: ‘‘The State Bank of Iowa has added much both at
home and abroad to the financial reputation of the State.
The several branches made liberal advances to Governor
Kirkwood at the commencement of the rebellion and now
own nearly two-thirds of the whole indebtedness of the
State, the Dubuque Branch alone owning one-fifth of the
entire amount. ’’28!

The State Bank also aided in selling the obligations of
the Federal government. Treasury notes and bonds of the
United States government were on sale at the wvarious
branches. For instance, in one issue of the local paper the
Iowa City branch advertises that it is the authorized gov-
ernment agency for the United States five to twenty-year
8ix per cent bonds, and states further that it has on hand a
full supply of all denominations. On another page explana-
tion is made of an arrangement whereby people with surplus
funds may buy two-year Treasury notes bearing five per
cent interest. The State Bank had ordered $50,000 of these
notes in denominations of $50 and $100.282

AS FISCAL AGENT OF THE STATE

From the outset the State made a limited use of the
branches of the State Bank as its fiscal agents. The State
Auditor’s reports show balances in the State Bank as fol-
lows:2%¢ November 7, 1859, $10,035.58; November 4, 1861,
$9944.84; November 2, 1863, $14,604.82.

Governor Lowe in 1860 recommended a more extensive
use of the State Bank as a fiscal agency. He stated that
revenue was being paid into the nearest branch of the State
Bank in the more populous counties and thence forwarded
to the capital at the risk of the Bank and on reasonable
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terms. He favored extending this service by disbursing
on warrants directed to the branches. This, he argued,
would save moving money in both directions, thus lessening

,risk and expense. No action appears to have been taken by
the legislature to make this possible.?®

REDEMPTION OF NOTES IN GREENBACKS

The most difficult problem in connection with note issue
which confronted the Board of Directors during the Civil
War came when the United States government began the
issue of Treasury notes. Without waiting for this difficulty
to come before any individual branch for discussion the
Board of Directors anticipated the matter by taking decigive
action on February 12, 1862. The President appointed a
committee to consider the question and to suggest a course
of action. The strength of the Bank was shown to be such
that it was entitled to the confidence of the public. The
monthly report of February 3, 1862, showed a specie reserve
of $754,412.23 and a circulation of $1,111,908 less $140,000
held by the banks themselves. It was expected that Con-
gress, in passing the act to authorize $150,000,000 of Treas-
ury notes, would make them legal tender. The branches
would then be required to receive them in all payments. If
they continued to redeem their own notes indiscriminately
their supply of specie would be depleted. The parties to
benefit would be non-resident brokers, at that time engaged
in collecting notes of the Bank. The people of Iowa would
gain nothing and specie would be drained off to the profit
of speculators.

The committee, after thus setting out the facts in the situ-
ation, proposed that whenever the bill passed making
Treasury notes legal tender it would not, in the opinion of
the Board, be a forfeiture of its charter for a branch to nse
Treasury notes to redeem its circulation. While the branches
were left to their own discretion regarding redemption for



THE STATE BANK OF IOWA 111

outsiders, the committee held that they must under all cir-
cumstances redeem in coin for all bona fide holders amongst
the people of the State. The report of the committee was
accepted by the Board.

At the May meeting of the Board it was voted unani-
mously that in case of suit brought against any branch
because of redemption in Treasury notes instead of specie,
the branches should mutually support one another and pay
the costs in proportion to their paid-up capital. The Presi-
dent and executive council were authorized to employ legal
counsel, to codperate with such brangh. In August, 1862,
the President was specifically authorized to employ counsel
to defend a suit against the Lyons City branch. No further
notice is found of this matter, nor is there any record of suit.

Care was exercised to see that branches did not abuse
the privilege granted them in this respect. Charges were
made against the branches at Burlington, Keokuk, Oska-
loosa, Lyons City, and Muscatine by parties who claimed
that these branches had committed an act of insolvency
by failing to redeem in coin. Committees were appointed
by the President and in each case the branch was found to
have offered to redeem in United States legal tender notes.
This was not considered improper by the Bank, nor was it
regarded as an act of insolvency. As noted above, the
branches were closely restrained by the Bank against dis-
posing of their specie for their individual profit.2s

HIGH STANDING OF STATE BANK NOTES

From its inception the State Bank sought to establish
a sound currency in Iowa. This policy was continued dur-
ing the Civil War, when the standard became the United
States notes. In order to attain this end and to obtain the
profits from its own circulation, the Bank undertook to drive
out the notes of unsound banks of neighboring States. When
the State Bank notes were first put into circulation certain
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brokers and private bankers made it a policy to return the
circulation of the branches for redemption. This was an
easy way to obtain specie and might cause embarrassment
to the branches. Chester Weed, President of the State
Bank, raised the question as to the best way to meet this
threatened run, whether to pay in coin or furnish exchange
at some fixed rate. The law fixing the mode of redemption
in specie was, however, strictly adhered to and no trouble
seems to have developed.?®¢

By the terms of the law the State Bank was prohibited
from knowingly putting doubtful notes in circulation. At
an early meeting of the Board a resolution was passed con-
demning the circulation of Minnesota banks. Branches were
advised not to receive them in deposit or continue their ecir-
culation. Depreciation of these notes was so great that the
President and Secretary were requested to correspond with
specie paying banks in Kentucky, Ohio, Indiana, and else-
where relative to the expediency of forming some organiza-
tion for the purpose of establishing a rate of redeeming
circulation as nearly uniform as practicable and to secure
for ‘‘a legitimate circulation the advantages it is entitled
to.”” So far as the branches themselves were concerned,
the directors early went on record as favoring the mutual
protection of each other’s notes. They were advised to hold
State Bank notes and pay out the circulating notes of for-
eign banks.28?

The general acceptability of the notes was promoted by
the fact that the notes of all the other branches were legal
tender in payment of any debt due to a branch of the State
Bank.2®®* Towa law required the payment of taxes in specie,
which was a great inconvenience to taxpayers. In his mes-
sage to the legislature in 1860 Governor R. P. Lowe recom-
mended that the notes of the State Bank be received in pay-
ment of taxes. He believed that since the State had given
its name to the Bank and regularly appointed three of its
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directors, it should be willing to receive its notes. On this
recommendation no action was taken at that session of the
legislature.?%®

Upon the renewal of the recommendation in 1862 by Gov-
ernor S. J. Kirkwood the General Assembly acted promptly.
The notes were made a legal tender for all payments of
taxes and for all payments of interest and principal of the
school fund.?®® But a clause was added to the effect that the
notes were not to be so received after the suspension of
specie payments by any one of its branches. In the mean-
time United States Treasury notes were issued and made
legal tender. A general suspension of specie payments re-
sulted and the State Bank of Iowa found it necessary to sus-
pend redemption in specie and substitute redemption in
legal tender. Additional legislation was necessary to place
the State Bank notes on a par with the ‘‘greenbacks’’ and
the national bank currency authorized in 1863. Governor
Kirkwood again recommended acceptance of State Bank
notes as long as they were redeemed in legal tender notes.
Again the legislature responded and national bank notes,
greenbacks, and State Bank notes were all received in pay-
ments by county treasurers. This time the branches of the
State Bank were merely required by the law to redeem their
issues.2"

In spite of the preference given to notes of the State
Bank, foreign bank notes occupied a very large place in the
circulating medinm. In accordance with Gresham’s law
the circulation of the more doubtful bank currency seems to
have been promoted while the notes of the State Bank, which
were redeemed promptly when presented, were hoarded.?®?
A law to expel ‘“‘wild cat’’ currency from Iowa was passed
and became effective on July 4, 1864. Since the law did not
prohibit the circulation of national banks, it did not give a
monopoly of note issue to the State Bank. The opposition
to the bill was very intense in both the Senate and the House

8



114 HISTORY OF BANKING IN IOWA

of Representatives, since private bankers and brokers had
made large profits by putting in circulation the inferior
notes of distant banks. The effects of this law can not be
accurately evaluated, for in the following year Congress
passed legislation which entirely eliminated State bank
notes. The author of the bill, however, held that it ¢‘termi-
nated the existence of currency of doubtful value in the
State’’; but this is an overestimate of its importance. Iowa
could not prevent the issue of such notes and, unaided by
national law, would have found it difficult to prevent their
circulation. There was no good reason why notes of solvent
specie-paying banks of other States should not have been
received. This opinion was voiced by some of the Iowa
newspapers in opposition to the law. The brief period of its
existence makes the question as to the extent of its enforce-
ment uncertain.?*®

In spite of competition from notes of banks located in
other States and later from the national banks, the volume
of circulation was large. The outstanding circulation
passed the half-million dollar mark by the end of the first
year. At its maximum, in the early months of 1864, the note
circulation was over a million and a half dollars. This was
almost up to the maximum permitted by the law, unless the
capital stock should be increased.

BRETIREMENT OF CIRCULATION

The retirement of the currency of the State Bank was
caused by the establishment of the national banking system.
It was on February 25, 1863, that the national banking act
was passed by Congress. The revenue act of March 30,
1863, taxed the notes of State banks two per cent, which was
just double the tax imposed on the national currency. It
was hoped thereby to induce State banks to come into the
national banking system. But the law was not entirely sat-
isfactory and the growth of the system was slow. In June,
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1864, the law was entirely revised, and on March 3, 1865, it
was again amended with the purpose of taxing State bank
notes out of existence. A ten per cent tax was imposed on
State bank notes paid out by any bank after July 1, 1866.
This ten per cent tax was later extended to State bank notes
used in payment by anyone. The legislation amounted in
effect to a prohibition on note issue by State banks or by
any persons or associations.?%

Even before the passage of the national banking act the
directors of the State Bank of Iowa considered plans for
going into the national system. On February 11, 1863, a
resolution was introduced at the regular meeting of the di-
rectors to provide for retiring the circulation of the
branches. This resolution was laid on the table pending the
final passage of a bill then before Congress. At the May,
1863, meeting of the Board, the committee on national cur-
rency reported that in addition to the currency procured
from the State Bank of Iowa any branch bank had the right
to procure government currency under the provisions of
section sixty-two of the national banking law.3*®* This sec-
tion permitted banks organized under State law to issue
circulating notes without becoming national banks. A State
bank to be entitled to this privilege must be the owner of
United States bonds to the amount of fifty per cent of its
capital stock. By transferring these bonds to the custody
of the Treasurer of the United States the bank was entitled
to receive from the comptroller notes similar to national
bank notes, equal in amount to eighty per cent 6f the amount
of the bonds so delivered.?®® The report of the committee
was accepted but no evidence appears that regulations gov-
erning such action were adopted by the directors, nor is
there any other indication that this privilege was made use
of. The terms of note issue under the State Bank law were
more liberal, hence there was at first little reason for the
banks to seek national currency.
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The outstanding circulation of State Bank notes attained
its maximum early in 1864. The revision of the national
banking act of June, 1864, made the system more attractive
to State banks and made it evident that the purpose of the
national administration was to supplant all State bank notes
by national currency. In November, 1864, the first steps to-
ward contracting the State Bank circulation were taken. A
resolution was passed by the Board of Directors recom-
mending that the branches reduce their circulation, within
the next ninety days, to an amount equal to the paid-up cap-
ital of each branch. At that time the outstanding circula-
tion was $1,428,432 and the capital $1,031,925. Thus the
contraction to the point contemplated involved retiring
nearly a third of the notes outstanding. In addition to this
contraction the branches were required to provide redemp- .
tion in Chicago.?®"

At the meeting of the Board in February, 1865, prepara-
tions were made to dissolve the State Bank and wind up its
affairs. All blank notes in the custody of the Secretary were
burned by order of the Board. Steps were then taken to
draw in the circulation outstanding, but these provisions
were prefaced by a resolution to the effect that no branch
could be released from its liability until ¢‘all the Circulation
of all the Branches is redeemed or its redemption is pro-
vided for beyond a doubt.”” After the 15th of March the
branches were prohibited from paying out their own notes
or the notes of any other branch. At least ance each month
the branches were required to send to the Secretary all State
Bank notes in their possession. They were also required to
keep a redemption fund of two per cent of their circulation
with the Secretary. Stringent penalties were provided for
the violation of these regulations. S.J. Kirkwood and S. D.
Viele were appointed as a special committee to burn the cir-
culating notes which came in during the vacation of the
Board.?8
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Steps were taken in May, 1865, looking to the complete
retirement of the circulation. Before June 15, 1865, each
branch was required to deposit with the President of the
Bank approved securities or legal tender notes equal to
seventy-five per cent of its outstanding circulatiop. The
amount 8o deposited by the branch must remain in the hands
of the President until, by the redemption of its notes, the
amount of notes outstanding equalled in amount the secu-
rities so held. Thereafter the branch would be permitted
to withdraw securities in sufficient amount to keep the circu-
lation and securities deposited equal. Branches were per-
mitted to reduce their capital stock to $50,000—provided
this did not violate the law fixing the proportion of circula-
tion to-paid-up capital.2®®

The last regular meeting of the State Bank directors con-
vened in Iowa City on August 16, 1865. A resolution was
passed that any branch having a safety fund equal to or in
excess of its outstanding circulation be permitted to divide
its capital stock as the stockholders deemed expedient. Oc-
tober 31st was set as the last day upon which notes would
be redeemed through the Iowa City office. The Secretary
was directed to close the Iowa City office and dispose of the
furniture and fixtares before November 1st. Any further
meeting of the Board was to be held in Davenport at the call
of the President. S. J. Kirkwood and S. D. Viele were ap-
pointed a committee to act with the President in all matters
connected with closing up the affairs of the Bank. Their
action was binding in the same manner as a resolution of the
Board.so°

An informal meeting of the Board was held at Davenport
on November 22, 1865. At this meeting exchanges were
made and balances settled between the branches. The cir-
culation returned, amounting to $35,460, was burned. This
was the final act in the short but successful life of the State
Bank of Iowa. The brief minutes of this meeting were
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signed ‘‘H. Price, Prest.”’ and written in his handwriting.
The minutes of all other meetings are signed by ‘‘Elihu
Baker, Secty’’, frequently also with Mr. Price’s name; but
Mr. Baker’s signature is not affixed to the closing record.s°*

The branches thereafter redeemed small amounts of the
circulation and burned it. State Bank currency had so fully
acquired the confidence of the people that it was a slow
process to get it all in. The circulating register of the Iowa
City branch shows that notes were burned on August 31,
1866, and on April 24, 1867, and that the final date of re-
demption was November 14, 1867.3°3 According to this rec-
ord hundreds of dollars were never returned for redemption
—presumably being lost or destroyed. In this case it was
a clear profit to the bank and not to the government, as is
the case with notes lost or destroyed under the national
banking act.

BRANCHES CONVERTED INTO NATIONAL BANKS

The chief function of the State Bank had been the super-
vision of note issue. With the retirement of the circulation,
the individual branches accepted the opportunity of becom-
ing national banks. At the directors’ meeting in February,
1865, the Merchants branch at Davenport was given permis-
sion to increase its capital solely for the purpose of be-
coming a national bank. The Burlington branch became
the National State Bank of Burlington. The Iowa City Na-
tional Bank succeeded to the business of the branch at that
place, taking over its deposits and business in April, 1865.
The Des Moines branch became the National State Bank in
1865. The Washington branch formed the First National
Bank on April 30, 1865. The Keokuk branch became the
State National Bank of that place with a capital of $150,000.
Its successor is now the State Central Savings Bank.
Nearly, if not all, of the other branches also entered the na-
tional system.3°2
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VOLUME OF BUSINESS

The financial condition of the State Bank of Iowa during
its existence can best be understood through a study of
some representative bank statements which are presented in
Table I. These statements cover the period from February
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7, 1859, down to April 3, 1865.

TasrLe I

CoMBINED STATEMENTS OF THE BRANCHES OF THE STATE BANK

Asssrs

Feb. 7, 1859

orF Towasot

Feb. 6, 1860

Feb. 4, 1861

July 7, 1863

SareTY POND
Sracts

Norss or OoTEER

BANES

Loaws awp bpis-
COUNTS

U. 8. awp BraTts
BONWDS

OrTasr ITRMS

BANES
Dvur raox oTEE:

$ 31,680.40
171,248.64

82,258.00
95,385.59

185,414 .49

27,608.81

$ 107,832.71
284,431.98

361,658.00
266,714.32

822,064.16

103,001.91

$ 140,418.19
382,478.49

546,829.00
345,880.04

1,188,860.93

96,882.88

$ 220,867.27
659,377.86

450,894.00°

529,393.87
v o

1,175,900.99

78,544.57

TotaL AsseTs

LiasiLiTins

588,6885.93

1,945,808.08

2,609,161.908

Carirar
CircuLaTION
Dvue 10 oTEER
BANKS
DsrosiTs
OTrER 1TEMS

$ 215,550.00
108,798.00

235,383.31
5,838.62

$ 473,020.00
634,163.00

32,797.18
757,542.76
49,080.14

$ 614,130.00
652,406.00

47,855.61
1,279,498.03
105,272.34

Torar LiasiLiries

568,665.93

1,945,803.08

2,609,161.98

¢ Included United States notes
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Tase I (continued)

HISTORY OF BANKING IN IOWA

CoMBINED STATEMENTS OF THE BRANCHES OF THE STATE BANK

oF Iowa

e L

AsskTs

Dec. 7, 1863

Apr. 4, 1864

Jan. 2, 1865

Apr. 3, 1865

SAFETY FUND

Srzcie

Nores or OTHER
BANKS

Dur rroM OTHER
BANKS

LoaNs aAND DIB-
COUNTS

U. 8. axp Srare
BONDS

OTEER ITEMS

$ 238,900.00
440,285.22

734,056.02¢
461,196.11
2,123,146.10

423,876.83
104,662.61

8 251,905.54
418,710.01

1,050,436.34¢

708,465.29
2,241,283.49

440.836.89
123 .824.50

$ 308,005.54
389,802.11

1,300,481.76¢
668,511.81
2,468,362.53

361,182.71

122,844 .95

$ 338,228.74
151,049.24

811,641.38*%
541,822.08
1,859,368.89

425,504.37
132,537.98

ToraL AsseTs

LiaBrrLiTins

4,526,122.89

5,235,462.00

5,620,001.41

4,260,152.69

CaritaL
CIRCULATION
DvuEe TO OTEER
BANKS
Derosits
OTHER ITEMS

$1,011,000.00
1,029,526.00

118,714.94
1,687,791.73
413,120.02

ToraL LiaBiviTims|4,526,122.89

5,620,091.41

4,260,152.69

¢ Included United States notes.

It will be noted that the Bank maintained a large vol-

ume of specie during the war period when it was no longer
required to redeem its notes in specie. The ‘‘notes of other
specie paying banks’’ included, after 1862, the United States
notes and later national bank notes. Loans and discounts
reached a total of about two and one-half millions. The
high-water mark of the Bank’s resources is shown to be
January 2, 1865, when the combined resources were over
five and one-half million dollars. Circulation reached its
height in April, 1864, with a total of over one and one-half
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million dollars. With the note circulation at its highest
point, the deposits exceeded circulation by more than fifty
per cent; thereafter the proportion of deposits to notes
increased.

PROFITS EARNED BY THE BRANCHES

To its owners the institution was a source of very con-
siderable profit. Dividends declared by the branches had
first to receive the approval of the Board of Directors of
the State Bank. The record of the directors’ action on the
proposed dividends enables us to determine the amounts
paid. Dividends were allowed semi-annually, but the banks
were not regular in their payments. Considerable variation
is found between the various branches, showing that mutual
responsibility for notes did not in any way hamper the man-
agers of the various branches in making profits for the
stockholders. Beginning with the meeting of November 17,
1859, dividends were approved as shown in Table II.

In addition to the dividends paid, a surplus fund was
created out of the earnings. During the consideration of
the bill by the Senate various attempts were made to require
that a certain proportion of the earnings be set aside as a
permanent surplus fund.?°® No action was taken by the leg-
islature; but the directors ruled that before declaring the
first dividend a contingent fund of one per cent of the paid-
up capital must be set aside. Later this surplus require-
ment was raised so that no dividend was to be permitted
unless the branch had a clear surplus of ten per cent after
declaring the dividend. This amount was soon reduced,
however, to five per cent.3°®¢ The abstracts of the state-
ments as published by the Bank do not show this surplus as
aseparate item. Accordingly it is not possible to determine
the exact total profit. The heavy dividends allowed in May,
1865, probably represent a distribution of this surplus to the
stockholders. For some branches there is no such distri-
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TasrLe II

NaMe or
BraNCcH

Per CENT oF DiviDENDS PAID BY BRANCHES OF THE STATE BANK oF Iowa®"”’

Nov. 17,
1859

May 16,
1860

Nov. 14,
1860

May 15,

1861

Nov. 13,
1861

May 14,
1862

Nov. 12,
1862

May 13,
1863

Nov. 11,
1863

May 11,
1864

May 10,
1865

DAVENPORT

8

4

12

10

10

12

10

30

Dges MoiNEs

7

7

7

. 7 5

10

10

15

DusuqQue

5

5

Iowa Ciry

Keokuk

10

10

MT. PLEABANT

MUSBCATINE

~

OBKALOOBA

10

Lyoxs Crty

20

12341

BuURrLINGTON

5§

8|8|a

WABHINGTON

7%

Fr1. MapIisoN

Dare or
ApMI8SION
Oct. b6, 1858
Oct. 6, 1858
Oct. 6, 1858
Oct. 6, 1858
Oct. 6, 1858
Oct. 6, 1858
Oct. 6, 1858
Oct. 6, 1858|
Feb. 17, 1859
Mch. 18, 1859
Mch. 18, 1859
Aug. 11, 1859

10

McGRrEGOR

Feb. 15, 1860

CounciL BLurys

Nov. 14, 1860

14.2%*

MAQUOKETA

Feb.

10, 1864

* Dividend not approved.
t Approved at the meeting, February 12, 1863,
1 Dividend of $10 per share approved, approximately 1234 % on paid up capital.
§ Approved at the meeting, February 13, 1861.
** Dividend of $12.50 per share approved, approximately 14.2% on paid up capital.
1t Approved at the meeting, February 15, 1865.
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- bution shown, but a surplus fund must have existed in all
cases. The directors were given authority over the prop-
erty when the bank note obligation was met, so undoubtedly
there was a distribution of assets either in the form of cash
or of additional stock in the national bank which succeeded
to the business. Moreover, the carefully guarded store of
specie was worth a high premium over its book value when
the banks closed their business as branches of the State
Bank to become independent institutions. The minute book
shows that on July 27, 1865, the directors of the Iowa City
branch voted to allow John Connell twenty per cent pre-
mium on his gold deposit.?¢®* As a matter of fact the gold
premium was probably greater at the time, for the lowest
preminm in 1865 was twenty-eight and five-tenths per cent

and the highest was one hundred thirty-four and four-tenths
per cent.3°°

BECAPITULATION OF THE BRECORD OF THE BANK

Through the perspective of more than half a century the
career of the State Bank of Iowa appears most honorable.
Its legislative founders builded sanely and well. The real
credit for its success, however, must be given to the men
who ruled its policies and practices throughout its existence.
Its life history included the entire period of the Civil War.
If we date its beginning from October 27, 1858, when the di-
rectors first met in Iowa City, and ‘fix its closing date on
November 22, 1865, when the records of the Bank were
closed with the informal meeting in Davenport, the period
of its existence was seven years and twenty-five days. But
it can hardly be said to have conducted business that long,
for before the final date the office in Iowa City was closed
and the branches were carrying on business under national
charters.

The Bank’s success might be measured in various ways,
but among the most important three may be mentioned: its
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ability to make satisfactory returns to the owners; its serv- -
ice in supplying a reliable bank currency; and its skill in

avoiding political entanglements. Evidence of success in

the first of these particulars has already been furnished by

the dividend record of the institution. Its record of earn-

ings compares favorably with that of the highly successful

State banks of Indiana and Ohio, and furnishes a striking

contrast to the State-owned State Bank of Illinois, which

cost the State treasury about half a million dollars in addi-

tion to heavy losses by individuals.?!?

In estimating the ability of the State Bank to supply a
sound bank currency the period during which the Bank
existed must be considered. A study of the mixed and de-
preciated currency of that day emphasizes the importance
of a uniform bank currency always redeemable at par in
legal tender funds. The notes of the State Bank of Iowa
deserved and won the public confidence and filled an im-
portant place in the circulating medium of Iowa.

A third test for a bank of that period was its ability to
keep out of politics. The Second Bank of the United States
had been a political football for nearly ten years. The
Miners’ Bank of Dubuque was the center of a political
struggle in the Territory of Iowa throughout its stormy
career. Banks in neighboring States were smirched by po-
litical graft and corruption. Even the State Bank of In-
diana was unable to keep out of politics; and its successor,
the Bank of the State of Indiana, chartered in 1855, was
conceived amid graft and corruption.?!? No political stain
soils the record of the State Bank of Iowa.

Its services to the public and to the State in the hour when
the soldiers of Jowa were arming to preserve the nation’s
unity have been recounted. To a splendid business record,
it thus added financial service to the State in the time of
need. In the words of its able President: ¢‘‘It lived and
operated to benefit and to bless, and it died to give place to
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the Nation’s favorite, and its record ought to be an inspira-
tion and a benediction in the world of commerce, and its
history a beacon star in the firmament of honest finan-
ciering.’ %12
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ESTABLISHMENT OF THE PRESENT BANKING
SYSTEM

When the State Bank of Iowa ended its career and its
branches became a part of the national system, an epoch in
Iowa banking history was closed. All State laws devised
especially to regulate banking became obsolete when the
Federal government taxed out of existence the notes of
State banks. There are many banks now in Iowa which
began their career before the Civil War, but with a very few
exceptions they were formerly either private banks or
branches of the State Bank. The exceptions are banks in-
corporated under the general incorporation law to carry on
a banking business, not involving the function of note isswe.
The Miners’ Bank of Dubuque was a bank of issue; the regu-
lations in the free banking law were chiefly to protect note
holders; the purpose of the State Bank plan was to unite the
branches in mutunal responsibility for the notes which they
had issued.

After the Federal legislation of 1865 became effective,
the function of note issue was entirely given over to the
national banks. For a decade State legislation gave little
special recognition to banking. Authorized banking in Iowa
was centered in the national banking system. Moreover, the
national banking law furnished the model for the later State
legislation. At the outset some of its supporters expected
the national system to attain a monopoly of banking, and
this is a partial explanation for the failure of the States
generally, Iowa included, to provide for banking under
State law.818
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The need for a uniform and sound system of note issue
had long been felt in the United States. Conditions in Iowa
which have been described elsewhere were typical of the
sitnation in the entire country. Political entanglements
caused the death of the Second United States Bank by the .
close of the year 1836. Its demise was followed by several
unsuccessful attempts to establish a third United States
bank. In 1846 the Independent Treasury System was per-
manently established to care for public funds. Note issues
were fairly uniform in quality, while the first and second
United States banks were in existence because of their pol-
icy of discriminating against banks which did not redeem
notes promptly in specie. Thereafter examples of good and
bad banking are to be found in different States at the same
time and in the same State at different times. On the whole,
by 1860, the eastern States were on a sound basis, while the
West and South, with a few notable exceptions, such as
during the period of the State Bank of Iowa, were still pass-
ing through a period of ‘‘wild cat’’ banking.

ORIGIN OF THE NATIONAL BANKING SYSTEM

Exigencies of war brought the next national reform in
banking. In the necessity of the times the national banking
system had its birth. In 1861 Salmon P. Chase, formerly
Governor of Ohio, became Secretary of the Treasury. In
his finance report for 1861 Secretary Chase presented to
Congress the advantages to be derived from a national cur-
rency. His hope was pinned to a system which would make
use of the existing banking institutions on a voluntary
b“is.sl‘ .

The germ of the national bank idea is to be found in the
free banking system first adopted in New York in 1838.
This provided for a system of local banks each authorized
to issue notes secured by the deposit of State securities.
The fundamental idea of the national banking system was
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the same, except that national securities were to be used as
the basis of circulation. This would, it was thought, achieve
two main purposes: provide a uniform and sound currency,
and create a market for government bonds.

Abundant evidence may be found of the demand for
uniformity in the currency. An article ‘‘By a Western
Banker’’ in Hunt’s Merchants’ Magazine for January, 1863,
describes the situation very well:

In the West the people have suffered for years from the issues of
almost every State in the Union, much of which is so irredeemable;
80 insecure, so unpopular, as to be known by opprobrious names
rather than the money it pretends to represent. There the fre-
quently worthless issues of the State of Maine and of other New
England States, the shinplasters of Michigan, the wild cats of
Georgia, of Canada, and Pennsylvania, the red dogs of Indiana and
Nebraska, the miserably engraved notes of North Carolina, Ken-
‘tucky, Missouri, and Virginia, and the not-to-be-forgotten stump-
tails of Illinois and Wiseconsin are mixed indiscriminately with the
par currency of New York and Boston, until no one can wonder
that the West has become disgusted with all bank issues and almost
unanimously demand that such a currency shall be taxed out of
existence, and give place to a uniform national currency.?'®

Not only was there want of uniformity of notes ds origin-
ally issued, but alterations and counterfeits added to the
confusion. Dewey says regarding the then existing condi-
tions: ‘‘All told, about 7000 different kinds of notes circu-
lated, to say nothing of successful counterfeits. Over 3000
varieties of altered notes were afloat, 1700 of spurious notes,
and over 800 varieties of imitations, making more than 5500
varieties of fraudulent notes . . . . In 1862, only 253 banks
issued notes which had not been altered or imitated.’”!®

Although the plan of Secretary Chase received little sup-
port in Congress in 1861, he renewed the proposal in his
second annual report in December, 1862. At that time he
asserted that the bonds needed as security for circulation
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would amount to $250,000,000. Pointing out the advantage
to be gained from a considerable and continuous market for
bonds as a further argument for the proposed system of
national banks, he urged also the advantage of having a
system of government supervised banks as depositories for
the public money then being collected under the internal
revenue law of July 1, 1862.

Secretary Chase had the support of President Lincoln
and his cabinet, but found it difficult to get influential back-
ing in Congress. The support of Senator John Sherman
was probably most effective in securing the passage of the
measure which was approved by the President on February
25,1863. This law was repealed and a new measure enacted
on June 3, 1864. In its essential features this legislation
persisted as the legal basis for the national banking system
until the passage of the Federal Reserve Act.®!7

The most important features of the national bank act as
amended in June, 1864, are easily described. There was
established in the Treasury Department a separate bureau
which should have charge of the issue and regulation of the
national currency, the chief officer of which was designated
the Comptroller of the Currency. Banking associations
might be formed by not less than five persons uniting to
form an organization. The minimum amount of capital was
fixed at $50,000 for places of less than 6000 population,
$100,000 for places not exceeding 50,000 population, and
$200,000 for all other cities.

Banking associations were chartered for twenty years.
They were permitted to discount and negotiate promissory
notes, drafts, bills of exchange, and other evidences of debt,
to receive deposits, deal in coin, bullion, and exchange, make
loans on personal security, and issue notes for circulation.
Banks were not permitted to hold real estate except such as
was necessary for the transaction of their business or such
as was taken in good faith in collecting a debt. The latter

9
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could not be held for more than five years. Investment in
real estate mortgages was also forbidden.

Banks were forbidden to make loans on the security of the
shares of their capital stock. No person or firm was to be
permitted to become indebted to the banking association for
a sum in excess of ten per cent of the capital, except for
bona fide discount or purchase of bills receivable.

Each bank was required to deposit in the office of the
Treasurer of the United States interest-bearing bonds of the
United States to an amount not less than $30,000 nor less
than one-third of the capital stock, which were to be held
to secure circulation. Notes of denominations from $1 to
$1000 might be issued to the extent of ninety per cent of
the value of the bonds deposited. The aggregate volume of
national bank notes was limited to $300,000,000.%18

ESTABLISHMENT OF NATIONAL BANKS IN IOWA

The First National Bank of Davenport, Iowa, has the
honor of being the first national bank in the United States
to begin business under the new law. Application for its
charter reached Washington on February 26, 1863, one day
after the bill was approved by the President. The bank was
No. 15 on the list officially acted upon by the Department on
June 22nd and it retained this number until it was rechar-
tered in 1882. Pending official approval, books had been
opened for subscriptions to shares on May 25th. In three
days the entire $100,000 were subscribed. On Monday, June
29, 1863, the bank opened its doors for business, two days
before any other national bank in the United States. Its
deposits on that date were $80,506.93. Its first installment
of notes amounting to $26,000 was received on January 21,
1864. These notes were the second lot to be engraved, those
of the First National Bank of Washington, D. C., being the
first. The bank occupied the ‘‘Marble Bank’’ building
erected in 1857 by Cook and Sargent. A new building has
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been built and the bank’s charter has been renewed, but the
bank still continues to do business on the original site.3!?

Other national banks were soon established in Iowa. The
First National Bank of Iowa City was opened for business
on July 13, 1863. It was established with a capital of
$50,000 subscribed in three days. In pointing out the advan-
tages of the new system a local newspaper called attention
to the safety of the note issues because ‘“a dollar and eleven
cents’’ of United States bonds were to be held for every
dollar of circulation, in addition to which there were the
assets of the bank and the double liability of stockholders.
Uniformity of the currency was also emphasized as a prized
boon. The first installment of notes actually appeared sev-
eral months later. In commenting on these new notes the
same newspaper said: ‘‘The Public have long waited for
the appearance of this currency which is beautiful as a work
of art, and will soon become as familiar as the old Green-
backs.’720

The third national bank in Iowa was opened for business
on August 17, 1863, at Lyons City. It changed hands on
January 4, 1864, and was later merged with the branch of
the State Bank of Iowa of that place. These three banks
were the only ones that had actually commenced business by
October 1, 1863, the date when the Comptroller secured the
first quarterly reports from the banks. Three other banks
had been granted charters before December 1, 1863; and by
October 1, 1864, there were twenty national banks in Iowa.
In 1866 this number had grown to forty-five, but it was not
further increased until 1871.3%

During the early life of the national system it seems to
have been most readily accepted in the western States where
the size of the banks was small. Secretary Chase, who had
expected a large number of existing banks to enter the sys-
tem, was disappointed in the number and especially in the
size of these banks. A committee of the New York Clearing
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House in November, 1863, maintained that a considerable
number of banks had joined, but that they were small banks
of $50,000 or $60,000 capital. This committee went so far
as to charge that many of these banks were banks of circu-
lation only, of the familiar ‘‘wild cat’’ type—not regular
banks of deposit and discount.??? The Iowa banks were
small because conditions in Iowa did not then warrant large
banks, but they were unquestionably banks of deposit and
discount as well as of circulation. As evidence of their
soundness it may be stated that during the first ten years of
the history of national banking in Iowa, only one failure is
recorded.?*

Incomplete records of the First National Bank of Iowa
City indicate that Iowa banks did their share toward realiz-
ing the hope of the founders of the national system that the
banks would assist in selling bonds to the public. During
the first six months of 1865 this bank alone sold over a half
million dollars’ worth of the seven-thirty notes—so-called
from the interest rate. The local newspaper in commenting
on the loyalty of the community in taking the loan also com-
mended the ‘‘persevering effort’’ upon the part of the bank
in introducing it. The First National Bank of Davenport
also pushed the sale of government securities. On May 28,
1864, its officers forwarded a remittance of $200,000 as
proceeds of the sale of government bonds.?** This first in-
stallment was the result of only a few months of operation.

PRIVATE BANKING

Aside from the national banks, the only banks in Iowa
during this period were private, unincorporated institutions
and a few banks incorporated under the general incorpora-
tion laws of the State. Neither of these types was subject
to any special regulation. The private banks were much
more numerous than any other class. Since they were not
required to make any reports and were unincorporated in-
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stitutions, there are no entirely satisfactory and reliable sta-
tistics concerning the number and resources of these insti-
tutions. The laws of the United States required that re-
turns be made to the Commissioner of Internal Revenue, for
purposes of taxation, of the capital and deposits of all banks
whether authorized or private institutions. In 1876 the
Comptroller of the Currency compiled and' published a
study of banking in the United States, obtaining data from
the Commissioner of Internal Revenue concerning other
than national banks. His tables group together State banks,
savings banks, trust companies, and private banks. The
data given are for the six months ending November 30, 1875.

Iowa is credited with 241 State, savings, and private banks
having capital of $4,223,639 and deposits of $9,484,568.32°
The State Auditor’s report for 1875 gives a total of nineteen
savings banks and twenty-three State banks.??¢ Although
the dates of the two reports are not identical they fall suffi-
ciently close together for purposes of rough comparison.
Deducting the forty-two State chartered banks from the
Comptroller’s total of 241 gives us virtually 200 private
banks in Iowa in 1875. Homans’ Bankers Almanac gives
a total of 201 in 1877327 The approximate agreement of
these figures taken from independent sources is fairly good
evidence that the number 200 is nearly correct.

The roots of these private banks go back to the period
before the establishment of the State Bank of Iowa. The
attempt to prohibit banks had resulted in the formation of
a large number of unauthorized firms to carry on banking
business. Although denied the right of note issue, business
men had found it profitable to maintain banks to exercise
the other functions of a commercial bank. The panic of
1857 had swept many of these institutions out of existence,
but others took their places. The terms of the free banking
law of 1858 had not appealed to them and none sought char-
ters under its provisions. Branches of the State Bank were
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denied to several private institutions which sought to be
admitted.

Most of the branches of the State Bank and many new
associations were attracted by the national banking system.
The national banks enjoyed superior credit in the minds of
most people, hence there were advantages in incorporating
under that system. On the other hand, there were certain
disadvantages which operated to prevent the conversion of
existing institutions into national banks.

Chief among the disadvantages was the high minimum
capital required of national banks. Under the national
banking law before 1900, the smallest capital permitted was
$50,000; whereas most of the communities where banks were
needed to furnish credit were small, chiefly agricultural, and
could not provide so much capital.??® A second important
obstacle to the growth of the national system was the ina-
bility to loan on real estate security. In Iowa considerable
money was of necessity loaned to the farmer whose best
security was his land. This disability was not removed until
the passage of the Federal Reserve Act in 1913. The private
and State bankers have therefore been freer in this respect
than the national banker.

Among bankers, as among other business men, there has
existed a desire to be free from supervision and restraint.
Gradually there had been forced upon the bankers a recog-
nition of the necessity for public regulation of note issue.
But they were unwilling to submit to control where the
operations were chiefly discount and deposit. Profitable as
the right to issue notes was during the first two decades of
the national banking system, there is no doubt that many
bankers were willing to forego this source of profit in order
to be able to conduct their own business free from govern-
ment supervision. It is probably true that in proportion
to capital employed, private banks were no less profitable
than national banks. Probably there was also a fear on the
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part of private bankers that taxation would be heavier if
they were incorporated. Certain it is that such a reason
was urged later by private bankers against compulsory
incorporation.

STATE BANKS

In earlier years the right of note issue had been regarded
as a very valuable privilege of the banker. Banking meth-
ods, however, were changing by the mid-nineteenth century
so that banks were no longer dependent on note issue as a
source of profit. The expectation, therefore, that existing
State or private institutions would be forced into the na-
tional system or out of the banking business was not fully
realized. In 1860 there were 1562 State banks in the United
States. As a result of the repressive influence of the Na-
tional Bank Aect, this number was reduced to 247 by 1868.
State banking laws were generally repealed, or rendered
obsolete by the fact that most of them were intended to regu-
late banks of issue.??® The general or free banking law of
1858—never used and now obsolete—was repealed by the
General Assembly of Iowa in March, 1870.3%° For five years
the State Bank of Iowa had been out of existence.

In 1860 a law was passed which required that all banking
associations incorporated under the general incorporation
laws of the State make regular quarterly reports of their
condition to the Auditor of State,**! but no other laws were
enacted to provide a system of State banks, and so private
banks flourished unregulated where the national banks were
not adapted to the local conditions. In this respect Iowa
was not more backward than other States. Ewven as late as
1892 there was scarcely any State banking legislation. In
a digest of State statute law, Mr. Stimson said: ‘‘It seems
unnecessary to incorporate the state banking laws in this
edition. Nearly all the States, except the newer States and
Territories, have special chapters in their corporation acts
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concerning banks and moneyed institutions, but these chap-
ters are usually of old date, and have practically been super-
seded for so long a time by the national banking laws that
they have become obsolete in use and form.’’32

The law of 1860 requiring that reports be made by State
incorporated banks seems to have been largely ineffective.
No reports were published by the Auditor—if, indeed, any
were received.’®® Before 1870 corporations were permitted
to file their articles of incorporation with the county re-
corders. Since banks were subject only to the general in-
corporation laws they were not required to secure a certifi-
cate from the Auditor or any other State official before
commencing business. Complete data concerning banks in-
corporated under these conditions is not available, but
partial records show that banks were incorporated under
the general law even before the revision of the Constitution
in 1857. The Des Moines County Savings Bank, incorpo-
rated at Burlington in 1856, the Merchants Insurance Com-
pany and Burlington Savings Bank, incorporated on April
24, 1857234 the Davenport Savings Institution, organized on
January 25, 1864, as an auxiliary of the First National
Bank of that place*® the Keokuk Savings Bank, incorpo-
rated on December 19, 1867,2*¢ and the German Savings
Bank of Davenport, dating from April 1, 1869,*37 are exam-
ples of early banks seeking State incorporation.

In 1870 an amendment to the general incorporation law
required the filing of articles of incorporation in the office
of the Secretary of State within three months after the law
went into effect?*® But even after the passage of this
amendment the banks did not all comply with the law. Such
records as are held by the Secretary of State show that five
banks were incorporated in 1870, nine in 1871, fen in 1872,
and twenty in 1873—a total of forty-four.3?® According to
the Auditor’s testimony, a considerable number of banks
existed, incorporated under the law before the amendment
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of 1870, whose articles were not recorded. He treated all
such as not incorporated and refused to recommend the ap-
pointment of receivers for those that failed. In 1873 in-
corporated banks were required to make reports to the
Auditor of State, but he called for statements only from
those whose articles were recorded with the Secretary of
State. Twenty-three banks—fifteen savings and eight State
banks—reported on September 26, 1873. The panic of
1873 had swept some banks out of existence, but incomplete
records, quite as much as liquidations, account for the
smaller number. Two years later the first satisfactory sta-
tistics of State incorporated banks were secured. At that
time forty-two banks—nineteen savings and twenty-three
State banks—made reports.?4°

The Code of 1873 contains the first effective regulations
concerning State banks. In it the provisions of the law of
1860 specifying that quarterly reports should be made to
the Auditor were reénacted, with the amendment that, in-
stead of the report being due on certain specified dates, the
_Auditor was required to call for a statement as shown by the
books of account upon some specified past day. The Audi-
tor was also authorized to make, or cause to be made, an
examination of any banking association operating under the
general incorporation law. The minimum amount of paid-
up capital allowed for State incorporated banks was fixed
at $25,000 for banks in towns having a population not ex-
ceeding 3000 and $50,000 for banks in all other towns or
cities. It was the duty of the Auditor to see that this capital
requirement was fully met before issuing a certificate to the
stockholders of a bank authorizing them to commence busi-
ness. Without such a certificate no State incorporated bank
could legally carry on its business. The Auditor was also
charged with the duty of notifying the Attorney General
whenever he was satisfied that a bank was insolvent, which
was then to be placed in the hands of a receiver and its
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affairs wound up. In settling its obligations the depositors
were to be regarded as preferred creditors. These pro-
visions of the Code of 1873, with revisions and amendments,
remain as the basis for regulation of State banks in Iowa up
to the present time.34!

THE SAVINGS BANK LAW OF 1874

Even before the enactment of the Code of 1873, the pro-
visions of which applied to savings banks also, Governor
Samuel Merrill in his second biennial message of January
10, 1872, recommended that laws be passed regulating sav-
ings banks.?42 His successor, Governor Cyrus C. Carpenter,
called attention to the fact that the provisions as set forth
in the Code did not meet the requirements of a sound sav-
ings bank law. He made certain recommendations and
urged the legislature to act on the matter.?*®* The Fifteenth
General Assembly passed the needed legislation and thus,
on March 21, 1874, established the savings bank system of
Towa.

Under the terms of the law of 1874 five or more persons
were permitted to incorporate under the general incorpora-
tion laws for the purpose of establishing a savings bank.
Detailed instructions were laid down according to which
existing savings banks were required to reorganize so as to
conform before July 1, 1875, to the provisions of the act.
The articles of incorporation were to be filed in the county
recorder’s office and a certified copy deposited in the office
of the Secretary of State. Incorporation could be for a
maximum of fifty years; and the ordinary powers of a cor-
poration were vested in these banks.

The minimum amount of capital was fixed at $10,000 in
towns of less than 10,000 population and $50,000 in larger
towns. Shares of stock could not be issued until certified
by the Auditor as fully paid. If the Auditor deemed it neces-
sary he was authorized to make a personal examination of
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the bank and its condition before granting the right to
begin business. Shares must be $100 each. Double liability
for shareholders was prescribed, and the liability of a share-
holder was not affected if the bank became insolvent within
six months after the transfer of the shares on the books of
the corporation. In any case where it was desired to in-
crease the capital stock, two-thirds of all the stockholders
must favor the increase.

Control of each of the banks was vested in a board of
from five to nine directors or trustees, elected annually by
the stockholders from among their own number. Citizen-
ship in the State and bona fide ewnership of the stock stand-
ing in their names on the books of the bank were qualifica-
tions for directors, and they were not to receive any pay for
their services. In the selection of directors the share-
holders were to vote at the ratio of one share one vote,
proxies being allowed. The directors had power to choose
the officials and to appoint the cashier and the subordinate
clerks and helpers.

The deposits which the bank might receive were limited
by law to ten times the paid-up capital of the bank—that is,
a bank with the minimum capital of $10,000 was restricted
to a maximum of $100,000 deposits. The capital was to be
regarded as a guarantee fund for the better security of the
depositors. In view of the fact that the investments of a
savings bank are presumably not so liquid as those of a
commercial bank, the banks were given the power to require
sixty days’ written notice of withdrawal of deposits. This
requirement might be waived at any time at the discretion of
the directors. In practice it has been exercised only on such
occasions as the panic of 1907. Banks desiring to stop in-
terest on any deposit might do so by sending notice to the
depositor to close his account. An account left ten years
without addition or withdrawal was closed automatically,
except in case of endowment for children or trust estates
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where special provision had been made. Banks might
also issue certificates of deposit payable on demand. The in-
terest to be paid was left to the regulation of the directors.
Before paying any dividend the directors were required to
set aside enough of the earnings to pay interest to the
depositors and all expenses of the bank. No surplus was
prescribed, nor was there any limit set to the amount of
dividend that might be paid.

The investment of the funds of savings banks was limited
as follows:

1. Stocks or bonds or interest-bearing notes or certifi-
cates of the United States.

2. Stocks or bonds or evidences of debt bearing interest,
of this State.

3. Stocks, bonds, or warrants of any city, town, county
or school-district of the State. Not over twenty-five per
cent of the assets of any bank could be of this class.

4. Real estate mortgages upon unincumbered Iowa land
worth at least twice the amount loaned thereon.

5. Commercial paper, notes, bills of exchange, drafts,
or other personal or public security. Loans on, or pur-
chase of, its own stock was, however, strictly forbidden.

6. In the case of real estate loans all expenses must be
paid by the borrower. In case buildings were included in
the valuation, insurance must be provided by the borrower
for the protection of the bank.

In its permanent ownership of land the bank was limited
to the lot and building in which the business of the bank
was carried on. Other real estate could be purchased at
sales upon foreclosure of mortgage owned by the bank or
upon judgment for debts due. Land so acquired must be
sold within ten years after acquisition. The limitation on
loans to any one person or firm was fixed at ten per cent of
the paid-up capital. In computing the money borrowed,
however, it was provided that the discount of bills of ex-
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change, drawn against actually existing values, and the dis-
count of commercial or business paper actually owned by
the persons or firm negotiating the same, should not be
included.

Supervision of savings banks was placed with the Auditor
of State, who was authorized to certify to the articles of
incorporation, call for statements, make examinations, and
report to the General Assembly with recommendations.
Quarterly statements of condition were to be made to him
also. These were to be made on some past date designated
by the Auditor.

The Auditor was empowered to make, or cause to be made,
an examination of any banking association conducting busi-
ness under the act. He was authorized to appoint examiners
with power to administer oaths and compel the attendance
of witnesses in the same manner as authorized in the State
courts. Banks were required to produce necessary books
and papers for the examiner, and the expense of examina-
tion was to be borne by the bank, the amount being fixed by
the Auditor. Heavy penalties were prescribed for making
false entries or statements. The duty of the Auditor in
cases where he considered the bank unsafe consisted in noti-
fying the bank to discontinue its unsafe practices and con-
form to the law. In case of refusal he must report to the
Attorney General, who would institute proceedings under
the law relating to insolvent incorporations.

The use of the word ‘‘savings’’ in the title of any banking
association or private bank not under the act was strictly
forbidden; and the prohibition included its use in any sign,
advertisement, card, circular, or any other similar method
of displaying the word.?4

The Auditor of State was required to report the condition
of savings banks at every regular meeting of the General
Assembly. In his report of 1875, where nineteen savings
banks are enumerated?*® is to be found the first official
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record of banks incorporated under the savings bank law.
From that date to the present, reliable statistics of savings
banks are available. Although the law of 1874 has been
amended from time to time it still retains most of its orig-
inal features.



VIII

DEVELOPMENT OF BANKING
1875-1921

Amendments to the national banking act which came early
in 1875 broadened the scope and increased the power of
national banks.?4¢ The Code of 1873 defined and regulated
State banks. By 1875 all of the savings banks had reorgan-
ized to conform to the law passed in 1874. The State Audi-
tor reported in 1875 that both classes of State regulated
banks were making regular reports of their condition.®4”
Private banks remained unregulated; but, since the same
condition has continued down to the present, data regarding
them are only approximate for any period. Certain fairly
reliable and continuous statistics beginning about 1875 are
available and satisfactory for comparative purposes. Sepa-
rate data on loan and trust companies are not available until
a considerably later period. On the whole, however, the
year 1875 may be chosen as marking the beginning of the
present system of general banking in Jowa. Changes and
amendments have taken place in national and State law, but
with the exception of loan and trust companies no new type
of general bank has been recognized.

NATIONAL BANKS

The amendment of the national banking law of 1875
brought about what may be termed ‘‘free banking’’ under
the national system. The volume of national bank notes
under the act of 1864 had been limited to $300,000,000. This
was apportioned to the States, one-half on the basis of popu-
lation and the other half ‘‘with due regard to banking capi-
tal, resources, and business.’”’ This limit on circulation
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being soon reached, the cry was raised that the older sec-
tions of the country had a monopoly. The absolute inelas-
ticity made it impossible to organize new banks except as
old ones went out of business. The limit was raised in 1870
to $354,000,000 ; but still there was dissatisfaction. On Jan-
uary 14, 1875, Congress passed the specie resumption act
coupled with which was the ‘‘free banking’’ amendment. It
repealed the inelastic maximum limit to the volume of out-
standing national bank notes.?4®

Dissatisfaction which had been aroused with the national
banks was not allayed by the passage of the amendment of
1875. The opportunity to organize new banks was taken
advantage of in the undeveloped sections of the South and
West, but there was still a lack of banking capital. This
need was misunderstood to be a need for more currency. It
was believed that United States notes rather than national
bank notes would best meet the sitnation. The Greenback
movement, with its demand for a substitution of Greenbacks
for national bank notes arose. Comptroller Knox in his re-
ports in 1875 and 1876 showed the fallacy of the ‘‘double
profit’’ on circulation argument, but his reasoning was not
convincing. During the years immediately following the
Civil War the profit on circulation may have been considera-
ble, but no better argument is needed to show that by 1875
the charge was without foundation than the decline of about
twenty-five millions in the circulation between October,
1875, and the corresponding date in 1876. In Iowa the maxi-
mum circulation attained during the first thirty-five years of
the national system was reached in 1874. In that year the
amount was $5,220,000; two years later the total was $3,-
881,000. Perhaps the liquidation following the panie of
1873 was responsible in part for this sharp decline, for
there was also a decrease in the number of banks and total
assets in these two years, but this decrease was less pro-
nounced than the falling off in circulation.®4®



DEVELOPMENT OF BANKING 145

Despite the weakness of its case against the national
banks, the Greenback movement grew and the party was
strongly supported in the State. Iowa was largely an agri-
cultural Commonwealth, whose farmers were in debt for
land purchased and improvements made. Declining com-
modity prices were unwelcome and any promise of cheaper
money was likely to win support. In the Congressional cam-
paign of 1878 two Iowa Greenbackers, James B. Weaver and
E. H. Gillette were elected to the House of Representatives.
Their support came mainly from the rural townships. In
that campaign 1,000,365 votes were cast for the Greenback
party in the entire country, and Iowa was credited with first
place in number of votes cast for the party. In 1880 James
B. Weaver of Iowa was the presidential candidate of the
Greenback party. The total vote cast for him was only
about one-third of that cast by the party in 1878, Iowa giv-
ing him only 32,701 votes.3%

The notes of national banks which had reached a high
level in 1882-1883 began thereafter to decline. Surplus
revenue coming into the United States Treasury was used
for the purchase of bonds at a premium, and bonds with a
par value of $100 sold as high as $130 in 1888. This greatly
reduced the volume of outstanding bank notes. Between
1883 and 1890 the total bank note currency fell from $361,-
882,000 to $122,928,084 notwithstanding the growth of prop-
erty and trade activity.®®® This was only a little more than
one-third of the volume in 1883. .

Under the act of 1864 a bank was required to deposit
bonds equal to one-third of its capital stock. An amendment
of 1882 fixed the minimum amount of bonds to be held by
national banks at not less than one-fourth of the capital
stock but no bank was required to hold bonds in excess of
$50,000.2°2 Regardless therefore of the profit which might
be expected from note issue a national bank was compelled
to own a certain amount of bonds. In 1890 it appears that

10
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291 new national banks issued currency only eighteen-
hundredths of one per cent in excess of the legal minimum
amount of bonds which they were required to deposit ac-
cording to the terms of the law.3%

In Iowa a similar decline was taking place. The recovery
after 1876 had continued until 1882, when the circulation
was again close to the $5,000,000 mark. In 1890 Iowa banks
had outstanding only $2,667,000 of notes—the lowest figure
since 1865. The number of banks had increased from sev-
enty-five in 1880 to one hundred and thirty-nine in 1890,
and their assets had more than doubled.?®* The failure of
the national banks in Iowa to increase in number as rapidly
as State chartered institutions during the decade of the
eighties may be attributed in part to the fact that note issue
had become unprofitable.

A reason for choosing national instead of State incorpo-
ration was the prestige derived from membership in the
national system. Investors and depositors alike looked
upon the national bank as a more desirable place in which
to put their money. In dealings between citizens of differ-
ent States the national bank had advantages in competition.
As offsets to these points in favor of the national system
there were certain advantages arising from incorporation
under State laws. The State chartered banks were per-
mitted to make real estate loans; the State law allowed an
individual liability of twenty per cent of the capital, while
the national banks were limited to ten per cent; the reserve
requirements were less stringent; and the capital required
was considerably lower, the minimum amount being $10,000
for savings banks, $25,000 for State banks, and $50,000 for
national banks. National banks, therefore, were unable to
maintain the lead against the State authorized institutions.
The number of State and savings banks exceeded the na-
tional banks in 1890 and their combined assets surpassed
those of the national banks three years later. The growth
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of resources in the national banks and a comparison with
those of the State chartered banks is shown in Chart I.

In 1900 the national banking law was amended so as to
permit the issue of circulation up to the full par value of
the bonds deposited, instead of the former limit of ninety
per cent, the tax on circulation, secured by two per cent
bonds, was reduced to one-half per cent annually; and per-
mission was granted for the establishment of national banks
in towns of 3000 or less, with a capital of $25,000.2*® The six
years following these changes saw an increase of more than
one hundred in the number of national banks, a doubling of
circulation, and an increase of about seventy per cent in
total assets. Many of the new national banks were the re-
sult of the rechartering of existing State institutions under
national law; but while the national banks were increasing
in number and strength an even greater growth of State
chartered institutions was taking place. Chartered banks
were also gaining at the expense of the private banks.?%
This general growth in' banking institutions, indicated in
Table III, was an accompaniment of a period of great pros-
perity and business activity. In Iowa the growth of banking
resources, scarcely checked by the panic of 1907, has con-
tinued until the present time. The important modifications
of the national system which came with the passage of the
Federal Reserve Act in 1913 are discussed in Chapter X.
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TasLe IIT (continued)

NumBER, DePosITS, CAPITAL STOCK, AND TOTAL ASSETS OF THE
NaTioNAL BANKS IN Jowa, 1863-19203%°7

Date Nuousesn DzrosiTs CariTar 8TocK ToraL AssxTs
1908 207 $ 81,780,000 $ 18,705,000 $ 156,614,000
1907 304 92,873,000 18,735,000 170,841,000
1908 319 94,473,000 20,330,000 177,082,000
1909 320 102,900,000 20,585,000 188,393,000
1910 326 107,462,000 20,991,000 194,261,000
1911 329 110, 389,000 21,520,000 202,020,000
1912 338 125,011,000 22,280,000 230,919,000
1913 340 131,404,000 23,085,000 234,583,000
1914 343 134,539,000 23,460.000 232,614,000
1915 348 142,338,000 23,855,000 243,045,000
1918 3583 160,728,000 24,289,000 270,732,000
1917 351 196,530,000 24,400,000 333,114,000
1918 353 206,829,000 24,560,000 367,174,000
1919 358 258,277,000 25,115,000 422,381,000
1920 358 264,132,000 26,420,000 469,043,000

STATE BANKS

Provisions of the Code of 1873 constitute the basis for the
regulation of State banks in Iowa. The law did not give
the Auditor adequate control over the State banks, and
therefore certain amendments were soon adopted.®®® The
first amendment which affected State banks came in 1880
and applied to all banks and banking institutions alike. It
was made a felony, punishable by fine or imprisonment or
both, for banks to receive deposits when insolvent. In the
same year a law was passed amending the Code of 1873 so
as to impose double liability on the stockholders of banking
corporations. Both of these laws were intended for the
protection of depositors.?®®

In 1886 an act was passed which defined State banks and
required the use of the word ‘“State’’ in the name of a bank
incorporated under the general incorporation laws. Unin-
corporated banks and savings banks were not allowed to use
the word ‘‘State’’ as part of their title. An exception was
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made in the case of national banks by allowing them to be so
designated. Incorporated banking associations, except sav-
ings banks, already in existence, were required to amend
their articles of incorporation to comply with this law.3¢°

Two acts were passed in 1894 to provide for the better
security of depositors in State banks. The first of these
included the savings banks and prescribed that in case the
capital stock of any bank became impaired it was the duty
of the board of directors to levy an assessment to meet the
deficiency. Failure to pay the assessment upon notice duly
given must be followed by sale of the stock at public aunction.
Neglect by the directors to proceed under the act when re-
quested in writing by the owners of two-thirds of the stock
of the bank rendered them personally liable to the creditors
or stockholders. The second act of the same date was lim-
ited to State banks and covered points already contained in
the savings bank law. Under its terms bank directors were
prohibited from receiving any compensation; and all loans
to directors, officers, or agents of the bank were to be upon
the same security as that required of other borrowers and
under the same rules. All such loans must be made by the
directors, the party concerned being absent from the meet-
ing. False entries or false statements knowingly made by
an officer or agent of a bank were made felonies, punishable
by fine or imprisonment. The board of directors was re-
quired to appoint, from its own members, an examining
committee whose duty it was to examine the bank quarterly
and report to the board. The maximum amount the bank
was permitted to loan to any individual or firm was limited
to twenty per cent of the paid-up capital stock.®®

The Code of 1897 brought together the bank laws of the
State and also added certain important provisions. The
requirement that banks should file articles of incorporation
with the county recorder and the Secretary of State was
renewed. The provision regarding minimum capital stock



152 HISTORY OF BANKING IN IOWA

of $25,000 for towns of 3000 or less and $50,000 for larger
places was continued. Shares were to be fully paid up and
carry a double liability. Management was placed in the
hands of not less than five directors, who in order to qualify
had to own from two to five shares of stock according to the
capitalization of the bank. Banks in towns under 3000
population were required to keep a cash reserve of ten per
cent of the total deposits; other banks were required to have
a fifteen per cent reserve. In either case three-fourths of
the required reserve might be kept on deposit, subject to
call, with other banks under State or national laws. A
piece of new legislation found in the Code is the requirement
that all State chartered banks must keep in the bank sub-
ject to inspection during business hours a complete list of
officers, directors, and stockholders, and the number of
shares held by each.?¢2

The maximum limit on a loan to any individual of twenty
per cent of the capital stock of the bank was raised in 1902
to fifty per cent when the loan was secured by real estate.
The requirement that the real estate offered as security be
worth twice the amount loaned was not changed.?®®* In 1907
the sections of the Code relating to loans to officers were
repealed and reénacted on the same principles. Such loans
can only be made by a vote of the board of directors in the
absence of the applicant and on the same terms as are re-
quired of other borrowers.3%¢

In 1913 the General Assembly authorized State and sav-
ings banks to deposit with the Treasurer of the United
States such securities as might be required in order to
secure the postal savings funds deposited therein. Addi-
tional trust powers were also conferred in 1913 and 1915.
In 1915 State banks were permitted to become members of
the Federal reserve system.*®> In 1917 the reserve require-
ment was modified by increasing the proportion of reserve
which might be kept in the vaults of other banks from
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seventy-five per cent to eighty-five per cent of the total
amount required by law.?®® Two years later the reserve
requirement was raised and made to conform with the sav-
ings bank law. This fixed the reserves in all State banks
located in towns of less than 3000 population at fifteen per
cent of the sight and demand deposits and eight per cent of
the savings deposits and time certificates of indebtedness.
For towns above 3000 population the proportions were
twenty and eight per cent respectively. In both classes the
banks were permitted to keep eighty-five per cent in other
banks under State or national laws.?¢” A further amend-
ment allowed the State banks which are members of the
Federal reserve system to conform to the reserve require-
ments of the national bank members.?® This meant that
the legal reserve might be reduced to ten per cent for banks
in reserve cities and seven per cent for country banks. All
of the required reserve would be held in the Federal reserve
bank of the district.

State banks, as distinguished from savings banks under
State charters, numbered twenty-three in 1875, increased
nine in the next biennium, then remained at about the same
figure for four years. Since that time they have grown
steadily in number. In the late nineties they outnumbered
the national banks, ranking second in number to the private
banks. After 1900 there was an unusual expansion in the
number of savings banks, which placed that class far in the
lead so far as numbers is concerned. State and national
banks have about kept pace since that time. The high
minimum capital requirement for national banks had been
a bar against national incorporation. Of the two hundred
and seven State banks doing business in Jowa in 1899 only
eighty-seven had a capital of $50,000 or over—the minimum
then permitted for national banks. The following year the
capital requirement was lowered to $25,000 for national
banks in towns of less than 3000. By 1909 the records
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show that three hundred and twenty national banks were
operating in Iowa; of these, one hundred and fifteen had a
capital of less than $50,000.2%® Capital requirements have
been practically the same for national and State banks since
1900. The loan and reserve requirements were more favor-
able to State banks until recently. On the other hand, the
national banks have had the circulation privilege which
after the amendments of 1900 again became a source of
profit. The numbers of State and national banks have re-
mained fairly near equal for twenty-five years or more.
The reasons for the greater growth of savings banks will be
discussed in the following sections. o

SAVINGS BANKS

Two main types of savings banks are found in the United
States. The mutual savings bank was copied from English
institutions and is found almost exclusively in the older
sections of the country, particularly in New England. It
has no capital or stockholders, but is operated for the bene-
fit of the depositors by a board of trustees who often serve
without pay. All the profits above the expenses of carrying
on the business are divided among the depositors. The
function of this type of bank is primarily to invest the sav-
ings of the man of small income who is inexperienced in
making investments or whose savings are too small for
profitable investment. A second type of savings bank is
the stock savings bank. In this class a fixed rate of interest
is paid to depositors and the profits remaining are divided
among the stockholders. These may differ in no essential
function from the mutual savings bank or they may be pri-
marily commercial banks and only nominally savings insti-
tutions. Savings banks in Iowa are all of the latter type.?™
Stock savings banks are so much more numerous in Jowa
than elsewhere in the United States that their history in
this State possesses unusual interest for the student of
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banking. Of 1185 stock savings banks in the United States
reporting in 1917 to the Comptroller of the Currency, 892
were in Iowa.?™

This unusual number of institutions under the savings
title must largely be accounted for by the provisions of Iowa
law. They are, for the most part, banks of discount, differ-
ing to no considerable extent from the State and national
banks. It will be recalled that the act of 1874 in defining
the legal investments for savings banks included the right
‘‘to discount, to purchase, sell, and make loans upon com-
mercial paper, notes, bills of exchange, drafts, or any other
personal or public security’’.2"> This left the Iowa savings
banks practically free to do a strictly commercial business.

Various reasons explain why Iowa bankers, although in-
tending to engage primarily in commercial banking, have
chosen to incorporate under the savings bank law. The
fact that the savings bank law was more explicitly and com-
pletely formulated at an early date no doubt led some banks
to choose incorporation thereunder rather than under the
more general incorporation laws governing the State banks.
The most important reason, however, for the large number
of savings banks has been the lower capital requirement.
Under the terms of the savings bank law of 1874 these in-
stitutions were permitted to organize in towns of less than
10,000 population with a capital of $10,000. The minimum
capital permitted to State banks was $25,000 for towns of
3000 or less and $50,000 for cities having a greater popula-
tion; the same was true for national banks after 1900. Out
of sixty-eight savings banks organized in the two years
ending July 1, 1901, fifty-four had insufficient capital to
incorporate either as State or national banks.?”® In 1909
three hundred and forty-nine out of five hundred and sev-
enty-two, or more than sixty-one per cent of the savings
banks in Towa had a capital of less than $25,000.3" More-
over, State and national banks are required by law to have
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a minimum capital of $50,000 in towns of 3000 or more popu-
lation, and in the case of the national banks this minimum
is graduated up to $200,000 in cities over 50,000. Although
before 1917 savings banks could be incorporated in any town
of less than 10,000 population with a capital of $10,000,
some banks having capital stock of $25,000 or over, in 1909,
would, nevertheless, have been unable to meet the capital
requirements for national or State banks in these towns.
In addition there were some savings banks, capitalized at
$25,000 or more, which had been organized with a capital
stock less than $25,000 and gradually enlarged. We must,
therefore, include a considerable number of other banks
with the three hundred and forty-nine shown to be below the
$25,000 minimum in order to determine the number of banks
which were incorporated as savings banks solely on account
of the capital requirement. Although it is not possible to
get exact statistics on this point, this reason seems to be
the fundamental explanation for about two-thirds of Iowa’s
savings banks.

The savings bank law of 1874 has undergone certain
modifications in detail during the forty-five intervening
_years. In recent years the provisions relating to the in-
vestment of funds have been widened. Drainage bonds
were included among the lawful investments in 1906; and
in 1913 an amendment was passed permitting investment in
notes or bonds secured by real estate outside of Iowa if the
real estate was sitnated in any county adjoining the Iowa
State line. This was further extended in 1917 to any ad-
joining State, except that no loan may be made on real
estate west of the hundredth meridian line.

It was specified in the savings bank law that a savings
bank may own the lot and building in which its business is
carried on. Under the power thus granted them, savings
banks have sometimes built large office buildings, upon the
ground floor of which is located the bank’s own business
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room.?”® In the Code of 1897 savings banks doing a com-
mercial business were required to keep cash reserves as
follows: in towns under 3000 population they were to keep
a reserve of fifteen per cent of the commercial deposits and
eight per cent of the savings deposits; banks located in
towns of over 3000 population were to keep twenty per cent
and eight per cent respectively; and if any bank was doing
an exclusively saving business it was to keep eight per cent
of its deposits in reserve. Three-fourths of the reserve of
all classes might be kept in other State or national banks.3"®
In 1915 the law was revised by changing the word ‘‘com-
mercial’’ to ‘‘sight and demand’’ and adding after ‘‘savings
deposits’’ the words ‘‘and time certificates having a fixed
and definite time of maturity’’. The effect of this was to
reduce the reserve against time certificates from fifteen per
cent to eight per cent, this class of deposits having formerly
been treated as commercial accounts.’”” An amendment in
1917 raised the percentage of reserves which a bank might
keep in other banks from seventy-five per cent to eighty-five
per cent.?™ This reduced the legal cash-in-bank reserve to
an almost nominal amount—about two per cent when com-
puted on all deposits of a small town bank. The reserve
requirement was further modified in 1919 by permitting
any savings bank which became a member of the Federal
reserve system to keep the same reserve as national bank
members. 3™

By an amendment passed in 1900 savings banks were
allowed to add their surplus to the capital stock when com-
puting the percentage of deposits, the aggregate deposits
being limited to ten times the combined capital and surplus
of the bank. This limit was raised two years later to twenty
times the capital and surplus. The restriction on with-
drawal of deposits which had been imposed, requiring sixty
days’ notice for withdrawal, was changed in 1900 to apply
only to time deposits. In 1913 the legislature authorized
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State and savings banks to deposit with the Treasurer of
the United States such securities as may be required to
secure the postal savings funds deposited therein.3%°

In the case of savings banks, as of State banks, legisla-
tion was passed in 1894 for the protection of depositors
which required any impairment of the capital stock to be
made good by assessment on the stockholders. The penalty
for failure to pay is forfeiture of the stock, or of so much
as is necessary to meet the assessment. Neglect on the part
of the directors to proceed to an assessment, when requested
by the owners of two-thirds of the stock, with the consent of
the State Auditor, makes the directors individually liable.
As a further means of strengthening the banks a surplus
fund was authorized in 1900. Directors were permitted to
set aside a surplus fund from the earnings which was to be
maintained separate from the undivided profits account.
This fund could be invested in the same manner as the cap-
ital, and might be made use of as a stock dividend for in-
creasing the capital of the bank. It was not ordinarily to be
drawn on for expenses, but if needed for this purpose could
be transferred back in whole or in part to the undivided
profits account. This could be done, however, only if the
capital, or capital and remaining portion of the surplus
equalled ten times (later twenty times) the deposits. In
1917 banks were given authority to reduce the capital stock
on the affirmative vote of two-thirds of the shareholders,
with the approval of the Superintendent of Banking.3%
Furthermore, at the 1917 session of the legislature a law
was passed **2 which modified the capital requirement of
savings banks. The minimum, which prior to 1917 had been
$10,000 in cities under 10,000 population and $50,000 in
places with a larger population was graduated in steps as
follows:

In towns of 1000 population or less....... $10,000 capital

In towns of 1000 but less than 2000....... 15,000 capital
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In towns of 2000 but less than 10,000.....$25,000 capital

In towns of over 10,000.................. 50,000 capital

The limit on the amount which could be loaned to one
individual was raised in 1902 from twenty per cent to fifty
per cent of the bank’s capital in case the loan was secured
by real estate. This was further raised in 1915 to allow
fifty per cent of the surplus also to be loaned to one person
on real estate security.?s?

Amendments have been made from time to time in the
provisions for the management of savings banks. Originally
the number of directors had been from five to nine, a major-
ity of whom constituted a quorum. In 1888 the additional
restriction on a quorum of the directors provided that in
no case could a measure be passed unless it received three
affirmative votes. Instead of requiring all the directors to
be citizens of Iowa, the Code of 1897 reduced the require-
ment to three-fourths of the board. The number of shares
of stock required by a shareholder to qualify as a director
was graduated according to the capital. An amendment
passed in 1913 permitted the stockholders of banks to allow
directors a reasonable compensation for attending board
meetings. Four years later the legislature amended the
section of the law which had limited the maximum number
of directors to nine, leaving this thereafter to the discretion
of the stockholders. In 1921 the law pertaining to State
banks was also amended in this particular, so that the laws
for both classes of banks are similar on this point. No
State or savings bank may now have less than five directors
nor more than the number designated by its articles of in-
corporation. But within these limits the stockholders are
free to change the number by resolution at any annual
meeting.3%

Savings banks are the oldest incorporated banks of record
in Jowa. Until the late nineties, however, they were the
least numerous of the various classes of Iowa banks. At
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the beginning of the present century, the rapid growth of
this type of bank began and they were soon numerically in
the lead of any of the other classes. While most of the
savings banks are such only in name, being in fact small
commercial banks, there are some large banks devoted espe-
cially to a savings bank business which are incorporated as
savings banks. The German Savings Bank of Davenport
(now the American Commercial and Savings Bank), with
total resources of $13,215,161 in 1916, was at that time the
largest bank in Iowa.?8®

LOAN AND TRUST COMPANIES

The first legislation concerning loan and trust companies
is found in the Code of 1897. In the final section of the law
dealing with banks in general is a clause which prohibits
any corporation from engaging in the banking business
unless it conforms to the banking laws. An exception to
this is made in favor of loan and trust companies which
‘‘may receive time deposits and issue drafts on their depos-
itories’’. These companies are then made subject to the
same regulation and control by the State Auditor as in the
case of the State and savings banks. Double liability for
stockholders of these institutions is also prescribed. The
law itself gives evidence that loan and trust companies had
been in existence for several years. The statement is made
that loan and trust companies that had been in continuous
existence since before January 1, 1886, need not incorporate
the word ‘‘State’’ in their title in order to become State
banks within the provisions of the section.®®® Statistics of
the number and strength of the loan and trust companies are
not easily obtained since they are grouped with State banks
and not separately reported by the Auditor. In 1909 the
National Monetary Commission reported fourteen loan and
trust companies in Iowa; and in 1916 there were twenty-
one.387
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In 1900 the law specifying the limitations on deposits for
State banks was made applicable to loan and trust com-
panies. Four years later the capital stock requirements of
the savings banks were also applied to trust companies.?®®
The first comprehensive legislation concerning trust com-
panies was enacted in 1913, the act of that year greatly ex-
tending the powers of trust companies and conferring upon
State and savings banks the same fiduciary powers.

Trust companies and State and savings banks were given
power: first, to be appointed assignee, guardian, executor,
trustee, or receiver, in the same manner as might a natural
person, except that the appointment as guardian should
apply to estates and not to persons; second, to act as fiscal
or transfer agents or registrars for estates, municipalities,
companies, and corporations; third, to act in execution of
trusts that may be handled by any person or corporation;
fourth, to issue drafts upon depositories and to purchase,
invest in, and sell promissory notes, bills of exchange,
bonds, mortgages, and other securities; and fifth, to carry
on a safe deposit business.

The third section of the act emphatically states that the
trust funds must be kept separate from other funds or
property of the bank, the purpose of this being plainly to
protect the trust funds from the risks incident to banking.
In case the trust company or bank should fail the trust fund
would still be safe and unaffected. Another requirement in
the interest of safety for the trust funds is that all such
trusts must be reported o the Auditor of the State. These
lists are to be filed by the Auditor but their publication is
not provided for.

Banks acting in a fiduciary capacity were given the same
powers and rights as individuals exercising similar offices.
They must give bond in the same manner and receive the
same compensation. In case of the dissolution of the corpo-
ration the court having jurisdiction is empowered to appoint

11
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a successor and release the original trustee. Any such cor-
poration must also have the word ‘‘trust’’, or ‘‘State’’, or
‘‘savings’’ as part of its name. Moreover, no person or
corporation not complying with the act may use the word
‘‘trust’’ in its name. The limit to which a bank or trust
company might become indebted, except to depositors, or
for regular expenses, had been the capital stock. This limi-
tation was continued, but the act stated that it did not apply
to the issue of bonds or debentures by a trust company when
protected by real estate securities. The act also defined the
profits from which dividends might be declared. All trust
companies or banks exercising the powers given by the law
were required to set aside one-tenth of the net earnings as a
surplus fund until this surplus equalled at least twenty per
cent of the net capital. This surplus must be kept unim-
paired or restored in the same manner as originally accumu-
lated.

The distinctions which had separated the functions of
trust companies from those of State and savings banks were
largely broken down by this law. All general laws which
applied alike to State and savings banks concerning state-
ments, reports, examinations, and the like, were made to
apply to trust companies. The provisions of the savings
bank law as to formation, renewal of charter, capital, man-
agement, deposits, value of shares, and reserve were applied
to trust companies. But the sections of the savings bank
law as to investment of funds, limitation on the right to pur-
chase real estate, and the payment of interest and dividends
were not applied to the trust companies.?®®

In 1915 practically all distinctions between the various
classes of banks, so far as their trust powers were con-
cerned, were eliminated. An amendment was passed which
permitted national banks, when authorized by the United
States laws, to exercise the trust powers previously con-
ferred on trust companies, State and savings banks.3*
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Powers of trust companies having already been expanded in
the direction of general banking, and the regular banks hav-
ing now been granted practically all trust company powers,
there was in fact little distinction between them. A con-
siderable percentage of the trust companies of Iowa have
been organized in connection with national banks. They
have had the same officers and conducted their business in
the same building. Although it is no longer so advantageous
for a national bank o form an associate trust company or
savings bank, those already in existence will doubtless be
continued as they are free to carry on business under the
trust company law which is more liberal concerning real
estate ownership and loans than is the national bank law.

PRIVATE BANKING A

It has already been shown that the private banks arose in
Iowa during the years of early statehood and that they
continued during the period of the dominance of the national
system. The continued growth of these banks in competi-
tion with both national and State chartered institutions, the
efforts that have been made fo force them under State super-
vision, and the decline in their number which began about
1900 will be discussed in the present section.

The growth in the number of private banks is shown in
Table IV and is graphically portrayed in Chart II. These
statistics are fairly accurate, although there is no complete
record of the capital, deposits, or total resources. In gen-
eral, these banks are the smaller ones in the State, as shown
by the Auditor’s report of the incorporation of banks which
succeeded private banks.?*!

Soon after the passage of the savings bank law, agitation
was begun to bring the private banks also under State
supervision. In his biennial report for 1877 the Auditor of
State, Buren R. Sherman, set forth in a very forceful way
the reasons why the private banks should be required to
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make regular reports. He called attention to the number of
failures which had occurred during the past two years as
evidence of the need of protecting the general interests of
the people. The keynote of his argument is struck in the
sentence: ‘‘Banking is a public and peculiar business.’’ The
man who is entrusted with the care of the people’s money,
he believed, should be subjected to publicity in his business.
He also advocated a minimum capital requirement as a
protection to the depositors. No action was taken by the
legislature on this recommendation, although Governor J.
G. Newbold in his biennial message to the legislature had
supported the recommendation of the Auditor. Two years
later Mr. Sherman renewed his request;®®2 but aside from
prohibitions upon the use of the words ‘‘State’’ or ‘‘sav-
ings’’ in the titles adopted by such banks, no legislation was
enacted.

The movement to enact legislation for the control of
private banks was further endorsed in the report of Auditor
W. V. Lucas and in the message of Governor J. H. Gear to
the next legislature.?*® In 1885 Auditor J. W. Cattell ad-
vised the enactment of a law similar to one which had re-
cently been enacted in New York forbidding the use of the
word ‘‘bank’’ by any institution not under State law.?** It
was not until 1905 that the matter was once more urgently
pressed by the Auditor. He pointed out that there had been
twenty-five failures of private banks in the biennium from
June 30, 1903, to June 30, 1905, as against eight among the
State supervised banks, although the latter were more
numerous.?®®

The war against unregulated private banking has also
been carried on by the Jowa Bankers Association. At its
fourth annual convention in 1890 the ‘‘Finn Bill”’ to regu-
late private banks and bring them under the same State
supervision as incorporated banks was warmly debated.
Certain members were in favor of having the convention
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endorse the measure; but the private bankers contended
that the bill was backed by a desire to tax the private banker
more heavily. They insisted that most private banks were
as sound as any other type. The advantage of the personal
relation and of unlimited individual liability was cited.
They pointed out that because of freedom from restrictions
they could make more money as private bankers. The
private bankers were strong enough to carry their point and
no action followed the discussion.?®®

A year later the question was again a leading subject for
discussion. In a paper on ‘‘The Feasibility of State Control
and Examination of Private Banks’’, H. D. Copeland, State
Bank Examiner from Chariton, held that State examination
was not feasible. He claimed that this would involve going
over a man’s entire assets, since the amount for which he
was liable was unlimited. Moreover, he charged that the
failure on the part of banks to incorporate was due to the
defects of the State bank laws, although he felt that incor-
porated banks were gaining in public confidence by examina-
tion and publicity. At the same meeting a resolution stating
that the Association believed it expedient for the State to
exercise such supervision over the private banks of the
State as would properly protect the interests of depositors
and customers was laid on the table after prolonged dis-
cussion.?®7

In 1912 the question was broached again by E. J. Curtin
in his address as President of the Association. He took the
ground that all organizations bearing the name bank should
be regulated by State or national laws. An objection had
been raised by some members that the Iowa Bankers Asso-
ciation had taken the private bankers into the Association
and was now using their money to fight them. Mr. Curtin
took the stand that the proposed action was in the interest
of the private banker. If a committee of bankers friendly
to banks did not draw up a fair bill, he was convinced that
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unfriendly outside interests would take action. He met the
general opposition to State regulation with sound argu-
ments. He said in part:

Public opinion, however, is gradually settling to the fact, that
banking is not a private business. That the use of the name bank,
has through the course of time come to mean something, and that if
the assets of a bank are good, inspection and investigation will not
hurt them ; whereas, if they are not good, they most certainly need
both, very badly. Many private banks are as good as the incorpo-
rated ones, and as well conducted, but it is a well established fact,
that when a private bank does close it does not do so, until about
all that is left, of any value, is the walls.**®

Bills have frequently been introduced in the legislature
for the purpose of requiring private banks to incorporate or
submit to State supervision.?® In this respect other States
have been in advance of Iowa, although the regulations have
been of comparatively recent origin. In 1882 New York
prohibited unincorporated firms, doing a banking business,
from using a corporate title. This regulation has since been
adopted by other States. Various forms of restriction on
the use of the word ‘‘bank’’ have been adopted by several
of the States. By January, 1919, sixteen States had re-
quired private banks to submit to the same regulation and
supervision as State banks. Several States require bonds
of all private bankers who accept deposits. In 1910 the laws
of California, Colorado, South Dakota, Idaho, Indiana,
Kansas, Mississippi, Missouri, New Jersey, Oregon, and
Utah required that private bankers have a specified mini-
‘mum capital. There are difficulties in the way of enforcing
such a regulation since the private banker is frequently en-
gaged in other business enterprises and finds it difficult to
separate his banking from his other interests. But some
States go so far in this respect as to make the private bank
essentially a corporation. At least a third of the States
have followed the example set by North Dakota in 1890 of
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forbidding private individuals to engage in the banking
business. 4°

Restrictive legislation on private banks in Iowa was en-
acted by the General Assembly in 1919, making it a misde-
meanor punishable by heavy fines or imprisonment or both
for a new private bank to use as part of its name the word
¢¢ ‘Bank’, ‘Banking’, ‘Banker’, or any derivative, plural or
compound of the word ‘Banking’, or word or words in a
foreign langnage having the same or similar meaning’’.
The restriction is against the use of these words in any sign,
letterheads, bank paper, or other manner which would in-
dicate to the general public that the institution is a bank.
The law does not, however, apply to private banks already
in existence when the act was passed. Although this enact-
ment is a step in the right direction, it does not yet meet
the requirements that should govern the operation of newly
organized private banks, nor does it sufficiently provide
regulation for those already in existence.*!

STATISTICS OF IOWA BANKING

Comparative statistics of banking show that Iowa leads
all the States of the Union in number of banks. When the
National Monetary Commission secured a special report
from all banks on April 28, 1909, Iowa had a total of 1365
banks of all classes. Illinois was second with 1263 banks. 3
The Comptroller regnlarly secures reports from such banks
as will file statements with him. Since this is voluntary on
the part of some of the banks, the data are not complete.
Incomplete data given in the Comptroller’s reports indicate
that Iowa still retains first place.*®®* The lists of banks com-
piled by the secretary of the Iowa Bankers Association, the
Banmkers Directory, and the Federal Reserve Board are the
most complete and up-to-date statistics available. The latest
figure published by the Iowa Bankers Association, under
date of June 1, 1920, placed the total number of banks at
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1919 ;¢ the Bankers Directory published by Rand McNally
and Company listed 1941 Iowa banks in January, 1921 ; the
Federal Reserve Board included 1930 Iowa banks on the
exchange list on June 1, 1920. This was forty-seven more
than were listed in Illinois, the State ranking second in
numbers. 8

In total banking resources Iowa ranked fenth in the list of
States, ¢ falling just under a billion dollars in June, 1918.

The growth in number of banks of the various classes in
Iowa can best be seen by reference to Table IV and Chart
III. In 1875 there were only 123 authorized banks in Iowa;
in 1918 there were 1665. Private banks, after an increase of
approximately two hundred and fifty per cent, reached a
maximum of 534 in 1900 and have declined to about the
number in existence in 1875. Practically half of the Iowa
banks are incorporated under the savings bank law. Na-
tional and State banks in Iowa are almost identical in
number.

Data regarding the resources of private banks are so
incomplete that no historical figures on their total resources
are possible. Tables IIT and V show the banking capital,
deposits, and total assets of the authorized State banks and
national banks separately. The total resources of each
class are also shown graphically in Chart I. The remark-
able growth of banking resources in the past twenty years
is especially noticeable. It might also be noted that during
this time many private banks have been converted into na-
tional, State, or savings banks so that the aggregate in-
crease in banking resources is somewhat less than is indi-
cated by these statistics of authorized banks.

As may be noted from Tables IIT and V the growth of
banking resources was greatly accelerated by the World
War and continued for some months thereafter. Data are
available for the State and savings banks showing at fre-
quent intervals the rapidly changing condition of the banks
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during the period of unusual prosperity and the first effects
of the crisis of 1920 upon bank resources. Abstracts of the
reports of the State and savings banks show that the high
water mark for total assets was reached in the early months
of 1920. On April 2, 1920, the State supervised banks re-
ported total assets of $839,413,141—an increase of $120,-
091,046 over the figure shown at the corresponding call in
1919. The four reports made during the remaining months
of 1920 show that liquidation was under way. At the No-
vember call the total assets were higher than in September,
but this may be explained as a normal seasonal condition.
All the reports show a gain in resources over the corre-
sponding date in the previous year, but the difference of
$120,000,000 of April, 1920, over March, 1919, had dwindled
by December 31, 1920, to a difference of $7,855,718 as com-
pared to December 31, 1919. In 1921 liquidation continued
and the first report (March 22, 1921) showed a decline of
about $75,000,000 in total resources from the high tide of
1920.

Similar detailed data are not available for the national
banks. The figures in Table III are for about October first
of each year. From this it may be seen that the total re-
sources had nearly doubled in five years. The figure for
1920 is considerably higher than that for 1919. This is in
line with the situation reported for State incorporated
banks. On the whole the assumption may be made that the
fluctuations in State banks are representative of the general
banking situation during this period.

The chief decline in banking assets during the year are
found to be in the loan and reserve items. Loans and dis-
counts were reduced over $30,000,000 and cash in vault and
other reserve items by over $37,000,000. In normal times
the loans and discounts increase or decrease in close relation
to the deposits, but during a commercial crisis the deposits
are drawn down more rapidly than the loans can be liqui-
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dated. An analysis of the data for Iowa banks shows that
while loans declined only $30,000,000, deposits dropped
almost $120,000,000. The extent to which this increased the
volume of rediscounting is shown in Chapter X. The effect
of the strain upon the number of bank failures is shown in a
later section of this chapter.

The banks are not classified according to capital in the
regular reports published by the Comptroller or the State
banking department, but such a classification was made in
the report of the National Monetary Commission in 1909
and is presented in Table VI. There are one or two incon-
sistencies in this report. For example, there are twenty-two
State banks listed as having capital stock of less than
$25,000. Three savings banks are said to have no capital.
Both of these conditions would be contrary to State law. If
we accept the figures as given, some interesting facts are
revealed. Five hundred banks are seen to have had a capital

Tasre VI

COrassFicaTION OF Iowa BANKS AccorDING TO CAPITAL, APRIL
28, 1909, BY TyrPESs oF BANKS*'®

Torar Torar : Loax

Caritar Nousss) ExcLup- Savin AND
or NG Baxxs | Trust

Bawks Nar'n Cos.

281 281 177¢
219 219 172 1
296 204 77
124 102 42
306 172 72
126 60
13 8

1

~aBBE8

1868 1048

G
ey

¢ Includes three banks having no capital.
1t Includes nine banks having no capital.




DEVELOPMENT OF BANKING 175

of less than $25,000—the minimum amount permitted for
national banks. Only one hundred and thirty-nine Iowa
banks had a capital of $100,000 or over, and only one reached
the $1,000,000 mark. 4

CLEARING HOUSE ASSOCIATIONS

Des Moines banks appear to have been the first in Iowa
to organize a clearing house association. Its formal organi-
zation dates from December 5, 1887, although it had cleared,
informally, a few days earlier.#® In Sioux City twelve
banks associated on July 14, 1889, to form the Sioux City
Clearing House. The Davenport Clearing House Associa-
tion was organized in August, 1895.41 The Cedar Rapids
association adopted a constitution and by-laws on November
6, 1902, but did not begin the actual work of clearing until
January 4, 1904.422 Dates of the organization of the other
Iowa associations are not available, but it is of record that
the Council Bluffs association was also active during the
panic of 1907.

Data regarding clearing houses in Iowa cities are difficult
to present satisfactorily because often no formal organiza-
tion exists. The list of towns having recognized clearing
houses at present includes Cedar Rapids, Council Bluffs,
Clinton, Davenport, Des Moines, Dubuque, Estherville, Fort
Dodge, Iowa City, Mason City, Muscatine, Osage, Sioux
City, and Waterloo. Osage, the smallest of these towns,
had less than 3000 population in 1915, and had but four
banks. On the other hand, several of the larger cities of the
State are not included in the list. But many cities having no
recognized organization have some designated place where
the exchange of checks is made each morning. None of
the Iowa clearing houses make examinations of their mem-
bers.413

Statistics of the volume of clearings and other activities
of clearing house associations are published in the annual
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reports of the Comptroller of the Currency. Although re-
ports are not secured from all of the clearing houses, the
exchanges of those reporting from Iowa are given in Table
VIL

Tasre VII

ExcHaNgEs IN JTowa CLEARING Houses*'* 5
l

|

Excmawass ror Excmanoss FoR Excmanoss ror
Creanine Houss YBAR RNDING YBAR BNDING TBAR BMDING
8=rr. 30, 1920 Sarr. 80, 1019 S=mrr. 30, 19018
Dss Moinss $ 660,087,000 $ 528,019,000 8 489,604,000
Broux Ciry 542,185,000 817,877,000 480,718,000
Davawronr 596,837,000 455,987,000 133,922,000
OmpAR BAPIDS 156,979,000 120,714,000 100,432,000
Warszrroo 109,813,000 88,758,000 113,062,000
Dusvqus 74,821,000 89,058,000 40,641,000
MuscaTING 36,727,000 28,597,000 23,968,000
Iowa O17y 47,782,000 26,075,000 20,274,000
Osacn 8,432,000 5,084,000

In the crisis of 1907 the clearing house associations of
several Iowa cities, following the example set by the associa-
tions in the financial centers, united to meet the financial
strain. At the outbreak of the panie, Auditor B. F. Carroll
sent a circular letter to the Iowa bankers stating that the
department would permit temporarily considerable latitude
as to reserve requirements and other restrictions. He ad-
vised the bankers to take the depositors into their confi-
dence, but suggested limiting the amount of cash payments
to depositors if necessary. The Federal Comptroller of the
Currency also tolerated restriction of payments in the na-
tional banks, although he gave no explicit assent to the prac-
tice. The larger cities of the State immediately took action
to limit their payments and create substitutes for cash dur-
ing the period of the panic, but the record of the extent
to which this was done is quite fragmentary. Data were se-
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cured on this point shortly after the panic and these were
later published by the National Monetary Commission. This
study shows that the Cedar Rapids, Council Bluffs, Daven-
port, Des Moines, and Sioux City clearing houses imposed
cash restrictions and made use of some kind of currency
substitutes. Clearing house loan certificates and cashiers
checks in convenient denominations for general circulation
were the forms used by the Iowa associations. Undoubtedly
there were other towns or cities where restrictions were im-
posed, but the general situation in Jowa was sound and little
alarm was manifested by the people generally. J. N. Dar-
ling—*‘Ding’’—in a cartoon published in the Des Moines
Register and Leader depicted the frightened banker leading
the old mare labeled ‘‘Public Confidence’’ past the financial
jack-o-lantern. Old Dolly did not ‘“bat an eye’’ throughout
the ordeal, but when safely past was reproached for causing
no end of trouble by losing her head in that way. This fairly
reflected the situation in the State. Iowa farmers were
80 busy piling up the golden corn at good prices that they
were not seriously concerned about the shortage of gold in
the vaults of metropolitan banks. 8

BANK FAILURES

A record of the number of bank failures and the losses
sustained by depositors would be of interest if complete
data were available. The record for the national banks is
complete up to October 30, 1920, and is shown in Table VIIL
It will be seen that there have been seventeen failures.
Within the past few months three other failures have been
reported but the data for them are incomplete. Of those
shown in the table the First National Bank of Ida Grove had
already gone into voluntary liquidation, and the First Na-
tional of Sioux City was restored to solvency. In the case
of the failure at Ida Grove the record does not show any
payments to depositors after the bank had been placed in

12
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* Formerly in voluntary liquidation.
1 Restored to solvency.
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the hands of the receiver. The First National Bank of
Osceola paid the depositors in full. Losses to depositors
have been considerable in the aggregate, although very
small when compared to the total amount which has been on
deposit throughout this period.

The record for the State supervised banks is not so com-
plete. The only satisfactory data available cover the period
since 1892, and hence include the panics of 1893 and 1907.
Aside from the number of failures, little information is
available. In 1892 there were no failures, but during the
summer of 1893 four banks failed and a number of others
suspended temporarily. During the two years following
there were no failures, but in 1896 and 1897 six bank fail-
ures were noted. In the biennium following three failures
were reported. One liquidation—whether or not to be
classed as a failure is not clear—occurred in 1900-1901. In
the next few years the number of failures increased some-
what: two in 1903, four in 1904, two in 1905, one in 1906,
and four in 1907. During the eleven years from November
1907, to June, 1918, only one small failure was reported.
Thirteen failures were reported from that date to the cor-
responding period in 1921.

As to losses the data show that for the thirteen failures
from 1903 to 1907, four banks paid the depositors in full and
the other nine an average of seventy per cent. In 1904, a
year of unusual strain on banks in Iowa, Bradstreet’s
agency reported that the difference between the assets and
the liabilities of the four State supervised banks which
failed was $269,000.27

As for the private banks, the data available are not even
as satisfactory as those which concern the State supervised
banks. From the facts pertaining to years of unusual strain
on banks it is safe to say, however, that the number of fail-
ures and the losses sustained have been proportionately
much heavier than for the anthorized banks. Figures quoted
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from Bradford and Rhodes’ Bank Directory for September
1, 1893, showed a total of thirty-one Iowa banks closed dur-
ing the panic of 1893 (between April 6 and August 23, 1893).
Of this number seventeen were private banks. Of the four-
teen suspensions of authorized banks, seven had already
resumed operation by September 1st; but none of the
private banks are reported to have started operations again
by that date.*’®* Again during the period of strain in 1904
the heavy losses were in the private banks. In the year end-
ing December 31, 1904, nineteen banks failed, and of this
number fourteen were private banks. The crisis of 1920
placed a heavy strain on the banks. During the past fifteen
months seventeen banks reported to have closed have not
been able to resume business. Of these, eight were under
State supervision, seven were private banks, and two were
national banks. In addition to these there have been two
or three banks which closed temporarily but have since
been reorganized. Possibly some of the remaining ones
may be restored to solvency, but it is not unlikely that other
suspensions will take place before liquidation is completed.
No data are available to show the amount of the losses. The
proportion of bank failures does not appear to be high in
Towa as compared with other States.*1?

Nearly half a century has elapsed since the foundations
were laid for the present banking system. In the early sev-
enties many counties in Iowa were still in the pioneer stage.
Incorporated banks had not entered the newer sections;
private banks were still the dominant type in the State as a
whole. Banking institutions were scattered and resources
were small. The remarkable growth in the number of banks,
which has placed Iowa in the lead of all the States, has been
accompanied by an even more remarkable growth of bank-
ing resources. In 1919 the total assets of the 1320 State
supervised banks were over one hundred times as great as
those of the forty-two banks of 1875. During the same time
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the national banks, older and more numerous at the outset
of this period, have also increased nearly twenty fold.
Private banks are not any more numerous but probably have
larger aggregate resources than they had fifty years ago.

Consolidation, with a resulting development of larger in-
stitutions, is a tendency which has recently been noticeable
in Jowa banking. Complete statistics of mergers are not
available, but in the biennial period covered by the last re-
port of the State Superintendent of Banking, ten State in-
corporated banks were merged with other banking institu-
tions. An even larger number consolidated in the preceding
period.*?® It seems likely that the future will see the devel-
opment of more big banks in Iowa and not such a rapid in-
crease in numbers. In 1919 there were one hundred and
twenty national banks in the country having assets of more
than $25,000,000. These were distributed in thirty-nine
cities in all sections of the nation, but no Iowa bank had
yet attained that size, the largest national bank in the State
having aggregate resources of $23,157,724.4

One effect of the World War was to cut down the rate of
increase in the number of banks and to accelerate the growth
in bank resources. This may be attributed in general to the
great expansion of credit the country over. An interesting
by-product of the war psychology was manifested in the
effort of banks to eliminate any trace of Teutonic connec-
tion. Twenty-one State banks changed their names, before
July 1, 1918, in order to eliminate the word ‘‘German’’*32

The half century record of Iowa banking has been one of
distinct progress in other directions besides that of size.
Thus, the high integrity of the men in the banking business
is attested by the splendid record of safety which has
marked the recent decades. The panic of 1907 did not result -
in heavy losses to Iowa depositors and while data for the
present crisis are incomplete they do not show a high per-
centage of failures and losses. Moreover, in larger measure
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than ever before the Iowa banker is reaching out for oppor-
tunities to promote the business of his community. In this
manner the bankers have won a place of leadership in the
commercial development of the State commensurate with
the increased volume of their material resources.



X

SUPERVISION OF BANKING

The supervision of banking which developed before the
Civil War was devised primarily to protect note holders.
‘With the establishment of the national banking system, how-
ever, publicity of the affairs of the banks was also provided
in the interests of depositors and stockholders, and in this
respect the national law became the model for later State
legislation. Two general methods were adopted whereby
the public interests could be conserved: reports of condition
filed by the banks themselves were regularly called for; and
periodic examinations by disinterested examiners were au-
thorized. In the following discussion the treatment of these
two forms of publicity will be considered separately.

REPORTS FROM BANKS

In the national banking act as revised in 1864 regular
quarterly reports from the banks were prescribed. The
dates were the first Mondays of January, April, July, and
October. A bank’s report of its condition was to be a de-
tailed statement of the resources and liabilities. The Comp-
troller was directed to publish an abstract of the statements
in some Washington newspaper and to require the indi-
vidual banks to publish their statements in some newspaper
in the town where the bank was located, or, in case no paper
was published there, in the nearest town that had a news-
paper. In addition to the quarterly statements, a monthly
statement of the loans and discounts, cash on hand, deposits,
and circulation was provided for.¢®

The weakness of the provisions of the original law was
that it specified the dates upon which banks were to make

183
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reports. In this way a bank could prepare for the periodic
report and make a favorable showing. In 1869 the law was
amended to meet this defect and to place still greater re-
sponsibility upon the officers for the correctness of the state-
ments. This legislation required that banks make five re-
ports annually on some past date designated by the Comp-
troller. The form of statement was to be prescribed by
the Comptroller, and the report was to be verified by the
president or the cashier of the bank and three of the di-
rectors under oath. Five days were allowed the banks in
which to submit the report after the call was issued. Proof
of publication in a newspaper of the town had to be fur-
nished by the bank. The Comptroller was also permitted
to call for special reports whenever he deemed such reports
necessary. Additional reports to the Comptroller of the
amount of dividends and of net earnings were prescribed.
These were to be made within ten days after the declaration
of each dividend. Delay or failure to submit the reports
was made punishable by a fine of $100 a day.**

National banks have also been required to make a semi-
annual report of the amount of notes outstanding January
1st and July 1st. These reports are made to the Treasurer
of the United States and are for the purpose of levying the
tax on circulation rather than for the protection of credit-
ors.*?® In general the requirements laid down in this early
law as to statements and reports from national banks have
remained unchanged up to the present time.

The Auditor of State was the officer charged with the
duty of supervising State chartered banks in Iowa prior to
1917. Under the provisions of the unused free banking law
of 1858 he was to have had charge of the note issue, and to
him quarterly reports of conditions were to have been made.
Three bank commissioners were also provided for, who were
expected to make examinations and exercise general super-
vision.*3® In 1860 the first law calling for reports from
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banks not carrying on the function of note issue was placed
on the statute books. This act required all associations in-
corporated under the general incorporation laws of the
State to make regular reports of their condition to the Audi-
tor of State. The dates for these reports were the first Mon-
day in January, April, July, and October. The prescribed
statements were required to contain the following items of
information: :

1. The amount of the capital stock actually paid in, and then
remaining as the capital of such association.

2. The amount of debts of every kind due to banks, bankers or
other persons, other than regular depositors.

3. The total amount due depositors, including sight and time
deposits.

4. The amount subject to be drawn at sight, then remaining on
deposit with solvent banks or bankers of the country, specifying
each city or town and the amount deposited in each and belonging
to such association.

5. The amount of gold or silver coin and bullion belonging to
such association at the time of making the statement.

6. The amount then on hand, of bills of solvent specie paying
banks.

7. The amount of bills, bonds, notes and other evidences of debt,
discounted or purchased by such association, and then belonging to
the same, specifying particularly the amount of suspended debts,
the amount considered good, the amount considered doubtful, and
the amount in suit or judgment. .

8. The value of real or personal property held for the con-
venience of such associations, specifying the amount of each.

9. The amount of the undivided profits (if any) then on hand.

10. The total amount of all liabilities to such associations on
the part of the directors thereof.***

The law did not require the Auditor to publish statements
of the condition of the banks: the reports were merely filed
in the Auditor’s office.**® He had no way of knowing what
institutions were incorporated. Consequently he was unable
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to call on them for statements 1n case they did not comply
with the law. As shown in an earlier chapter, banks in-
corporated under the general incorporation laws existed
even before 1860; but the data concerning them is scattered
through the offices of the county recorders with whom they
filed their articles of incorporation.

Provisions of the law of 1860 with some modifications
were reénacted in the Code of 1873. Before being allowed to
begin operations the stockholders of a bank were required
to secure a certificate from the Auditor authorizing them
to commence business, and this was not to be issued until
the Auditor had satisfied himself that the association had
complied with the minimum capital requirements laid down
in the Code. The fixed date for submitting reports was
dropped, and the plan of the national system of calling for
reports on some past day was substituted therefor. The
number of reports per year was limited to four. So far as
the content of the reports was concerned no change was
made; even the obsolete section regarding the amount of
bills of ‘‘solvent specie-paying banks’’ was included.+2®

The Auditor was required to publish the reports in some
newspaper of the county in which the bank was located. He
was not specifically directed to make a statement of the
condition of banks in his biennial report; but Auditor John
Russell, after calling for reports from all banks that had
their articles recorded in the office of the Secretary of State
under the provisions of an act of 1870, made a synopsis of
the reports received on September 26, 1873, which he pub-
lished in his report for 1873. This was admittedly incom-
plete, but it was the beginning of regularly published statis-
tics on general banking in Iowa.*3°

Legislation enacted in 1874 to regulate savings banks con-
tinued the same power of the Auditor to call for statements
from savings banks which he had already possessed over
these same institutions under the general law. Only slight
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modifications were made in the wording of the law regard-
ing the content of the reports. The Auditor was required by
law to communicate to the General Assembly a statement of
the condition of every savings bank and also to make recom-
mendations concerning changes in the law. Since this prac-
tice had been started during the preceding year, no practical
result came from this feature of the law except the separa-
tion of the State banks from the savings banks in the Audi-
tors’ summaries.*3!

In the Code of 1897 the same provisions regarding quar-
terly reports were reénacted; and in addition the Auditor
was given authority to call for special reports from the
banks whenever he deemed it necessary. Prior to 1921 no
penalty was imposed for withholding this statement. An
amendment by the legislature in that year fixed a penalty
of $10 per day for each day of delinquency, ten days being
allowed in which to file the report after the call was issued
before it became delinquent. By an amendment in 1921
it was further provided that the statement need not show
the cash on hand and amount due from banks separately.**?

At about this time an effort was made by the Iowa Bank-
ers Association to secure a correlation of the reports of na-
tional and State chartered banks. A resolution was adopted
at the 1897 convention recommending that the Auditor make
the date of his call the same as that of the Comptroller for
general statistical and comparative purposes.®®® In his
report for 1903, Auditor B. F. Carroll stated that the banks
were recommending that five reports per year be submitted
on the same date as the national bank statements were called
for.#3¢ Tn 1911 an amendment to the Iowa law directed the
Anuditor to call for reports of condition five times a year
instead of four times.#*® This made it possible for the Aundi-
tor to issue calls simultaneously with the Comptroller; and
since September, 1917, the State Department of Banking
has been sending out calls at the same time as the Comp-
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troller.*¢ By the 1911 amendment the names of the banks
in which the bank making the statement had deposits subject
to call were eliminated from the published statement of the
report. Banks were no longer required to publish the
amount of liabilities due the bank by the directors thereof.
Provision was made for the publication of the report by the
Auditor in some newspaper of the town where the bank is
located, the expense to be borne by the bank.

When the State Department of Banking was created in
1917, the only change made in the matter of bank statements
and reports was to transfer the duties of calling for state-
ments and publishing the same from the Auditor to the
Superintendent of Banking. No provision was made for
changing certain long recognized weaknesses in the manner
of giving these reports to the public. During the past twenty
years the Auditors have repeatedly called attention to the
inadequacy of the present reports. The bank report which
has been published biennially, includes only one of the eight
to ten statements received during the two years. It was
published as part of the Auditor’s report, an arrangement
which was neither convenient nor economical since many
persons would be interested only in one report and not the
other. Auditor B. F. Carroll pointed out that reports
should contain a compilation of all reports made during the
year. Auditor J. L. Bleakly, in an address before the Iowa
Bankers Association in 1910, asked the support of the Asso-
ciation for proposed legislation providing for annual re-
ports instead of the regular biennial reports, which he char-
acterized as ‘‘ancient history when it emerges from the
press.”’ He stated that he was meeting this difficulty, in
part, by making abstracts of the call reports and sending
them to each bank in the State.®®*” Since 1917 .the report
of the State Department of Banking has been issued sep-
arately.

In the interests of economy a considerable forward step
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was taken in the manner of presenting the statements of the
banks in the reports published by the Auditor in 1916.
Prior to that time a large portion of the Auditor’s biennial
report was taken up with printing, three to a page, the
statements of each bank separately and for only one date.
In 1916 the method of arranging the assets and liabilities
by columns, following the model of the Comptroller’s re-
ports, was adopted. The condition of each bank at the close
of the two fiscal years was thus presented. In 1914 Part IT
of the Auditor’s report, dealing with the condition of banks,
consisted of 382 printed pages. Considerably more data was
given in quite as accessible form in ninety-seven pages of
the 1916 report. In 1918 the Superintendent of Banking
returned to the former method of printing each report sepa-
rately. By placing four to a page he was able to include all
of his report in 348 pages, all but eighteen of which were
devoted to individual statements for one date only. In this
matter the Iowa department is outdone by some of those in
neighboring States. The report of the Michigan Bank Com-
missioner in 1916 consisted of 635 printed pages, each bank
having a page of its own.

A comparison of the statistics compiled and published by
the Department of Banking in Towa with those put out by
the Comptroller of the Currency and the banking depart-
ments or bank commissioners of other States shows that the
Iowa statistics are incomplete and inadequate. Among the
features which are to be found in other reports, and would
be of value and interest are: the earnings of the banks; a
classification of the kinds of loans; complete data as to all
failures of banks under the supervision of the Banking De-
partment; an abstract of the reports of the Comptroller
dealing with the national banks of Iowa for comparative
purposes; the members of the Federal reserve system; and
the data on all banks of the leading cities of the State sepa-
rately. As part of their report, the Comptroller and cer-
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tain of the State bank commissioners, or superintendents,
make rather full reports of general financial conditions, the
administration of laws that have been enacted, and recom-
mendations as to needed legislation. The Auditor has, in
the past, suggested many desirable reforms which have sub-
sequently been enacted into law. He has not, however, been
able in addition to his numerous other duties to devote much
time to a general survey of financial conditions. In the
first report submitted by the Department of Banking there
is no effort to do anything more than what had been done
before in this respect. Certain observations of G. H. Mes-
senger, at that time Superintendent of Banking, regarding
land values in Iowa, quoted by the Iowa press during the
summer of 1919, indicated that he was in a position to incor-
porate in his report some facts concerning Iowa economic
conditions that might well be published.*s®

EXAMINATION OF BANKS

In addition to the reports and statements which the na-
tional and State supervised banks are required to make, they
are also subject to periodic examinations by the supervising
authorities. Under the terms of the national banking law
of 1864 the Comptroller was authorized to appoint suitable
persons to make examinations of the banks whenever he
deemed it necessary. It was the duty of such examiners to
make full and detailed reports of the condition of the insti-
tutions to the Comptroller. The examiner was given power
to make a thorough examination into all the affairs of a
bank, including an examination under oath of the officers
and agents thereof. Compensation for examiners was fixed
at $5 per day, and $2 for each twenty-five miles they were
compelled to travel in the performance of their duties. This
fee was paid by the bank examined.

In 1875 the basis of compensation was changed from a
per diem fee to a fee based on the capital of the bank ex-
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amined. The fee was graduated according to the capital,
varying from $20 for banks having a capital of less than
$100,000 up to $75 for those having a capital of $600,000 or
over.**®* This fee system was open to the objection that
since the examiner’s income depended upon the number of
banks he could examine there was a temptation to do hurried
work—an evil which was recognized by the Iowa bankers
and condemned by a resolution of the Bankers Associa-
tion.*** In the Federal Reserve Act of 1913 several im-
portant changes were made in the conduct of the Comp-
troller’s examinations. While the former law had left the
number of examinations to the discretion of the Comp-
troller, the amendment fixed this number at a minimum of
two in each calendar year. More frequent examinations
may be made if the Comptroller considers it necessary. The
fee system was abolished, and regular salaries have since
been paid to the examiners. The expense of the examina-
tion was thereafter to be assessed upon the banks examined
in proportion to the assets. This change from capital to
assets as a basis of assessment is recognized as a sound
principle, since the assets may vary considerably without a
change in the capital; while the assets are the items which
the examiner must inspect.

In order to remove any temptations to partiality in mak-
ing examinations, no examiner is permitted, under pain
of heavy penalties, to receive any loan or gratuity from any
bank which he examines. He may not be in any way finan-
cially connected with the bank. Nor is the examiner allowed
to disclose his findings to any person or persons except the
Comptroller, the proper officers, or a court of competent
jurisdiction.#

Examinations come at irregular intervals without warning
to the bank: the examiner is permitted to come in at any
time, to count the cash, to inspect the loans, to examine the
investments, to scrutinize the expense accounts, and to make
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himself generally familiar with the bank’s management and
condition. If he is not satisfied from investigation that the
bank is in a satisfactory condition, he makes such report to
the Comptroller who then sends notice to that effect to the
bank with suggestions also for correcting the defect.

In addition to the examinations by the regular examiners
under the Comptroller, the Federal Reserve Act authorized
each Federal reserve bank, with the approval of the Federal
reserve agent or the Federal Reserve Board, to make spe-
cial examinations of member banks within its district.**

The Code of 1873 contains the first provisions for examin-
ations of the banks under the present laws of Iowa. At that
time the Auditor was authorized to make, or cause to be
made, an examination of any banking association operating
under the general incorporation laws. No provision was
made for bearing the expense of such examinations, nor was
any number of examinations per year prescribed. At first,
the examinations appear to have been conducted very infre-
quently and irregularly. In his report for 1881 the Auditor
noted that he had caused to be made an examination of all
incorporated banks of the State. Apparently only one ex-
amination was made in the biennium. His predecessor also
notes the fact that he had complied with the law in respect
to making examinations, but he does not state the number.
At present it is the practice of the State Department of
Banking to make at least one examination of all banks under
its supervision each year. Banks needing special attention
are given more frequent examinations, but this number is
not large, so that on the whole annual examinations are now
the rule. ’

In 1885 Auditor J. W. Cattell called attention to the fact
that no provision was made for defraying the expenses of
needed examinations. He said the custom had been to
charge them to the bank, and that the banks had quite gen-
erally paid them. It was his opinion that the matter should



SUPERVISION OF BANKING 193

not be left in this doubtful condition, and so he recommended
a fee for examination similar to that required of the na-
tional banks, graduated according to capital. The legisla-
ture failed to act at that time, and the recommendation was
renewed by the succeeding Aunditor.4+

In 1890 the legislature acted on the matter, specifically
authorizing the Auditor to appoint one or more bank ex-
aminers to hold office at his pleasure. The expense of the
examinations was to be paid by any bank, State or savings,
which received examination. If the examination was con-
ducted by the Auditor personally, he received only his neces-
sary expenses. The fees for the regular examiners were
graduated according to capital, ranging from $15 for a bank
of $50,000 capital or less up to $30 for a bank having a
capital of $200,000 or over.**®* The provisions of this legis-
lation regarding examinations followed rather closely the
national banking law. In so doing it introduced the two
evils of a fee system for compensating examiners and of an
assessment of expenses according to capital stock, rather
than the more accurate basis, later adopted, of total assets.

The first of these defects was remedied by legislation
enacted in 1904. At that time all previous laws regarding
bank examiners were repealed, and the Auditor was author-
ized to appoint four bank examiners at an annual salary of
$1800 and necessary expenses. The total amount paid for
salaries and expenses was not allowed to exceed the amount
of fees collected from the banks examined. The amount of
the fees from the banks was not changed, but, instead of
being assessed at the time of examination, the fees were
made payable to the Auditor annually before March 1st of
each year.#® In 1906 the number of bank examiners was
increased to five, and provision was made to include loan
and trust companies under the law relating to examination
of banks.*” Again, in 1909 the number of examiners was
increased from five to six. No change was made in the

18
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salary paid, but the fees payable by the banks were raised.
The rates were fixed at $15 for a bank having a capital of
$25,000 or under, and were graduated up to $50 for a bank
having a capital exceeding $150,000. One of the examiners
was to be designated by the Auditor as chief examiner; it
was his duty to have charge of the department examiners
and of reports.*® _

Again in 1915 the number of examiners was increased and
the assessed fees were raised while other modifications were
made in the law. The Auditor was authorized to appoint
from six to nine examiners. A qualification for examiners
introduced at this time was five years of banking experi-
ence. The fees assessed against the smaller banks re-
mained unchanged, but the maximum amount was increased
so that a bank with a capital in excess of $200,000 was
charged $150 annually.*®

The duties of supervision taken over by the Banking
Department in 1917 included the examination of the banks
and trust companies of the State. Power to appoint from
six to eight bank examiners was given to the Superintend-
ent. Three years of practical bank experience was made a
qualification for the office. The maximum salary was raised
to $2200 per annum plus the necessary expenses incurred
in making examinations. Salaries and expenses of the
Superintendent and examiners were again limited to not
more than the fees collected from the banks and trust com-
panies. %

In 1919 the section of the law relating to the number and
salary of bank examiners and clerks in the Banking Depart-
ment was repealed and a substitute enacted therefor. It
had been found that the number of examiners was too small
for the amount of work they were required to do. More-
over, the salary was inadequate to hold men of ability—as
many as three examiners had left the Department in a single
week to take better paying positions elsewhere. To meet
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these difficulties the General Assembly substituted for the
maximum number of eight examiners, a limit of one exam-
iner for each hundred banks or major fraction thereof under
the jurisdiction of the Banking Department. At the time of
the passage of the act there were 1318 State supervised
banks, therefore the number of examiners was automatically
increased from eight to thirteen. The maximum salary of
examiners was raised from $2200 to $3000.

Increased expenses due to the increased number and pay
of examiners made necessary a change in the fee system
which had been in vogue for several years. The law re-
quired that the expenses of the Department be met from the
fees collected from the banks. During the year 1918 sev-
eral hundred banks had voluntarily contributed ten dollars
each in order to sustain the Department. The basis of fees
paid by banks had formerly been the capital stock of the
banks. As a matter of fact the inspection of the assets con-
stituted the real work of examining the bank. The total
assets of the banks were growing very rapidly, more so than
the capital stock. Hence the basis of assets, already used
in the fee system of the national banks, was adopted in the
new law. The rate of the fees assessed was $1 per $1,000
of assets on the first $25,000 of assets, and at the rate of
two cents per $1000 of assets on all assets over and above
$25,000. It was also provided that no examination would
be made for less than $20. All fees were made payable to
the Superintendent of Banking within ten days of the time
of making the examination. These fees were then to be
turned over to the State Treasurer. No payments toward
salaries or expenses of the Department could be made by
the Treasurer unless there were funds on hand, received as
income from the Department to pay the same.*®

The national or State bank examiners forward their re-
ports of the examinations they make to the Comptrolier or
the State Banking Department as the case may be. These
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reports are not communicated to the bank officials, except
when it is necessary to bring to their attention some unsatis-
factory condition which demands correction. Bank direc-
tors should possess intelligent knowledge of the bank’s
affairs, for it is recognized that a bank whose affairs are
known to only one or two men is likely to be mismanaged.
The Comptroller has urged upon national banks the desir-
ability of examinations by the board of directors. State
Auditor C. C. McCarthy in 1893 recommended to the Gen-
eral Assembly the passage of a law requiring that directors
of State supervised banks make regular examinations. The
legislature enacted a law the following year which provided
that the board of directors of any State or savings bank
must appoint an examining committee from its own mem-
bers to make an examination of the bank at least once every
quarter. This examining committee was to report its find-
ings to the board, which report must be recorded in the
minute book of the bank.452 In 1906, upon the recommenda-
tion of Auditor B. F. Carroll, this section was amended to
require that one of the quarterly examinations should be in
June and another in December. The results of these exam-
inations, in addition to their being recorded in the minute
book, must be reported to the Auditor. Failure to make
this report promptly to the Auditor was to be followed by
an examination of the bank by one of the regular bank ex-
aminers at the expense of the bank.*® '
Frequently a national bank and a savings bank or trust
company operate in the same room and are owned by the
same stockholders. For the convenience of these associated
banks, the Banking Department and the Comptroller’s De-
partment always cooperate in making examinations.4®

THE STATE BANKING DEPARTMENT

Reference has frequently been made in the preceding
pages to the State Department of Banking. Prior to 1917
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the State chartered banks were under the supervision of
the Auditor of State. It was early recognized that the busi-
ness of the Auditor exceeded that of other State officers and,
therefore, he was unable to give the personal attention to
the details of certain branches of his department that was
desirable. The Auditors during the seventies and early
eighties all recommended the creation of a separate depart-
ment for the supervision of insurance and banking.4*® Prob-
lems connected with the supervision of insurance were espe-
cially arduous, and it was in that connection particularly
that the recommendation was pressed. A separate insur-
ance department was not created until 1913; but for some
time after this the banks were left under the Auditor’s
supervision.*°

In general the early recommendation of the Auditors
favoring a separate department or departments of banking
and insurance was supported by the Governors. When
former Auditor Buren R. Sherman became Governor in
1882, one of the recommendations in his first inaugural mes-
sage to the General Assembly was the creation of a Com-
missioner of Banks and Insurance.*®” The Iowa Bankers
Association was also on record as favoring a separate bank-
ing department. At their 1912 convention a resolution to
that effect was adopted on the grounds that such supervision
would be more efficient and satisfactory to the banks and
afford greater protection and security to the public at large.
The law passed by the Thirty-seventh General Assembly
creating a separate State Banking Department was drafted
by the officers of the Iowa Bankers Association and fos-
tered by the Association. It was doubtless due to their
support that the measure was passed, since at that time the
Anuditor was opposed to having the Banking Department
divorced from his office.**®

In March, 1917, the General Assembly passed an act estab-
lishing the ‘‘Banking Department of Iowa’’, the chief officer
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of which was to be the ‘‘Superintendent of Banking’’. All
of the books, records, reports, and securities or papers of
any kind in the possession of the Auditor relating to bank-
ing were at the time of taking effect of the act (July, 1917)
to be delivered to the Superintendent of Banking. His
duties included all those imposed upon the Auditor which
related in any way to banking matters.

The Superintendent of Banking was made an appointive
officer, nominated by the Governor and confirmed by a two-
thirds vote of the members of the Senate in executive ses-
sion. But nominations made to the Senate may not be con-
sidered by that body until the same have been referred to
a committee of five appointed by the president of the Sen-
ate. Nor may consideration of the nominations take place
on the same legislative day that the nomination is referred
to the committee of five. The principal qualifications of the
Superintendent, aside from general fitness, is that he shall
have had at least five years executive experience in a State
or savings bank in Jowa. He is appointed for a term of
four years with a salary of $4000 per year.4%®

George H. Messenger, president of the Van Meter State
Bank and of the Linden Bank was the first appointee. He
began his banking experience in Iowa in 1895 and had, dur-
ing more than twenty years of practical experience, become
thoroughly familiar with banking in Iowa and possessed of
a wide personal acquaintance among bankers.*®® Mr. Mes-
senger resigned early in 1920 and M. V. Henderson, Jr., of
Hawkeye, Iowa, was appointed to succeed him. Mr. Hen-
derson was also a man of wide banking experience and at
the time of his appointment was treasurer of the Iowa Bank-
ers Association. At the expiration of his term of office,
July 1, 1921, W. J. Murray of Eldora was appointed for the
regular term of four years.

By the terms of the law of 1917 the Superintendent of
Banking was given authority to appoint not to exceed four
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clerks or stenographers in addition to the eight bank exam-
iners. He was to fix the salaries of clerks and was held
responsible for all work done by his department.*®* The
1918 report of the Banking Department shows that the
office force consisted of a secretary, a legal clerk, an account-
ant, and a stenographer. The duties of the Department
proved to be too heavy to be properly conducted by the
office force permitted by law. Accordingly when the num-
ber of examiners was increased in 1919, the law was also
amended to permit the employment of additional office help.
Clerks, stenographers, or special assistants to the number
of one for each two hundred banks were authorized. One
of these was to be a Deputy Superintendent of Banking,
who should be qualified to perform all of the duties of the
Superintendent during his absence or inability. The maxi-
mum salary of the deputy was fixed at $3000 per annum; the
amount of salaries of the other clerks was left to the discre-
tion of the Superintendent. A general salary act was
passed by the Thirty-ninth General Assembly fixing the
number and compensation of employees in the several State
departments, including those in the Department of Banking.
This act did not change the salary of the Superintendent or
the Deputy Superintendent and allows for a salary range
of from $1800 to $3000 per annum for bank examiners. Ex-
penses are also allowed the Superintendent for attending
the group meetings, and the State convention of the Iowa
Bankers Association, meetings called by the Federal Re-
serve Bank of Chicago, or other annual meetings of banking
supervisors or commissioners. A limit of $500 per year has
been fixed for expenses in attending these meetings.*s?
In 1919 the powers of the Superintendent of Banking
were enlarged ; he was given anthority to deny a charter to
any proposed bank whenever in his judgment the locality
in which the proposed new bank was to be established was
amply served with banking facilities, or if he believed the
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individuals named as officers and directors are not such as
to command the confidence of the community. An appeal
might be taken from his ruling to the Committee on Re-
trenchment and Reform—a committee of the legislature
composed of five members each of the Senate and House of
Representatives. Any order reversing the decision of the
Superintendent must have the majority vote of this com-
mittee, which decision should be final and conclusive. This
increased power granted the Superintendent was but tem-
porary, the provisions of the law in this respect being of no
force or effect after December 31, 1920. Prior to the meet-
ing of the General Assembly in 1921, an investigation was
conducted by the Iowa Bankers Association concerning the
powers of the banking departments or boards of other
States to refuse bank charters. On the basis of the infor-
mation secured it was planned to support the reénactment
of the bill, but circumstances arose which made it seem cer-
tain that such a measure could not be passed. Accordingly
the matter was dropped without presenting any bill to the
legislature.4%®

Two principal reasons, growing immediately out of the
war, are to be found for this temporary measure: to curtail
unnecessary business expansion during the period of recon-
struction following the war; and to prevent the formation of
the so-called ‘‘spite banks’’. In addition to those who sup-
ported the temporary measure for these reasons there were
many who desired a law which would permanently confer
this power on the Superintendent in order thereby to reduce
competition among banks. In fact, the opponents of the
bill charged that this was the real reason for the passage of
the law. Evidence is not lacking, however, showing that
the temporary causes played an important part in creating
sentiment for the measure. At the 1918 convention of the
Jowa Bankers Association a resolution had been passed to
the effect that the Association was opposed to any new
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enterprise not of direct benefit in winning the war and
therefore the Association requested the Comptroller of the
Currency and the Superintendent of Banking not to issue
authority for any new bank or corporation not essential in
Iowa during the period of the war.** Although the armis-
tice had been signed before the legislature convened, this
reason seems to have had some weight. It was also charged
that in some communities the Germans were withdrawing
and forming the so-called ‘‘spite banks’’, supported by their
own nationality. These Germans were said to be boycotting
the established banks because of the subscriptions required
of them in the drives for the sale of war bonds.

Under the authority thus conferred upon him the Super-
intendent of Banking has had occasion to defend his opinion
in at least two cases. An appeal was brought to the Com-
mittee on Retrenchment and Reform by merchants and busi-
ness men of Unionville who had been denied a charter by
Mr. Messenger. The place is a small unincorporated town
which already had one bank. It was on the ground that
this town could not support two banks that the proposed
charter was denied. - The decision of the committee was a
tie vote, thus affirming the decision of the Superintendent.
In the case appealed from West Union the decision of the
Superintendent of Banking was reversed.*®

The desirability of thus allowing one man to decide the
question as to whether a bank may be permitted to obtain a
charter has been seriously questioned. Since a similar
authority is vested in the Comptroller of the Currency, so
far as the establishment of national banks is concerned,
there is a precedent for this kind of legislation.*®¢ A ma-
jority of the States also have some provision for preventing
the establishment of banks where they do not appear to be
needed or where the founders do not command public con-
fidence. The act which vested this power in the Superin-
tendent of Banking also prohibited any more private banks
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from commencing business. Of the wisdom of the latter
provision there can be no question. Neither can the tem-
porary authority conferred upon the Superintendent be
regarded as a menace. The question as to whether or not
the provisions of the temporary measure should be per-
manently adopted has aroused considerable difference of
opinion. Iowa already leads all the States of the Union in
the number of banks. The intensity of competition has re-
sulted in certain evils,*®” but it has also forced the bankers
to adopt a policy of community service and business alert-
ness which has been highly beneficial. If the effect of such
a law is to grant a monopoly to existing institutions without
reserving the right to regulate rates and service, it would
be contrary to public policy. There is no reason to believe,
however, that the Superintendent of Banking would under-
take to arbitrarily restrict the legitimate extension of bank-
ing facilities, especially since there is a chance to appeal to
the Committee on Retrenchment and Reform.

The legislative committee of the Iowa Bankers Associa-
tion backed several blue sky bills which were intended to
provide regulations for the promotion fees for the issuance
or sale of stock by corporations. In general this program
failed of passage, but one bill, prohibiting the receiving of
a commission or bonus of any kind for organizing a bank
or securing subscriptions of capital to the same, was enacted
into law.4®®* This would appear to be a further step in the
direction of discouraging the establishment of new banks
except where really needed.

In the supervision of banking Iowa ranks fairly well
among the States. Supervision of private banks continues
to be lax and wholly inadequate, but the prohibition by law
of new private banks and the steady rate at which this type
of institution has been organizing under State or national
laws makes it seem probable that the nomber of these banks
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in the future will be relatively insignificant. Perhaps in
time public sentiment will support a law which will either
force the remaining institutions under State supervision or
else take from them the right to call themselves banks.
With the organization of the Department of Banking a for-
ward step was taken which placed Iowa in line with the
other leading States. As time passes this Department may
be expected to be of still greater service to the banks and
the public. The efficiency of supervision in the past, as
well as the conservative character of Iowa’s bankers, is at-
tested by the small list of failures among the State super-
vised banks.



X

THE FEDERAL RESERVE SYSTEM IN IOWA

The establishment by Congress of the Federal reserve
system in 1913 changed materially the position of the na-
tional banks of Iowa. Moreover, its influence on the State
chartered banks has been very marked. Considerable spe-
cial legislation has been necessary to adapt the Iowa bank-
ing laws to the changed conditions, and in the future the
influence of the Federal reserve system in Iowa banking
may be expected to become even more important. Because
of its importance and because of its special nature, the his-
tory of the system in Iowa has been reserved for special
treatment in this chapter.

ORIGIN OF THE FEDERAL RESERVE SYSTEM

The temporary breakdown of the nation’s banking sys-
tem in the panic of 1907 was the immediate cause of the
adoption of the Federal Reserve Act. Defects in the bank-
ing system of the country had been pointed out from time
to time, but the nation was not thoroughly awakened to the
need of a fundamental change in its banking organization
until the crisis of 1907 revealed the weaknesses of the old
system. The underlying defect was shown to be a lack of
cohesion in the entire banking structure. Nearly twenty-
five thousand banks were operating in the United States
in 1907; and approximately seven thousand of these were
under national law. The remainder were either under
State laws or were entirely unregulated.®*® Even in the
case of the national banks there was lacking the necessary
centralization of control and unity of action. Whatever
united effort was put forth to save the banks in the crisis
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came through the clearing house associations of the various
cities.

Congress was not prepared to adopt a comprehensive re-
form in banking during the session of 1907-1908. The need
for more information was recognized and met by the crea-
tion of a National Monetary Commission, composed of nine
members from each branch of Congress. This commission
was given liberal appropriations and authorized to make
a thorough study of monetary conditions in this country and
abroad. Meanwhile, some steps had to be taken to meet the
strong popular demand for currency reform. A bill was
hurriedly passed and approved, May 30, 1908, known as the
Aldrich-Vreeland Act. This act was recognized as a tem-
porary expedient, since it was to expire by limitation on
June 30, 1914. It was later extended one year by the Fed-
eral Reserve Act. Under the provisions of this act asso-
ciations of banks, known as ‘‘National Currency Associa-
tions’’, were permitted to issue currency secured by a de-
posit of commercial paper. There was also provision for
the issue of additional circulation secured by deposit of
bonds other than bonds of the United States by national
banks not members of a currency association. The purpose
of the additional circulation provided by the act was solely
to furnish an emergency currency.*?

After a thorough study of banking and currency problems
in the United States and the other leading commercial coun-
tries, the National Monetary Commission brought in a re-
port and a bill in 1911; but no action was taken until after
President Wilson’s inauguration in 1913. Together with
tariff revision, banking and currency reform became one of
the important problems before the special session of Con-
gress. The monetary legislation was put through as a
party measure, and the majority of the Iowa members of
Congress, being Republicans, opposed its enactment. While
the bill was before Congress the sentiment of Iowa bankers
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was unfavorable to the measure. Speaking in opposition
to the compulsory feature of the measure, so far as national
banks were concerned, Representative H. M. Towner stated
that he had sent copies of the bill to bankers in his district,
asking an expression of opinion. Of the thirty-eight
answers received, only two favored the bill ; three were non-
committal; and the rest opposed it. KEighteen national
bankers stated that they would give up their charters rather
than accept the conditions of the bill.*"* Amendments sub-
sequently adopted met some of the objections raised by the
bankers; but, on the whole, the sentiment of Iowa bankers
was one either of opposition or of indifference to the act
when finally passed. Some prominent Iowa bankers, on
the other hand, strongly endorsed the new system. Among
these, Arthur Reynolds of Des Moines, President of the
American Bankers Association, was an active leader.*™?

When the time came to organize the system and divide
the country into districts, Iowa bankers were interested in
preventing the State from being split into several parts.
The Council of Administration of the Iowa Bankers Asso-
ciation voted on January 9, 1914, to take up with the organ-
ization committee the question of having the entire State
placed in the Chicago district. A large committee of Iowa
bankers met with the committee on January 19th.¢™ The
division of the country into districts, which resulted in plac-
ing the entire State of Iowa in the seventh district, with
headquarters at Chicago, was an arrangement very satis-
factory to the Iowa banks.

Provision was made for the establishment of branches of
the Federal reserve banks to serve localities inconveniently
located with regard to the bank of their district. Twenty-
one branches of the twelve Federal reserve banks had been
established by March 1, 1920.4"¢ The fact that no such
branches have been established to serve Iowa banks is evi-
dence that Chicago has proved sufficiently convenient.
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MEMBERSHIP IN THE SYSTEM

Membership in‘the Federal reserve system was made com-
pulsory for all national banks and optional for the State
chartered banks. Sixty days were allowed the national
banks in which to signify their intention of joining; State
banks were allowed the privilege of entering at any time.
In spite of the earlier threats of withdrawal from the na-
tional system, all but seventeen of the national banks of the
entire country had signified their acceptance of the system
by the end of the sixty day limit.#’”® State banks, on the
other hand, were almost as unanimous in staying out
of the system. Up to June 21, 1917, when some important
amendments to the law were passed, only fifty-three State
banks and trust companies in the United States had become
members.*™®

The provisions of the Federal Reserve Act regarding
State bank membership required the banks to conform to the
capital requirements of national banks, to observe the limi-
tation on loans to a single individual or firm of ten per cent
of the capital and surplus of the bank, to meet the same
reserve requirements as national banks, and to be subject
to examination and supervision of the Federal Reserve
Board.*” In the amendments which have since been en-
acted, particularly those of June 21, 1917, changes have
been made in certain general features of the act and in the
sections relating especially to State bank membership which
make the system more attractive to State banks.

The important changes made in the system in June, 1917,
were, first, the lowering of the reserve requirements for all
member banks, the cash-in-bank reserve being left entirely
at the option of the banker. The amount to be held on de-
posit in the Federal Reserve Bank was fixed at thirteen per
cent of the demand deposits and three per cent of the time
deposits for banks in a central reserve city. Banks situated
in reserve cities must have on reserve, with the Federal
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Reserve Bank, ten per cent of the demand deposits and
three per cent of the time deposits. At present banks in
four Iowa cities come under this provision.*”® Banks in all
other cities or towns of the State were required to keep
reserves of seven per cent of their demand deposits and
three per cent of their time deposits.

In the second place, the State bank members were given
certain new special privileges. They were given the oppor-
tunity of withdrawing from membership at any time upon
six months written notice to the Federal Reserve Board.
State banks were permitted to become members of the sys-
tem and still loan to one individual or firm an amount above
the ten per cent of capital and surplus which was the maxi-
mum for national bank members. Butin case any borrower
owed a member State bank in excess of the ten per cent, his
paper was made ineligible for rediscount. Provision was
also made whereby the examinations made by State author-
ities might be accepted in lieu of examinations made by the
examiners approved by the Federal Reserve Board. The
number of reports of condition and of payment of dividends
required from State bank members was fixed at not less
than three each year.t™

State banks in Iowa were barred from the opportunity
of becoming members of the system during the first year of
operation. Auditor John L. Bleakly stated that he had
many inquiries at the outset from State banks desiring
membership, but his ruling was that the permission could
not be granted until the legislature changed the Iowa laws
to permit banks to hold stock in other banks.®® At the 1915
session of the legislature, State banks, savings banks, and
trust companies were granted the right to subscribe for
stock of the Federal Reserve Bank, upon an affirmative vote
of fifty-one per cent of their stockholders.*®* Although the
way was thus cleared as soon as possible for State banks to
join the system, only one State chartered bank in Iowa, the
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Bankers Loan and Trust Company of Sioux City, was a
member of the Federal reserve system by the end of the
year 1916,482

ATTITUDE OF IOWA BANKERS

The explanation of the failure of State banks to join the
system lies partly in defects of the law during the early
years and partly in the attitude of hostility or opposition
shown to the system by national bank members. The posi-
tion of the Iowa Bankers Association can be shown from
the attitude of the 1915 and 1916 conventions. At the 1915
convention Senator John Weeks of Massachusetts, a mem-
ber of the banking and currency committee of the Senate
during the session which passed the Federal reserve law,
addressed the bankers on the general relations of the gov-
ernment to business. Senator Weeks had been one of the
few Republican Senators to vote for the bill; and in the
course of his address he endorsed the Federal reserve sys-
tem in rather luke-warm manner,*s®

A year later the spirit of the convention was one of open
opposition to certain phases of the system. The President
of the Association in his annual address stated that in his
opinion the war alone had prevented a disastrous panic at
the opening of operation of the banks. He advised banks
not members to ‘‘think long and earnestly”’, if they were
considering joining, before deciding affirmatively. He even
went so far as to say: ‘‘I believe I am not suggesting any-
thing out of the way in saying that the State and savings
banks of this State, should they ever desire or feel that they
should belong to the Federal Reserve Bank, would find it a
great mistake and calamity to them.’’4%¢

F. Howard Hooke, editor of the Financial Age of New
York City, addressed the same session of the Association.
He asserted that the Federal Reserve Act as it stood on
the statute books ‘‘is fundamentally unsound, structurally

14
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wrong and impracticable in its operation.”” One of his
arguments, which might be expected to be particularly effec-
tive in discouraging State bank membership, was the cost
of the system to the member banks. ‘‘It cost the bankers
and indirectly the people $1,700,000 to operate the Federal
Reserve Banks last year, and with increasing activities the
Lord only knows what it will cost in subsequent years’’, was
one of Mr. Hooke’s statements.*%®

In view of the subsequent record under increasing activ-
ities these objections furnish interesting reading. In 1918
the gross earnings of the entire system were $67,584,417,
and net earnings were $55,446,979. The net earnings of
the Federal Reserve Bank of Chicago were $6,805,081—
equivalent to about sixty-one per cent of the paid-up capital
as of December 31, 1918. After paying dividends of
$603,602 there remained $3,100,223 to transfer to the surplus
fund and an equal amount to turn over to the government
as a franchise tax, in accordance with the plan for division
of earnings above the six per cent cumulative dividend
allowed the member banks. In 1919 the net earnings of the
Federal Reserve Bank of Chicago were $8,576,204. The net
earnings for the entire system in 1920 were 158.4 per cent
of the capital stock.*®®

Some support for the Federal reserve system was brought
out in the discussion of a resolution to the effect that the
Iowa Bankers Association favored the abolition of the
Comptroller’s office. The resolution was finally tabled.¢’
On the whole, however, the attitude toward the new system
during the first two years of its existence, as shown by the
Towa Bankers Association, was either one of indifference
or opposition.

The outbreak of the war and the amendments of June,
1917, were responsible for a marked change in the member-
ship of State institutions. The removal of obstacles in the
way of State bank membership came at a time when the
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requirements of financing the war made evident the need
for cooperation. Patriotism was coupled with a desire on
the part of banks to strengthen their own position for the
great effort of war financing. President Wilson urged upon
the banks the need for strengthening the resources of the
Federal reserve system. He stated that the financial power
of the country would depend largely ‘‘upon the strength and
staying powers of the Federal reserve banks’’. Eligible
State banks were urged to consider the question of member-
ship in the Federal reserve system as.a ‘‘solemn obliga-
tion’?, 488

Towa’s response to this appeal is noteworthy. By the end
of 1918 seventy-seven State banks were members. Among
these were included some of the larger State banks, notably
the American Commercial Savings Bank of Davenport with
resources of fourteen and one-half million dollars.**®

By 1918 there was a complete reversal of attitude by the
Jowa Bankers Association. The members of the Associa-
tion gathered in convention at Dubuque on June 19th and
20th when the war situation was not encouraging. The
thought of the hour was centered upon winning the war, and
as bankers the members of the Association sought to carry
their share of the burden. Praise for the part played by
the Federal reserve banks in handling the financial prob-
lems of the war was frank and generous. C. A. Hinsch,
President of the American Bankers Association, stated in
the course of his address, that: ‘‘The Federal Reserve Actis
the greatest piece of constructive legislation ever enacted
by our Government and it is very fortunate indeed that we
were able to place this great system in operation before en-
tering the world war. . . . All eligible State Banks
should join the system. It is inconceivable that the Na-
tional Banks alone would be expected or permitted to insure
the financial stability of the country unaided by the eligible
State Banks.’”’ J. B. McDougal, Governor of the Federal
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Reserve Bank of Chicago, also strongly urged State banks
to join. He expressed the opinion that the attitnde of in-
difference and criticism at first shown by members had
changed. President-elect J. H. Ingwersen endorsed every
statement made by Governor McDougal and urged the need
of a unified system of banking.

Official endorsement of the Federal reserve system was
given by the Iowa Bankers Association in a resolution which
reads as follows:

Whereas, the Federal Reserve System has proven a tower of
strength to the Nation, and to our allies in financing the activities
of war and in stabilizing and protecting the business interests of
the country:

Therefore, Be It Resolved, That we, the Iowa Bankers, in Con-
vention assembled, endorse the Federal Reserve System and recom-
mend that State Banks give careful and favorable consideration to
the privilege they have of becoming members of the system, both
for the advantages they will gain and as a patriotic duty to aid
the Government to mobilize the financial resources of the Nation
for the successful prosecution of the War.**®
- The good will of the Iowa Bankers Association toward the
Federal reserve banks has been repeatedly manifested in
succeeding years. Governor W. P. G. Harding of the Fed-
eral Reserve Board has twice been welcomed as a conven-
tion speaker and the officers of the Federal Reserve Bank
of Chicago have also addressed the Iowa bankers at the an-
nual convention. In November, 1920, the Association pro-
moted a series of farmer-banker conferences at which the
officials of the Reserve Bank were the principal speakers.
At the annual convention earlier in the same year a per-
manent Federal Reserve Committee was created whose duty
is to present to the officers of the Federal Reserve Bank
matters affecting the members of the Association and to co-
operate with them in securing needed changes in the law
or its administration.*!
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SERVICE IN THE CRISIS OF 1920

The signing of the armistice did not terminate immedi-
ately the necessity for government financing. Moreover, it
left a heavy problem of credit readjustment. During the
early months of the year 1919 business was somewhat un-
certain and wholesale prices slumped slightly. This was
followed by a post war boom in practically all lines of indus-
try. In Iowa this activity in general business was accom-
panied by land speculation and the flotation of many indus-
trial propositions, few of which gave promise fo a conserva-
tive investor of being ultimately successful. The average
price of land increased $63 per acre during 1919; cases of
re-sale within a few weeks at an advance of from $50 to
$100 per acre were not uncommon during the summer
months. During the same period $200,000,000 of capital
are estimated to have been wasted in wildcat promotion
projects.

During 1919 the Federal Reserve Board hesitated to try
to curb this over-extension of credit by raising the discount
rates of the banks. According to the Governor of the Fed-
eral Reserve Board, the ‘‘principal reason why discount
rates were not increased earlier than they were in 1919 was
on account of Treasury financing.’”” Purchasers of Liberty
bonds had been urged to ‘‘borrow and buy’’ on the promise
of low interest rate on notes secured by government obliga-
tions. By the end of the year 1919 it was felt that the bond
purchasers had been given sufficient assistance. In the
early weeks of 1920, therefore, the Federal reserve discount
rates were increased in the hope of checking further infla-
tion. Rates on commercial paper were advanced from four
and three-fourths per cent to six per cent for the Chicago
district. In the early summer the commercial rate was ad-
vanced to seven per cent. The effect of this was to aid in
checking the expansion of credit and starting a movement
toward liquidation.
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The reports of the State and savings banks in Iowa show
that expansion of credit continued until the spring of 1920.
On April 2nd, the State and savings banks reached the maxi-
mum volume of loans shown by any report to date, the total
being $647,850,601. Compared with the nearest correspond-
ing date in 1919 this was an increase of $168,705,165, repre-
senting an expansion of loans of over thirty-five per cent
during the year. From April to November, 1920, there was
a decline of $7,814,576 in loans. In the meantime deposits
had fallen from $705,487,819 to $620,861,010, a drop of
$83,626,809, or over ten times the reduction which had taken
place in loans. Since that time ligindation has continued,
loans on March 22, 1921, being $616,993,214, or $30,857,386,
below the corresponding date in 1920 at which time they
had stood at the maximum. Deposits still continued to de-
cline more rapidly than loans, but after November the
liquidation of the two proceeded at a more nearly equal rate.
On March 22nd the deposits were $586,079,164, this being
$119,408,654 below the high mark of one year earlier.

To meet such an unusual demand by depositors the banks
were compelled to increase materially their bills payable
and rediscounts. On April 2, 1920, this item in the con-
solidated statement was $36,776,367, which was slightly
more than double what it had been a year earlier. This
figure mounted rapidly during 1920, reaching a maximum
of $80,143,951 on December 31st. The March, 1921, state-
ment shows that the banks had somewhat improved their
position in this respect. The average percentage of reserve
in all State and savings banks was 16.7 per cent on April 2,
1920, 12.5 per cent on November 3rd, and 13.4 per cent on
March 22, 1921. Taken as a whole, therefore, the reserve
position of the banks was fairly well sustained, a thing
which would seemingly have been quite impossible without
liberal resort to rediscounting operations.

The data given are for State and savings banks, of which
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only 80 out of over 1300 were members of the Federal re-
serve system. Data for the national banks covering the
same period are not available to the writer, but data con-
cerning total rediscounts with the Federal reserve bank
indicate that somewhat similar results would be shown by
including them. Since all of the national banks are mem-
bers of the Federal reserve system, it was to them that the
rediscount privilege proved of most direct benefit. But
the rediscounts secured by Iowa banks from their corre-
spondents in Chicago, New York, and other financial cen-
ters, were practically all made with members of the Federal
reserve system. They made these advances much more
freely because they were able to look to the Federal reserve
bank in their district for assistance. Indirectly, therefore,
the non-member banks were securing help from the Federal
reserve system.

The direct service of the Federal Reserve Bank of Chi-
cago in rediscounting paper for Iowa banks is shown by
data of the rediscounts on representative dates. During
the months following the war when war borrowing was still
the dominant reason for advances by the Federal reserve
banks, the loans to Iowa member banks by the Federal Re-
serve Bank of Chicago reached a high point in May, 1919,
of only $32,000,000. A year later the figure was $65,000,000.
During the summer of 1920 the amount was reduced some-
what; but in the fall it mounted steadily, reaching $91,000,-
000 in November, 1920, and $97,000,000 in January, 1921.
On April 8, 1921, it was reported that of the 457 Towa mem-
bers of the Federal reserve system 375 banks were borrow-
ing. The records on that date showed outstanding loans
by the Federal Reserve Bank with Iowa banks of $75,000,-
000. The basic line for the Iowa banks was then $36,000,-
000; the excess was, therefore, more than one hundred per
cent. Three hundred and twelve of the borrowing banks
were reported to be over their basic loaning line, some of
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them as much as fifteen timnes. By an amendment of the
Federal Reserve Act of April 13, 1920, the Federal reserve
banks were authorized with the approval of the Board to
establish graduated rates of discount. These progressive
rates could be assessed only against amounts discounted in
excess of the basic line. Four of the Federal reserve banks
applied these super-rates, but the Chicago bank maintained
uniform rates on all rediscounts.

In spite of these large rediscounts by Iowa banks, the
idea has persisted that the reserve system has not served
the needs of the farmer. In order to promote a better
mutual understanding between the farmers, the Iowa bank-
ers, and the officials of the Federal Reserve Bank of Chicago,
four farmer-banker conferences were arranged by the Fed-
eral Reserve Committee of the Iowa Bankers Association.
These conferences were held in different sections of the
State during November, 1920. Executive officers of the
Federal Reserve Bank of Chicago attended each of these
conferences. In the estimation of the committee, they
‘‘served immeasurably in bridging a difficult situation; be-
cause they not only corrected the viewpoint of the farmer,
but also the officials of the Federal Reserve Bank on just
the circumstances under which the Iowa banker was work-
ing.”’

In the spring of 1921 the officials of the Federal Reserve
Bank appeared anxious to press liquidation somewhat more
rapidly. But at that time further liquidation appeared to
the Iowa bankers to be quite impracticable. A conference
was, therefore, held on April 8th in Chicago by L. A. An-
drew, President of the Jowa Bankers Association, and M.
V. Henderson, Jr., State Superintendent of Banking, with
the executive officers of the Federal Reserve Bank. The
result of the conference was an understanding that con-
servatively managed Iowa banks would be granted the
credit absolutely needed. Unsound practices were to be
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severely censured. Mr. Andrew expressed himself in his
report on the conference as surprised at the extent to which
the Federal Reserve Board had gone to take care of the
Towa situation.*®?

ADVANTAGES AND DISADVANTAGHS OF STATE BANK
MEMBERSHIP

One of the advantages that membership in the Federal
reserve system brings to the State banks of Iowa is lower
reserve requirements. Under the Iowa law State and sav-
ings banks located in towns of less than 3000 population
must keep a cash reserve of fifteen per cent of their sight
and demand deposits and eight per cent of the savings de-
posits and certificates of indebtedness. For towns above
3000 population the proportions are twenty and eight per
cent respectively. Of this reserve, eighty-five per cent may
be kept in other banks under State or national law.

By an amendment to the State law in 1919 State bank
members of the Federal reserve system were permitted to
conform their reserve requirements to those of the national
bank members.®®® The reserve requirement for the Fed-
eral reserve system is seven per cent of the demand and
three per cent of the time deposits for all the banks of Iowa
with the exception of those banks located in the reserve
cities of Cedar Rapids, Des Moines, Dubuque, and Sioux
City, in which the percentages are ten per cent on the de-
mand deposits and three per cent for time deposits. All
of this prescribed reserve must be kept in the Flederal Re-
serve Bank at Chicago. Moreover, this reserve balance
need not be inactive, but may be drawn against in precisely
the same manner as a balance with any correspondent. The
average daily balance over a weekly or semi-monthly period,
however, must equal an amount representing the percent-
ages applicable to the bank in question. The cash-in-bank
reserve of the member banks is left optional with them.
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If the percentage of cash which the Iowa law requires a
bank to keep on hand represents an adequate supply, mem-
bership in the Federal reserve system would reduce by one-
half the legal reserves of Iowa banks. The concentration
of reserves in the Federal reserve banks makes possible
this reduction in reserves with a gain in strength for the
system as a whole.

A second advantage is the rediscount privilege which is
open only to member banks. The degree to which State
banks will value this opportunity depends on the demand
for loans in their communities and the amount of eligible
paper which they carry. Even a non-borrowing bank can
conduet its business with greater confidence if it knows that
assistance will be available when necessary. Prior to the
passage of the Federal Reserve Act it was regarded as a
sign of weakness for a bank to rediscount paper but this is
no longer the case. The officers of a savings bank member
of the system in the writer’s native town bank testify to the
value of the rediscount privilege during seasons of excep-
tional demand on the country bank for loans. Bankers gen-
erally are finding a larger proportion of paper eligible for
rediscount than they thought would be the case. During
the year 1918 three hundred and thirty-three Iowa banks
rediscounted $385,191,839 worth of paper. This shows that
at least three-fourths of the Iowa member banks had found
this privilege valuable even before the period of crisis.**

"A third advantage which State and savings banks may
gain from the Federal reserve system is the right to par-
ticipate in the clearing and collection system inaugurated
by the Federal Reserve Board. The framers of the Fed-
eral Reserve Act had in mind the possibility of applying the
principle of the city clearing house to & nation-wide system.
This feature was not put into operation, however, when the
Federal reserve banks were established in 1914; but after
some experience with a ‘‘voluntary’’ system during 1915
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and 1916 a country-wide system of clearing checks was made
effective on July 15, 1916. Member banks were not re-
quired to use the facilities of the clearing plan, but they
were required to remit without deduction for checks on
themselves sent for collection by the Federal reserve banks.
By an amendment passed on June 21, 1917, non-member
banks or trust companies, which would maintain a clearing
account with the Federal Reserve Bank, were allowed to
participate in the clearing system.*°® The cost of operating
the clearing system was at first borne by the banks using
its facilities; but beginning with July 1, 1918, all service
charges were abolished.

With these extensions of the service and elimination of
expense the volume of clearings materially increased. The
average number of items handled daily by all of the Fed-
eral reserve banks in 1917 was approximately 276,000; dur-
ing the period from October 15th to November 15, 1918, the
daily average was 828,000. The Federal reserve banks at
present receive at par, from member and clearing member
banks, checks on all member banks and other banks whose
checks can be collected at par. By means of the gold-set-
tlement fund at Washington, inter-district clearings are
also affected. In this way member banks have exchange
facilities throughout the entire country and are enabled to
keep smaller balances with correspondent banks at various
points.

For some time the service of the clearing system was
hampered by the lack of codperation on the part of non-
member banks. Checks on banks making exchange or col-
lection charges could not be cleared or collected through
Federal reserve banks. This clearing system will not,
therefore, be able to function fully until checks on every
bank in the country can be collected at par. By the end of
1918 all of the banks in the Boston and New York districts
were on the par list. In the Chicago district there were
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1334 member banks and 2392 non-member banks on the par
list as of December 15, 1918, Non-member banks not re-
mitting at par numbered 1805. In order to reduce the num-
ber of banks in the latter class, personal representatives of
the Federal Reserve Bank of Chicago visited the non-par
banks of the district during 1919. In Iowa they were so
successful in reducing the number of non-par banks that
before January 1, 1920, the entire State was listed as par
territory. Non-member banks have not found it of real
advantage to maintain a clearing account, and in fact only
a very few in the seventh district do so at present.

The reason for the refusal of some banks to remit at par
was that they would lose thereby the profit which they had
been accustomed to receive from their exchange charges.
They have argued in the past that these charges were based
on what it would cost them if they were to ship currency.
To combat this argument the Federal reserve banks agreed,
after October 1, 1918, to absorb the cost of postage, express-
age, insurance, and other expenses when shipments of cur-
rency are needed. Stamped letters are also enclosed with
collection letters for return remittances. With the facil-
ities for making remittances furnished at present by the
Federal reserve banks, there seems to be no longer any
valid argunment for a bank refusing to remit on its checks
at par.

The exchange charging banks, nevertheless, have stren-
uously opposed the efforts of the Federal reserve banks to
establish a universal system of par collections. @ When
banks refused to remit for their checks without deduction
for exchange, the Federal reserve banks arranged to collect
their checks directly through an agent. On January 21,
1920, the Federal Reserve Bank of Chicago reported that
seven Iowa banks were being collected through the express
company and two through agents. The opposition of some
Towa bankers has been very decided, but on the whole such



FEDERAL RESERVE SYSTEM IN IOWA 221

opposition has not equalled that of other sections of the
counfry. It appears that the competition among bankers
had already largely eliminated the practice of charging
exchange.

In response to the protest from State chartered banks, the
legislative committee of the Jowa Bankers Association took
up the matter in the fall of 1919. It was found that only
about 224 banks were not paying their checks at par when
presented by the Federal Reserve Bank. In order to give
the bankers who were opposed to par remittance an oppor-
tunity for organized opposition to the action of the Federal
Reserve Board, a letter was sent by the committee suggest-
ing that a meeting be called for this purpose. Only seventy-
nine answers were received, and of those replying forty-
eight stated that they would try to attend such a meeting if
called. Owing to this very apparent lack of interest the
committee concluded that it was not justified in calling the:
meeting. Nevertheless three State bankers attended a na-
tional conference in Washington early in May, 1920, called
by the National and State Bankers Protective Association.
The purpose of this conference was to bring the matter
before Congress in an effort to secure protective legislation.
No immediate results were secured.

In addition to individual checks, collection items, clearing-
house notes and bills and miscellaneous drafts are also
handled for the banks. These were subject to a service
charge of ten cents per item until July 1, 1918, when the
Chicago Reserve Bank suspended the service charge in
order to stimulate interest in this feature of the collection
system. During the six months ending December 31, 1918,
the Bank handled an average of twenty-two items of this
class per day for the Iowa banks.*¢

Further advantages of membership to State banks are
that the capital stock is a tax-free, six per cent investment;
membership adds prestige; and government deposits, with
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the exception of postal savings deposits, are made in normal
times only in member banks.*®?

Disadvantages of State bank membership have practically
all been eliminated by amendments to the act since 1914.
The right of State banks to withdraw upon six months writ-
ten notice has been definitely established. State banks are
allowed to retain full statutory or charter rights as State
banks or trust companies, even to the extent of being re-
leased from restrictions of section eight of the Clayton Act,
which relates to joint directorship.*®® They may carry loans
for a single individual which would be ‘‘excessive’’ for a
national bank member, the only restrictions being the State
law and the prohibition on the right to rediscount that indi-
vidual’s paper with the Federal Reserve Bank.

State bankers frequently object to becoming members of
the Federal reserve system because they would lose thereby
the interest on their reserve account. City banks have cas-
tomarily allowed their country correspondents a low rate
of interest on the average balance carried. The Federal
reserve banks, on the other hand, do not pay any interest
on balances kept with them. If they should pay interest,
they would be obliged to keep a large proportion of their
funds employed in productive investments. This would im-
pair their strength as reserve institutions and force them
into competition with member banks. The large earnings
of the Federal reserve banks in 1918, 1919, and 1920 have
been responsible for a renewal of the agitation for interest
on reserve balances, but no change has been made. Lower
reserve requirements offset in some degree the loss of in-
terest; nevertheless, this objection has had considerable
weight with most country bankers.

Moreover, there are certain services which the city cor-
respondent renders to the country banker which the Federal
reserve banks are not in a position to duplicate. Many Iowa
bankers have manifested an unwillingness to transfer their
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reserve account away from established connections and in
80 doing break up valuable business relationships of long
standing. They realize, too, that many of the advantages
of membership can be secured indirectly through the city
correspondent.

The capital stock requirement is a definite obstacle to
membership in the way of many State banks which might
otherwise join the system. The State bank members are
required to meet the same standards as those prescribed for
national banks. This of itself would bar hundreds of Iowa
banks, especially of the savings bank group, from entering.

NEW POWERS GRANTED TO NATIONAL BANKS

The extension to the State chartered banks of the rights
and privileges of membership in the Federal reserve system
necessitated modifications in the direction of greater free-
dom and scope for the national banks. Note issue is a much
less valuable privilege, since the Federal reserve banks will
probably supply all of the need for further expansion of
bank notes. More liberal provisions as to maximum loans
to an individual, real estate loans, trust company powers,
and savings deposit business were needed in the national
banking law, if the national banks were to find it advan-
tageous to retain their national charters and new banks
were to incorporate under the national banking law.

Since the State bank members can not rediscount paper
of an individual whose borrowings aggregate over ten per
cent of the capital and surplus of the bank, it was not
deemed necessary to make any change in this feature of the
national banking law. In regard to the loans on real estate,
the act as amended on September 7, 1916, provides that na-
tional banks may loan on improved and unencumbered farm
land within its Federal reserve district, or within one hun-
dred miles of the bank irrespective of district lines. The
limit of the loan was placed at one-half the value of the land,



224 HISTORY OF BANKING IN IOWA

and the time limit at not over five years. On real estate as
distinguished from farm land the distance limit is one hun-
dred miles, the time limit one year, and the value limit is
again fifty per cent. The maximum amount of such loans
by any bank is fixed at twenty-five per cent of its capital
and surplus or one-third of its time deposits.**®

Trust company powers were valuable privileges which
had been extended to all State chartered banks by the Gen-
eral Assembly of Iowa in 1913. Among the powers con-
ferred upon the Federal Reserve Board by the Federal
Reserve Act is the authority to ‘‘grant by special permit to
national banks applying therefor, when not in contravention
of State or local law, the right to act as trustee, executor,
administrator, or registrar of stocks and bonds under such
rules and regulations as the said board may prescribe.’’*®

In 1915 the General Assembly of Iowa granted authority
to any national bank, when authorized by the United States
law, to act in a fiduciary capacity and to carry on a safe
deposit business.®! By this act trust companies, State,
savings, and national banks were all placed on an equality
in their trust company powers. The validity of the Federal
act granting powers to the national banks was challenged in
two or more States, where suits were instituted to test its
constitutionality.? On June 11, 1917, the United States
Supreme Court handed down a decision reversing the de-
cision of the Michigan court in the case of Bank v. Fellows.
By this decision the Supreme Court sustained the right of
Congress to grant to national banks the trust company
powers enumerated in Section 11 (k) of the Federal Re-
serve Act. Moreover it recognized the right of Congress to
modify the law so as to enable national banks to meet the
competition of State chartered banks,%2

The policy of the Federal Reserve Board regarding the
granting of trust company powers has been very conserva-
tive. Permits are granted only after careful examination of
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the fitness of the bank to exercise fiduciary funetions. By
the end of 1917, thirty-four national banks in Iowa had been
granted permits to exercise trust company powers; five
more were added to the list in 1918, fifteen in 1919, and
eleven in 1920,%¢

In order to clear up doubt as to the authority of the
Board to bring about a more thorough codrdination of
banking powers as between State and Federal institutions,
an amendment was passed on September 26, 1918, to Sec-
tion 11 (k) of the act, enlarging the fiduciary power which
may be granted to national banks so as to include authority
to act ‘‘as guardian of estates, assignee, receiver, committee
of estates of lunatics, or in any other fiduciary capacity in
which State banks, trust companies, or other corporations,
which come into competition with national banks, are per-
mitted to act under the laws of the State in which the na-
tional bank is located. 508

Savings accounts in national banks were encouraged by
the lowering of reserve requirements against this class of
deposits. By the terms of the act in 1913 a reserve of five
per cent only was required against time deposits. The defi-
nition of this class of deposits was that ‘‘time deposits shall
comprise all deposits payable after thirty days, all savings
accounts and certificates of deposit which are subject to not
less than thirty days’ notice before payment’’. Postal sav-
ings deposits were included in this class in 1917 and the
required reserve reduced to three per cent.®*® Legitimate
savings business is now more profitable for national banks
than formerly. Coupled with the lower reserve require-
ment is the right to invest one-third of all time deposits in
approved loans secured by real estate. The national banks
were given the additional power by the Federal Reserve
Act, when located in towns having a population of 5000 or
less, to act as insurance agent or as agent for real estate
loans.%?

15
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INFLUENCE ON IOWA BANKING

The result of the changes brought about by the Federal
reserve system in Iowa is to eliminate many of the differ-
ences between commercial banks of whatever name. In so
far as a banking institution engages primarily in a savings
bank business, or an investment business, or in the exercise
of trust company powers, it will be outside the range of
banks affected by the Federal reserve system. The com-
mercial banks of the State have been unified in funetion and
method. Not only member banks but non-member banks
have been affected, especially through the operations of the
Federal reserve clearing system. Moreover, in the matter
of rediscounts and borrowings the non-member bank also
feels the influence of the new banks. The Federal reserve
system provides a market for commercial paper. Through
the city correspondent, who is a member of the system, the
country banker may share the rediscount privilege. The
published discount rates of the Federal reserve banks have
brought about a greater degree of uniformity in discount
rates.

The introduction of trade and bank acceptances will do
much to modify banking practice. In 1913 national banks
were granted the right to accept drafts or bills of exchange
drawn upon them, having not more than six months to run.
At that time bank acceptances were limited to bills of ex-
change based upon the importation or exportation of goods,
but by subsequent amendment bills or drafts growing out of
domestic transactions were also included. In 1919 the State,
savings banks, and trust companies of Iowa were also au-
thorized to accept drafts. Federal reserve banks may
rediscount these bankers’ acceptances or purchase the same
in the open market. The banker’s acceptance has long been
a familiar credit instrument in Europe, but it was little used
in America until the establishment of the Federal reserve
system.%8



FEDERAL RESERVE SYSTEM IN IOWA 227

Financial leadership of the Federal reserve system and
its unifying influence upon the banking machinery of the
country has been shown in the way the emergency of war
financing has been met. When the Federal Reserve Act was
passed it superseded the temporary Aldrich-Vreeland Act
which was to expire by limitation on June 30, 1914. The
framers of the Federal Reserve Act, however, not wishing
to leave the banks without the possibility of issuing emer-
gency currency in case the new act was not in readiness for
operation by June 30th, reénacted certain of its provisions
and extended them one year.’®® Fortunate indeed was it
that this precaution was taken, although few of its sponsors
could have foreseen the emergency that was to make it use-
ful. The outbreak of the World War in Europe came just
at the time when the Federal reserve system was being or-
ganized. In the strain of the readjustment of international
finance heavy demands were made on the banks of the coun-
try. The emergency currency authorized under the Aldrich-
Vreeland Act filled the gap until the Federal reserve banks
could be put into operation.

The Aldrich-Vreeland Act as amended, provided for the
formation of national currency associations. In Iowa such
an association was formed and issued to the national banks
of the State over $3,000,000 of currency early in the fall of
1914. This was especially needed in counties where the live
stock quarantine, due to the foot and mouth disease, was
enforced.5!?

On November 16, 1914, the Federal reserve banks began
actual operations. They were organized too late to assist
in meeting the first shock of the European war but the Fed-
eral Reserve Board had been appointed earlier and had
assumed a position of leadership in the first stages of finan-
cial readjustment. As the months passed and war between
the United States and Germany seemed imminent, the Board
directed the policy of the Federal reserve system so that it
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might be prepared to meet the financial problems of the war.
When the United States finally entered the war in April,
1917, the Federal reserve banks were in excellent condition
with vast stores of gold and surplus reserves with which
to extend credit wherever needed.

The new functions performed by the Federal reserve
banks during the war brought them into intimate contact
with all the banks in their districts. As a means of adver-
tising the services of the Federal reserve system, the war
accomplished in a few months what would normally have
taken years. It would seem that the system has so amply
justified its place as the centralizing factor in American
banking as to warrant all eligible State banks in entering.



X1

BUILDING AND LOAN ASSOCIATIONS

The Code of 1897 defines institutions treated under the
general title of ‘Building and Loan Associations’’ as, ‘‘cor-
porations organized for the purpose of furnishing money to
their members upon sufficient security’’. As implied by this
definition the purpose of building and loan associations is
primarily to serve the borrower, usually a home builder or
purchaser. They are allowed to receive deposits but must
issue shares of stock for the same. Borrowers are also re-
quired to take out shares having a maturity value equal to
the amount of the loan. This being the case, building and
loan associations are strictly . codperative institutions.
Technically they are not banks, being prohibited by statute
from transacting a banking business. They are, however,
important and successful financial institutions, supplement-
ing and being closely connected with banking activities,
under special State regulation which makes it necessary to
give them some consideration in this study.5!?

ORIGIN AND GROWTH OF THE BUILDING AND LOAN MOVEMENT

Building and loan and savings and loan associations ex-
isted in England as early as 1789, the earliest association of
which we have a full account being the Union Building As-
sociation of Greenwich, England, established in January,
1809. Its purpose was to raise funds by monthly subsecrip-
tions to be expended in building houses. Each share in this
association represented a house built under the direct super-
vision of the society. When houses were furnished they
were distributed among the members by lot. A member sue-
cessful in the drawing was compelled to give satisfactory
security, continue payments on his share, and pay five per
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oent interest to the society until all had secured homes.5!2

The first association in the United States was organized
at Frankford—then a suburb of Philadelphia, Pennsylva-
nia, but now incorporated in the city—on January 3, 1831,
under the name of the ‘‘Oxford Provident Building Associa-
tion’’. It followed the English models in general principles,
and its organization was probably due to the efforts of
English workmen. A few years later associations were
formed in Brooklyn and Baltimore. Soon they spread
somewhat generally throughout the country. In Massachu-
setts the building and loan associations are known as co-
operative banks; in Louisiana they are called homestead
associations.

The first comprehensive report of the development of the
movement in the United States made by the Department of
Labor in 1893, shows that the period of most rapid growth
in number of associations was during the decade 1880-1890.
The total number of associations in 1893 was 5838. This
number increased slightly in the following years, being 5975
in 1896. Then followed a period of steady decrease in num-
bers, the total at the time of the next report in 1903 being
5350. This was accompanied by a decline also in total assets
from $651,544,641 in 1896 to $599,550,855 in 1903. The years
since 1903 have witnessed a slow growth in the number of
associations but a remarkable increase in financial impor-
tance.®’? In 1918 the total assets of the 7484 associations in
America were $1,898,344,346, while the members numbered
4,011,401. In number of members and total assets of asso-
ofations, Pennsylvania and Ohio are well in the lead of the
other States, followed by New Jersey, Massachusetts, Illi-
nois, New York, and Indiana. Iowa ranked nineteenth in
1918, but there was a decided difference between the leading
States and those rating near Iowa in the list. Ohio had 723
~ associations with assets of $359,559,538; while Iowa had
only 57 associations with assets of $12,385,755.51¢
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No legislation concerning building and loan associations
was enacted in Iowa until 1872, and the law at that time
merely authorized the incorporation of codperative and
mutual loan associations and permitted them to carry on
their business under the general incorporation law. The
usury law was held not to apply to the cost of loans made by
the associations, which might include premiums and fines;
but they were limited for current expenses to ten per cent of
the earnings. The remainder of the earnings must be placed
to the credit of shareholders. No reports were called for or
further supervision provided.®?® This statute remained as
the only legislative provision until 1896 when comprehen-
sive regulations were enacted and all such associations were
required to report annually to the State Auditor.®’® Be-
ginning with 1897, therefore, the official records are com-
plete; while for the period before that time continuous
statistics can not be secured. Meantime, the greatest de-
velopment of the movement had taken place. The Auditor’s
report in 1897 listed 117 associations—the largest number
that has ever been reported.®!?

According to a study published by the United States Com-
missioner of Labor in 1893 the oldest association then in
existence in Jowa was the Perpetual Building Association
of Clinton, which was organized on January 1, 1870. The
second oldest was the Keokuk Loan and Building Associa-
tion, the date of its organization being March, 1872. This
association still continues under the same name and is the
oldest Towa association now in existence. The Perpetual
and two other Clinton associations formed in 1873 have
since been discontinued, leaving as the second oldest the
Perpetual Savings and Loan Association of Cedar Rapids
founded on January 19, 1875, which in 1918 was also the
largest association in Iowa.%®

By 1893 eighty-nine associations were in operation in
Jowa. Two of these had been formed before 1873; nine, in
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the five years following; twelve, from 1879 to 1882; twenty-
four, in the next five years; and forty-two, from 1888 to
1893.51* Comparing these statistics with the Auditor’s fig-
ures three years later, it is evident that the period of great-
est growth occurred in the late eighties and early nineties.
Table IX shows the steady decline in number of associa-
tions after the law placed them under the Auditor’s super-
vision in 1896.

TasLe IX
NuMBER oF BUILDING AND LOAN ASSOCIATIONS IN Jowa,
1896-1918¢3°
Ymam |[Torar Nuusez Dousstic-Loocar Dounsric Fomzmion
1806 17 87 20 1
1808 108 70 28 1
1000 88 63 24 1
1002 72 85 17
1904 60 52 8
1005 87 4 11
1007 4 43 5
1909 40 45 4
1011 47 Y] 1
1013 80 50
1015 50 80
1917 54 84
. 1018 87 57

The numbers given are those reporting to the Auditor as
of December 31st in each year. The total assets of the 117
associations in 1896 were $12,565,465. With the decline of
numbers fhe assets also declined to $5,656,569 in 1902.
Thereafter for ten years the Auditor’s reports do not give
a record of the total assets. In 1913 the total had recovered
to $7,367,344 in spite of the further decline in number of
associations. By the end of 1918 the number of associations
had increased only seven, but the total assets had grown to
$12,385,755, or almost seventy per cent in five years.
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TYPES OF AS880CIATIONS

Two general types of associations have been distinguished
—Ilocal and national. Their business has been conducted
under substantially similar methods, but the field of opera-
tion is far different. The local association confines its busi-
ness to a small community, usually the city or county in
which it is located ; the national association is ready to make
its loans on property anywhere or sell its shares to anyone
without regard to his residence. Numerically and finan-
cially the local associations have always been far more im-
portant. In 1893, when the United States Commissioner of
Labor made the first comprehensive report on building and
loan associations covering the entire country, 5598 local
associations were reported, as compared to 240 national or-
ganizations. The average size of the national associations
was considerably greater, the average number of share-
holders per association being 1637.1 as compared to 244.5
per local association.®*

The leaders of the building and loan association move-
ment have always insisted that the proper field of opera-
tions is a strictly local one. Judge Seymour Dexter, an
authority on the subject, stated his views in an address
before the annual meeting of the United States League of
Local Building and Loan Associations held at Cleveland in
1895 as follows:

In my own thoughts and ideas, the building and loan association
is a local institution, and the prineiples on which it is founded do
not admit of unlimited extension. The unparalleled success of these
associations in the past has been largely due to the fact that they
were local and neighborhood institutions, and comparatively small
in the aggregation of capital in each. The moment these associa-
tions become extended in the conduet of their business over large
territory, that moment many of the elements of safety involved in
the local association methods are necessarily eliminated, and dan-
gerous ones substituted in their place. They are no longer genuine
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building and loan associations because no longer conducted on the
methods on which these associations have won their success and
grown into fame.

These principles of the true building and loan association,
to which Judge Dexter refers, he set forth in another ad-
dress and included officers willing to serve for the good of
the association ; shareholders in a position to know what the
association is doing and upon what securities their money is
being invested; and shareholders in a position to attend
meetings and vote in person for officers of their own choice.
He held that all these elements are lacking in a national as-
sociation, and into such a field many scheming and dishonest
individuals would enter unless legally restrained.®?2

In the survey made by the Commissioner of Labor in 1893,
Iowa is credited with eighty-one local and eight national
associations. When the present legal classification was
adopted in 1896 three types of association were recognized
by the statutes: domestic-local associations, whose business
is confined to the county wherein is situated the town or city
which is the principal place of business; domestic associa-
tions, which may operate anywhere within the State or in
other States; and foreign associations, which are those in-
corporated under the laws of another State.52*

At the time of the last published report all of the Iowa
associations were of the domestic-local type.5?¢ When the
first annual reports were made to the Auditor in 1897 there
were eighty-seven domestic-local, twenty-nine domestic, and
one foreign association operating in Iowa.®®® Of these the
twenty-nine domestic associations might in practice have
operated as local associations, but undoubtedly many were
of the national type. At about this time the prejudice
against national associations led the various States to enact
stringent restrictions against foreign associations. Ne-
braska claims the honor of being the first State to pass a
law to exclude national associations.®®® This legislation was
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directed principally against Iowa and Minnesota companies
which by their methods had caused Omaha people to lose
confidence in building associations, many of them having
lost money through the national associations. The Iowa
associations centered in Des Moines, and because of their
methods they made the name building and loan ‘‘a by-
word’’ in that city. So true was this statement that Des
Moines was unable to organize a local of the true co-
operative type until 1916.5%"

The Iowa legislation of 1896 was very drastic in re-
stricting the operations of associations of this type. For
some years there was a marked falling off in number and
strength of these institutions, but the movement was puri-
fied and strengthened and is once more growing in strength
and public favor. The special regulations applying to the
foreign associations included a requirement that these as-
sociations deposit with the Auditor of State $100,000 in
bonds or other securities for the protection of resident
shareholders. They were further required to furnish the
Executive Council with a copy of the articles of incorpora-
tion and by-laws, a certified copy of the State laws under
which they were organized, and a report for the preceding
year showing their condition in detail. Foreign associations
were required to allow legal processes to be served by mail
at the home office. Amendments to articles of incorporation
or by-laws must be filed within ten days after adoption.
Fees were much heavier than for the local organizations.
They were required to pay $100 for the application to do
business ; $50 for the certificate of authority and its annual
renewal ; and from $3 to $50, according to assets, for filing
the annual statement. When fees imposed by other States
on Iowa associations exceeded the Iowa fees, the fees in
Iowa were to be increased thereto for associations chartered
in those States. A fee of $25 for the certificate of authority
and each renewal and $10 for filing each annual statement
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was imposed on domestic associations. The only fee im-
posed on domestic-local associations was $5 for filing each
annual statement.®?® In 1900 foreign companies were pro-
hibited from doing business in Iowa unless the laws under
which they were incorporated were in substantial agree-
ment with the Iowa laws and afforded equal protection to
shareholders.’*® These restrictions and public dissatisfac-
tion with their methods drove national associations from
Iowa.

MEMBERSHIP IN ASSOCIATIONS

Any number of persons, not less than five, may now be in-
corporated as a building and loan or savings and loan
association under the general incorporation laws of the
State. The capital named is known as the authorized cap-
ital, and the association is allowed to commence business as
soon as one hundred shares thereof have been subscribed,
provided the other features of the law have been complied
with. Stock is either installment or fully paid. The original
payment on installment stock may be as low as fifty cents;
hence an association may begin business with a very small
amount of paid in capital. Usually the incorporators name
a capital far in excess of the immediate needs of the busi-
ness. For instance, one Waterloo association with assets
of $750,000 has an authorized capital of $15,000,000. The
maximum amount of stock which can be issued to one indi-
vidual is $10,000 par value except that any association hav-
ing assets of more than $1,000,000 may issue to one person
stock not in excess of one per cent of its assets. Since bor-
rowers are limited by the stock they must buy, this limits the
amount of the maximum loan as well as the maximum de-
posit.be°

Members of building and loan associations are of two
classes—depositing members and borrowing members. In
the earlier associations all members expected at some time
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to be borrowers. It is still true that many persons who are
at any given time depositing members expect eventually to
use the association as a source from which to borrow. There
are, however, a considerable number of shareholders who
are strictly depositing members. Building and loan asso-
ciations are mutual or codperative institutions. No stock-
holder receives special returns or carries special responsi-
bility in case of loss. All investors receive shares of stock
rather than certificates of deposit. Shares of depositing
members may be fully paid or bought on the installment
plan. In 1893 about twenty-six per cent of all shareholders
in Iowa associations were borrowers. In the local associa-
tions approximately thirty-four per cent of the members
were borrowers; in the national associations of Iowa only
about fourteen per cent of the members were borrowers.
This points to one weakness of the national type of associa-
tion: it was not devised to serve the borrower, but was pro-
moted rather as an investment proposition. Only a small
proportion of the Jowa members own fully paid stock; on
January 1, 1918, the Iowa associations were liable to mem-
bers for $10,202,639 paid on installment stock, while fully
paid stock was credited with only $463,496.%!

PLANS FOR ISSUING SHARES

Three plans for issuing shares have been used. In the
order of historical development these are the terminating,
the serial, and the permanent (or Dayton) plans. The
earliest associations were composed of groups of men desir-
ous of building homes and did not include those who were
strictly depositing members. Under the terminating plan a
certain limited number of shares were issued. in a single
series. The life of the association was limited to the time
it took the shares to reach their matured value. Persons
entering after the date of the first issue must pay back dues.
Frequently as the shares progressed toward maturity it
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became difficult to get all the money loaned. In some cases
the associations resorted to forced loans. The serious
defects of this plan were: first, the dissolution of the asso-
ciation when the stock matured ; second, the large amount of
back dues which must be paid by a new stockholder; and
third, the necessity of making forced loans. :

The serial plan was then developed to meet these obvious
defects. Under this plan a new series was started at reg-
ular intervals. In this way the association became per-
petual, back dues were made small, and usually there were
no forced loans. Ordinarily the series were conducted sep-
arately, amounting in effect to so many terminating associa-
tions. This proved a cumbersome and in some ways unsatis-
factory method. It made necessary unvaried payments
when frequently a member’s circumstances would change
greatly during the years. He had no inducement to pay
more rapidly, but was fined for delay. In most serial asso-
ciations withdrawal of shares at maturity has been required.
This involves loss of members when the money is needed to
make loans and requires the expensive process of collecting
a larger sum to meet an entire series in one payment.

The next plan in order of development was the perma-
nent, or Dayton plan. This plan was first adopted by the
Mutual Home Association of Dayton, Ohio, in 1875, and
was evolved by Judge A. A. Winters.*? Its main features
are that new members may be admitted at any time without
back dues, and shares may be issued either in installments
of fully paid-up. The permanent plan makes unnecessary
the assessment of fines or penalties for failure to pay the
regular weekly or monthly installments. Experience has
shown that most members exceed the regular rate of pay-
ment. Dividends are computed on the amount each member
has actually paid in, and earnings are credited to the stock-
holders semi-annually. The association may lay aside a
certain percentage of the profits each year as a contingent
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fund or reserve to meet losses.®®® When the dividends have
been computed and placed to a member’s credit he may, if a
non-borrower, withdraw the same under the same conditions
as his cash payments. Dividends on paid-up shares may be
paid to the holder in cash.

In 1893 the division of associations in Iowa according to
the plan of issuing shares showed that of the eighty-nine
associations fifty-nine were serial, twenty-three were per-
manent, and seven were terminating.®®¢ The serial plan is
still used in Iowa, but not extensively.’®® It is worthy of
note that while many associations change from the serial
to the permanent plan, none change from the permanent to
the serial.’s®

DISTRIBUTION OF PROFITS

Profits of building and loan associations come largely
from interest on loans. Formerly the associations added
considerable income from premiums, entrance fees, fines,
withheld profits of withdrawing members, and other sources
which have been largely eliminated in the progressive asso-
ciation. The Iowa law does not specify the manner in which
profits shall be distributed beyond requiring that associa-
tions shall not issue any forms of preferred or guaranty
stock. Fully paid stock, in the certificate of which a maxi-
mum rate of dividend may be named, can be issued upon the
payment by the holder thereof of the par value of such
stock. In no case can the dividend on such a stock exceed
eight per cent or the rate of dividend declared upon the
other stock of the association. The law permits the appor-
tionment of the net earnings quarterly, semi-annually, or
annually.53” The practice of the larger Iowa associations is
to declare dividends semi-annually at the end of June and
December. From the net earnings of a period the directors
first set aside a small percentage of the profits as a contin-
gent fund against losses. The articles of incorporation of
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the Perpetual Savings and Loan Association of Cedar Rap-
ids specify that three per cent of the net earnings shall be
set aside as a contingent fund. The Waterloo Building and
Loan Association sets aside one per cent for such a fund.®*
Dividends on installment stock, whether of a depositing or a
borrowing member, are credited to the stock, thereby aiding
to mature the shares. Where the stock is fully paid the
dividends may be withdrawn in cash.

In order to protect shareholders against the possibility of
profiteering by officers, the Iowa law limits very rigidly the
expenditures for management. A graduated percentage
scale of expenses to assets is fixed, beginning with three per
cent in case the assets are not in excess of $100,000 and
going down to one per cent for associations with assets in
excess of $1,000,000.5%° As a matter of fact the ratio for all
associations at the last report was about one and three-
tenths per cent.**® Even the larger associations have very
modest quarters and pay very moderate salaries. It is the
opinion of the writer that some of these associations could
profitably expend additional amounts for more convenient
and attractive locations. People are so accustomed to see-
ing elaborate buildings for banking and financial institu-
tions that they discount somewhat the importance of an
association that is housed in a back room with some other
business concern. The limitation of expenses has doubtless
been a factor in enabling the associations to pay good divi-
dends. Records available show annual dividends paid by
Towa associations of from six to seven and eight-tenths per
cent, distributed semi-annually.5!

From the report of the Commissioner of Labor in 1893 it
is seen that the total loss through foreclosure of mortgages
during the entire life of the 5440 associations then reporting
was less than $500,000.542 With the added experience and
increased safeguards it is safe to assume that the losses
of the associations in existence at the present time are even
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smaller than they were for those twenty-five years ago. The
experience of many persons in Iowa, however, with badly
managed national associations has prejudiced them against
the safety of building and loan associations. The facts seem
to be that the present local associations are quite as safe as
the savings banks. Officers and directors of banks in some
cities are connected with the associations and have been
influential in promoting them.

WITHDRAWAL OF MEMBERS

In earlier times the withdrawal of members was not per-
mitted by most associations. Failure to complete the pay-
ments forfeited all payments as well as all profits; but
greater liberality was soon demanded, and under the Dayton
or permanent plan of issuing shares this can be readily pro-
vided. The Iowa law prescribes that the terms of with-
drawal must be such that a member will receive a sum not
less than he has paid into the association unless losses have
occurred to the association during the time the withdrawing
member was a shareholder. In case the losses exceed the
profits, or any fund created with which to pay losses, ‘‘the
withdrawing member shall be charged with his propor-
tionate share of the excess of the losses over the profits,
and no more,’’%43

Nothing is said in the State law regarding the disposition
of the accumulated profits of the withdrawing member. The
regulations regarding withdrawals are usually found in the
constitution or by-laws of the association. Some proportion
of the profits on shares is often retained, which serves to
discourage withdrawals. Notice of withdrawal is usually
required, associations reserving the right to ask thirty to
sixty days time before payment. Applications are usually
acted upon in regular order. If sufficient funds are on hand
to permit withdrawal without notice, the association does
not take advantage of the provision requiring that notice

16
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be given. Usually only a certain portion of the weekly or
monthly receipts of the association may be used to meet the
demands of withdrawing members. In the Waterloo and
Cedar Rapids associations this amount can not exceed one-
half of the receipts of the period.®*

The methods of crediting profits to withdrawing members
vary widely. At the time of the extensive investigation of
the building and loan associations made by the Department
of Labor in 1893, twelve principal withdrawal plans were
found to be in use. Only four per cent of the local associa-
tions reporting did not allow any interest or profit to with-
drawing shareholders. In about thirty per cent of the asso-
ciations shareholders received the dues paid in and also all
of the accumulated profits. Thirty-one per cent allowed the
withdrawing shareholders a fixed rate of interest, usually
six per cent on all payments. In the others some arbitrary
or graduated scale of allowing profits was found.*®

At present Iowa associations differ as to the rules for
withdrawal. In this respect, as in many others, the practice
of the different associations can be determined only by a
study of their articles of incorporation and by-laws. The
leading cities of the State, in the number and size of their
building and loan associations, are Waterloo and Cedar
Rapids, the assets of the four associations in the former
city aggregating slightly more than those of the three
associations in the latter. The combined assets of the seven
associations in the two cities were $6,957,152.81 at the time
of the 1918 report. This represented about sixty per cent
of the total assets of $11,659,195.86 reported by all of the
Towa associations. Because of their dominant position and
because of their accessibility to the writer, the associations
of those cities will be frequently referred to concerning
points upon which information is not available for all asso-
ciations of the State.

The treatment of withdrawing members differs consider-



BUILDING AND LOAN ASSOCIATIONS 243

ably in the different associations. In the largest Iowa as-
sociation, the Perpetual of Cedar Rapids, the withdrawing
members receive all of the installments paid ‘‘together with
the dividends then standing to the credit of their shares’’.
Members withdrawing immediately after the declaration of
the January or July dividends receive all accumulated
profits. No earnings are credited for less than a six months
period, but members are allowed to borrow ninety per cent
of the value of their stock. By making such a loan until the
end of the fiscal period they may secure the dividends.®¢¢
Waterloo associations return all of the installments paid,
but graduate the payment of accumulated profits according
to the length of time the stock has run. In the Waterloo
Building and Loan Association and the Perpetual Building
and Loan Association of Waterloo sixty-six and two-thirds
per cent of the dividends are paid on stock that has run less
than two years; and on stock that has run over two years,
withdrawing members may receive all dividends then cred-
ited to the stock. In the Home Building and Loan Associa--
tion of Waterloo a more extensively graduated scale is used.
If the stock is under twenty-four months old, sixty per cent
of the dividends are allowed ; seventy per cent is paid, if the
stock is over twenty-four months and under thirty-six
months, seventy-five per cent if from thirty-six to sixty
months, eighty per cent if over sixty and under ninety
months, ninety per cent if over ninety months, but not to
exceed seven per cent dividends in any case for the average
time the money has been in the hands of the association.’”

Experience and the opinion of building and loan associa-
tion officers generally seem to point toward a considerable
degree of liberality in the matter of withdrawal of non-
borrowing members. Primarily the association is to enable
members to become home owners, but it does not seem neces-
sary nor desirable to limit its activities to this single fune-
tion. Persons may wish to use the association to accumulate
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a fund with which to embark in business, to meet some ap-
proaching obligation, or as a safe depository where a good
rate of interest can be secured. The majority of the mem-
-bers are not borrowers; and while the depositing member
must be kept subordinate, there i8 no reason why depositors
should not be welcomed and encouraged. In this way more
funds can be secured for loaning purposes and the service
of the association can be extended. An effective way to
accomplish this purpose is to enable members to withdraw
on rather liberal terms. While the stricter terms may pre-
vent unnecessary withdrawal before maturity of the stock,
it also discourages many persons from entering because of
the difficulty of getting their money when it is needed.

More encouragement could also be given by associations
to the purchase of paid-up stock by individuals having
money for investment. In this way the association would
have the command of more capital. If necessary the paid-
up stock can be used as a financial regulator since the State
law permits and the articles of incorporation of most asso-
ciations provide that non-borrowing members may be forced
to withdraw upon notice duly given by the directors.*
This, however, has not generally been necessary. Except
in associations with assets in excess of $1,000,000 not more
than $10,000 of stock computed at par value can be issued
to one person.**® As a matter of fact the report of associa-
tions having a considerable amount of paid-up stock show
that this is not held by capitalists but is usually in small
blocks.5%0

PLAN OF MAKING LOANS

Borrowers from a building and loan association are re-
quired to buy shares equal in maturing value to the amount
of the loan. The loan is allowed to run until the borrower’s
payments and profits mature the share, when his stock is
surrendered and the loan cancelled. It has been urged
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against this plan of requiring borrowers to assume a stock
liability in addition to a mortgage obligation, that this is
needlessly burdensome and expensive to the borrower. If
losses occur, the value of his stock is reduced. An extreme
case might arise where his share of the loss would equal his
oredit and he would lose the entire amount on his loan to
date. This contingency, however, would not be likely to
arise in practice.

A more practical disadvantage of this arrangement is the
fact that the rate of interest charged the borrower is higher
by about one per cent than the dividend on his shares. This
amount covers expenses of the business. Where the bor-
rower’s credits are applied to the reduction of his debt at
each annual or semi-annual distribution, rather than being
placed to the credit of his shares of stock, these difficulties
are satisfactorily met. The State law in Iowa requires the
associations to issue stock to borrowers ;! at the same time
it permits owners of stock to withdraw their stock credits
or any part thereof at any time. In this way some of the
Iowa associations have met this problem to the borrower’s
advantage. When the withdrawal value of the shares of any
member, borrowing on a real estate mortgage, is sufficient to
mature one or more shares of his stock, he may have the
amount applied to such shares and thus reduce the amount
of his loan as well as the number of shares upon which he
makes payment. The practice of such associations is to
apply stock credits on loans only in amounts of $100 or
maultiples thereof .52

Loans made by Iowa building and loan associations have
been secured almost exclusively by real estate or stock of the
association. At the time of the investigation by the Depart-
ment of Labor in 1893 the eighty-nine Towa associations
had about ninety-five per cent of their loans backed by real
estate security, four per cent by stock of the association,
and one per cent by other securities.®ss
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Under the terms of the law passed in 1896 Iowa associa-
tions were limited to loans secured either by real estate
mortgages or by their own shares of stock. Real estate
loans were required to be secured by a first mortgage, or by
a second mortgage in case the association also held the first
mortgage. Loans on stock might not exoeed ninety per cent
of the withdrawal value.®®* The law did not place a limit
on the percentage of appraised value of the real estate on
which an association might loan, but it did require that all
of the terms of making loans be stated in the articles of in-
corporation and by-laws of the association. The Cedar
Rapids associations may loan not to exceed two-thirds of the
appraised value of the realty, while the Waterloo associa-
tions are limited to sixty-five per cent of the appraised
value.®®® In 1918 the reports of associations submitted to
the Auditor show a total of loans secured by real estate
aggregating $11,122,909 and stock loans of $98,605.%

Appraisement of the real estate is a very important duty
of the directors of the association. The plan followed in
the Iowa associations may be briefly described. When a
member applies for a loan the president appoints an ap-
praisal committee of three from the members of the board
of directors. They are required to examine the property,
appraise its value, and state in writing whether or not the
loan applied for thereon is desirable. The board of di-
rectors then decides whether or not the loan shall be made.
Care is exercised to place loans in such a way as to avoid
loss or expense and delay due to foreclosures. The bor-
rower is required to pay the costs of making the loan. This
includes the appraisers’ fee (about $1.50), cost of abstract,
expense of making note and mortgage, and the recording
of the latter. Aside from the expenses incurred in making
the loans, Iowa associations are prohibited by law from
charging more than eight per cent per annum. Moreover
the rate of interest charged, under whatever name, must
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be the same to all borrowers. This even involves making
any new rate, if lower than the prescribed rate, apply
equally to all who have theretofore borrowed.®®’

BEPAYMENT OF LOANS

* Formerly a very rigid plan of repayment of loans existed.
Borrowers were fined for failure to make regular payments
and were not encouraged to pay out more rapidly than the
fixed rate. At present the practice concerning fines varies
in different States. Ohio leads in having practically abol-
ished fines; Massachusetts and Pennsylvania use fines for
the purpese of promoting regularity of payment.®*® The
law in Iowa permits the imposition of fines for delinquency
not to exceed three cents per $100 share for the first month’s
delinquency and five cents per share for each succeeding
month’s delinquency. These fines, however, must come out
of the member’s profits and can not reduce the withdrawal
value of any share below the amount actually paid in.%®
It is generally recognized as desirable to retain the right
to impose fines in cases of mere negligence or carelessness;
but nearly one-half of the Iowa associations, including the
largest ones in the State, do not show any receipts from this
source in their 1918 reports. The total of fines collected
daring 1917 by all of the Iowa associations was only $3856;
and in 1915 only $1952 were collected in fines.®®®

In case the borrower does not meet his interest payments,
the mortgage on his property may be foreclosed under terms
prescribed in the by-laws of the association. The associa-
tions allow about three months delinquency before foreclos-
ure proceedings are instituted. By the terms of the Iowa
statutes the mortgagor can not be charged more than the
agreed rate of interest, never in excess of eight per cent.
He must be credited with all payments and a legitimate
share of the earnings of the association. In any case where
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suit is brought for an excessive amount, the costs may, in
the discretion of the court, be taxed to the plaintiff.®e!

Repayment of loans in the building and Ioan associations
is accomplished by paying out on shares of stock on an in-
stallment basis. A typical loan of $1000 would require the
purchase of ten shares of stock at $100 each. Assuming
an interest rate of 7.02 per cent, the rate of one of the large
associations, the borrower’s interest payment would be
$70.20 per year. Stock payments of $1.50 per week added to
the interest payments, which are usually reduced to a
monthly or weekly basis also, will discharge the debt in nine
and one-half years if the stock earns six per cent dividends.
Although the payments are usually figured on a weekly
basis, the experience of the association whose figures have
just been cited is that the bulk of stockholders pay monthly
rather than weekly.5¢3

The advantage of this plan to the home builder with a
regular weekly or monthly income lies in the fact that the
mortgage fades away gradually, whereas if he takes a
straight five year loan, with interest payable annually or
semi-annually, the face value of the mortgage is seldom re-
duced. Accumulation of amounts of $100 or more to apply
on the mortgage are difficult to make. On the other hand,
small monthly amounts will be met and the sacrifice will be
little felt. Herein lies the chief advantage of the building
and loan associations to the borrower. It is true that other
agencies make loans on this plan, but individuals or savings
banks usually prefer to receive the interest in larger in-
stallments and to preserve the principal intact until it is
paid off by a few large payments. The building and loan
association is prepared to offer this easier and more prac-
tical plan of paying for a home. It is pointed out to the
prospective borrower, accustomed to paying rent, how by a
small addition to his monthly rental payment he can own his
home. He is reminded that every dollar spent for rent is
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gone forever, but by this plan eventually he has a home of
his own. As to the feasibility of the plan there can be no
question.

‘When it comes to a question of cost of repayment of a
loan on the above system, there is not so much to be said in
favor of the building and loan association. The rates
charged in Jowa have been from seven to eight per cent in
recent years, somewhat higher than current rates charged
by other lenders on similar securities. In fact this is justi-
fied by the cost of the service rendered. To handle repay-
ment on the above described plan is costly from the stand-
point of office and bookkeeping charges, and this constitutes
one of the chief reasons why other institutions do not en-
courage this type of loan. Again the cost is offset in a
measure by the liberal rate of interest earned by the money
deposited by the borrower as stock payments. Under the
plan followed by some of the Iowa associations the bor-
rower, when the withdrawal value of all of his stock is suffi-
cient to mature one or more shares of his stock, may have
this credited directly on his loan. Thereafter his interest
on the loan would be less and his liability as a stockholder
for losses be reduced.

It must be clearly borne in mind that the actual cost of
the loan is the rate of interest paid, not the difference be-
tween the rate paid by the borrower and the amount he
receives in interest on an exchange transaction. For in-
stance, an association in its advertising shows that the
interest payments of the borrower amount to $666.90 on
$1000 for nine and one-half years and the stock payments
$746.89, making total payments of $1413.79. The with-
drawal value is $1000 and the cost of the loan is therefore
stated to be $413.79 which for nine and one-half years is 4.35
per cent per year. Actually the loan cost $666.90 and the
deposit is a separate transaction. An illustration will make
this point clearer. Suppose A had borrowed the $1000
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from an individual at 7.02 per cent for a nine and one-half
year period and at the same time had purchased stock in a
building and loan association paying dividends semi-annu-
ally of three per cent. At the end of the period he would
have a withdrawal value of $1000 and could apply the same
to paying his debt. The cost of the loan is here clearly
shown to be the total interest payments of $666.90. The
error in the method referred to is in assuming that the bor-
rower’s savings were not worth any interest to him and that
what he received as interest was merely a gift. This as-
sumption, however, is commonly made in such tables.?*® The
loan from an individual or savings bank, if at a lower in-
terest rate, will cost less. However, the nominal interest
rate charged is often not the actual cost of a term mortgage.
Often a cash commission is charged the borrower in advance
and repeated whenever renewal is made, usually every five
years. A loan once made with a building and loan associa-
tion has no further expense attached until the final satis-
faction of mortgage. ,

Making due allowance for commissions, renewal expenses,
and other incidental expenses of the term mortgage, it is
doubtless true that lower rates can usually be secured from
other sources by persons having first-class real estate to
offer as security. The rate charged on loans in Waterloo,
where four live associations are at the service of borrowers,
is eight per cent. In Cedar Rapids the associations charge
7.02 per cent. The newly organized Des Moines and Iowa
City associations charge seven per cent.’®* Straight mort-
gage loans can be secured in these cities at lower rates; but
in spite of the difference the plan is very popular and a large
proportion of home buying and building in Waterloo and
Cedar Rapids has been financed by this means. The ad-
vantage of installment payments is accompanied by the fact
that building and loan associations are in a position to loan
a somewhat larger amount on the property with safety.
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Banks in the larger towns and cities in Iowa are usually un-
willing to loan more than from forty to fifty per cent of the
value of city real estate.

It appears, however, that high interest charge to borrow-
ers has been one cause of the failure of Iowa associations to
keep pace with those of neighboring States. The city of
Omaha has six associations, two of which have each larger
amounts loaned on real estate than all of the Iowa associa-
tions together. These associations have gradually reduced
the rate charged borrowers from nine and six-tenths per
cent, about fifteen years ago, to six and six-tenths per cent.
The Omaha associations have aided in the erection of nine
thousand homes during the past fifteen years.*®® Attracting
less necessitous borrowers by a more favorable interest rate
has been a factor in popularizing the building and loan
movement in Omaha.

LOANS TO FARMERS

A class of loans which might be attracted by lower in-
terest is the farm mortgage loan. Iowa associations have
confined their activities to the towns and cities; and loans
are not made on farm land or farm homes. In general this
has been true of the associations elsewhere, but a consider-
able advance in the direction of taking care of farm loans is
found in other States—notably Ohio. It is also being done
by associations in Indiana, Kansas, and Nebraska. The
report for Ohio on June 30, 1916, shows that the associations
of the State had in force 9843 farm loans, amounting to
$21,621,952.71. The interest rate charged in Ohio is six per
cent with no commission added.**® Interest is payable semi-
annually ; loans are made for one, three, or five years. There
is a provision for carrying the loans for a longer time when
overdue than in the case of city property. Deposits by farm-
ers are in about the same proportion to total deposits as this
class of loans is to the total. In other words this adds a
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large class of business quite distinct and able to provide the
funds for carrying its own class of loans.5’

In an address before the Iowa Building and Loan League
in 1917, K. V. Haymaker of Detroit, Michigan, formerly of
Defiance, Ohio, strongly urged Iowa associations to make
their privileges available to the farmers of their communi-
ties after the manner of the Ohio associations. He clearly
pointed out the necessity for adapting the plan to meet the
business of farming. Sometimes the assumption has been
made that weekly or monthly payments are a vital feature
of the building and loan association. He asserted that the
only essential is regularity. The period may be made
monthly, as in dairying, semi-annually, or annually accord-
ing to the type of farming. He insisted that the idea of
compulsory payments must be dropped, fines abolished, and
other changes effected to meet the conditions of farming.
If this were done he believed that the field of operations
could be greatly widened, as has been the case in Ohio.®®®

The question of the extension of the field of operations of
Iowa associations to include farm loans will depend on cer-
tain factors. In the first place competition is entirely too
keen to make it necessary for Iowa farmers to pay a high
interest rate on loans. Insurance companies, mortgage
banks, savings banks, investment companies, individual
lenders, all look upon Iowa farm mortgages as a most desir-
able investment. Added to these are the national farm loan
associations and joint stock land banks of the Federal farm
loan system. At present, rates charged by these companies
range from five and one-half per cent up. Terms of re-
payment are usually rather liberal. In many cases com-
missions are charged which add somewhat to the net cost
of the loan; but even considering these factors, the rates
are considerably lower than those granted by building and
loan associations to their members. Certainly, as Haymaker
has said, the rules of associations would also have to be
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adapted to the needs of the farming business. Until the
rates and conditions are changed Iowa associations will not
find a field for operation in rural credits.

INSURANCE FOR THE PROTECTION OF BORROWERS

A difficult problem which may occasionally confront an
association is the necessity for foreclosing on property in
cases where the death of the wage earner makes it impos-
sible for a family to continue payments. Ordinarily the as-
sociation is protected by the security, but the sale of prop-
erty under foreclosure usually results in serious loss to the
family. Associations in some States have met this problem
by arranging for special life insurance policies to meet
such an emergency. This type of policy is known as a
“‘Diminishing Term Policy’’. As outlined before the 1917
session of the Iowa Building and Loan League, this plan
provides a very cheap form of protection especially adapted
for taking care of the balance of payments due the associa-
tion in the event of fhe borrower’s death. The face value
of the policy decreases as payments to the association in-
crease his investment, so that at all times it has a value, in
case of the borrower’s death, equal to the balance due the
building and loan association, if payments to the association
have been regularly met. The plan contemplated a lump
payment in advance for the entire cost of the policy. For
instance, a ten year term policy of this type, age thirty-five,
could be paid for by a single gross premium of $51.59 per
$1000. Payments of $8.33 per month on the principal of
the loan would extinguish the debt in ten years. The insur-
ance policy, therefore, decreases by that much each month.
In the event of the borrower’s death the mortgage note
would be stamped ‘‘paid’’ and the home handed over to the
family clear of all debt. If he lived the home would be paid
for in the regular course of time, the extra amount added
to the original loan not being sufficient to lengthen mater-
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ially the time necessary to pay out. In some cases the secre-
tary of the association acts as the agent for the insurance
company, but this gives rise to certain complications. In
Omaha the building and loan secretary gives a list of bor-
rowers to all insurance companies in the city. Iowa build-
ing and loan associations have not yet undertaken to edu-
cate the borrowers to the value of life insurance protec-
tion.%e®

MANAGEMENT AND CONTROL OF ASSOCIATIONS

The ultimate control of the associations rests in the hands
of the shareholders or members. At any election each mem-
ber has one vote for each $100 share of stock owned by him.
Voting may be by proxy, but no person is allowed to vote
over ten per cent of the outstanding shares at the time of
the election. The government of an association rests with
the board of directors. The number of directors is not spe-
cified in the Iowa law, but it is provided that they shall hold
office for not less than one nor more than five years. If
directors are elected for a longer term than one year there
must be annual elections with as nearly as possible an equal
number retiring each year. The directors exercise general
supervision and direction of all financial affairs of associa-
tions, and they elect the officers and have power to suspend
them at any time. All loans must be approved by the direc-
tors, and they declare the dividends.®™ Directors are
usually allowed a small fee for attending the meetings of
the board and compensation for services rendered outside
of the meetings. Ordinarily the directors are men of prom-
inence in the business and financial affairs of the community
who could scarcely be induced to give their services for the
financial reward alone. Unlike the directors of a bank,
who are usually the principal stockholders and hence di-
rectly interested in the bank’s financial success, these men
do not profit even from the larger measure of success of the
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association. It is largely a public spirited service rewarded
only indirectly through the greater prosperity of the com-
maunity and the welfare of its citizens.

The active executive of the association is the secretary.
In the larger associations he gives his full time to the ad-
ministration of his duties and may even have assistants.
In such circumstances he is paid a salary for his services
commensurate with his ability. He receives all money paid
in on shares, keeps the accounts of the association, and
countersigns all certificates for shares of stock, cofitracts,
and conveyances requiring the signature of the president.
The money he receives is paid over to the treasurer, usually
a banker, and orders are issued by the secretary payable by
the treasurer. He acts as secretary of the board of direc-
tors and as custodian of the securities, books, and insurance
policies. He reports regularly to the board of directors
regarding receipts and disbursements. Semi-annually, or
oftener when so required, he makes a full financial statement
of the condition of the business.

In large measure the success of the association depends
upon the qualities of the secretary. Coming into direct
contact with the shareholders, his manner and personality
must be such as to inspire confidence and enable him to at-
tract and hold members. He is required to give bond for
the faithful performance of his duties, but this is in no way
a substitute for character and capacity. In the larger asso-
ciations he is assisted by others whose duties are purely
clerical.’™

In addition to these officers there is the treasurer who
acts in a purely ministerial capacity. He receives the funds
from the secretary, gives his receipt for the same, and pays
out the money on orders from the secretary. KEven in the
matter of selecting a bank for the depositing of cash on
hand he is subject to the advice of the board of directors.
Some associations retain an attorney as a regular officer
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of the association to examine titles, make out the legal pa-
pers, and perform other duties in connection with the legal
aspects of the business. Accounts must be regularly
audited—a duty that is usually performed by a committee
of the directors appointed for that purpose—but sometimes
a single qualified individual makes the audit.

STATE SUPERVISION

The first effort at State supervision of building and loan
associations in Iowa came in 1872 through legislation per-
mitting the organization of associations under the general
corporation laws. They were empowered to collect dues,
fines, interest on loans advanced, and premiums bid by
members for the right of precedence in taking loans; to
make loans; to convey real estate; and to do other things
incident to their business. Out of the earnings they were
allowed to set aside ten per cent for current expenses. The
remainder of the earnings were to be credited to the share-
holders. The usury law was held not to apply to those
already organized or to those to be organized in the future.
No person was allowed to hold more than twenty shares.’"
No requirement was made for reports or examinations.
State supervision can hardly be said to have really begun
until twenty-five years later. In the meantime a large
growth of business had taken place. Effective State super-
vision came with the legislation of 1896. By that time a
hundred associations were operating in Iowa. A consider-
able number of foreign companies were carrying on their
business in a manner which was not to the best interests of
the Iowa investors. State supervision with its consequent
publicity was adopted for the purpose of eliminating those
institutions operating primarily in their own and against
the public interest.

In the first place the statute required that the articles of
incorporation of building and loan associations must be ap-
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proved by the Executive Council. The articles with the cer-
tificate of approval attached must then be filed with the
State Auditor. Any amendments to the articles must be
handled in the same manner. After the Auditor received
the approved articles he was to issue a certificate author-
izing the association to commence business. Thereafter the
association was under the control of the Auditor, who was
required to examine all associations at least once a year.
This examination might be conducted by the Auditor or by
some person appointed for the duty. Examiners were em-
powered to summon witnesses and procure documents nec-
essary to learn all facts. Costs of the examination must be
paid by the association, a fee of $5 per day and expenses
being allowed. In no case could an association be required
to pay over $200 per year for examination costs. Twenty
shareholders of a domestic-local association could apply to
the Auditor for examination, in which case he must make
the examination under the same conditions as the regular
periodic examination.®™

Annual reports were required of all associations. These
must be made before February 1st on the business of the
preceding year as of December 31st. This report must show
the following:

1. The date when the association was incorporated and the par
value of each share of stock.
2. The number of shares sold during the year.

3. The number of shares cancelled or withdrawn during the
year.

4. The number of shares in forece at the end of the year.

5. A detailed statement of receipts and disbursements showing
specifically from what source received and in what manner applied.

6. A statement of the assets and liabilities at the end of the
year.

7. The salary paid to each of its officers during the year.

8. All foreign building and loan or savings and loan associa-
tions shall in addition to the above, report the names of each share-

17
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holder of such association residing within the state of Iowa, to-
gether with the postoffice address of each and the number of shares
owned by each of said persons on the first day of January pre-
ceding, and the cash value of each said shares on said date.

A failure to report promptly subjected the association to
a penalty of $25 per day for each day the report was with-
held. The Auditor was required fo report the condition of
the associations biennially. This report was to contain a
summarized statement of the condition of the association,
together with such suggestions as he might deem expedi-
ent.’’* In accordance with the statute the Auditor pub-
lished in 1897 the first regular report of building and loan
associations.’”® In 1900 the law was amended to require a
detailed statement in the report of the names of officers and
salaries paid.®”® The regulations then laid down hold sub-
stantially at the present time. In 1917 the State Depart-
ment of Banking was created, but the building and loan asso-
ciations have remained under the Auditor’s supervision.

Of the value of regular public reports there can be no
doubt. These enable members to keep in touch with the
progress of the business, since they are usually printed for
distribution to the members and to others interested. For
this reason they serve also for advertising purposes. The
reports are even more important as a stimulus to the officers
to make a good showing and as a check on corruption. To
guard further against corruption all officers who handle any
funds have been required since 1896 to give bond or fidelity
insurance: these bonds must be approved by the board of
directors and the State Auditor.5™

Within sixty days after the legislation of 1896 was en-
acted all associations were required by the law to conform
thereto. The only exception was in case an association
signified its intention to close up its affairs, in which case
it was given additional time to do so without being subject
to penalties. Domestic or domestic-local associations were
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required to reincorporate or amend their articles to comply,
while foreign associations were to furnish a copy of their
articles and the required securities. Doing business with-
out a certificate or soliciting business for an association
without having a certificate was made a criminal act subject
to a fine of not over $10,000 or imprisonment for not over
ten years or both.5®

In 1902 unincorporated associations were defined and
regulated. Any organization or individuals engaged in
creating funds on periodic payments by members to loan on
real estate, personal property, or for similar purposes
was deemed a building and loan association and subject to
the provisions of the law governing them so far as it was
applicable. Before beginning business they must submit
to the Executive Council a full and complete sworn state-
ment of resources and liabilities, together with the proposed
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