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did not arise with any
st ng degree of might. Instead, it
w 4 or stayed at home, and the
consequence was that the patronage of

e stores was vastly diminshed.

Clerks were discharged, orders for new
goods were canceled and merchants be-
gan to prepare for ouble. Consumers

were ¥y with “startling
cuts” » sales” In all lines
of me the public not
respond One reason WwWAS !Mc
pub’ic having paused in 1its c'-enu ng
lo ~g er oush to count its change, found
p f very neariy broke, and suddenly
from its long spree to feel the

ngs of a first class «x&tl@"J‘_l:lZ.' r.
banks began to
By the end
they had diminished mo less
0,000 from the top notich of
¥ s winter. Yet so gradually
nad been accomplished that none
was mads to feel the pinch very seri-
ously &nd no commercisl failures were
reported. Credit was granted more cau-
tiously, however, and borrowers were
required to explain with much circum-
stance their grounds for seeking loans.

Unpleasant as the reccssion was, it
was wholesome, and San Francisco for
the first time faced the magnitude of
4ts task and set about it in sober earn-
est. The first step necessary was the
pc-imcal house cleaning, and that was
achieved with mneatness and dispatch.
he assurance of two years, at least, of
dece t government removed one large
obstacle to rehabilitation. The polit-
ica]l revolution was the corollary to a
moral regeneration which had been go-
ing on for months, being materially
suanifest in the =0 called “graft prose-
wsutions.™
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ghill down San Irancisc o's

Up to that time the average

had looked upon the flnancial

trouble as something remote and unre-
lated to his own interests and affairs—
somethingfconcerning Wall street only
and of no special interest elsewhere.
}’r-" the fi time the fear of panic he-
reality. The sense of
¢ 71 e but impending calamity was
1ged to acute alarm the next after-

ster

noon, the 30th, when the Californija
safe dex-osn and trust company refused
to pay checks and closed its doors.

Most opportunely, Governor Gillett that
night announced a legal hollday for
the following day, vielding to the re-
quest of bankers in San Francisco and
elsewhere. The holidays were contin-
ued from day to day until December 21,
Although the governor was reluctant
to declare holldays, and did so only at
ihe insistance of leading bankers who
have since poohpoohed the idea that
liolidays ever were mecessary, “‘except
to protect the country banks, you
know '—which had the least need of
protection—there is little doubt that
the effect wae beneficial. The holidays
enabled the banks to refuse with im-
punity any unrva«onab!a demnands upén
their resources, and such demands were
by no means few. Depositors: became
socustomed to the idea that they could
not get everything they asked for, :and
long before the holidays ended the
urgent imaginary necessities had ceased
to exist. Thus the banks were safe-
guarded against the frenzied raids of
their own depositors, whose interests
would have suffered most from such
raids. The wisdom of Governor Gil-
lett's action can hardly be questioned,
and neither he nor the bankers who pe-
titioned him have any cause for apol-
ogYy.

The first day of the  holiday series
wae to bankers the most trying of the
entire panic period. By common un-
derstanding all the banks were open
for business as usual, but urged their
customers whenever
certified checks, payable through the
clearing house, instead of-coin‘or cur-

o

possible to; use

TRAGEDIEAS

J\IO\X.’ THE PLOPLE, OF QANI\RANCLS‘CO
DONOT LIKE, CURRENCY OF ANKUIQRT

rency Withdrawals were unusually
heavy and fe: and suspicion were
written upon the faces of scores of de-
positors. Still, therel was nothing that
could by any stretch of fancy be termed
a run and the banks came through the

long day, on the whole, better than
they had expected.
During the remainder of the week,

there was 80 strong a current
evidences
the bhanks

however,
of w ,Iph.”\' als and so many
of the hoardi u. of gold that

resolved to izssue asset currency, based
upon their 1r\u|\ certificates; which in
turn were based upon the assets of the
eclearing house bhanks. The savings
banks began to enforce the rule re
quiring notice of withdrawals and the
safe deposit companies agreed among
themselves 1o rent no more safe de-
posit boxes.
People Accepted Readily

On s Monday. November 4, the first
issue ,of asset currency was made, in
denominations of $5, $10 and $20. The

peopie were persuaded without much
difficulty to, accept them and the banks
were able to keep their gold supply in-
tact, paying out coin only when actu-
ally required for customs duties or
similar purposes where only legal
money would serve. In a few days,
however, it was found that many per-
sons were systematically using
certificates to gather silver for hoard-
ing, and the supply of small changé
was in a fair way of depletion. To
meet this evil the clearing house asso-
elation began to
denominations.of $§1 and $2 and these
were soon widely distributed. Specie
payments were practically discontinued
everywhere,

Now, the people of San ¥Franclsco do
not like currency of any sort,.no mat-
ter how ‘well secured, or if all the
governments in the world back it up.
They argue that gold is much cleaner,
easier to handle and less ]ikely to be
counterfeited. Paper money has never
circulated in this city longer than the
time necessary for tho receiver of it
to get to the bank. Paying tellers
keep few greenbacks or bank notes in
their-cages because thers is no demand
for them.

This antipathy, being understood, the
situation was not without its humor-
ous aspect when San Francisco was,
without warning and without choice in
the matter, placed upon a paper basis.
And with no.familiar green government
money at that, but with a flood of ex-
tralegal ourrency, strange inappear-
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The first clearing house certificats

looked like checks, being engraved in
simple script upon blue bond paper.
Consgequently it oceurred to many peo-

ple that indorsements were necessary.
The indorsements grew and multiplied
as the paper passed from hand to hand,

until it came to the receiving window
looking like a page from .an anti-
Smoot petition. In some instances cer-

tificates were used in lieu of memoran-

dum books. “Ten yards Dbirdseye,
hygeia bottle, safeiy pins’ was the in-
scription on one certificate, which evi-

dently had gone a-shopping.

The exact status
as a substitute for
a mgood many people.
fact, they had neo legal status at all,
but the question received little consid-
eration from law offices because of the

certificates
money has puzzled
As a matter of

of the

obviousliyv temporary character of the
certificates and the patent fact that
they were not designed to compete

with national bank notes.

As to their security, they were as
sound as the city of San Francisco it-
self, being based upon the combined
assaets of all the clearing house banks.
These assets, which were deposited
with the clearing house by tlhie different
banks in proportion to the certificates
they took out, consisted in part of the
stocks and honds of prosperous cor-
porations, but mainly of the promis-
sory notes held by the banks in ex-
change for money loaned in the ordinary
course of business. These notes bore
the signatures of the most powerful
(financially) corporations, firms and in-
dividuals in the city, so that in reality
the certificates were backed by the
combined wealth of the business com-
Only the
wholesale failure of all the banke and
business houses in town could bave
rendered them worthless.

The certificates met an  emsrgency,
filed a gap in circulating medium
which urgently needed to be filled, and
as soon as their purposé was served
they were automatically retired. By
the middle of January, 1908, fully two-
thirds of the total $7,000,000 issue had
been takep from ciroulation and can-
celed, and the banks instead of paying
them out were urging customers to
bring {n the scrip for redemption.

Postponing the Taxes
Before the stringency had reached its
full tide, when “the -banks were still

paying gold—very veluctantly. and with
much ar:umeut ~but*yet - payinx-tho
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ingenious efforts
The payroll

most persistent and
were made to get money.
was the favorite pretext. It was really
marvelous how the payrolls of San
Francisco grew and expanded in those
early days of November. The asset
currency solved this problem -and re-
duced the payrolls to normal “volume.
Then ecame a universal and well nigh
uncontrollable desire to pay taxes. It
appeared that many citisens could not
sl&p well of nights until they had set-
tled with the tax collector and put
away their receipts. The Callfornla
law requiires tax payments to be made
in actunal money, and exacts 15 per cent
additional for settlements deferred un-
til after November 25. The bankers
could not get around this obstacle by
any devious clearing house ways, 8o
they hurdled it. The governor was per-
suaded to call the legislature together
in specis®l session, and the time for pay-
ing the taxes was extended 60 days.
Thus another raid op the gold was
averted.

Those who showed evidence of want-
ing money ‘for hoarding® were turndd
away emptly handed in most casss. One
of the timid crew came to bank and
insistently demanded his entire hbal-
ance—a oouple of thousand of so—in
gold coin. The cashier tried to talk
him out of the notion, but the man was
obdurate. He said he wanted to put
the money in a safe deposit box whare
he co be sure of it.

“No see here,” said the cashier,
“you know- thgt a certified check is just
as good as money, don't you?"

“Why, yes, of course,’ answered the
customer, a little doubtfully.

“Well,” sald the ocashier, lowering his
volce to a confidential whisper. “T'Il
tell you what we'll do. You've always
been a good friend of ours, and of
course we want to favor you all we
can. You writsa a check for $2,000,
payable to vourself. We will certify
the check and you can put it away In
a safe deposit box, where you can al-
ways be perfectly sure of it.”

“Fine,” exclailmed the oustomer,
{‘that's mighty kind of you.”

And the certifled check was darefully
lajd away in the box. -

At one of the Oakland banks a
woman came to the paying window and
presented a cluqk. requesting coin. The
paying’ teller " explained that no coin
was being paid. Said the woman:

“You wouldn't llke to ses me drop
dead right here, wo\mm you? Well, my -
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doctor says I hava heart trouble and
any shock or disappointment is likely
to prove fatal. If I don't get gold for
this check I shall be both shocked and
disappointed, and it wouldn't surprise
me a bit if I felli dead befors your
eyes.”

But the paying teller declined to go
into the life saving business.

These incidents were typical of many
that came to the notice of the bank
peopie.

Before November was many days old
gold from Europe began arriving in
large quantities in New York, and the
stringency was {in part removed.
Within two months the total impeorta-
tions of the standard metal had
reached the enormous sum of $110,000,-
000. ‘Most of this money came from
London, though in the face of the Bank
of England's rising discount rate. The
rate of exchange, which ordinarily gov-
erns the movements of gold, ‘was of no
effect in view of the premium on
money as compared with bank checks,
At one time the premium rose as high
as 4 per cent and there was an active
traffio In money. The secretary of the
treasury souglit to relieve the situation

Tinstitutions thers was

SO

by depositifig clsfdfid récaiply 1 the
banks and by the issue of Paname
bor\ds which could be used by the na-
banks as the basis of additional
latlon. PBut the premium persisted
the January disbursements
industrial divi-
ls, when it disappeared ~:ampleto!7.
The existence of this premium made
it {mpossible for the banks to got cash
except at a considerables loss. Many of

them faced this loss as cheerfully as
possible, and It is a matter of record
that about $18,000,000 of gold was re-
ceived in San Francisco during the two
months of the financial trouble. Most
of this was shipped to the interior
banks havin balances In the reserve
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reserves of ban On December 3,
when the comptroller of the currency
called for a statement from the na-
tional banks, the nine national banks
in San Francisco held reserves in legal
money equal to 34 per cent of thelr
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The western banks,
on the other ha'\d pat themselves on
the back for th abllity to hang on
to what they had durin the ®whirl-
wind, and attribute it to superior
strength and endurance. The public can
take its cholce of the two arguments

“No Mocney Loaned”

At the t intimation
Ban Francisco banks stopped
money and endeavored to offset thalr
losses in deposits by reducing existing
loans It was noticeable vevar, in
the reports to the oiler,
the reduction of leans was far
keeping pace it reduction in
posits. was recognized that
to force bdorrowers Inte ligquidation at
such a time would cause wjdespread
Aistress and In some cases lead to bank~
ruptey. Furthermore, the legal holl-
days were two edged In their effact
As the banks were temporarily re-
leased from the necessity of paying
depositors, In llke manner debtors wers
released from paying loans to the
banks, and the operations of the gourts
were suspended. This may account Ia
part for the lenlency of ths banks In
pressing collections.

There was one feature of the baak-
ing situation, however, which made it
peculiarly difficult to realize quickly
on bills recelvable. This was the per-
manent character—not ostensible, but
actually—of many commercial loans
It is one of the evils which has always
existed to an extent, but which was
emphasized and Increased In the boom
days following the fire. A large num-
péer of “demand” lcans are demand
loans In namae only.

“I can call spirits from the vasty
deep,” says Glendower, in “Henry IV.”

“Ay,” retorts Hotspur, “so can I, and
so can any man, but will they come?”

Just so with the ecall loans of the
banks. The banker can go out and
ecall till he is hoarse, but nothing hap-
perit. Hers is an example of the way
in which the evil began. A manufac-
turer lost in the fire a building and
plant valued at $100,000. He received
$50,000 insurance, which was just about
enough to replace the bullding.
: loaned him $25,000, pay-
I d buy
nd resume operations, OD-
ney has gone inte per-
capital, and there is little
its being repaid until the

of tronbls the
loaniag

rompir

1o~

wa.nen'
chance of
earnings of the plant have created a

surplus fund, or new capital has been
provided. h loans are to
the policy o
course, bu were
made in order

Francise

tion of San
ties.
Althoughs taken umnawares, and wit
little time for special preparation, t
banks of the state came through
crisis with surprising strength.
state banks and one national bank in
California closed t r
4 trouble,

peried o t
ticeahle thal

Inherent weak-
ness which the panic did net ecreats
but merely revealed. The largest fall-
ure, that of the California safa deposit
and trust company, appears to have
been due to wretohed mismanagement
and dishonesty foy many vears. It
carried down it four smaller
banks which had gome under its bane-
ful influence. The ome national dbani
which closed was gubsequently re-
opened, and some of the state banks
may be allowed to do so. Reeeivers
have been appoiuted or recommended
for five of them, and the precise losses
to depositors will not be detearmined
for some time.

The other banks in the state which
did not fail—some 600 or 700 of them——
are giving theselves airs in conse-
quence, and even venture to call atten-
tion in a modest and &ignified wAy, of
course, to the wisdom and cafmness
and strength with which they handled
the situation. But when all the facts
are reviewed it will be seen that In
reality their e¢hief concern #ad their
most notable achievement wls to smu-
late the worthy Abbe Sleyes

They lived.



