
' 

I 

I 

M'mutes of the Nevada State Legislature 

Senate Committee on ...... Government ... Affairs········-···················.·······································-··················· 
Date:: F~b .... 14., .. 19 79 
Page· ---One ······-·-·-······-······---

Present: 

Also Present: 

Chairman Gibson 
Vice Chairman Keith Ashworth 
Senator Dodge 
Senator Echols 
Senator Ford 
Senator Kosinski 
Senator Raggio 

Herb Thorndal, Bank of North Dakota 
(See Attached Guest Register for 
remainder of those present) 

Chairman Gibson opened the tenth meeting of the Government Affairs 
committee at 2:00 p.m. The first order of business was the dis­
cussion of SJR-5. 

SJR-5 Proposes constitutional amendments which 
allow legislature to establish corporate 
state bank. 

Senator Neal, one of the sponsors, testified that although this 
bill was defeated last session he feels it is an important issue, 

· and should be considered again·. Senator Neal introduced Mr. Thorn­
dal, President and Manager of the Bank of North Dakota. 

Mr. Thorndal, testified to the committee that the North Dakota 
Bank is the only wholly state owned bank in the country. Mr. 
Thorndal stated that he has testified at the New York, California 
and Oregon legislatures and would read from his prepared testimony. 
(See Attachment #1) At the conclusion, Mr. Thorndal stated that 
he would be available for any questions. 

Senator Dodge felt that we might have more incentive to look into 
the possibilities of a state owned bank if we had unit banking as 
they do in North Dakota. The Senator asked Mr. Thorndal about the 
procedure used by his bank on state depositors. 

Mr. Thorndal replied that in 1977 they had $244 million deposited 
and $280 million deposited in l978. He further noted that their 
single biggest expense in the state is the amount paid to the 
State Treasurer on its time money. The profits are appropriated 
by the State, usually to the General Fund. We are proposing, in 
the current legislative session, that the State only get $14. 
million of the profits. It has passed the House and will be heard 
in the Senate this Friday. Approximately 84% of our net operating 
earnings have been going into a dividend to the State. We feel 
that our percentage is too high and the bank should be retaining 
more earnings to keep up the capital ratio. 
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Sena tor Kosinski asked Mr. Thorndal about the impact on the 
private banking industry in the state. Mr. Thorndal responded 
by stating that they have never done a study but the biggest 
impact would be in the city of Bismark. The private depositors in 
our bank are of a small amount because we only have the one 
bank, no branches. Mr. Thorndal continued that the private 
banks were becoming more and more dependent upon the state 
bank for lending power. 

Senator Raggio asked Mr. Thorndal if there were any tyees of 
loans that they were unable to participate in. Mr. Thorndal 
stated that there were no legal restrictions on the types of 
loans they can participate in. 

Chairman Gibson asked Mr. Thorndal who was on the managing 
board.and Mr. Thorndal responded that the board consisted of 
the following; Governor, Attorney General, Commissioner of 
Agriculture. They are charged with the management of the bank 
and make the law. There is also an Advisory Board which is 
provided for by statute, consisting of f~ve members appointed 
by the Governor with the approval of the the Industrial Commission. 

,, 
Mr. Thorndal stated that at the present time those five people 
consist of representatives from; small manufacturing, the presi­
dent of an insurance company, a farmer/rancher, retail .business, 
and a banker. There is a bill which has passed the Senate to 
expand this number f.rom five to seven members. Two of those 
members would have to be bankers from the private banks within 
the state and one from any financial institution. This would 
make three representatives from financial institutions and four 
from the general public. The only authority the advisory board 
has is.what the Industrial Commission gives them. In North Dakota 
we can make loans of up to $400,000. (in house) and anything over 
that amount has to go through the advis·ory board. Anything over 
one million has to be approved by the Industrial Commission. 

Senator Echols stated that as a former banker he had some under­
standing of the banking business and had prepared some questions 
that might help the committee better understand the possible 
benefits of having a state owned bank in Nevada 

1) It was mentioned that you have a good relationship with the 
private banks in the state, do you have inter-bank accounts 
with all of the banks in North Dakota? 

Answer: Yes, we have inter-bank accounts with all the banks 
in the State at the present time and we have a good working 
relationship. 
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Mr. Thorndal also felt that a phase in operation for a State 
Bank in Nevada would be advisable. You would not want to 
take any more than 10% of the States funds which represent 
their deposits. A ten or five year phase in procedure would 
be reasonable. He added that 9% of their deposit base was 
from private sources and 65% of the deposits came from the 
State. The remainder comes from political subdivisions and 
cooperatives throughout the state. 

2) Does the Bank of North Dakota maintain a trust department? 

Answer: Not for the private sector, only for certain state 
trust fundp. As an example; Teacher Retirement, Workmen's 
Compensation funds are managed by the State of North Dakota. 

3) Does the state own the state buildings and if so do they 
become an asset of the state. If not, do you see any reason 
why the state buildings couldn't be moved into the state bank 
and managed by that bank. 

Mr. Thorndal stated that they do not own the state banks and 
doesn't think it would be wise to bring them under the state 
banking system. 

4) Re. $400,000. limit on loans without approval of the advisory 
boprd mentioned in your testimony earlier, can any loan orficer 
approve than amount or only certain individuals? 

5) 

Answer: Mr. Thorndal stated that he has that that authority 
but since he seldom makes loans the officers in the loan depart­
ment have authorization, set by Mr. Thorndal. Some of the loan 
officers have a limit of $50,000 and some at $100,000. We have 
an investment committee that meets every Wednesday morning, all 
loans that have been made are reported to that committee. If 
there is a loan pending,that if over that particular officers 
limit, the committee will vote on whether to approve the loan. 
If the loan is for more than $400,000. it goes on to the Advisory 
board with the investment committee's approval. 

Do the federal regulations interfere with the operation of the 
bank? What are the costs created by federal regulations. 

Answer~ Mr. Thorndal Etated that their system is not sophisti­
cated enough to give a cost figure en compliance with federal 
regulations. Since we cover the entire state the bank doesn't 
have to get involved in crawing up boundaries, although we do 
comply with all federal regulations required. Mr. Thorndal 
took this opportunity to state that the banking industry is con­
cerned with compliance with federal regulations and it is a burden 

,~ 53 



I 

I 

I 

Minutes of the Nevada State Legislature 

Senate Committee on. .... __ .G.O.'!lernmen:t ... Affa.i.r.s ........ _ ...................................... _ ....... _ ..... --····················· 
Date:.F_e.b ....... .l.4.#.-.. 19_7..2._ .... 
Page: ... ..f..QUX:: .... __ _ 

Mr. Thorndal informed the committee on the procedures that his 
bank uses regarding unsecured loans to students. They have had 
a good repayment record and with a federal guarantee on this type 
of loan we will be able to request $70 million bond issue, for the 
next three years funding. With 28,000 loans in repayment status. 
at the present, there is less than a 2% loss: ratio. 

6) If we had a state bank in the State of Nevada, would there be 
any problem with making a loan package that every bank in the 
state could participate in? 

Answer: It could be done, our bank is working on a couple of 
proposals at present that we call, "up stream - down stream" 
financing. The banks that are heavily loaned come in to the 
state bank for the loan and we go back down to those banks 
that aren't as busy in the loan area. Its not perfected at 
this time but we are working on that ide~. 

7) The salary range, do the salaries of those working nor the state 
bank compare to the private sector? 

Answer: The state employees in North Dakota have a fairly low 
pay scale. In the bank of North Dakota a study was done compar­
ing the bank with other banks. Our salary scale was favorable 
up through middle management. The higher the executive went 
the lower the rating went. 

8) How does your salary, Mr. Thorndal, compare with the Governor's? 

Answer: The Governor or North Dakota gets an annual salary of 
$27,000. He also receives a $13,000 unvouchered expense account. 
My salary is $47,000. 

9) Does the State of North Dakota have a usury law? 

Answer: The usury law in North Dakota is a bit different than 
most states and has many exceptions. There is an installment 
loan act, retail sales act, etc. The basic usuary law is 3% 
over the amount allowed by the banks on a 30 month C.D. under 
regulation Q, (6-1/2%) That makes it a 9-1/2% ·usury law. 
Exception, business loans over $25,000. the usury is not permitted. 
There is no limit to loans to cooperatives and corporations. · 
Most of the loans that the state bank has is over the usury limit. 

10) Would it be possible for the state owned bank to be operated 
on a franchise basis whereby the people aren't working for the 
government. 

Answer: This certainly could be done. Mr. Thorndal gave an 
example where a state owned industry became unionized. 
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Senator Echols concluded his questioning by informing the committee 
that Mr. Thorndal has been the President and Manager of the North 
Dakota bank since 1969. and asked Mr. Thorndal if he would be 
available for assistance if the state of Nevada favorably considers 
a state owned bank. Mr. Thorndal stated that he would be happy to 
help Nevada in forming its own state bank. 

Dave Horton, Carson City attorney, testified on behalf of himself 
to the committee in favor of SJR-5. Mr. Horton passed out copies 
of the Congressional Record concerning the U.S. Monetary Crisis; 
its threat to liberty and the remedy by the Hon. John R. Rarick of 
Louisiana. The message was delivered in the House of Representatives 
on Thursday, May 11, 1972. Mr. Horton went over parts of this 
article for the committee and concurred with Mr. Thorndal's testimony. 
Mr. Horton urged the committee to appoint a study group to look into 
the impact a state owned bank would have on Nevada, particularly 
the area of municipal bonds. 

Mr. Horton concluded his testimony by stating that he would like 
to get Mr. Thorndal's ideas on how Nevada should go about phasing 
in a state owned bank and what areas should be considered first. 

George Vargas, legal counsel for the Nevada Banker's Association 
testified in opposition to SJR-5. Mr. Vargas suggested that the 
committee investigate why North Dakota is the only state owned 
bank in the United States. Mr. Vargas congratulated Mr. Thorndal 
and the Bank of North Dakota but felt that such a bank was not 
necessary in Nevada. "States as Bankers" and nstate-Owned Banks: 
New wine for old bottles" were used in testimony. (See Att. l3 & .1.1.2 
Mr. Vargas was asked to get input from the various banks on this 
matter and to report his findings back to the committee. 

Alan McNitt, representing the Nevada Housing Commission, testified 
to the committee on a state owned bank and its affect on the 
housing division. Mr. McNitt felt that the tax exempt municipal 
bonds would have to pay competitive rates. The excess funds that 
would be invested must receive higher rates than they are getting 
from the bonds, anything else would lead to default of the bonds. 

At this point further discussion on SJR-5 was discontinued until 
the committee had an opportunity to study the material presented. 
SJR-5 will be rescheduled for action at a·later·date. 

SB-171 Revises designation of various accounts 
and funds. 

John Crossley, Legislative Counsel Bureau Audit Division, testified 
to the committee that this bill was requested by their division to 
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abolish certain funds. These funds being abolished were not being 
used, the accounting was being accomplished in other funds. 

(See Attachment #5) 

Milos Terzich, representing the American Counsel of Life Insurance 
testified against the passage of SB-171 in its present form with 
the amendments as suggested by Mr. Crossley. Mr. Terzich intro­
duced the committee to Frank Young, General Counsel of the 
American Life Insurance Association. Mr. Young was in the Carson 
City area from Washington D.C. 

Mr. Young stated 1that their association is concerne·d with the 
language and proposed changes to Section 57. The representatives 
from Nevada have had special consideration from the budget division 
when attending their conventions but with this new language it would 
be impossible for representatives from Nevada to attend without 
paying money out of their own pockets. 

Mr. Terzich had a prepared list of amendment suggestions for the 
committee. (See Attachment #6) This list of suggested amendments 
has been reviewed by Mr. Crossley and it was felt that the changes 
were acceptable. 

Senator Keith Ashworth moved "Amend & Do Pass" on SB-171 
Seconded by Senator Ford. 
Motion carried unanimously. 

Amendments as per attachment #5 and 1.§...:. 
Senator Dodge was asked to get the amendments prepared. 

AB-176 Removes requirement to mail certain county 
license regulations. 

Sam Mamet, representing Clark County, stated that under the 
current regulations they must mail out all regulation changes to all 
attorneys. Currently thecost:;ts $6,000 per year. They feel it 
is not necessary to mail out all license regulations to all attorneys. 
Mr_;_::._Mamet stated Washoe County is in favor of AB-176. 

Senator Kosinski moved "Do Pass"on AB-176 
Seconded by Senator Dodge 
Motion carried unanimously. 

SB-197 Permits certain district attorneys who 
reside outside their respective counties 
same salary as those who reside within 
their respective counties. 
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Chai rman Gibson stated that this bill came from Senator Blakemore. 
The new language was added to include a district attorney.who 
does not live within the county but resides within 10 miles of 
the county. Currently there is a difference in salary that 
amounts to a $5,000. loss to a district attorney that does not 
reside within the county. The remainder of the bill is unaffected. 

The committee felt that the bill should be amended to be effective 
upon passage and approval. 

Senator Ford moved "Amend and Do Pass" on SB-197 
Seconded by Senator Keith Ashworth 
Motion carried unanimously. 

Chairman Gibson discussed the scheduling of SB-72 and it was 
the decision of the committee to hear SB-72 on February 23, 1979 
upon adjournment .. The committee further decided to hear SB-120 
on February 26, 1979 at 2:00 p.m .. 

With no further business the meeting was adjourned at 5:05 p.m. 

~espectfully submitted, 

\ ,~; 

",,'/ ; )} ;,'_le{/' 

/;
Janice Peck Lois Smith 
Committee Secretaries 

Approved: 

I. Gibson 

162 



I 

I 

I 

Remarks 

by 

H. L. Thorndal, President 

of the 

BANK OF NORTH DAKOTA 

Before 

a Committee of the 

Nevada State Legislature 

February 14, 1979 

nr. Chairman, Members of the Committee: 

Thank you for allowing me the opportunity to talk with 

you. My name is Herb Thorndal. I am from Bismarck, North Dakota 

and I am President and ~lanager of the Bank of North Dakota, the 

only wholly state-owned bank in the United States. I, and □ost 

all of my fellow North Dakotans, are proud of the Bank of North 

Dakota. We think we are doing things for the citizens of our 
-

state that either wouldn't get done, or at least not done as 

well, if it wasn't for the Bank of North Dakota's efforts. 

Let me give you a little history of the Bank of North Dakota, 

and what we are presently doing. Bank of North Dakota was 

established by Act of the State Legislature in 1919. It was an 

outgrowth of the populist movement that started in the last 

century and culminated with the Non-Partisan League gaining 

control of North Dakota state government in the election of 1918. 

Even the most optimistic boosters of the idea of a stat~owned bank 

would be surprised by the magnitude of its success today. The 

Bank of North Dakota was created for the purpose of "encouragini and 

EXHIBIT l --.J 
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promoting agriculture, commerce and industry," as stated in the 

enabling act. Too often far~ers in North Dakota, at that time, were 

taken advantage of by out-of-state interests, both as to marketing 

farm products and financing operations. llost of the banks in North 

Dakota, today, as they were 58 years ago, are quite small; and 

adequate financing often was difficult to obtain, not only for the 

farmer but for small manufacturing firms, economic developments, 

housing, student loans and other socially desirable projects. The 

Legislature in 1919 hoped the creation of a state-owned bank would 

alleviate some of the financial problems the citizens of the State 

~ere experiencing. The Bank of North Dakota is the only one of 

its kind in the United States. From its start, the Bank of North 

Dakota did not propose to enter into competition with existing 

banks, but to cooperate with them and assist in developing and 

coordinating all parts of the financial services of the State, so 

as best to meet the needs of the people. That policy has continued 

to the present day. The Bank of North Dakota feels that it is a 

"partner in progress" with other financial institutions in North 

Dakota. All one hundred seventy-three of North Dakota's banks 

maintain an account relationship with the Bank of North Dakota. At 

the time of the creation of the Bank of North Dakota, the Legisla­

ture also created the State ~[ill and Elevator. The State Industrial 

Commission was also created by the 1919 Legislature, and was charged 

~ith the operation, control and management of the Bank and the 

State 1Iill and Elevator. The Industrial Commission is composed of 

the Governor, who acts as Chairman, the Attorney General and the 

Co1rnnissioner of Agriculture. This is, I believe, as it should be. 

In order to be sure the Bank responds to public needs, it should 
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be controlled by elected officials. However, I believe the 

State Treasurer should be on the board. 

The Bank of North Dakota officially opened business on 

June 20, 1919, with $2,000,000 in capital. This $2,000,000 in 

capital was provided through the sale of Bank Series Bonds, 

which have since been retired out of the Bank's earnings. 

Since 1919, through 1978, the Bank has made net operating 

profits of over $122,146,000. The Bank had total resources of 

over $616,000,000 in August of 1978, when it "peaked" at its 

seasonal high. It had over $581,000,000 in resources last week; 

as we approach our seasonal low. 

The original act provided all public funds should be 

deposited in the Bank of North Dakota. This was changed by an 

initiated measure in 1921 to provide that all political sub­

~ivisions, with the exception of the State, itself, make deposits 

either in private institutions or in the Bank of North Dakota. 

At the present time, the Bank of ~orth Dakota has approximately 

10% of all public deposits, other than the State's. Because the 

law states that all monies of the State and State institutions 

must be deposited in the Bank of ~orth Dakota, we do not have the 

problem of allocating funds to various financial institutions; 

and all political pressures are eliminated. The Bank of North 

Dakota pays competitive interest rates on state deposits that we 

set up as Time Certificates. The Bank does accept time and checking 

accounts from individuals and corporations, but is prohibited 

from making private and comr.1ercial loans, with the following 

excPntions: VetPrans Administratinn (VA) and Federal Housing 
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Administration (FHA) guaranteed home loans and Federally Insured 

Student Loans (FISL), and loans to actual farmers, if secured by 

' real estate, and not exceeding 50S of value, and to North Dakota 

residents if secured by stock in a North Dakota bank. The Bank 

of North Dakota may participate ~1th other banks, savings and 

I 

loan associations and credit unions in loans made by them. It may 

loan to the various departments of state g6vernment and any political 

subdivision within the State. All deposits in the Bank of North 

Dakota are guaranteed by the State of·North Dakota, and we feel the 

State has many more assets than the Federal Deposit Insurance 

Corporation. 

Earlier I mentioned that one of the main purposes in organizing 

the Bank was to promote agriculture, and in this connection, from 

1919 to 1932 inclusive, the Land Department of the Bank made a 

total of 16,482 loans on 4,219,130 acres of land, amounting to 

$38,573,000. These were financed by real estate bonds issued between 

1921 and 1932. All of these bonds have long since been retired. 

In 1933, 1934, and 1935 approximately 8,000 tracts of land were 

refinanced through the Federal Land Bank and the Land Bank Commissioner. 

Of the remaining 8,500 tracts, about 2,000 were put on an amortized 

loan basis by the Land Department. This left approximately 6,500 

tracts which the Bank took by foreclosure or quit claim deeds. These 

were sold back to the former o~ners, where possible, and to ot~er 

interested parties. During 1941, to the present, the Bank has 

retained 50% of the mineral rights, which previously was 5S. All 

of these tracts have now been sold. We are out of the real estate I business. As I stated, since 1941, the Bank has retained 50<;. of 

the mineral rights on the land they held and were selling; 

A l-6 .l·J. 
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which totaled approximately 750,000 mineral acres. As of 

July 31, 1977, the Bank has received oil revenue in the form of 

bonuses, rentals, and royalties in the amount of $9,660,817.83. 

is paid directly to the State Treasurer and is not part of the 

Bank's net operating earnings, as (earnings) reported previously. 

The mineral leasing function was transferred to the State School 

Land Department in 1977. 

Because of the collapse of the agricultural economy in the 

1920's an& 1930's, the Bank was not the panacea for North Dakota 

financial problems that the State had hoped it would. Hciwever, 

it went a long way in alleviating the problems created by the 

agricultural economy collapse of the 1920's and 1930's. 

In 1973, we started to get back into the farm real estate 

This 

loan business. We now have over 460 farm ownership loans, amounting 

to over $14 million. These 460 and some loans amount to just over 

1~ of all North Dakota farmers. We also service about 1400 farm 

real estate loans amounting to about $45 million that belong to 

the State School Land funds. We expect to be even more involved 

in farm ownership real estate loans in the future, as we try to 

get and keep young people started farming. 

We do have a program to finance beginning farmers. Last summer 

(1978) we started a program in cooperation with the Farmers Home 

Administration, to finance land purchases for beginning farmers. 

Basically, this program extends term to 40 years, may waive principal 

payments the first two years, and allows a reduced interest rate the 

first five years of the loan. This helps the "cash flow" of a 

beginning farmer during the "start up" years, which are the most 
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critical for any new business. ~e made 38 loans amounting to 

$1.8 million the first 4 months of the program, and are processing 

anbther $3.2 million as of today. I mention this to show that 

a state-owned bank can think new, innovative ideas, and put them into 

practice in a minimum amount of time, and without adding people.to 

"the bureaucracy." 

During the 1940's and 1950's, the Bank became the leading 

underwriter ~or political subdivision bond issues. The last few 

years the Bank underwrote and sold over $12 million per year of 

these tax exempt issues, over $17 million in 1978. Since the 

Bank pays no income tax, you might ask why do we buy tax-exempt 

securities? The answer is to provide an efficient and economic 

service to the instrumentalities of our state. Many of these 

issues are so small that they preclude public bidding. In the last 

few years, we have instituted an aggressive marketing program and 

our total portfolio dropped from S30,000,000 to less than $10,000,000. 

A recent Legislative Session also passed a North Dakota Bond Bank 

law, which is operated out of the Bank of North Dakota, allowing us 

to tap the national market with large issues backed up by numerous 

smaller tax exempt issues from around the state. Through the North 

Dakota Industrial Development Act, the Bank of North Dakota became 

the leading underwriter of Municipal Industrial Revenue Bonds. These 

underwriting activlties are particularly helpful in a state that 

doe-s not have dealer banks or home based bond dealer underwriters. 

After World War II, the Bank became one of the major lenders 

of financing Veterans Administration (GI) and Federal Housing 

Administration (FHA) insured home loans. This department has since 

E X H I B I T / --~ 
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expanded to where today it has over $89.4 million of these mortgages 

fro~ throughout the State. We ~ere the first institution in the I State to accept subsidized housing programs, such as the FHA 235 

Program. The Bank of North Dakota instituted its own Interest 

Supplement Program to.aid home buyers. W~ determined that a large 

segment of the State's population could not buy a home at today's 

rates. From our past experience with the FHA 235 Program, we knew 

that interest supplement programs work, and help some of our citizens 

become homeowners. Under our program, all loans are insured or 

guaranteeq by the Federal Housing Administration or the Veterans 

Administration. We take 80% of a household's income, subtract an 

additional $300.00 per dependent, and take 20% of the balance to 

determine what a household can pay for housing. We then project 

I 

I 

this to a scale to determine the rate charged, in no case more than 

3% under the allowable FHA rates. This subsidy ~ill in no case 

extend beyond the initial six years of the loan. We expect to 

reach many people in the $14,000 to $17,000 income range and help them 

to become homeowners. 

North Dakota needs a housing finance agency that could issue 

bonds, backed up by these mortgages and this agency could be part 

of the Bank of North Dakota. Unfortunately, this· was defeated in 

this session of the Legislature, but we anticipate to bring it up 

again if the demand for housing continues in our State. I might 

suggest that the State Housing Finance Agency and other similar 

agencies could be incorporated under one institution such as a 

state-owned bank. 

Last December the Bank of North Dakota issued $50 million of 

mortgaged backed bonds. This was the largest bond issue to have 
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originated in North Dakota. We received a AAA rating from both 

Moody's and Standard & Poors, which is rather remarkable, when you I realize that our "parent" the state of North Dakota, is only rated 

AA. We needed this $50 million for liquidity, so that we could 

continue to purchase home loans throughout our state. 

I 
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In August of 1967, the Bank of North Dakota made the first 

Federally Insured Student Loan in the nation. Since that time, 

the Bank has processed 71,960 loans, amounting to over $65,923,362.92 

to students throughout the state. We are actually number two of · 

all banks in the country (Bank of America, a $70 billion plus bank 

if first) and fifth iri numbers, by lender, in the number of student 

loans we have disbursed. We are eleventh in dollar volume. Over 

60% of the Federally Insured Student Loans made in North Dakota have 
. 

been processed by the Bank or North Dakota. We finance students 

seeking higher education throughout the world; even in Nevada. 

Our only requirement is that they be residents of North Dakota 

at the time they make the application. We generally limit vocational 

training to in-state schools. No schools in North Dakota act as a 

lender. All loans must originate with a financial institution. The 

reason we limit vocational schools to in-state, is we find the 

training costs less in North Dakota, and the danger of a student 

being "ripped-off" by unscrupulous p~oprietory schools is eliminated. 

In other words, we know our schools, and watch what they promise to 

do. We now have oV~r 28,637 loans in repayment. The Student Loan 

Program is completely computerized; and we feel it is one of the 

most efficient lending operations in the country. It's profitable, 

but more important, of great benefit and service to thousands of 

young people, and their parents. We also buy FISL from other lenders. 
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We made a secondary market for FISL several years before they dreamed 

up Sally hlae! Our past due and claim status with the Federal 

Government is running less than 2%, which we feel is the best in 

the country. Because of the· leadership of the Bank of North Dakota, 

our state leads the nation in making financial assistance available 

to students seeking education and training beyond high school. 

Today we are in the process of issuing up to $65 million in 

Student Loan Backed bonds. We are not going to pledge anything 

but student loans behind these bonds. There will be no take-out· 

provisions, no guarantee, direct or implied on the part of the 

state of North Dakota, no student fees or general fund monies, 

and no moral obligation on the part of the state. With our very 

favorable repayment record, we are confident that w~ will get a I very favorable rate. This type of financing could not be 

accomplished this way without the experience of a state-owned bank. 

I 

In the past, the Bank of North Dakota has made loans to various 

State Departments and institutions and has purchased real estate 

contracts from the State and its instrumentalities. At the present 

time, this totals only $385,000, but in years past, this was an 

important part of the Bank's operation. Some examples are loans to 

erect a building for the Employment Security Bureau, to finance 

buildings for the State Fair Board, and to the State Plumbing Board. 

All of these were self liquidating loans, (from income). Usually, 

the Bank sells these loans. Since they are tax-exempt to others, 

we will trade for high quality, higher yielding loans. In every 

instance, the instrumentalities could not get a satisfactory rate 

until the Bank provided it. Yet the Bank is able to sell or trade 
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and saves money for the instrumentality. 

The Bank of North Dakota starting in 1968, took a leadership 

position in SBA loans. Generally, the Bank will purchase the 90% 

guaranteed portion from the other institutions, thus providing 

local institutions with liquidity to take care of their other 

customers. We had a secondary market for SBA loans 7 years before 

they developed in the rest of the country. During the tight money 

period, in 1971 and again in 1974, the Bank accelerated its parti­

cipation program with other institutions and presently has over 
• 

$118.8 million participation loans. These can be for any purpose 

for any time period. We anticipate this to be expanded by $20,000,000 

during 1979. This is particularly helpful to the smaller banks that _ 

have a low "legal lending limit", and this enables them to service 

their larger customers. 

During the last legislative session a bill was introduced 

to get the Bank of North Dakota involved in a small way ($3,000,000) 

in solar energy loans for residences. The bill failed. However, 

I have attended a special Regional Business and Financial Services 

to Develop Solar Energy Technology Transfer meeting. We expect to 

be involved in financing solar energy in North Dakota in the years 

ahead. 

The Dank also serves as Trustee and Paying Agent for bond 

issues of the Institution of Higher Education in the state and 

further serves as Trustee for the North Dakota Public Retirement 

System and manages several State Trust Funds, whose assets are 

approximately $160,000,000. In North Dakota, in 1976, we placed 

$6.G rnllllo11 of FHA lnsured homt:: mortgages in one of our state 
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trust funds. Toqay, that market is off somewhat, but when it is right 

again, we may place more mortgages in these funds. All of these 

mortgages were purchased from, and are being serviced by, local 

banks and savings & loan associations. They are a good investment, 

yielding as much or more than out-of-state corporate bonds of the 

same average maturity. This investment helped the housing situation 

in North Dakota. It is an example of "Public money for public good!" 

The Bank of North Dakota somewhat resembles a "little Fed," 

since we are-the clearing bank for many of the"institutions in 
-

North Dakota. The Bank of North Dakota has processed as high as 

213,000 items (checks) a day and all of the 173 banks maintain an 

account with the Bank. Their combined balance averages in excess 

of $20,000,000 per day. 

The success of the Bank of North Dakota may be summed up by 

the Bank's philosophy which is, "I. To encourage and promote 

Agriculture, Commerce, and Industry in North Dakota. II. To 

provide the most efficient and economical financial services to the 

State, its Agencies, and Instrumentalities. III. To provide 

professional assistance whenever possible and wherever it will 

encourage and promote the well-being and advancement of North Dakota 

and its citizens." 

The growth and soundness of the Bank of North Dakota is a 

tribute not only to those who conceived it and to those who have 

operated it, but to all North Dakotans who have benefited from 

the services of such an institution. The citizens of the State of 

North Dakota take great pride in the philosophies and soundness of 

the Bank. 

E X H I B I T I __ !J 
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A bank owned, operated by and for the people of k state, 

will not be a panacea for all of a state's economic and social 

problems. However, it can be of great help in alle~iating many 

of these problems and c~n give leadership and financial input in 

isolated and special areas. I believe a state-owned bank would be 

a good asset for any state, and particularly to the smaller states. 

I understand you will have testimony against starting a state 

owned bank. Let me comment on some of the usual arguments against 

a state owned bank: 

It concentrates credit in one area - not true! The bank 

serves the entire state, working through other financial institutions. 

There is no concentration of loans in any one area. 

It invests funds out of state, such as government bonds -

only to tne extent necessary to provide for its liquidity needs. 

In the past, loan demand has been increasing and we expect it t'o 

continue to-increase. We presently are about 65% loaned up. 

To be profitable, a state owned bank would have to compromise 

its purpose of advancing "socially desirable programs" not so! 

~e point to our record of student loans, housing loans, farm ownership 

loans, and municipal bond underwriting as accomplishing ''socially 

desirable goals" and we are still more profitable than any bank in 

the country. 

The Bank pays no taxes - We pay more into the State Treasury, 

as a percentage of profits, than any bank would pay in combined 

taxes and dividends. If you believe banks are paying large amounts 

into your state treasury, then I suggest you check the records. 
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We, t~e Bank of North Dakota, pay more than 7 times the amount paid 

by all banks and savings and loans combined in Nort4 Dakota in taxes 

to the state. In no way could the financial community make this 

up, if the Bank of Nort~ Dakota dispersed its deposits to the 

other institutions. 

The Bank has lower expenses - True! Because of public funds having 

to be deposited in the bank, low occupancy expenses (we don't need 

the biggest, tallest, newest,_most opulent building in town), little 

or no advertising, no give-aways (no matter how cold it has been in 

North Dakota, we have never given away a blanket!) and state employees 

wage scales. To be fair, a state-owned bank must pay competitive 

interest rates on time money, and the Bank of North Dakota does. 

Abuse of lending authority because of politic~l control -

I believe this danger is over stated. It has never been a problem 

in North Dakota. Of course, we have open meeting laws. If you 

have a.broad based board, of both public officials and representatives 

of the private sector, I don't see how you could have a problem. 

Not able to keep capable martagement - If you keep partisan 

politics out of the bank and pay adequately, there are no problems 

in keeping capable management. 

With the exception of the Bank of North Dakota, state-owned 

banks have been tried and didn't work out! - There were various 

reasons for the failure or discontinuance of these various 

experiences. Perhaps, at some time in history, the need for a 

state-owned bank was not necessary in some states at a certain 

period of time. The question being concerned in Nevada today is, 

I .:lJ ,Q ¥"'"fr.:-_._ 
E y H I B I T I --!a Jt ,, ' ' 



I 

I 

I 

-14-

"Does Nevada need a state.owned bank?" 

A state owned bank is a form of"credit allocation." - True, 

public money for public good - what's wrong with that? 

It eliminates the need for "pledging" by other banks against 

public deposits and weakens the market for tax exempt securities 

in a state. - The state-owned bank would be a market for a state's 

political subdivision securities. We have imp·roved our market and 

I believe your proposed bank would do the same. 

It can do what othe~ banks can't do. True, that's why 

you want a state owned bank. 

Not bound by Regulation Q - This isn't so in North Dakota. 

The law specifies that we can only pay rates that other banks are 

authorized to pay and North Dakota law refers specifically to the 

rates allowed by banks that are members of the Federal Reserve 

System. This could be included in your law, but I don't recommend 

that it be. From a practical experience, the proposed bank would 

probably only pay what other banks pay. Incidentally, in 1978 

the State Treasurer had an average of almost 94% of his funds in 

interest bearing deposits with us aid only 6% in interest free 

demand deposits. 

Salaries of the executive officers would be higher than 

state officials - So what? If you are under-paying your elected 

officials, that's no argument about the merits of a stat~owned 

bank. 

Members of the Committee, I know a state-owned bank works in 
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North Dal(ota. I am confident it would work in Nevada. It would 

help your state and its citizens. 

Thank you for allowing me to visit with you. I would be 

happy to answer questions. 
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"THE BANK OF HORTH DAKOTA PHILOSOPHY" 

I. 

TO ENCOURAGE AND PRO!!:OTE AGRICULTURE, 
CO.MHERCE, AND I!;DUSTRY 

IN NORTH DA.,OTA 

II. 

TO PROVIDE THE MOST EFFICIEI:-T AND ECON01·1ICAL 
FINANCIAL SERVICES TO THE STATE, 

ITS AGENCIES, F~ID 
INSTRUNENTALITIES 

III. 

TO PROVIDE PROFESSIONAL ASSISTA..~CE WHENEVER 
POSSIBLE AND WHEREVER IT t-HLL EHCOURAGE 

MID PROMOTE THE WELL Bi::IEG AND 
ADVANCEMENT OF !,:ORTH DAKOTA 

AND ITS CITIZ:2~:s 

H. L. Thorndal 
1970 

EXHIBIT ... 
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1919 
1920 

I~~ 
23 

1924 
1925 
1926 1 

1927 
1928 
1929 
1930 
1931 
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 
1942 
1943 

14 
5 
5 

- 7 
19~8 
1949 
1950 
1951 
1952 
1953 
195J 
1955 
1956 
1957 
1958 
1959 
1960 
1961 
l9f?2 
1963 -
1954 

I 

HISTO~Y O? UE'f OPER:Yl'I!;G E,\2U~:~S (??.OFITS) OF THE BANK 0? ?:ORTH DA .... ,OTA 

$ 70,276.77 
121,883.17 
136,259.7.J 

(-273,555.84) 
(-10,650.36) 

25,450.35 
114,739.00 

{-97,472.87) 
127,8.:;,7.0l 
349,207.01 
554,522.30 
47~,114.01 

(-25,441.81) 
393,348.13 
28,~ / 007 • 38 
301,143.18 
436,759.75 
557,537.59 
395,237.87 
285,952.83 
194,911.63 
205,807.28 
225,525.42 
342,911.95 
~26,504.49 
583,059.53 
577,692.42 
722,422.37 
608,616.57 
669,006.47 
764,275.12 

1,004,356.51 
1,108,980.93 
1,388,386.37 

·,J.,476,050.1,0 
1,393,237.49 
1,461,949.59 
1,363,513.33 
1,401,861.05 
1,434,011.16 
1,549,517.76 
2,334,409.43 
2,651,480.68 
2,824,785.39 
2,195,203.37 
2,344,438.12 

1965 
19G6 
1967 
1968 
1969 
1970 

·. 1971 
1972 
1973 
1974 
1975 
1976 
1977 
1978 

$ 2,742,366.02 
2,935,786.75 
3,162,020.55 
1,913,660.64 
3,111,941.99 
4,327,522.02 
5,521,730.78 
6,032,929.~9 
8,066,384.66 
9,268,770.41 
8,334,877.82 
9,807,755.00 

11,060,320.00 
10,334,095.00 

$ 12:2,146,293.98 
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H=-i.n}'._ of ?:orth ll;-tkotr. 
Bj ~r.1~ n.:k, North D,tkota 

Commerci 2.l n.tnkin[: Dc:p:-trtrnen t 

l,E~Dn~G PP.10:lITIES - --- - ------

The B~n'k of Xc1rt)1 Dakota's le:ndiriz policies wilJ be in kcepine . 
with its Philosophy: I. To cncour ... _gc: and prorr.otc ?..griculturc, ­
corrITTcrcc, and industry in }~orth Dakota. JI. r.ro provide tbc 
rnost efficient p_nd cconol:!i~2.l fin2.nci2.l services to the state, 
i~s agencies, and instrumentalities. III. To provide professional 
~ssistance whenever possible and wherever it will cncourctge and 
pr0i:1otc the well beinc and advancement of l~orth Dakota ~-nd its 
citizens. 

B,y scale: 

l. 
2. 

3. 
4. 
5. 

6. 
7. 
8. 

9 . 
10. 
11. 

,{'- 12. 

l.3. 
14. 
15. 

:F'cdera lly I nsurcd St ud~nt Loins ·;.:,. Direct and Purchas·ed,;~ 
Farm f..: :Ranch Re~tl Est2.te Ownership Loans to :FmHA .. (;, .·· .· . . • 

Borro·.•.=ers - Direct. · · -' ;~~!_: 
FHA/VA Single Family Residence Loans - Direct - Purc"l.i,;te:J~ -:-t 
'SBA or Fm'H.4. Gt1~ai-·ar1tced Business IJoa:_ns. ---~. :\:-<L\ 
Loaf!s to l nst rumeiltal i ties of the St?.te of North · Dakofk. 

r 
Direct. < .. · · 

· Farm & Ranch Operatjng Loans, including livcst.ock. ___ fcec1ing· 
Irrigation - term loans . 
New or enlarged manufacturing - work:ing capi tal 1 ot>ils'truct.i~ 

term. 
Bank Sto~k or ~ank BU.i1ding ,, ldaris '·. 0 · D:i:tbct :~ 

. Hult i-f~mi1y units, __ w~ei e dyma~rJ ,wa:r-rants -~ ,FHA ; & pal"(ic.ipa_1 
Interest .. Sµpplpmei:it · Sing], c 'fam:rly, .;FlJA loans . -•. , ··.. · · ;: , 
Retirement ang .. Nu:.rsing · Homes --:· §ech icfn 8 - HUD :... fpurcnased 

participations. . . . · . • · · 
Farm and · Ranch Real Esf;;:i.te Ownership Loans - Partic'.i~at:':i\:h1$. 
Retail Establ ishmcntS - ; consti•uction •· operating, term , 
All others not .classified abov~. · 

As a source of secondary funding for all of the financial instituttor 
•' ~nd savings and loans within North Dakota 1 it is our obligatiqri:\ to ·. 
treat every credit request on its merits. We should suggest, 2:ncl . . 

. .:strengthen the collateral base and documcnt~ttion wherever possible. : 
,; Obtain an SBA, FHAI VA or Fr.iHA Guaranty whenever feasible ahd secure 

.... p ersonal continuing general gu_arantees on all corporate inclebtcdnc'ss. 
· Key man or terr.i life insurance is also rccomrnenc1ec1 wherever possi't>le. I i"t, .is our obligation to encour;i:e and promote participation an~ "-
. overlincf activity with every iinancjal institution v:5th:in the<. '<. : · 

state of ?,orth D2.kot2.. 1'his is the cntre' for increased C·brr e'spoh'iien 
b ?.,l2J'lces, $ecuritics activi_ty 2.nd closer tics \'/ith our 1·cspondcnt ,, 
f1n::fhcial insti tutioils; a.ncl helps us to ''aid, encourage, ari'd promote 

f:1~i c;.u1turc, com:.::crcc and industry in l,orth Dakota". · ,; ;_ ,. 

1. The lcRd financial in,stitution sets the rate so : 
lone as it clocs not cxccccl our "n-itc r:uicle". . , 
Avo5d 100';;, p~ .. rtici1,2.t i ons, un1c.-ss ori~inatin~ financia'l< 
i n st i t u t i o Il :is ?. l r c: ;d .>. a l l cf; al 1 c 11 cl j II G l i ml t . · 
J-;>:cluc.ic ~pe:cu1e..tion lo~ns. 
Attcr!1pt to :-tvo:id out-of-state or non - rcsidc-nt operator .loans 
Ac:¢ppt only tl1c> CU?.'r?..ntccd portion of Sf3A or :fmHA loat{s . 
At t empt to . l irni t our fi?.rt icip:-1.tion on real CSLttc );"o a~~s to 
not More than '70~ c,f 2ppr.:t.is:1l or cost, whichc.-ver is less 
ctnd ou-t:, sl1,lre not r:-,orc tl1an GO~ of the lead iinanciil 

1 

institution's c:-:pc,surc. unless )e~d fjJHlllCic"~l inslillltion 
a) rc-:'ld-y i's c>.t le:r:~1 · 1c.-ri<linc lfrai t. • .. 
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7. Enc:ourar:c and pr0::1:>te short tcn:1 (c,nc year or Jess) , 
}>::>-rtjcipations t·o o:fJsc:t otn- long term particiJ,?.tions. 

8. On la rr:c p~ rt i cipa ti 0n::; or whc:rc the lead f j_ n anci?.l 
i n st i t u t i on ' s r 2. t es e_ re 1 ow 2, s c. n a cc o rn:r. o d ::t t j on to th c 
bo1-rowcr 1 atlcr,ipt to ?-rranr,c clorrn?.nt coinpcnsRting balances 
to increase our yiele. 

9. Att(:r;-.pt to p)acc 1:1orc.- lo?..ns on a floatine rate of interest. 

1. 

2. 

3. 

4. 

5. 

6. 

7. 

8. 

9. 

o;)Efu~·r 10:-: PROCEDURES -------- ·-------~---

Have a cori!plctc worl:s}i2et 2.nd resume fo:r the Investment 
Co::t11i t tee 1 Advisory B::.,2.rcl and Industrial Corr_mission. 
All conversations and activity on the file with the 
exception of payments> shall be noted on the comment 
sheets and initialled by the loan officers. 
A complete loan file including spread sheets., comment 
sheets, all documE:ntation and insurancE! must be prepared 
and checked by the lending officer and double checked :for 
completeness ~nd full cocume:ntRtion by the credit department 
or the SBA's attorney, or our General Counsel, as the 
situation would require. . .. ,·- .·.:,; 
/:J..l loan files and co\·enants must be checked at least ~· ;~~~2~ 
annually ior financial ste.tcr.;ents, spreading, comments, ... · · 
continuations, compliance, etc. . 
Require certified CPA reports whcnev~r possible on 1oans of 
$250,000 or more especially if the borrower is a busines~. 
Com.:-nitment letters are to detail a.11 requirements and the · · 
copy is to be signed bl the orieinating financial ·:tnstitutioi 
and the customer and returned. 
All turned down loans arc to be reviewed by two lending 
officers. 
Field trips to inspect and tliscuss participations and 
overlines will be rn2.de (at least semi-annµally) if staffing_· 
permits. 
Service fees will conform to those guidelines as set forth 
in our ti Rate Guide". · · · · 

REPORT D;G PROCEDURES 

1. Report delinquency action on a monthly basis to the 
Investment Committee, Advisory Board and Industrial 
Commission. 

2. All loans, except Fcde~ally Insured Student Loans ar~ to be 
reported to the Investment Committee, Advisory Board and ~ 
Industrial Com.mission. 

3. All turned down loans 2.re to be reported -to the Investment 
Com'.Tlittee. 

~- A loan log will be k~pt of all pending loans and a monthly 
report on unused co:,-,:.1i t ted funds will be obtained by the 
dcpc1.rtmen t he2.d and re:ported to the lnveslmcnt Comm.it tee. 

5. A monthly delinquency report on FHA-Vb lo?..ns is to be mctdc 
up and presented to the Investment Crnnmittce 1 Advisory 
Board and lnclustrial Co~r1'Tlission. 

COLLECT IO:{ PROCEDU!\ES 

l. Est2.bl:ish a polic)' of ,;c:b.i.tinr, 2.nd crcditinr; the 
corrcsnon<lcnt fjn2.nc::?1 insljtuliou accounts for the 

# 

cli!.ilJur.scrne:nt and collc-c~ion of r:K,nics. on our lo~ns, 
whenever possible. 

2. Lcnclinz officers \dll be prjmarily rcspons:il>lc for 
collection of p.-..st c!ue: lo:>..ns \':ith the file co:;i'.ilcntccl 
rcr;u1c.rly clurjnz the coJlcctjc,n J>ariod. 'l'llc dc-p?.rtrnent 
r.-i~n :-teer, Legal Dc-p2.r tt:H:-n t :;,.nd Prcsiclcn t of l he U:i..nk of l"'or tJ 
Dctkot.-.. \·:ill be kc;,t rc•i~ular)y ~clviscd of dcve:)o;.):nc:nts . 
;-_11cl will."~id in the- cc,1]<:clio!J pn:,ccdure wl,cu t11 0 ir l1clp 
~ould be beneficial. 
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US. MOI'.'ETARY CRISIS: ITS 
TIIREAT TO LIBERTY AND THE 
REMEDY 

HON. JOHN R. RARICK 
OF LOUISIANA 

IN TJ-TE HOUSE OF REPRESENTATIVES 

Thursday, May 11, 1972 

Mr. RARICK. Mr. Speaker, the current 
efforts by our Government to hold down 
price increases have served to focus the 
attention of thoughtful students on a 
little discussed facet of our money sys­
tem. This system. because of a long proc­
ess of miseducation and studied silence, 
is not now understood as it was prior to 
a,doption of the Federal Reserve System 
more than h1.lf a century ago. It is based 

II 
l.ipon debt, has serious implications for 
the future of our country, and invites 
what may be the greatest war in history. 
· ' Every debt-dollar demands an interest 
tribute from our economy for every year 
that dollar remains in circulation. These 
interest costs fore~ up the price of every 
commodity and service and contribute 
greatly to inflation. 

One hundred and ten years ago, on 
President Lincoln's recommendation, the 
Congress authorized the issue of interest­
free U.S. note~. Many of these notes are 
still in circul:::tion and their interest-free 
status has saved the American economy 
billions of dolla1:;. 

Attempts to fight mtlation in the 
United States by the highest interest 
rates here in over 100 years iu-e bound to 
fail for high interest rates drive costs and 
prices up while holding production down. 
For this reaaon, the present administra­
tion has succeeded only in bringing about 
the anomalous situation of a depression 
in the midst of rising prices. ThP, result 
has been to engorge financiers with prof­
its at the expense ot every other sector 
of the economy. 
- Moreover, ac, long as the manipulators 

of the money aeelt to maximize bank 
profits by high interest rates, prices must 
continue to skyrocket. Only by forcing 
these rates down cen production be en­
couraged and costs reduced, which will 
minimize price increases. 

Under the Constitution, the Congress 

I has responsibility of issuing the Nation ·s 
_ money and reiulating its value--article 

I. section 8, clause 5. In a recent brilliant 
analysis of our money system by T. David 
Horton, chairman of the executive coun-
cil of the Defenders of the American 
Con.<;titutlon, able lawyer and keen stu­
dent of basic American history, he sug­
gests a proven remedy for our current 
predicament th.at will enable the Con-

rress to rcwme its constitutional r~­
sponsibility to regulate our Nation s 
money by liberating our ec,momy from 
the swindle of the debt-money manipu­
lators by the issuance of national cur­
rency in debt-free form. 

Early in the present Congress I ll1tr?• 
duced leaislation <H.R. 351> t~e mam 
aim of which was to accomplish auch 
liberation bJ authorlz1ng our NaUonal 
Government to purchase the Federal Re­
serve System and to pla.ce it ~der t.be 
control of experienced administrators 
wit, recognize the basic soundness of the 
traditionalist money system and who 
can be dependent on to act in the inte~­
ests of the American people and Amen-
can financial needs. . 

In order that the indicated analysis 
.and proposal of Mr. Horton may be 
available to our colleagues, r quote it as 
pii,rt of my remarks -

MONETARY C&ISIS-lTS THIIEAT TO LlBJ:BTT 
AND THIC Rl!!USDT 

(Acldre9l of T. David Horton) 

In 1 797 John Adams wrote 
to Thomas Jefferson: 

'' All the perplexities, 
confusion and distress in 
America arise, not from 
defects of the Constitution 
or Confederation; not from 
anv want of honor or virtue, 
as· much as downright 
ignorance of the nature of 
coin, credit and circulation." 
The power to issue money is 

the supreme prerogative of 
government. 

The history of contemporary 
money policies may be traced 
back to what has been called 
"the crime of 1666" when 
Barbara Villiers, mistress to 
Charles II, helped the British 
East India Company gain a 
rake-off starting at two pence on 
the pound of the royal coinage. 
These corrupt practices were 
multiplied, and by 1694, William 
Paterson, founder of the 
privately owned Bank of 
England, would declare: 

"The Bank hath benefit of 
the interest on all monies 
that it creates out of 
nothing." 
With the crime of 186~, tJM 

National Bank Act, we find 
private banks gaining the power 
to issue money directly and a 
struggle commenced that hu 

continued to the present day. 
Our own national heritage, if we 
are allowed to know it, is full of 
emphatic statPmf•nts upon the 
subject of money. 

Abraham Lincoln was one of 
our nation's foremost statesmen 
on the subject of money. 

The great American 
Monetary Historian, Alexander 
Del Mar, declared: 

"Money is perhaps the 
mightiest engine to which 
man can lend an intelligent 
guidancP. Unheard, unfelt, 
unseen, it has the power to 
so distribulf• the burdens, 
gratifications and 
opportunilil's of life that 
each individual shall enjoy 
that share of them to which 
his merits or good fortune 
may fairly entitle him, or, 
contrariwise, to dispense 
with them so partial a hand 
as to violate every principle 
of justice, and perpetuate a 
succession of . . . slaveries 
to the end of time." 
What have we done with our 

money? More than a hundred 
years ago John C. Calhoun said 
that we had given the banks the 
government credit for nothing, 
only to borrow it back again at 
interest. 

In the 1930's, Marriner 
Eccles, then chairman of the 
board of gonmors of the 
Federal Reserve System, 
admitted to Congressman Wright 
Patman that: What that privately 
owned central bank used to buy 
three billion dollars worth of 
government bonds was the right, 
as he called it, to create credit 
money. 

Yes banks create money -
ex nehii - out of nothing. 

Congressman Usher L. 
Burkick confirmed this is an 
interview published in 1959 in 
which he said: 

"We want to sell four billion 
dollars worth of bonds, and 
we sell it in New York to 
those who haven't got a 
dime, and they don't need 
any money beca!-'se .. tt!.~}' 
simply enter credit te U.. 
government on their l'.Q,M! 
.. And then, before .r,vrll 

EXHIBIT 2 18.i ~' 



money is paid out, they get ' 
the currency because they 
bundle up those bonds and 
bring them down here to 
Washington and get an equal 
amount of currency. Then 
they've got the money! But 
they didn't have the money 
before the government gave 
it to them." 
In the meantime, of course, 

the government continues to pay 
interest on those bonds. 

There is an incredulity 
regarding money matters that 
may be due in part to the fact 
that these gigantic legalized · 
swindles simply boggle the ' 
imagination. 

G .W.L. Dav wrote in his . 
book, "This Le~ds to War :" 

"The mystery which has ; 
shrouded the subject of i 
banking is every whit as deep ' 
as that which obscures the · 
hocus-pocus or · 
witch-doctoring; and with 
just the same . blind respect 
with which the simple na tives 
of Sumeria once gaped and 
goggled while their priests 
muttered their iucantations · 
and examined the entrails o( 
chickens. 1"or centuries WP 

have listc>ned with awe lo I.he 
dictums of finance, believing 
that its high priesthood is • 
possessed of knowledge' 
superhuman <1nd that its i 
mysteries are sacrosanct and ! 
incomprehensible lo lhc

1 

common run of man." 
Henry Ford put it this ·way: 
"If the American people 
knew the corruption in our 
money system, there would 
be a revolution before 
morning." 
What are the reasons for the 

disparity that we find in the 
manner in which we tend to\ 
accept some things, but refuse 
and fail to know some of th<· : 
:;lmpl<.-st of truths with regard lo 1 
our money? One of the reasons' 
may be explained this way: 

We have a situation here , 
where - if one of you 
deposits $ 1 00 in a bank 
account and if you write 
checks upon that deposit 
twice - if you do it in my 
county, I have to come 
around and put you in jail 
and lock you up! You have : 
committed a felony. Yet the 
very same bank in which you 
deposited that $100 can . 
write checks on that same 
$100 not once, not twice, 
lwt five or 10 times, even 20 
times, and can do so with 
impunity. This is called the 
fractional reserve system. 

We penalize one man who 
writes checks on the sami! 
money twice and send him to 
jail. 

We gloriry the banker who 
writes checks on the same 
money 10 times and send 
him to Congress. . 
The difference between the 

..,anker's activity and the activity · 
of the "paperhanger," as we'll 
call him, (who writes checks on 
the same money more than 
once, is that the banker charges 
interest for lending the same 
money 10 times!) 

Dr. Carl F.M. Sandberg said: 
"From those not previously 
familiar with these things, 
have come expressions of 
interest and enthusiasm, but 
also reluctance to accept as 
truth the fact that our , 
government, without getting j 
anything whatsoever in 1 

return, gives tb:: Federal · 
Reserve notes to private , 
bankers for them to loan out 
at interest, even back to the 
government itself. To them 
this seems so senseless as to 
be unbelievable." 
This is one reason why we 

find a certain incredulity with 
regard to accepting some of the 
basic facts of life that relate . to 
our money system. But it is not 
the enormity of the outrage that 
is most important. It is not the 
fact th a t the swindles of high 
finance amount to billions of 
dollars. lt is lhe fact that our 

1 
present debt money system does 
not work, th a t is doing us the 
greatest injury. 

Lt'! us considl'r two points : 
about our prE>Sl'nt system. I 

First.: That everv dollar we 
carry around in our ·billfolds is a 
debt dollar. 

Dr. Willis A . Overholser said: 
"Our present Federal Reserve 
System is a flagrant case of 
the government's conferring! 
a s pt•cial privilege upon 
bank!'rs. Thl' government 
hands to the banks its credit, 
at virtually no cost to the 
ban ks, for their private . 
profit. Still worse, however, 1 
is ·the fact that it gives the 
bankers practically complete 
control of the amount of : 
money that shall be in 
circulation. Our present 
money system is a dfbt 
money system. Before a 
dollar can circulate, a debt 
must be crented." 
The foregoing statl'ment, 

with regard to the money we use 
for our lrnde today, applies alike 
to thl' dollars we carry in our I 
pockel<; ;i nd also lo the so-called 
checkbook dollars that banks 
crl'alc when making loans. These 
two sources of debt dollars make I 
up our money. 

Who profits from having all 
our money based on debt? To 
find the answer ta this question, 
we can refer to the controllers of 
our commerce themselves. 

Brooks Adams, the brother ! 

of Henry Adams, wrote in his . 
book, the "Law of Civilization 
and Decay": 

"Perhaps no financier has 
ever lived abler thai1 Samuel 
Loyd. Certainly he 
t:!~derstood as few men, even 
of later generations, have 
understood the mighty 
engine of (money). He 
comprehended that, with 
expanding trade, an inelastic 
currency must rise in value; 
he saw that, with sufficient 
resources at command, his 
class might be able to 
establish such a rise, almost 
at pleasure . . . He perceived 
that, once established, a 
contraction of the currencv 
might be forced lo an 
extreme, and that when 
money rose beyond price, as 
in 1825, debtors would have 
to surrender their property 
on such terms as creditors 
might dictate." · 
Lovd was father of the Bank 

Act o·f 1844. He was no idle 
theoretician. He obviously knew 1 
what he was doing, and he knew 
that his clique could profit 
immensely by causing a 
boom-bust cycle to ra,.,age thr 
economy periodically. 

The importance 01· 
controlling the volume of 
currency in circuiation was 
pointed out by PmsidC'nL James 
A. Garfield, who r!'mark<'d: 

"WhoevPr con Lrols the 
volume of money in any 
country is absolute master of 
all industry and commerce." 
Added to the fact that all of 

our money is debt monl'y, we 
need to consider a second point, 
and that is our profit system : I 
remember as a small boy, 
puzzling myself over a problem 
that arose wlwn I was reflecting 
upon the profits that l was 
making out of shovPling snow, 
mowing lawns. delivering 
newspapers, or whatever, saving 1 

up for the day when I would go 
to collegE>. I figured: If I make a 
profit ( and l 'm supposed to be 
working to make a profit) and if 
everybody else is making a 
profit, where is the money to 
come from? I take my quarters 
and put them in a little bank - I 
was taking money out of 
circulation. My profit is what I 
took out of circulation. If 
everybody else did the same, a 
problem might develop. 

I didn't come to any 
conclusions, but it was obviou"s 
to me, and it is probably obvious 
to any other ten-year-old, that 
there is a problem with regard to 
our money if we are to operate 
on a profit system. 

If every business is run at a 
profit, then every business is 
creat111g a partial vac~um in the 

I ' \ 
money supply and this can lead, 
and always has l€d over a period 
of time to a cataclysm. • 

This is the assistance that the 
free enterprise system "f. 
the controllers nf o 
system, when it is dee 
those controllers to c .. 
depression. 

Unwittingly, 
tolerate a debt 
we contribute 
undoing. 

so long as we 
money system, 
to our own 

Periodically, we get into a 
depression, and we're not able to 
distribute to our own people the 
very necessaries of life. Willing 
workers are left idle, producing 
nothing, while produds rust and 
food rots - for want of the 
money which our debt.-money 
system deprives us. 

A physician lold me recl'nt.ly 
that the second most common 

· diagnosis made today by the 
general practitioner is 
malnutrition. This is America in 
1972. 

At the same time, we are 
sending more than 100 million 
dollars worth of wheat to 
Russia, to feed their workers, 
who make more guns to kill our 
boys (and more ICBMs to 
threaten our cities). 

Our own people are hungry, 
and the manipulators of our . 
debt money system decree 
we se nd our food tci 
l'nem ies. 

This is insane. 
But we are not without 

remedy. 
First, we must understand 

that our debt money system 
creates a vacuum in the money 
supply. Second, we must 
understand that in order to have 
a healthy economy with 
everybody making more and 
more goods and re necting more 
and more profit we must have an 
expanding money supply. 

So, our debt money system is 
exactly the wrong kind of 
money system that we need for 
a healthy economy. Rather than 
continually expanding the 
supply of money to meet lhe 
demands of ever-increasing 
goods and services that are being 
placed on the market, our debt 
money system decrees that that 
money supply shall contract 
because every dollar that is in 
circulation has a little tag on it, 
called in le rest, which commands 
lhat there must be withdrawn 
from circulation six cents or 
nine cents .or 12 cents or 
whatever the interest * 
dictates, in order for that d 
to remain in circulation 
another year. , 

The solution to this p ro : · 
is not new. We can find it in the 
works of Abraham Lincoln that 
are now more than 100 years 
old. These quotations are from 



Lincoln's spPech, !-, on ns~q:::_\ 
rt>form: 

"MonC'V is the crea!un• of 

'

w, and · the crPalion of the 
·iginal issue of money should ; 
· maintained as an exclusive 
onopolv of the national; 

ov!'rnnw1;l. I 
, "Th!' wages of men should he , 

n•co[!nizNI in I.ht• s!n:clun• ,,f 
anrl i11 the soci,11 ord,0 r .,~ non• 
important than nw w,.,_;,·, of 
111011('\'. 

· "No duty is more imperative 
on the governmPnt than lhP 
duty it owes the people lo 
furnish them a sound :ind I 
uniform currency, and of, 
regulating the circulation of the 
medium of cxchang<' so that 
labor will he prolecll'cl from a 
vicious currency, and commNcc 
will be facilit:1t(•d by cheap and 
safe exchangPs. I 

"Tlw mo1w(arv neNls of ' 
incrpasing numbn~ of pl•ople ; 
advancing towa1·d highPr! 
standards of living can and ! 
should hP md by the 
government. I 

"The circulation of c1 

nwdium of Pxchanw• iss11Pd ,rnd 
backPd by Uw government c,,11 
be properly n•gulatNl , . 

"Gov{'rnment has t/w pow{'r 
lo r<•gulatt• th{' c11;-rpncy and the 

l
dit of a nation. 
"Gov(•rnment poss{'ssing the 

W{'r to create and issue 
rency and creclit as money ! 
d enjoying the right to 

withdraw both currency and 
credit from circulation bv 
lax at ion and olhNwisP 1wNl n<;t 
and should not borrow eapil.:il at 
interest as the means of 
financing government work :ind 
public enterprise. 

''The Government should 
create, issue and circulate all the 
currency and credit needrcl to 
satisfy the spending power of 
the government and the buying 
power of consumers. The I 
privilege of creating and issuing 1 

money is not only the supreme i 
prerogative of government, but ! 
it is the government's greatest · 
creative opportunity. 

"By the adoption of these 
principlrs, the longfelt want for 
a uniform medium will be 
satisfied. 

"The taxpayers will be saved 
immense sums in interest, 
discounts and exchanges. 

"The financing of all 
government enterprise, the 
maintenance of stable 
government and ordered 

l
ress, and the conduct of the 

1 
sury will become matters of ; 
tical administration. 
'The people can and will be , 
ished a currency as safe as · 

their own government. 
"!'.Toney will cease to be the 

mastN and become the servant 
of humanity. Democracy will 

rise supi,rior to the money 
power." 

What Lincoln was rPfcrring 
"o was the issuance of a national 
currency, sometimes are referred 
to as Lincoln Greenbacks. I 
don't know how many here have 
S<'en or remember ser•ing what 
today arl' the remaining is5Ul' of 
approx i•11,•t,•i~ 300 million 
doll:1rs ih:i! was put into 
circul.il in~ ;,,or<' than I 00 y,•,tr;; 
ago. Tlwy ,11,• !lw United States 
Notes which !war th<' r<'d seal. 
Our ordinarv Federal Rrserve 
notl's bea~. appropriakly 
<•nough, a dour black S<'al. These 
black seals are debt monev. 
Before lht•y may circulate, · a 
debt must be created. A United 
Stall's not!' with a red se,,I is 
spent into circulation and is 
inter .. st freP. ThN!' is no interest 
inl'tl rn•d in t lw issuance of it. 
ThNe is no inlNP~l incurred in 
maintainin!Z it in circulation. 

Now, it W<>tdd b{' interesting 
to note how much this original 
issu<' of LinPoln GrPPnbacks has 
saved !ht> American taxpayer, 
since its original issuance. 

February 2f• of this year was 
tlw 110th anniversary of the 
statute authorizing the issuance 
of Lineoln Ur,•enbach. Th1·pp 
hundred million dollars of llwm 
is supposed to he maintai1wd in 
circulation undN stal11tP, but 
thf'y have b<•Pn withdrawn, oral 
least plac<>d into some form that 
the common variety of pcopl<' 
rurely gl'l,s to SP('. Thcv ha\'(' 
be<'n outsf~ndin!,! for 110 ,·,.ars, 1 

If \\'I' c<mlpulP the amonnl 
nPcess,nv Io rPcl<'t'm tht• 
principal and intPrPst of this 300 
million dollars that was saw•<l 
100 yPars ago by th<> issuance of 
Lincoln Greenbacks, W<' find 
that, at mer<>lv 3 pPr CPnt 
interest, th!'. amount of 
indebtedness which would be • 
represented, had bon<ls been 
us<>d instead, would be 7.7f> 
billion dollars. We an• d<'alinf.(, of 
course, with an !'Xponential, and 
we find that if we paid 6 per 
cent, the amount that the 
Lincoln Greenbacks saved our 
taxpayers and our commerce is 
182.5 billion dollars; and the 
amount at 7 per cent is 511.6 
billion dollars. 

The importance of this 
device that Lincoln initiated 
during the Civil War (which w,e 
need to copy if we are to 
emancipate our commerc<> from 
the thraldom of debt money) is 
recognized by the bankers 
themselves. The London Times 
is quoted as being the 
mouthpiece of high finance in 
John Howland Snow's book, • 
"Government by Treason." The 
Times is quoted as follows, 
referring to the Lincoln l 
Greenbacks: 

"If that mischiPvous financial 
policy, which had it" origin in 
th<' North Ancerican Republic 
duri,i~ the lal.c wc1r in that 
country, (Civil War) shoulrl' 
bec01:1c imbrated clown to a 
fixtur<', tl1Pn that government 
will furnish its own money 
without ~·mt. l t will pay off its 
debts an<l lw without debt. It 
will h;iv(• all the morwv 
nec!'ssary to carry on it.,' 
comm<>rce. It will bPcome 
prosperous beyond precedent in 
the history of the civilized 
governments of the world. The 
brains and the wealth of all 
countries will go to !'--h,t h 
America. Thal government must 
be destroyed ... " 

This is what the hank<'rs had 
to sav about Lincoln 
Greenba~ks. 

If we want lo try to remedy 
the situation where our monev 
sys!rm, instead of expanding it 
a timl' when wr n<><'d more 
monry. contracts and thereby 
forces us into periodic, 
depression, we net>d to adopt the , 
measures that Lincoln initiated: · 
Nanwly, the issuancP of a , 
national cu rrl'ncy. lf, coupled i 
with this, we require the banks, 
to lend our mon!'V not IO or 15 
times, but limit thPm to three: 
! imes, ( this would be enough) ' 
and this can be done by setting 

1 
the reserve rpqu irements at I 
33-1/3 per c,•nt: If thcs<' two 
things are dont', it will not onlv I 
provide an imnwnst• sourc<> df' 
tax-fr<'e revenue ancl provide our! 
commerc!' with a source of 
money that is int!'rest·free, but 
also, it will keep the banking 
institutions from taking away 
the control of the amount of 
money in circulation, which 
they now do by their fractional 
reserve system. 

As it stands, by multiplying 
the number of times that the 
same dollar is loaned out, the 
bankinic fraternity in fact 
controls much more of the total 
purchasing power available to 
bid for goods than the control 
that is exercised by the original 
issuing authority. This can be 
stopped by doing thPse two 
things: lssu ing Unit<'d States 
notPs on the one hand, and 
increasing reserve requ irPments 
on the other. 

It has been wondered why it 
is we are drifting slowly, but 
apparenUy uncontrollably, 
toward Socialism. The answer to 
that perplexing question can be 
found in our debt money 
system. If we have a situation 
where there are two things that 
are drawing money out of 
circulation, namely the debt 
issuance of the currency in the 
first place and the profit motive 
in the second place, we find that 
it is necessary, in order to make 

thP economy run at all, for this 
slack to he ta~:en dut. 

Th" manner in which this is 
ch:H,1cteristicallv dcne in 
modern t imPs i~ by means of a 
government dericit: Namely, the 
government spending more 
money than it takes in. The 
theory apprently is, that if the 
governm<>nt operates at enough 
of a loss (and we've lost more 
than 400 billion dollars) then 
this will ke<>p enough money in 
circulation to make up for the 
vacuum that the debt-monev 
system on the one hand and th·e 
profit motive syst<'m on the 
other cn•att's in the mone\ 
supply. Yet, we all know it fs 
impossible to borrow our way 
out of dPbt. We know that 
sooner or later in this type of , 
operation there must be an 

·accounting, and with that 
accou ntini: we find depression. 

Wh<'n we come up to a 
period of recession or depression 
we find that th<' Socialists and 
tlw Communists arc the only 
ones around with available 
n•m<'di(•s. The remecly that they 
suggest for I he probl<'m that i~ 
cr<'atrd by a restricted mon<>y 
supply, of having more 
productivity than you cnn 
distribu tl', it is the same remedy 
th;it was advocated by the fellow 
who decided to kill the goos<' 
that laid the golden egg. They 
can takt> care of the probl<>m -
too many golden eggs to 
distribute - by killing the goose. 
And there is no doubt it is 
possible to eliminatr these 
u nm ark eta ble surpluses by 
restricting production. But 
restricting production is not the 
answer. It's comparable to 
killing thP goose that laid the 
golden egg. 

The answer is to have 
su fficicnt money. Sufficient 
blood supply in our economy: 
To have it stay viable and to 
have it stay prosperous. This can 
be done only if we get away 
from our debt-money system 
which forces us periodically into 
depression. 

Another measure that we 
may consider in attempting to 
deal with the probl<>ms t,h:it WP 

hav<' in a money system that is 
basically disl'm,Pd, is to try to 
pstahlish somP mt•ans of local 
control of local purchasing 
powPr. 

The Roman Empire survived 
for many hundreds of yl'ars on 
the basis of a split control, a 
split authority over its money 
system. 

The pounds, shillings, pence 
system in England (which was 
being phased out only last year) 
is the vestigial remainder of the 
original Roman monetary 
system. The pounds, thl' gold 
coinagP, were th!' ·exclu~iv,, 
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prerogative of the f'ontifc-x 
Maximus, or Caesar; the silver 
coinage was vested in certain 
favored· .municipalities and, ex 
senatus consulto, in certain 
favored prmces. The bronze 
coinage, however, which, as -the 
coinage of every day commerce 
allowed the Roman Empire to 
survive, was de-centralized. 

And in our own country the 
original tlwory behind the 
Federal Reserve System was that 
it would provide de-centralized 
control. With 12 de-centralized 
Federal Reserve Banks, we were 
told, we would have an ability to 
adjust local needs to local 
demands. We know now that 
this was merely a pretext. It was 
a gigantic fraud. It never did and 
never was intended to do any 
such thing. It was a 
European-style central bank 
subject to the control of money 
manipulators which would keep 
us from having any local control 
of our local purchasing power. 

What can we do individually 
in our states to offset this? One 
suggestion is to have other states 
follow the example of North 
Dakota. North Dakota has a 
bank. North Dakota is the only 
state in the Union that does have 
a bank. The Bank of North 
Dakota is owned and operated 
by that state. It allows a certain 
limited amount of local control 
of local purchasing power. 

Local improvements an 
financed through that bank 
Student loans are supportec 
through that bank. You woulc 
not find it possible in Nortt 
Dakota to get the people then 
to give up the Bank of Nortt 
Dakota. 

We have in other parts of thE 
country, banks that are similarly 
named, but the Bank of Nevada 
of the Bank of Oregon or thE 
Bank of California in ever:; 
instance is a state chartered. 
privately-owned financiai 
institution. 

If we wish to copy th« 
example of the Bank of Nori,;· 
Dakota we will find that that 
bank provided its people. with a 
source of credit that survived 
even the great depression of the 
1930's. 

Coupled to tWI we can 
institute in o•r local 
communities a certain amount 
of local purchuinl power issued 
by the community it.elf. This 
can be in either one of two 
forms: · 

In one case, the merchan\a o~ 
a particular community canl 
agree to honor each other'•: 
checks, payable to bearer and 
insured against being cleared 
through the bank, which woalcl_ 
cancel them, but intended to 
circulate as a local currency. 1. 
Those merchants in tbrt: 

particular community will find 
that they will have authority to 
control a certain amount of their 
own local purchasing power. 
;They will find that their own 
;people, on whom they depend 
;for livelihood, are less likely to 
j trade elsewhere than they will be 
ltheir own local community, as 
.long as the currency that is there 
! is circulating locally. 
1 The other way to obtain 
local control of local purchasing 
power is by means of local 01 

county vouchers circulating as 
currency. These vouchers can be 
made substantially interest-free 
under most state statutes. If this 

: is done, local improvements can 
'be made without our local 
,governments going to the 
lending institutions to borrow 
back the very tax money that 
the local communities have with 

. the commercial financial 
\ institutions. 
I These two means car 
; combine to give us a certair 
, amount of local control of loca 
· purchasing power. But the mos 
important thing for us tc 
concentrate on is the 
emancipation of our entir, 
national currency from th« 
thralldom of control by the 
money manipulators. This we 
can do by concentrating upor 
the issuance of nationa 
currency, in debt-free form. 

In case too many peoph 
become alarmed of thf 
consequences of this, it is to be 
pointed out that we now have a 
certain amount of non • interes: 
bearing money in circulation. Al: 
of our fractional currency: That 
is to say, the pennies, the 
nickles, the dimes, the quarterf 
and the halves, all of these art 
non-interest bearing in theil 
form. They are manufactured i~ 
our mints; they are paid in~ 
circulation; circulate freely; the 
do not draw interest, and the 
provide the government ave 
valuable source of revenue. ' 

In the fiscal years 1968 
through 1970, inclusive, th11 
amount of seigniorage paid into 
the treasury by the minii. 
amounted to 'more .than four 
billion dollars. The profit ratio 

'on this type of currency is 
, something on the order o( 
l s~•to-one. (You end up with six! 

times as much currency as you 
have cost going into making thei 
fractional coinage). ! 

The cost ratio in making the 
Federal Reserve notes is more on: 

. the order of 600 to 1. And; 
during these same four fiscalj 

1 
years, in spite of the fact that, 
'more than 50 billion dollars~· ' 
Federal Reserve notes w 
manufactured by the Bureau o 
Printing and Engraving an 
. tu med over to the banks - no 
'one cent in seigniorage :was p · 1 
;into._the treasury! 

In arresting this swindle and 
in emancipating our commerce 
from a debt-money system we • 
will find that the threat that is 
now posed by the Socialists and 
the Communists larcely: 
disappears. , 

Their remedies for our ilia are 
being accepted gradually for two 
reasons: 

One There are no 
competing remedies beiJli. 
offered. 

Two Our debt-money 
system compels the government : 
to spend more than it takes in, I 
because this is the only way we · 
can keep the economy going! J 

And this defect, this use of a , 
debt-money system, is whs'.t is 
forcing us gradually, and 

, sometimes more rapidly than 
many of us like to think, down 
the tube to Socialism. 

By liberating our economy 
from its debt-money system, we 
will be safeguarding our own 
freedoms. Further than this, we 

1 will be protecting the world 

1 from a threat which seems, 
ominous enough now, but if we, 
usher in the era of prosperity 
that is available to us and that 
the bank controllers themselves 
admit will come to us, we will 
find that the threat of Socialism 
and Communism, even on the 
international scale, will largely 
dwindle and fade away. 

Therefore, we must order our 
priorities. We must decide as 
individuals whether we are going 
to address ourselves to the 
problem of correcting a grave ' 
injustice that is perpetrated on , 
our economy and on our, 
government, by getting rid of a 
debt-money system. We must, 

. order our priorities and decide 

. that we are going to spend our 
money and give of our substance 
and ourselves to this fight, rather\ 
than be distracted by the current

1 basketball game, football gamei 
or by any number of other! 
diversions that are continu .. d 
waved before us. 

If we want bread a 
circuses, then what we're goin 
to get is Socialism. If we want toi 

; make our principal pastime, ou~ 
'!'principal activity, the running o 
our own affairs and th 

l
reinstallation of Constitutiona 
control over our currency, theq 
we will find that the support o~ 

'. such organizations as the Oregon' 
iL egislative and Research' 
C ornmittee will reward our 
individual efforts, which will be 
responsive to a real national and 

'local need. 
Therefore, those who have 

elected to forego th, 
entertainments of the hour to 
com~ here to study the question 

'of what to do about our money 
~ are to be commended It 

. la the people ri_(llt here in this 

... 
·auditorium upon whom tMe! 
well-bein, or O\lr Republic rests. 

Those of us who have studied 
the American Revolution realize 
that it took a very small 
percentage of the Amel 
people to accomplish that i i 
The burden rested , 
relatively few shoulders. e · 
fact that we can see about us , · 
others who appear to be more 
interested in other things should 1 ' 

not dissuade us. We should be l 
prepared to give of our, i 
substance and our time to such , 
organizations as this, that have a .. · 
positive remedy that iii l 
something other than a Socialist i 
remedy: A remedy that has beent 1 
proven; a remedy that will work; ' 
and a remedy for which our 
posterity will thank us, if we are 
able to accomplish iL 
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STATES AS BANKERS 

PRIOR to 1860, almost every state from the :.\fosissippi Va J. 
Jey to the Atlantic Coast and from the Great Lakes to the 
G·ulf of :.\Iexico had, either under Colonial Government or 

since statehood, engaged in some form of government:il banking. 
hsues of paper money, or "banks" as they were known, by 

the Colonies, principally for the benefit of the colonial tre:isuries, · 
was started as earfr as 1690 b,· the Colom· of :\Iassachusetts. 
Although dates are }ndefinite previous to 17 i I, p:iper money had 
been issued by New Hampshire, Rhode Island, Connecticut, 
:'\cw York, and New Jersey, as well as the above mentioned 
:\Iass:ichusetts. South Carolina follo"·ed in 1712, :\' orth Caro­
lin:i in 1713, Pennsylvania in I 723, :\Iaryland in 1734, Deh­
\12rc in 1739, \·ir;.:inia in 1755, and Georgia in 1760. In 1715, 
the Treasurer of 11:issachusetts issued paper money :imounting 
to 50,000 pounds sterling. It was to be loaned out to citizens in 
sums not exceeding 500 pounds sterling-, nor less than 50 pounds 
sterling to any one person, on mortgage security. 

The paper money thus issued was for two purposes-to pay 
their own expenses, this money supposed to be redeemed by taxes, 
and to relieve distress of the people, and supposed to be paid by 
the latter back to the treasury. 

In I 740, the British Parliament acted to prevent the forma­
tion in the Colonies of any companies for the purpose of issuing 
paper money. The :Massachusetts banks previously formed 
therefore wound up their affairs. 

After independence from England had been gained, a number 
of st:ites actually engaged directly in banking on their own 
responsibility, and provision was included in bank charters in 
nearly all states prior to the Civil War, either requiring or per­
mitting the state to subscribe for a portion of the stock. 

The Federal Government subscribed for two million dol­
lars or l/5th of the capital in the First Bank of the United 
States, and for I/5th of the 35 million dollars capital of the 
Second Bank. According to Prof. G. S. Callender, all the older 
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6 STATES AS BA~KERS 

states with tht> t>xct>ption of ~cw Jcrst>y and two or three smaller 
New England states en med more or less bank stock by 1812. 
:\lassachusett,; had ~1.000.000; Pennsyh·ania $2, l 08,000; :\Iary­
land $5-t-0,000; and ~ ew York, Connecticut, and Delaware a 
small amount each. About this time, the northern states ceased 
to make furtht>r innstments of this character, though in some 
cases O\\·nership continued much longer. For instance, Pennsyl­
Yania did not sell the state owned bank stock until I 833. South­
ern, Southwestern, and \Vestern states, ,vhich established gov­
ernmt>ntal banks, held a much largt>r amount for a much longer 
time. In 1839. Georgia ownt>d between three and four million 
dollars \\Orth; South Carolina O\med all the stock of the Bank 
of the State of South Carolina, amounting to $1,156,318. In 
Yirginia, a large part of the internal improvement fund, amount-­
ing to $1, I 85,000, was made up of bank stock. 

In the \V estern states, beginning about 1820, funds invested 
in bank stock b,· the statt' wert' not derived from rt>vt>nue. but 
from sale of state bonds. Louisiana, in 1824, ,ms the first state 
to do this on a sizeable scale, and in the next sixteen years \ Vest­
ern. Southern, and Southwestern states. including the Territory 
of Florida, issued over 65 million dollars in bonds to prO\ ide 
banking capital to banking corporations. These investments were 
not made with the desire to encourage the growth of banking. 
Banks needed no such encouragements. They were, howt>ver, 
regarded as profitable enterprises, and the investment of capital 
therein as a distinct pri\·ilege. The issuing of circulating notes 
and the loaning of the money created thereby \ms the basis of 
bank profits. 

Almost as universal as was this practice were the unfavorable 
results gained therefrom. In his book, "History of Banking in 
the U. S.", John J. Knox, former Comptroller of the Currency, 
says, "The creation of wealth by ·means of bank notes was the 
great heresy of the period between the years 1811 and 1861 * * ." 

Being human, we are prone to forget former experiences and 
rt>sort to unsuccessful theories and practices of the past because 
of the "new era" in which we live. This is well demonstrated in 
attempts made in the 1935 legislative sessions of the various 
states. 

In nine states stretching all the way across the country, bills 
were introduced to put the states back in the banking business. 

STATES AS BA!'\KERS 
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Th~se states Wt're .'\lassachusc-tts, \\·i, .· . . 
raska, ~owa, .'\Iontana, \Vashington C ~'.~bm_. .'\Irnnesota, Aeb­
nont"_ ot them, as this is written had' a J orn1a. and Oregon. In 
a_nd in none of the legislaturt>s' that I~)~~ atj~mpts been successful, 
did the proposal receive much . • a Journc-d up to June ] support. ! n tht>se nine states, the proposals varit>d w. . 
sen e hanks, state sa\'ings banks b k. - _id:!). Central re­
public funds, banks for c 1 ·• _an ' tor l1m1tt>d custody of 

d f . ompu son cu,tod\· of II bl. f 
an or optwnal custod\· of printe f . . . a pu ic unds 
estate and commodities ,·•·er ·- I ' I d ~nds, with loans on real 
d d . ' , t' mc uc t' m the .. . b ·11 -uce . In at lt>ast two state· . \ .1nous ' s mt ro-

d • · s, no capital whate\·A . an m two or mort> all d . · · 'r \\·as pronded . eposits were to be " d b ' \nth no guarant,· fund O I od - . ,...uarantt't' Y the state 

''

r· . r met I ot settma one u . -d d 
- 1th consen·ative i'\ew En«land ,... . P ~ro,1 e . 

seven other states of ,:a . • d,... • • pr?grt>ssn·e 'Visconsin and 
· n Ill" t'"ree, ot · ' gressivism considt>ring the'st> "'ro ,-..s _- • consen·at1sm and pro-

ufacturers businpss ·ind pf ~- alls, It behooves bankers, man-
' · '·· • pro essiona m f • 

who pav taxes to look squ 1· . • h en, armers, Ill fact all · · , are v m t e t' . h I 
endeavors and ask themselves "d. . ~~. t e resu ts of past I . . , oes Jt pa,- . 

t is no accident that prior to n : .. 
banks, manr of our states . d . pen_t>~ce "1th state owned . h. . con tame prov1s1ons . th . . 
t10ns, w 1ch were reversed aft h .· . m e1r const1tu-
provisions in the Illinoi; con // .a\ mg expe:1ence, of which the 
stitution of 1818· "The hs l1lubt1on are typical. From the con-

. · - · re s a e no other ba k · -
st1tut1ons m the state than thos l d . n s or mom_ed m-

b e a rea v provided b . I 
a state ank and its branches which ma·• b bl" } aw, exupt 
lated by the General Asse~bh- f I ) e esta ished and regu­
proper." . o tie state as they may think 

. B~t after thirty years' experience n h . . . 
Illmois constitution of ] 848 f II ' ote t e prov1s1on m the 
h as o o\\-s • "]i,7 S B 

erea/ter be created nor shall th . o late nnk shall 
k · ' e state own O b 1 · bl f stoc Ill anv corporat1'on . . k r e ia e or any · or JOmt stoc • as · - f 

purposes, now created or to be h f sociat1on or banking 
Am • . erea ter created " 

ong other states Indiana :\I" . . · 
and Mississippi, aII of'which tried :::~un, Al~bama: Arkansas, 
degrees of success shon• si·m ·1 · . e. bankmg \nth varying 

d ' · " 1 ar constitutional · · 
an T~ter th~ir experience. · provisions before 

e period 1800-1850 was one f "d . 
same period saw the development ~ /~f1 expans10n and that 
terns of state banks. In spit f an Ia1 ure of most of the sys­

e o popu ar demand, some of the 
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8 STATES AS BANKERS 

ablest citizens and legislators foresaw and foretold the effect of a 
currency system founded on promises alone. It ~ust be remem­
bered that the First and Second Banks of the U mted States were 
in existence during a large part of this period. \Vith specie in 
limited quantity available and the Bank of the United States 
only partially successful in supplying the demands for a circulat­
ing medium in the rapidly developing country, it was natural, 
especially when it became evident that the opposition of Presi­
dent Jackson would prevent recharter of the Second Bank of the 
V nited States, that the demands of the citizens for a circulating 
medium should turn to their state governments. Banks were then 
"banks of issue", not "banks of deposit". 

The reasoning of the advocates of state owned banks is well 
set out in a series of editorials appearing in the Cincinnati "Re­
publican" in 1833, extracts from which read: "The '"'est will be 
compelled to rely upon its mvn resources, upon its O\\"n schemes 
of finance, and the more speedily those resources and schemes are 
developed and matured, the better prepared it will be to meet the 
approaching: crisis. ?llany of our sister states in the Valley of the 
::\1ississippi have "·ith laudable foresight prepa·red themselves for 
the expected emergency. The States of Louisiana, l\1ississippi, 
Alabama, and Tennessee have already provided themselves with 
state banks formed on the most liberal and salutary principles 
and Kentuckv and Indiana are about to follow their example. 
• • • It hen'ce becomes imperiously the duty of the people of the 
\Vest to themselves; to inquire by what means a sufficiency of 
capital adequate to all their wants and applicable to all the ex­
igencies of their trade and internal improvements can be created 
and secured amongst themselves; and in ordt:r to derive all the 
advantages incident to its use to have that capital placed on a 
basis of permanency-not subject to the contingencies and fluc­
tuations of Eastern monev markets, to the caprices of lenders, or 
to the grasp of the selfish· and avaricious." 

"Instead of paying to foreign or Eastern capitalists 9% _in 
dividends, let the money necessary to the business and prospenty 
of Ohio be obtained directly from the East or from Europe at 
4%. • • • Let this difference, being the profits arising from 
dividends on the stock, be applied to the gradual and certain pay­
ment of capital thus borrowed. • • • In a state bank, every 
citizen will be interested in the circulation of the notes of the 

) 

STATES AS BANKERS 9 

bank-for the profits arising from the circulation will belong to 
all tlu people. Though no direct dividends will be made tu the 
people, the profits thereof indirectly diffused will be equally 
secured, equally realized in the general reduction of taxation." 

Contrast with this argument, statements made on the floor of 
the Illinois Assembh·, when in 1819, the charter of a State Bank 
was under discussio~, Those who opposrd the scheme stated that 
"all banking.institutions, even when founded upon a specie cap­
ital, are, in our opinion, dangerous to civil liherty-the public 
and private morals of our citizens." The corruption of the mural 
fibre of the citizcnn· would come from putting "a means into 
their hands whereb,; they ,,·ill have a quick and eas,· access to 
e,·en· luxuri" and ,iice". ·The prediction was made that rnch a 
bank would ·not last ten years and the idea that it could maintain 
bank and state credit w~ called "an idle calcubtion, a visionary 
phantom, the acme of legislative folly, calculated to deceive the 
credulous, honest, and industrious part of the community." 

It ,ns further predicted that the bank "·ould become a 
''hobb,· horse by \\·hich some political demagogue would ride into 
power·", and st;ted that "No part of our citizens, either commer­
cial. manufacturing or agricultural, require any such currency." 
Practicalh- "·ithout exception, these predictions came true. 

Ther; were three general types of these state banking insti­
tutions; first, banks in which the state contributed a large share 
of the capital and in which the state had a large share of the 
management through directors appointed by it, the balance of 
both capital and management coming from private sources. The 
follo"·ing banks were of this type: The First and Second Banks 
of Kentuch, 1806 and 1834; The Farmers' Bank of Delaware, 
1807 (still. in existence); The State Bank of North Carolina, 
1811; and the B_ank of the State of l'\orth Carolina, 1833; The 
Bank of the State of Tennessee, 1811 ; the Planters' Bank, 1832; 
and the Union Bank, 1833 (Tennessee); The State Bank of 
Indiana, 1814; and the State Bank, also Indiana, 1834-; The 
Bank of the State of Georgia, 1815; and the Bank of Darien, 
Georgia, 1818; The Bank of the State of Mississippi, 1818; and 
the Planters' Bank of Mississippi, 1830; The Bank of Louisiana, 
1824; the State Bank of Illinois, 1835; the Bank of Illinois at 
Shawneetown, 1838; and the Bank of the State of Missouri, 
1837. 
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10 STATES AS BANKERS 

In the second group were the so-called real ~tate banks. The 
actual capital of these institutions was secured by the_ sale of 
bonds issued by the state and to the bank for that specific pur­
pose. The state was not necessarily a stockhol?er, but usually 
received a portion or all the profits as compensation for the lend­
ing of its credit to the institution. Inasmuch as the _working cap­
ital was furnished by the state, the stockholders did not put up 
ca.,h, but secured their stock subscriptions by giYing real estate 
mortgages. It was usual in these ~anks that the ~tockholders 
,\·ere the principal borrowers. Typical banks of this type were 
The Union Bank of Florida, I 833; the U ni ,: n Bank of Louisi­
ana, I 836; the :\fosissippi V nion Bank, 1838; the State Bank of 
Arkansas, and the Arkansas Real Estate Bank, both 1836. 

Still another group of banks were those in which the state 
furnished the entire capital and which were naturally under the 
direct control of the state. Under this heading might be put the 
State Bank of Vermont, 1806; the Bank of the Commonwealth 
of Kentuckv 1820; The Bank of the State of South Carolina, 
I 812 · The S

1

tate Bank of Illinois. 1821 ; the State Bank of Ten­
nesse~, 1820; The Bank of Tennessee, 1838; The Ba~k of the 
State of Alabama. 1823; The Central Bank of Georgia, 1829; 
the so-called Loan Association of ~Iissouri , 1821; The State 
Dank of Iowa, 1858; and the Rank of .N_orth Dakota. 1919. 

One general statement may be made with re~pect to most of 
these banks, and that is that practically all of them operated 
branches. Some of these " ·ere in the nature of independent 
banks; others \\·ere true branches; while still others issued their 
own notes but were directed by the parent bank as to general 
policy. Still other states engaged in the ban_ki~g ?usiness in one 
\\·a,· or another, and o\\·ned bank stock, but 1t 1s difficult to place 
their hanks in am of the three genrral classifications. 

The reasons ,~-lff the states, and formerly the Colonies orig­
inally entaged in ba.nking ma~- be summarized as follows: First 
and undoubtedh· for('most , at least. in the Colonial days, was the 
desire to furnish a circulating medium. Second, came the desire 
that the aovernment share in the anticipated large profits, and 
third. th;t the government should have some voice in bank 
manag('ment and thus check policies "-hie~ might be contrary ~o 
public interest. Fourth, private, local capital was hard to obtain 
and in some frontier states almost non-existent, and fifth, govern-
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stock ownership would make the governing hody a pre• 
ferred custnmer when it desired to borrow. 

To what extent were these dt"sires realized? 

The Colonial "hanks" or issues of paper money pro\·ided a 
circulatinl! medium of varying degrees of success. To the extent 
the paper " ·as generally accepted without discount, the schrmrs 
wrn.· successful, hut this acceptanc(', except in a fe,\· isolated 
cases. comtantly decreased in proportion to thr distance away 
from home tl1(' bills were presented. :'\e\\" England paper \,·as at 
a hean- discount in the South. and , ·ice \'ersa, even when gener­
ally a~crpted at home, which was by no means ah,·ays the case. 
The later state owned or state sponsored corporate bankinl! in­
stitutions that \\·ere formed primarily for the issuance of currency 
were but little more successful. I\ otable exceptions to this gen­
eral rule mar be found in the Second State Bank of Indiana, the 
State Bank ~f Iowa, the State Bank of :\Iissouri , The Farmers 
Bank of Dela\Yare, and a very few others. 

The second desire, to share in profits, "·as satisfied to the ex­
tent the banks successiulh· handle<l their paper issues. If the 
paper was not accepted, the bank folded up, and the profits did 
not exist. Anticipated profits in some states \\·ere turned into 
deficits of millions. n ·cn in those dars when the word ":\Iillion" 
was not ro gljblr used. Notable exa.mples of heavy losses may be 
found in the Bank of the State of Alabama, the Bank of the State 
of Arkansas, the Arkansas Real Estate Rank, the Union Bank of 
:\Iississippi. and others. :\Ior(' recently, the Bank of North 
Dakota has cost the taxpayers of that Hate some millions of 
dollars, though under slightly different circumstances. 

Th(' third reason for goHrnment capital. namely, sup('n·ision 
of policies. has b('en carried out through the years, though until 
recenth· without stock o,vnership. Supen·ision of banking policies 
under ·the old state owned banks, was more political than any­
thinl! ehe. Br way of example , the directors of the State Bank 
of Illinois, and directors of a number of other state hanks, were 
elected by the /eqislature. l\Ianagement gradualh· fell into the 
hands o("politicians who combined ii.!norance anl viciousness in 
(their) management ." The management by th(' state elected 
directorate prompted the Governor of Illinois in I 826 in his 
message to the lrgislature to remark that the directors "either 
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12 STATES AS BANKERS 

were then or expected to be candidates for office. Lending to 
evervbodv and refusing none was the surest road to popularity." 
Sinc·e th~e state banks passed out of existence, up to two rears 
a~o states and Federal Government alike had carrird on super­
vision, gradually becoming more strict, without stock ownership. 
The Reconstruction Finance Corporation now o\\·ns stock in 
some thousands of banks, but supervision thereof is still largely 
left in the hands of pre,·iously constituted authorities. 

The non-existence of local capital was largely overcome, tem­
porarily at least, by these banks. As long as they operated and to 
the extent they brought in capital for organization hr sale of 
state bonds in eastern and foreign markets, the c:ipital stringencr 
was relieved. However, repudiation of bonds soon put a serious 
crimp in European sales of state bonds. Among the states which 
repudiated were Florida, approximately 9 million; Arkansas, 500 
thousand; l\Iississippi, • 7 million, and a few others. Of some 
millions in state bonds sold for such purposes, a substantial pro­
portion thereof were sold in England, the repudiation of which, 
along with bonds issued for other purposes also, including some 
b\· northern states, caused the following parody on Y :inkee Doodle 
t~ be current in London: 

"Yankee Doodle borrows cash 
Yankee Doodle spends it 
And then he snaps his fingers at 
The jolly flat who lends it. 
Ask him when he means to par 
He shows no hesitation, 
But sars he'll take the shortest way 
And that's Repudiation. 

Great and free Amerikee 
With all the world is vying, 
That she the 'land of promise' is 
There's surely no denying. 
But be it known henceforth to all 
\Vho hold their 1.0. U.'s sirs, 
A Yankee Doodle promise is 
A Yankee Doodle Do, sirs." 

I. 
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To what extent the states were able to rralizr on the fifth 
reason, preference in borrowings, cannot he definitely stated. Suf­
ficient evidence remains that the statrs borrowed generously. 
Borrowings for current operating expenses in anticipation of tax 
re\'cnues were common. State officers, court judl!es, and other 
officials ·were compelled to accept their wages in drpreciated cur­
renc,·, worth as low as 50% of its face, hut which had been re­
cei,-~d at par in payment of taxes. :\Iissouri, Illinois, Louisiana, 
and other states borrowed substantialh· from the b:inks the\· had 
created and owned either in whole or· in part. · 

,vhich one of these three types of state owned or operated 
banks was the most successful will alwa,·s be a matter of debate. 
In some states, such as Kentucky, Illi~ois, Tennessee, Florida, 
.'.\Iississippi, and Alabama, the purely state management resulted 
disastrously; while similar banks in Ohio and Indiana were well 
managed and soh-ent institutions. In Kentucky. Illinois, Indiana, 
and Tennessee, more than one hank was established which was 
managed br the state, the success of these imtitutions varying 
within the same st;ite. The banking system of Louisiana succeeded 
,·en- well under la\\·s almost identical with those s,·stems in 
Al;bama, .'.\1ississippi, and Florida, "·hich Knox calls "ridiculous 
failures". 

Two things stand out, howover; one, that with the single 
exception of Iowa, no state that experienced state operated banks 
in the past is represented in those advocating reestablishing the 
same in the legislatures this past winter. None of the eight other 
states have had state owned or operated institutions, possibly 
thereby explaining some of the enthusiasm voiced by the present 
sponsors thereof. The single exception, Iowa, had probably the 
most successful experience in state banking of any of the states. 
The other outstanding feature is that the state banks, subject to 
control by political authority either direct or indirect, were fail­
ures to a far greater extent than the state sponsored banks whose 
policies and boards of directors were not dominated by these ele­
Yated to authority by popular vote. The latter were successes 
to almost the same extent the former were failures. 

In his book, "History of 1\Jodern Banks of Issue", Charles 
A. Conant makes this comment, "The creation and collapse of 
banks owned and managed by the states is one of the most dismal 
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chapters in American banking history." "\Varren :\I. Persons in 
his recrnt book, "Go,·ernment Experimentation in Business", 
says, ".\'ot understanding banking, hut lurc-d by the large profits 
which . it was claimed, were accruing to the pri,·ate bankers of 
the period, the legislatures decided that the states should go into 
the banking business. The lure, this time, was the mirage of an 
EI Dorado and taxless state. · Again the enthusiasts ignored the 
ohstacles to the success of their project, the incompetency of 
political management of business, and the pressure of special in­
teresb." According to A. Barton Hephurn, "The hanks of states 
proved in most instances co;.tly experiments. Political influence 
entered into the management and control in many common­
wealths to the great detriment of their business interests and 
where states had issued bonds ro- capitalize such banks, the people 
had them to pay by means of taxation." 

The proof of these comments may be found in the following 
state by state summary of the results of these past experiments. 

ALABAMA 

In 1816, the territorial government was authorized to sub­
scribe one-tenth, one-fifth, and two-fifths respectively, in the stock 
of the first three banks. Apparently, however, all the stock was 
subscribed without state aid. \\'hen the state constitution was 
adopted in 18 I 9, a state bank was provided for conditioned on 
the state holding two-fifths of the capital stock. 

The Bank of the State of Alabama was incorporated by the 
first General Assembly with $2,000,000 capital, of ,,·hich $600,-
000 was reserved for the state and the bank located at Cahawba. 
It was governed by the unlucky number of thirteen directors and 
passed out of existence in less than three years. In 1823, another 
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16 STATES AS BANKERS 

Bank of the State of Alabama was es:ablished, according to the 
preamble "to secure an undepreciating circulation." The capital 
all came from the state. Again thirteen d:rectors were provided, 
all to be elected annualh by the General Assembly. Three 
branches were established, but their charters were repealed in 
] 843. The charter of the Bank of the State expired in 1845, 
and \\'as not renewed. It had received almost $16,000,000 from 
the State, seven and one-half million having been poured in dur­
ing the 1837 panic to avert closing. The state contributed capital 
of $14,000,000, and school funds of $1,600,000 were lost when 
the bank went into liquidation. However, for about ten years, 
the bank had paid the expenses of state government. All deposi­
tors were paid off in full, largely through the efforts of Hon. 
Francis S. Lvon who used a substantial portion of his personal 
fortune in s; d~ing. Politics hai entered into the management 
and because of privileges granted directors, liberal favors were 
promised members of the Assembly in return for their votes. Leg­
islators were therefore tempted to elect the highest bidders as 
directors. The state had a debt outside of the amount realized 
from liquidation of nearly $8,000,000, all of which was paid by 
taxation. Two-fifths of the stock of the Planters and :\f erchants 
Bank of l\fobile, chartered in 1836, and which failed in 1 S42, 
~,-a, :, ho held bv the state. The Constitution of 1867 provided 
"The state shali not be a stockholder in any bank, nor shall the 
credit of the state ever be loaned to any banking company or 
association or corporation." There is no substantial sentiment 
today for a return to state banking. 

ARIZONA 

The State of Arizona has never engaged directly or indirectly 
in the banking business. Although a law was passed by the people 
in 1914, authorizing the State Board of Control, among other 
things to "establish, operate, conduct and maintain a state bank-

, h " ing system for the use and benefit of the people of t e state, 
the Supreme Court of the state held the law unconstitutional in 
1928 on the grounds that the act attempted to delegate legislative 
power to the Board of Control. 
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ARKANSAS 

Arkansas came into the Union just as the panic of 1837 was 
startinl!, The first act of the first legislature was to establish the 
Real Estate Bank of Arkansas. The second act of the legislature 
was one to incorporate the Bank of the State of Arkansas. The 
Rrnl Estate Bank had a capital of $2,000,000, and the Bank of 
the State $1,000,000, all raised on the ba5is of state bonds, on 
which interest and sinking fund were to be paid hr the banks, 
but on which the state was surety. 

Branches were established bv both banks. Funds of the Real 
Estate Bank were lent to farm.ers on long term mortgages, the 
interest received thereon supposed to par expenses of the bank, 
pl us bond interest and sinking fund. l n I 841, the bank failed to 
pay bond interest, and it was put in liquidation in 1842. Sub­
scribers to stock in the bank paid in nothing, but secured their 
subscriptions with real estate mortgages. \Vorking capital came 
from the sale of the state bonds. 

The Bank of the State was no more successful than the Real 
Estate Bank. It also failed to pay bond interest in 1841, but was 
not put in liquidation till 1843. Assets of these banks were in­
sufficient to pay the liabilities and the taxpayers paid a bond issue 
of some $5,000,000, this covering principal and interest on de­
faulted issues. Some $500,000 of the original bond issue to the 
Bank of the State were hypothecated and rehypothecated until 
they lodged in England in the hands of the Holfords. These 
were e\'entually repudiated. 

There is no sentiment today for a return of state owned 
banks, and the Constitution prohibits stock ownership by the 
state in any except corporations for _charitable, educational or 
penal purposes. 

CALIFORNIA 

The state has never engaged in the banking business; in fact, 
the matter of a state-owned and operated bank has never been 
before the electorate, and there is little sentiment for such a 
proposition at this time, although an unsuccessful attempt was 
made by initiative petition to put a measure providing for a state 
bank on the ballot in November, 1934. The California Bank Act 
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18 STATES AS BANKERS 

of 1909 states that only a corporation organized for the purpose 
of banking and meetin~ the qualificatiom of the Act can engage 
in the banking business in that state; This would appear to 
eliminate the possibility of any state owned or operated institu­
tion. N e\'ertheless , in the 1935 Legislature, a proposal was sub­
mitted whereby the Go\'ernor, Lieutenant Go\'ernor, State 
Treasurer, Secretary of State, and the Attorney General were to 
be designated as the State Bank Board, with power to establish 
state owned banks to do a general banking business, one for each 
25,000 population, throughout the state, with minimum capital 
of $25,000. 

No funds were appropriated and no subscription provided 
for on the part of the state toward capital, although it was pro­
vided in the act that the legislature should enact "whatever leg­
islation is necessary for the establishment and operation of state­
owned banks." 

Of particular interest were: a proposal for a pension fund 
for officers and employees; a requirement that the executive of­
ficers have not less than ten years active banking experience; and 
a prohibiton against purchase of or loans against corporate stocks 
of any kind except stock of the state-owned bank. 

COLORADO 

The electorate of the state has never had the proposition of 
a state owned bank before them, nor i, there any sentiment for 
one. 

CONNECTICUT 

As in other of the thirteen Colonies, paper money was issued 
bv the Colonial Government of Connecticut. About 8000 pounds 
sterling "·as put out in 1709. The first incorporated bank was 
the Hart ford Bank, organized in ] 792, with capital of $100,000, 
and a provision that no one but the state could hold more than 
30 shares, but that the state might take 40 additional shares and · 
appoint two directors. The state has long since been out of the 
banking business. There is no demand from the residents of Con­
necticut for reentry, but there is neither constitutional nor stat­
utory prohibition against it. 

.. 
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DELAWARE 
The Farmers Bank of Dela,,·are, chanrred in ] 807, with the 

state owning one-fifth of the $500,000 capital is still in existrnce. 
State owner,;hip of stock has continur<l throu;_!hout thr years. 
Branches of the head office at Don•r \HTC establi , hed at i\ew­
c:i , tle, Georgeto,rn, and \Vilmington. Thr latter two are still 
oprratrd. The state appoints three directors of the head office 
anti three for each branch, therrforc, ninr of the f\\Tnt,·-se\'en 
arc state appointee~. hut the management is independe~t, and 
policies nrithrr dictated nor dominated b!· the state. All stare, 
county. and court funds must be depo,ited in the Farmers Bank, 
bur there are no other restrictions be,·ond those that apply to 
other banks. Twenty-seven per cent of the outstanding capital 
i, owned b,· the state. Delaware has also owned stock in the 
L7nion ~ational Bank and J'\ational Bank of Delaware, both of 
\ Vilmington, and the National Bank of Smyrna. 

DISTRICT OF COLUMBIA 
Because of the place held by the Federal Government in di­

recting the politic::il and governmental activities of the District 
oi Columbia, no bank stock has ever been held by the District 

FLORIDA 
Brt,Hen I 829 and I 837, sever::il banks were incorporated bv 

the Territorial legislature, and $9,000,000 in bonds authorized 
for their aid. These included the Bank of Florida, the Central 
Bank, which succeeded it, the Bank of \Vest Florida. :'\Ierchants 
and Planters Bank , the Commercial Bank, the Bank of Pensacola, 
and the V nion Bank, as Rell as the Southern Life Insurance and 
Trust Company. All apparently had received some aid from t~e 
territory through stock subscriptions, bond issues or both. For 
instance, two hundred and fift\' shares in the Bank of Florida 
had been reserHd for the Territory. ;\lost of these banks were 
organized in the same manner as were other banks in the South, 
the Territory advancing its credit to the banks b!· guaranteeing 
bonds on which the bank assumed payment of principal and in­
terest. Proceeds were then available to the bank, stockholders 
having generally paid in nothing but secured their subscriptions 
by giving real estate mortgages. 
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20 STATES AS BANKERS 

Florida was admitted to the Union in 1845, and by the time 
the state was two years old, all hanks except the Union Bank 
and Southern Life Imurance and Trust Co. had passrd out of the 
picture and the State thereafter at_ no _time recogni-:ed !he _cor­
porate existence of these two terntonally created mst1tut10n_s. 
The history of the Union Bank is typical. It was chartered m 
1833, with. a capital of $1,000,000, which could be increased to 
$3,000,000. The stockholders were not required to pay for_ any 
of their stock subscription in money, hut only to secure 1t as 
previouslv outlined. Se,·en directors were to be annually elected 
bv the st~ckholders and five appointed by the Governor. Interest 
a~d principal on the $3,000,00? of bonds pled~ed hy the state 
was to be paid by the bank, but m the event of fa1!ure to pay, the 
government was liable. After all bonds were paid for, one-half 
the profits were to go to the territory. Br the sale of bon1s_, the 
bank obtained $1,000,000 capital, and m 1838, an add1t10nal 
$2,000,000 in bonds was delivered to the bank. Before all th_e 
bonds were sold, the question was raised as to whether the tern­
tory could legally issue them without the consent of <=;ongress. 
Inasmuch as Congressional disapproval had not been voiced, the 
bonds were held by the courts to be legal. The electorate, never­
theless, repudiated the debt. "\Vhen Florida became a state, the 
existence of these banking institutions was denied by the state 
government, and in 1851, there were no banking_ institutio~s e~­
cept those chartered outside the state, and with agencies m 
Florida. In 1851, an elaborate charter was granted the State 
Bank of Florida, but was apparently never estalilished, and in 
1855 the Bank of the State of Florida was granted another elab­
orate charter. As in some other Southern state,, the Civil "\Var 
wiped out this institution. Since that time, the proposition has not 
been before the electorate. 

GEORGIA 

Prior to and during the Revolutionary lVar, Georgia, like 
all the Colonies, issued paper money and designated it as legal 
tender. The first issue was apparently in 1760, and other issues 
as late as 1786. The Federal Constitution prohibited the issue 
of bills of credit, but shortly after the turn of the centurr, the 
state embarked in banking. 
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The Planters' Bank was charterrd in Savannah in I 807, but 
the organization was not then completed. The Hank of Augusta 
was chartered in I 810, with $300,000 capital. and increased until ('{) 
it amounted to $1,200,000, of ·which the statr held $200,000. 
The ~pomors of the Bank of Savannah obtained a new chart<'r 
for the Planters' Bank in 1810, with an authorizrd capital of 
51.000,000, of which 1 O;,; was resern:d for the state. In 18 I 5, 
the Bank of the State of Georgia was incorporated at Savannah, 
"·ith a million and a half capital, of "·hich the state reser\'C'd 
S600,00U. and in 1816. the Bank of Daricn, with a capital of 
.::1.noo.000 was chartered. with the state subscribing for $500.-
000. Out of its holdings in these four banh, the state in 1828 
developed the idea for a central bank. without any capital except 
thr shares that it held in the four previoush- chartered institu­
tiom. This was knmrn as the Central Bank. and located at the 
~t:ite capital, ::\Iilledgc\·ille. It was in active operation until 
18+2. when it "·ent into liquidation, but did not wind up its 
:ifiairs until I 856. Although the profits from the Central Bank 
e:1:'hled the st:ite to conduct its affairs without tax:11ion for some 
time, and notrholders and individual creditors ,vere paid in full, 
th(' state lost heavily hy loss of deposits, as well as stock, and 
enntualh· had to issue bonds to redeem its outstanding bill. In 
the Bank. of the State of Georgia, the ,-tatc increased ir,; holdin;zs 
in 18-t-8 hr $I 50,000. This institution continu<"d to be prosperous 
for some vears, but the events of the Civil "\Var swept it away. 
Stock in ;ome of these banks, valued as \\·orthless, was carried 
on the books of the state in 1889, when the legislature authorized 
the State Treasurer to write it off and file the certificates. 

From time to time suggestions have been made- that the state 
organize a state controlled central or reserve bank, but the su~­
/!CStion has met with little enthusiai:m, and even less considera­
tion. 

IDAHO 

The state has neither during territorial days nor since state­
hood engaged in the bankinj! business. The electorate has never 
had the question before them, and there is apparently no sub­
stantial sentiment for any such plan. The state constitution for­
bids the state from loaning its credit, which indirt:ctly would 
prohibit state banking, but there is no statutory prohibition. 
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ILLINOIS 

Sentiment in Illinois in the nm or three decades following 
the turn of the la.,t century was typical of the rapidly de\'eloping 
mid-western states. It was felt that . the only thing need~d for 
de,·clopment was capital. and that this could be best supplied by 
banks of issue. The first bank in Illinois was that started at 
Shawneetown in 1813 with $300,000 capital, one-third of wh~ch 
mi;;ht be subscribed by the territory . The Bank of ~dwardsv1lle 
wa, inrnrporatrd in 1818, _also ,,·ith $300,000 cap1t~l and one­
third reserved for the territory. After several rears successful 
operation, the Bank of Edwardsville dosed with deposit loss, as 
well as loss to stockholders. The Bank of Shawneetown closed 
in l 823, but paid both public and private debts, remained in­
active for several years, and reopened in 1835. 

The state constitution of 1818 prohibited the establishment 
of am· new bank except a state bank and its b~anches. In l\Iarch, 
1819. the State Bank of Illinois was chartered, with $+,000,000 
c:ipit;I , half of which was resen-ed for the state. 1 t never _en­
gaged in business. In 1821 the legislature passed an act establish­
ing the State Bank of Illinois, with $500,000 capital, base~ en­
tireh on credit of the state. F ive branches were authorized, 
wit!; thr president, six directors of the head office, and five_ for 
each branch elected by the legislature. This bank went into 
liquidation, and its affairs were practically closed by l 831. The 
state lost about $-l00,000. 

In 1835, the State Bank of Illinois of Springfield was estab­
lished with $1.500,000 capital, $100,000 of which was reserved 
to the state, :md with the privilege of increasing the capital to 
$2,500,000. 1 t opened with five branches in other tow_ns and 
later on four more were established. The same day this bank 
was chartered, the Bank of Shawneetown was rechartered. Th_e 
original one-third of the capital had not been ta_ken by the_ ~erri­
ton-. This "·as now taken by the state, along with an add1t1onal 
$1 ,000,000, and $400,000 more subscribed privately. In 1837, 
an additional $2,000,000 was provided by the state for the State 
Bank of Illinois. The panic of 1837 caused suspension of the 
State Bank. It thereafter resumed temporarily, suspended again 
late in l 839. resumed briefly in I 8+0, and then suspended per­
manently. It was definitely placed in liquidation in 18+3. A 
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legisl:lli\'e investigation of the bank during this period showed 
that politic~ had influenced mana,::emcnt, and that the bank had 
sern·d speculators instead of the business and public interests of 
the state. The failure of the state bank, with $3,000,000 out­
standing circulation, took \\'ith it a few months later, the Bank 
of Shawnt'etown. with circulation of $1,i00,000. The Constitu­
tion of 1848 prohibited the creation of a state bank and there is 
no sentiment for one today. 

INDIANA 

,Yhen Indiana became a state in l 816, two banks that had 
het'n chartt'red hr the territorial l,!Ovemment in 1S14 "·ere in 
operation . the Bank of Vincennes and the Farmers and l\1e­
chanics Bank of ::\I adison. The charter of the latter pro\·ided 
that the territory might suhscribt' for stock at any tirrie. The 
l 816 Constitution carried a proviso continuing the two banks, 
and a further pro\'iso that the state might at any time designate 
one of them as the State Bank. In 1817, the Bank of Vincennes 
was so named, and a branch established at Madison by taking 
over the bank already in existence. The capital of the Bank of 
\'incennes was increased by $1,000,000, and 3752 shares reserved 
for the state, " ·hich was neither subscribed nor paid for. Three 
other branches were established, but in 1821 , when the bank 
was placed in liquidation, although the branch at l\I:idison paid 
all depositors and holders of its bills and continued to operate 
independently, neither depositors nor billholders in the parent 
bank and jg other branches recei\'ed anything. 

The l\Iadison bank apparently closed later, for when the 
State Bank of Indiana was chartered in 1834, there were no 
other banks of any character operating in the state. This bank 
had capital of $1,600,000 divided equally among ten branches, · 
and of "·hich the state owned half. Three other branches were 
organized later. The state elected the President and four of 
the seven directors of the parent bank, and half the directors of 
the branches. The latter did all the banking, the parent bank 
being supervisory only. Great care was exercised in the banking 
business. The bank had a complete monopoly, and it is claimed 
that in 25 years of operation and loaning millions of dollars, 
losses did not equal $50,000. Over 3¼ million dollars profits 
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accrued to the state on the $1 ,800,000 capital, and the bank 
successfulh· survi,·ed the ·panic of 1837. Hefore it became time 
for the ch;rter to expire, a provision was put in the state Con• 
stitution b,· the people in 1851, prohibiting the state owning stock 
in anv ba~k. Before the charter of the State Bank of Indiana 
expir~d in 185i, howeHr, the legislature chartered the Bank of 
the State of Indiana o,·er the Governor's veto in 1855, in which 
the state owned no stock. Twenty branches were authorized. 
This bank wa< oq:anized b,· politicians for speculati\'e purposes, 
hut finalh· nrgotiations were opened for purchase of the branches 
of the old bank. Hugh :\lcCulloch. fim Comptroller of the 
Currencr, was president of the branch at Ft. \Vayne, and became 
president of the nn,· parent bank. \Vhen the branches of the old 
bank were purchased, most of the officials thereof came to the 
new bank, and with President l\lcCulloch, made a success there­
of. The state, however, no· longer had the right to name any of 
the directors or the president. In the panic of 1859, the Bank 
of the State of Indiana and Bank of Kentucky were the only two 
banks in the \Vest that did not suspend specie payment. \\"hen 
the national bank law was passed, all but three branches became 
national banks. One of the three liquidated and the other two 
chanj!ed into pri\'ate banks. 

There is little or no sentiment in Indiana today for a state 
o\\·ned bank, and the matter has not been before the people since 
1851. The State Constitution prohibits such an enterprise. 

IOWA 

Ther~ was no state owned bank established in 101,·a during 
territorial davs and the first constitution provided that the Gen­
eral Assembl~· could prO\·ide for the organization of corporations 
"except v.·ith ·bank privileges, the creation of which is prohibited." 
\Vhen the new constitution was \\·ritten in 1857, howe,·er, pro­
vision was made for the organization of banks. In l S58, the 
legislature passed an act; incorporated the State Bank of Iowa, 
with a limit of thirt,· branches, but with capital from private 
sources. The parent ·bank was neither a bank of issue nor de­
posit. It transacted no business except with the branches. Its 
records were to be kept open for the inspection of the General 
Assembly, the Governor, or a Committee appointed hr the As-
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~cmbl~-. Fifty per cent of the capital had to be paid in before 
commencinJ! business, and the balance a short time thereafter. 
\\'hen the .:\ational Bank Act Wt"nt into effect, with a heavv 
tax on circulating notes of state banks, steps were taken to wind 
up the afiain of tht" State Bank of Iowa. :\lost of the branches 
at once became national banks, and no noteholder or depositor 
lost any funds whate"er, the branch at Da\'enport becoming the 
fim national bank in the L' nited States. A~ late as I 863, the onh· 
banks in the state were branches of this state bank. There is som~ 
srntiment in lo\\·a today for a state o\\·ned bank, not so much 
along the line of thr pioneer Hate institution. as for a central 
h_a11k to handle depo,its of the state and its municipal subdi\'i­
s10ns. 

The state law requires payment of 2,;;. interest on 90"; of 
the daily average balance of public funds, excrpt durinJ! April 
and October, when the inter~t rate is 1 r;; .. . The inabilit,· of 
pri,·ate banks to handle these deposits and invest them so ·that 
this rate of interest could he rr..:ei,·cd has led to their refusal to 
accept such funds. The interest law cannot be repealed because 
the state aho has an act which provides that the interest received 
shall g:o into the hands of the state treasurer as a sinking fund, 
from ,Yhich the state treasurer is to pay municipal subdivisions 
throughout the state for public funds lost in state banks which 
closed. This fund is now in the red some $18,000,000, and a 
state central bank which would pay this interest is therefore be­
ing agitated. The Governor has suggested some such measure 
to handle these funds, and in each of the last two lei::islatures a 
mearnre has been presented embodying these ideas: A state 
banking sys~em has also been proposed to protect the state against 
the aggressiveness of the Federal Government in centralizing 
hank,; through the Federal Reserve System or the FDIC. There 
are constitutional obstacles to the successful establishment of 
such ;i bank. 

Still another bill, proposing a State Bank of Iowa was in­
troduced in . the 1935. legislature. No capital was provided, but 
the state would guarantee all deposits. The state and all political 
subdivisions would be compelled to place their funds in this bank 
and private deposits would also be accepted. Six directors would 
be appointed by the Governor, with the State Treasurer a di­
rector ex-officio and Board Chairman. The bank could loan to 
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the state and its political subdivisions on ample securit)' with 
no rate specified and to individuals on first mortga~cs al not 
more than 2½ ?L This bill foiled to pass. 

KANSAS 

• · either durin~ territorial days nor since statehood has Kansu 
engnged in the banking business, although at various times a state 
resen·e bank has been considered in t:hc le1?:i lature. A law per­
mitting the organiution of such an institution has alwar failed. 
There is no substantial sentiment for such a bank there at the 
present time. The constitution pro\'ides that the state ·hall not 
be a stockholder in any banking institution, this being adopted 
by the electorate in I 861, reaffirmed in 1880, and r~ubmitted in 
1934. The ·repeal thereof suggested in 193.f. \\:as ddeatcd by 
approximately l 00,000 majority. 

KENTUCKY 
In 1802 a charter granted to the Kentucky Insurance Com­

pany carried with it the right to issue notes. The success of the 
banking business thus carried on led the legislature to pass an 
act making possible the incorporation of the Bank of Kentucky · 
in December, 1806. Of the mlllion dollars capital, onN1alf was 
to be held by the state, which had the right to name the president 
and six of the twelve directors. l t should be noted that the legis­
lature had the right to increase the number of directors from 
twelve to twentr-four, and the minoritr could therefore be out­
,·oted b)· a politicallr appointed nJajority. Accordinj?ly, :ms of 
the leJ?islature for this and th:it, many of which violated the 
original charter, were harmful in the extreme. In 1815, the 
legislature increased the capital stock to $3,000,000 and in I 8] 7 
legalized an agreement which had been entered into between the 
mother bank :i.nd its JJ· branches, that neither would l:ie bound 
to take the notes of the other. The charter was finall~• repealed 
in 1822, with the state holding $586,400 of its capital. Late in 
1820, the state lcgi~lature had chartered for 20 years the Bank 
of the Commonwealth of Kentucky, with $2,000,000 capital and 
a chart~r provision that it should be exclusively the property of 
the commonwealth. One-half the profits were to be devoted to 
public instruction. 
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Circularin~ notes of the Bank of the Commonwealth de­
preciated i-ub:-.tantially. Court conte$ts f<,>llowed relative to the 
constitulionnliry of the act incnrporatinJ,? the bank, and when the 
Suprrme Court hrld it uncon. titutional and the norrs issurd wrre 
hdd not 10 hr liahilitie!' of the state, the bank do. ed in 1830. 
\\Tht·n the drnrrrr expired in l Sil. it wa$ nor renewed. llct\\'rcn 
1833 and 1S35, the Bank of Lnui:wille. the Bank of KentueL:r, 
and the :---orthl'rn Hank of Kentucky were nr;?anizrd . In ISJS. 
thr ~t:'llc ownrd l 0,000 ~hare in the latter. Of the $5,000,000 
c:irital of the Dank of J..:entucb·, $'.?.000,000 wa.~ rcscn·rd for 
the sta~e. which rrduced it stock 10 $1,000.000 in I H. Three 
director~ were d10$cn by the state and in 1S77. nfrer survi\'ing 
the Ci\'il \Var, the bank purch:ised the remainder of the state­
owned Hoc.k. 

LOUISIANA 

The Commercial Bank of • 'cw Orleans, chartered in 1813, 
rei:e'T\'ed on~si. ·th of it$ capital to the state. In 1818, Louisiana 
authorized a ::.uh~crirtion o{ ..:.500.000 toward the ;2,000,000 
cnrit:il of the Louisiana State Bank. The $fate was to appoint 
one-third of thr ei~htcen directors, and the bank wa. to pay v 
honu of $100.000 to the state, the latter in con~idcrntion of the 
pr!'misc that forcnr the r.tock and real estate of the bank. should 
he exempt from taxation. This bonus and exemption were part 
of i:ubscqurnt chancri., and only $100,000 \\·a.~ c\'er actually sub­
scribed to the c:ipital. This institution therefore can hardh- be 
calkd a state bank. · 

In 1824, the Bank of Loui::.iana wa$ chartered, capital stock 
~.000,000. one-half of which was sub. cribe-d b,· the stare 
through a bond i. ue. The intcr~t on the bonds \\~as supposed 
to be paid from bank dividends. In I S+4. the State Treasurer 
w:is authoriz"ed to sell 12.000 shares of Banlc of Louisiana stock 
and the remaihcr of the stock was also i-old late in that vear th~ 
procttds being Ul'C'd for · rctil'C'ment of bonds falfing d°ue. 'All 
these bonds thrrcforc were retired by the bank. In 1832 the 
Union Bank of Louisiana was incorporated, with a capital of 
'$,7 000.000. Thii: was similar to the nion Banki: in other statei:, 
in which the su~cribers to stock paid nothing. the actual capital 
arising from the proceeds of the $7,000,000 in bonds issued by 
the state. One-half of the twelve directors were appointed by 
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th e Governor. This bank failed in I S+2, :i.nd although liq u ida­
ti on was slow a nd diffic-ulr , lw l 853, liquirlation had reali ze d 
enou;;h to pay thrsr bonds. The C onsolidatid Association nlso 
received :rn issuP of state bond s in th r amount of $2.+00,000 and 
th e Ciri zc.' ns B:111k $8,000.000, o f \\ hich $7,188,000 were sold . 
Th ese or;:::a ni za tions were on rxacth· thr same basis a, thr Union 
Bnnk. Buth thesr in,titutium \Hill into liquidation in 18+2. Ten 
\·ca rs la ter the Citizens Ban k was rcorg:rnizcd, hut the ;;tate in 
that n-ar drfinitrh· \1·ithdrew, throug h a clause in its constit u­
tion. ·fr om th e har{kin;.: hu,ine,s. 

Jh- th e tim e o f the pa nic of 1837, sixteen bankin;.: organiza­
tions ·were located at :\n,· Orlcan, , with 31 b ranc hes sca ttered 
th rou•r/10ut the stare. thirt ren of them crc:itcd si nce I S2S. One 
of th ;,e or;c:a nization, operated the cit,· w ater "orks, another 
the gas \1·orks, and :mother r:in a railroad, "·bile t\\·o of the 
largest hotels in ".'\ cw Orleans w ere operated by h:inks. The 
st:i te had issued nineteen million doll ars ahon noted in bonds, 
b rge ly sold in Europe to aid th ese han king institutions. B,· JS++, 
but six of thrse institutions w err left. A strin~ent hankin g act 
was passed in 18+2 , and the ~urv i1·ing banks accep ted it,; pro­
vis ions, became soh ·cnt , and paid thr state bonds \\·hich had been 
issued to them. By 1857, there 1,·e re nin e banks operating, five 
of the- l:irgest m;1intained spec ie paymen t,; on both dcpo; it; and 
circuiariun throughout the depression . and another suspended de­
posit payment for less than three weeks. Pro\·isions of the 
L ouisiana Bank law were rat her gener all r recommended fo r 
adoption in a number of other states. 

MAINE 

So far as the record, sho\\·, the State of :\laine has never 
engaged in the banking busin ess. \Vhil e th e state constitution 
does not direct!)· prohibit en gaj!ing in such enterpri ses , th ere is 
a qaru tory pro\· ision which 6_1· im pli cation w ould so act . 

MARYLAND 

Practically all the charters issued in the early history of the 
state ca rried a provision for subscripti on to stock on the part of 
tlic state itself , and a pruvi, ion for nppo intment of directors on 
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the basis of two whenc1·er th e state held S66,000 in ,;tock. Twu 
hun d rrrl :rnd tln·nt\· shares out of 600 resc rHd ,Hre t :1kcn in th~ 
Bank of Baltimore.as early as 1803. 

Th r :\ 1 cchanic, Bank of I.hi ti more, cha rtcrcd in l SOG. h :1d 
capital o i SI ,000,000, of which ~9+.625 "·as paid in h1 th e state. 
Apparcnth· the Bank of :\laryl and "·as the only bank organ iztd 
up to l SO/i in ,,·h ich the ;;ta te "·as not a stockholder. 

In 18 l I, it owned stock in cad1 Baltimore bank ;111d in three 
rnun tn· hanks, but there:ifter cca,ed to m a ke suh,c rip rions, the 
amount held at that time tota ling S5+o,OOO. The dir<?Ctors to 
"hich it was rntitlrd \\-e re elrctt'd 111· the Grner a l .-\ ,;cmbh ·. 
About l S30, an actiH campaign 11 as put under \\·a,· to e,;r ahl i, h 
a bank under the direct control of the sta te. ,\!though a lq :is­
lati,·c committee "·as appointed which made cardul inHstig ;1 ti on 
and reported fayorably, a measure pro,·iding for a state bank 
lost in the legislature. The bill, r c\·ived for seHral leg islat i,·e 
sessions, " ·as never enacted. \Vhil e th ere i, neither constitutiona l 
nor n:iru,ur,· prohii,itiun rcg:1rding the state rn,::1:.:in.; in the 
hanking busin ess, no sent iment nists for it a t this time. 

MASSACHUSETTS 

:\Iass:ichusetts entered the banking business first in I ii+, 
"·hen 50,000 pounds sterling in bi ll s " ·as issued and placed in 
th e hands of trustees to be loaned out at 57, on renl estate m ort­
gages in sum, of 50 to 500 pound s sterling. An additional I 00,000 
pounds sterling was issued in I 7 l 6, and in l 72 l, another 50.000 
pound s ster ling. 

Th e action of the British P arliament in 17+0 whereby com­
panies that had for th eir pu rpose the issuing of paper mon ey w ere 
prohibited from organizing. ca used the " ·inding up nf t he affai rs 
of the " banks' thus started . 

\Vhen th e Un ion Bank \\·as st arted in Boston in 1793, the 
sta te- retained the right to subscribe for one-th ird of the c:ip ita l 
o f S J .200,000. By 18 I 2, the statt> own ed $1,000,000 of ba nk 
st.r ,ck , the same pr01isions ha vin g bee n include<l and mad e use 
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of in other charters. Apparently the state shortly retire~ fr?m 
the business of banking and from then until the 1935 leg1slat1Ye 
session, the matter had not been before the commonwealth. 

A measure was then introduced in the House at the request 
of the State Executive Committee of the Socialist Party for the 
establishing of a commercial bank to be mrned and operated by 
the commonwealth. The measure would have repealed the charter 
of even· commercial banking institution and the banking com­
mission~r would have been directed to take charge of each one, 
liquidate its affairs, and establish the Bank of the Common­
wealth of ~lassachusetts in Boston with such branches as the 
Governor might approve. The capital of the bank was to be 
provided through the sale of bonds of an undetermined amount, 
and the bank was to be the depository of all state, county, and 
municipal funds of every nature and description. Loans would 
have been made to home owners, business men, farmers, or others 
with a rate of interest such as would pay the operating expenses 
of the bank, establish reserves, and pay off the bonds issued as 
the bank capital. The hill failed of passage. There is no specific 
statutory or constitutional provision against the state engaging 
in this t;·pe of hu,iness. 

MICHIGAN 

Under the territorial government, a bank was organized at 
Detroit, in 1806, with a capital of ~4-00,000, to which territorial 
Governor Hunt rnhscribed ten shares on behalf of the territory. 
The Michigan State Bank was incorporated in 1835, and was 
expected to take control of the banking business of the state. The 
cashier of the bank was made fiscal agent for the state. Appar­
ently, however, the state owned no stock in this bank. An attempt 
"·as made in 1839, prompted by the success in Indiana, to. in­
augurate the State Bank of :\1ichigan, with a capital of $2,000,-
000. The charter was authorized, but the capital was not ob­
tained, and the hank never went into business. The constitution 
of the state is silent, as are the statutes of the state relative to 
the commonwealth engaging in the banking business. There is 
no substantial sentiment for such an institution. 

• 

STATES AS BANKERS 31 

MINNESOTA 

About 1854-, there was a movement to estabbh a Bank of 
:\Iinnesota, which, however, failed, and in the Bank of the State 
of :\Iinnesota, organized in 1858, apparently no stuck was owned 
hy the state government. 

Proposals were made in the 1931, 1933, and 1935 legislatures 
for a state central bank to control public fund,. There is some 
sentiment throughout the state for an institution of this kind, 
though it has not been sufficiently strong to compel the legislature 
to t'nact such a measure. The statutory prohibition against the 
state engaging in the banking business was repealed in 1933. The 
proposal in 1935 was given some impetus through a recommenda­
tion from· Governor Olson in his message to the legi~lature that 
a central bank of deposit be established, the same to he the only 
legal depository for funds of the state and its municipal sub­
divisions. 

In :\larch 1935, still another bill for a ::\Iinnesota State Bank 
made its appearance in the legislature. It was proposed with a 
capital of $3,000,000, two-thirds mrned b~- the statr, and one­
third bv state chartered banb, which would be compelled to sub­
scribe thereto, 57<- of their own capital. The bank would be the 
compulsory depository of state funds and all public funds of 
municipal subdi,·isions, and would he governed by a hoard of 
seven. three elected b,· the member banks, the Commissioner of 
Banks, and three appo.inted by the Governor, one of whom would 
be the manager. Although the preface to the bill indicated it 
"·as aimed at "group banking", and any concentration of bank­
ing, the bill would centralize deposits of all state chartered banks 
and the policies of the bank woul~ be dominated by the state 
government. The bill failed to pass. 

MISSISSIPPI 

The Bank of l\1ississippi, the first bank to be organized in 
the state, was chartered by the territorial government in 1809 
at K atchez, and operated as a private corporation until 1818, 
when it was created into a state bank with a capital of 
$3,000,000, of which the state was to subscribe one-quarter 
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and appoint one-third of the directors. The charter was to con­
tinue until I 840, and no other banking institution was to be in­
corporated by the >tate in the meantime. · The comtitution of 
IS Ii had prO\·ided that at least one-fourth of the capital of any 
bank must be resern:d for state subscription. In 1830, in spite 
of the fact that no complaint had been made of the institution, 
the le~islature disregarded the above pledge and chartered the 
Planters Bank of :\I i,sissippi, " ·ith capital of $3 ,000,000, later 
increa,ed to S4.000.000, of which the state subscribed one-half 
and isrncd $2,000.000 in bonds in payment therefor. A majority 
of the directors were appointed by the state government. The 
managers of the Natchez Bank at that time decided to wind up 
their affairs. In 1839, the state transferred its interest in this 
hank to the :\Iis,issippi Railroad Co. The :\lississippi Union 
Bank was chartered in 1838, "·ith a capital of $15,500,000. 
Fifteen million dollars in bonds were to be issued, ;.ind loaned to 
the bank. Ten dars after the passage of the original act, another 
was passed, requiring the Governor to subscrihe for stock on be­
half of the state, amounting to 50,000 shares. Branches in 
nrious distrir;ts throughout the state were authorized, but the 
establishment thereof was not pushed. Although only $5,000,000 
in bonds was issued to the Union Bank, by 1841, both that issue 
and the amount issued to the Planters Bank, and succeeded by 
the :.\1issi;sippi Railroad Co., had gone in default. The bank 
went into liquidation late in 1841, having been the center of 
controversy in state politics since its organization. The repudia­
tion of the hank bonds was the principal factor in the election of 
:\' owmber, I S4 I, the candidate fa\·oring repudiation winning 
the election. 

The 1842 legislature passed the formal act of repudiation, 
and although the matter was taken to court and the state held 
liable in 1853, neither principal nor interest has been paid. Bv 
the state constitution, the legislature is denied power to pay th~ 
bonds. This did not co\·er the bonds issued for the Planters' 
Bank capital. In 1852, the voters of the state refused to submit 
to a direct tax for the purpose of paying these bonds, and the 
state constitution now prohibits their payment also. Not since 
1842, has the electorate or the state legislature had the matter 
of a state owned bank before them. 
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MISSOURI 
Although during- territorial days, two banks had been created 

in .\1 issouri, both had passed out of business by about 18 I 9. 
Hankin;! of a kind was carried on in the territory and state prior 
to IS3i, but the withdrawal of the branch of the Second Bank of 
the L: niud States located in St. Louis prompted the state leg:is-
1:iture to create the Bank of the State of .\Iissouri. The :\lissouri 
con,titution of 1820 carried a proviso for the incorporation of 
one hanking company, and no more. It also prO\·ided that the 
maximum capital should be $5,000,000. and at least one-half re­
srrvrd to the state. The leg:islature in I 821 passed an act estab­
lishin;! loan offices, which throuf!h the state treasury issurd $200,-
000 in certificates. Certain property of the state was plcd;:!ed 
for their redemption. The United States Supreme Court finally 
decided that these were "bills of credit", and that their issuance 
\\·as therefore unconstitutional. The next attempt on the part 
of the state was in 1837, "·hen the Bank of the State of :\lissouri 
\,·a, chartered. Fi\'e branches ,yere established, :rn<l thl' state 
:-ubscribed to half its capital stock. It issued bills which ,nre 
ah1·ais redeemed at par. As late as 1856, it is reponrd that the 
onh· incorporated banks in the state transacting a ,;rneral bank­
in;c hu,inr~, \\'ere the Bank of the State of :\Iissouri, and its five 
branche;. Of the capital of $1.215,000, $954.000 n·as at that 
time o\\·ned by the state. By 1863, the state capital had been 
increased to ~1.086,300, and ag:greJ!ate capital to $3.400,000. 
Establishment of other banks resultrd in a reHriction of the busi­
ness for the state bank, the constitutional prohibition a;;ainst 
other banks ha\'ing been removed in 185-t. The new state con­
stitution in 1865 required that the leJ!islature prm·ide for the 
sale of the stock O\,·ned by the state. This \1·as done. the pur­
chasers com·erting the institution into a national bank. It is in­
teresting to note that the conservative management of this bank 
made the notes thereof so valuable that in the Fifty's, after gold 
had been discoYered in California, a gan;; of counterfeiters took 
ad\'antagr of the popularity of the Bank of .\Iissouri paper money 
and struck off counterfeits thereof, which were freely taken in 
California b\· miners, merchants, and priYate bankers. One 
package of them of $15,000, for which a premium in gold had 
been paid in San Francisco, resulted in a loss of that amount to a 
\Halthy citizen of St. Louis. 
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The cons• it ut ion of 187 5 prrn·idnl t h:it no state b:rnk sho uld 
thereafter lw cn·:1t et.! nor , hould the ,tare <m·n or be liable for 
nock in an\' h:1nkin_'..'. co rpor:ninn. There is no su h,tantial ,rntl­
m('nt ior such an in , titution at the present time. 

MONTANA 

l-n t il rrcenth·, there has heen practically no ;i'..'.itation for a 
, tare muwJ bank in :\Ionta na. Durin g the 1935 le ;.c isl:iture, 
hr,11·eHr. such a measu re \\"as propn,cd. crr:1ting the B:ink of 
:\I, ,nt:ma. to be operated In· the st at e. The goHrnin;:: body of 
fiH wa, to he composed o f the Go\'ernor , Secretary of S tate, 
Atto rney Grncral, Statt' Treasurer, and Commi,,ioner of State 
L and,. One hundreJ th o11s:in d dollars \\·a, to be appropriated 
as the capital , :ind the bank \\·as to he compulson· custodian of 
:di st at e. county, municipal an d all oth e r public funds, " ·ith a 
prm·iso in the ac t t h::n all deposits ,n:re guaranteed hy the state. 
:\o g-u;:irant,· fund. hmn,·er. "·:is set up. The measure "·:is pre­
sented in the Hou,c and ddeattd by a ,·ot e of 55 to 40. 

NEBRASKA 

There 1L1, no state on-net.! bank in ~ ehraska. The criminal 
code of the tirst lc;! isbti ,·e se~s ion in I 855 prm·iding that if any 
person , hould suhscrihr or hccome interested in a company 
formeJ for th e purpo,c of i,su in ;: p:iper to circulate as money , 
he chou ld be puni,h r d h,- one year· , im pr iso nment or a fin e of not 
more th :m :;-:: I .000. 

\ \'hile the ;;tate it self ha, ne\'er rngaged in the banking 
busine, s, th ere haH hcen some attempts at Lnious legi , latures 
to pass sc,mc act of that kind. 1 n l 933, a mra , ure was sponso red 
h- the Gme rnor a nd a similar hill ,ns int rod uceJ in the 1935 
legi slature. :\' ei ther th e sta te constitution nor statutes prohibit 
such a mea, ure. The bill in t he 1935 legislature provided for 
the establi shin;! of thl' lbnk of ?\ehraska to e!1gage in the bank­
in;.: bmines, pro1 ·id td the stat<: and n:i tional banks doi ng business 
in '\ cbra,b had not .-ippli ed for ;ind brcome d ~positories of all 
public fun d, oi the state and it:-- mun icipal subdivi sions within 
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23 da,·, of the p:1 ,,at:r of th e act. :'so ca pital was prn,·id cd hut 
Sl(H l. (J() t l \\·;1 , approp r iat ed as a rnoh·i11g fund. Th e h:rnk \\·ould 
rcccin- 011h· public fund, (Jn th e limit ed ba,i, abm-e se t out. As 
this i, ,nitten, srnt iment in ?\rhraska is to the effect that the 
act "·ill not pass. 

NEVADA 

The ,; tatc con stitution prohibits the st ate rnµ::i;..:ing in the 
hanki n!..'. busincs,. :\ r ither durin;.: territorial Jays nor since state­
hoc,d );a , such an rnt::rprise b~en c,;iahli ,;hrJ_- and mithcr the 
d ec tor:i te nor the lr;:isbture has eHr had the proposition before 
them. 

NEW HAMPSHIRE 

There is no sentiment at the present time for a state bank. 
Ther e "as a company formed about 1735. \\·hi ch issued notes 
much on the plan of the :\Ierchants Association of Boston. These 
nute, , ho,n, r r , \Hrt proh ibiteJ from ci rc ulatin;.: in :\1as,ach u­
set t s. The fir st hank in the state was the ~n\- Hampshire Bank, 
in co rpo rated at Portsmouth in 1792. It had a capital of Sl60,­
(l (10 . ;1n d ,d1ile it " :1, th e onh· bank in the st:ite until af ter 1800. 
the records do not indicate ·whether the state held any capital 
thnrin. The original constitution did not prohibit th e state en­
gaging in banking . but about the middle of the last centurY, a 
pro,· irn was inserteJ which prohibits any to1\· n , loanin g or g i,·ing 
mont'\. or cred it "for th r benefit of am· corporation having for 
it s oh.icct a dividend of profits or to in any \\·ay aid the same by 
taking its stock or bonds." 

NEW JERSEY 

A s noted else,d1 cre , '\e\\· J ersey along \\·i th other Colonies, 
issu ed paper mon ey. Inasmuch as a substan ti al quantity of this 
w as fo r loans on real estate, th er were kn o\\·n as " loa n banks". 
P rox im it,· of Philaddph ia and ~e,1· Y ork seems to ha \'c delayed 
ori;anization of incorporated hanks un ti l after 1800. 

The first banks o rgan ized in this sta te pro,·ided for a bonus 
to he paid to the state for the pridegc of obtaini ng a banking 
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charter. The Tn.-nton Ranking C o. offered a bonus to the state 
which was refu sed , but the >t .i te re>C'r\'ed a right to ,uhscrihe 
to stock , $24,000 being subsc r ibe d in I S l l for the benefit of 
the public school s. The ~ e\\ a rk B;mking and Irirnranct Co., 
ch:ntrred in J 804, paid the stat e :i bonus Qf about $1500 for the 
pri\·iief,'C of opr ratin;.: . A bill \Os prc, ent r cl in the legi slature in 
1812. pro\·iJin g for the establi shm ent of stat e banks at C :i mden, 
Trt.'n ton, l\rw Brunswi ck, Eliz :1hrth, :'\t.'wark, and :\!orris, 
11 011 :\IorriqO\rn . Thi , hill prO\·i<led th:it half the ca pit a l in each 
of th ese b:inks should he resencd for the st:itt.'. The st:it e own s 
n<, b:tnk ,rock tod;i_1·, ;111d th ere is no , ub,tantial sentiment for :i 

, t:ite owned bank at thi s time, alth ough a hill \\·as presented tn 
tl1e 1934 lrgisbturr creating a Centr:il Resen·e Bank. 

Thr bill set up the Cr·ntra l Resen· e B ank of ~cw J ersey, :ind 
h;rnks authorized to do husines, by the state " ·ould ha·, c hcrn 
required to lwcome qockholders therein . Three directors. the 
G overno r, Commiss ioner of Fin ance, and C omm i, sionc r of Ba n k­
in ;: and In surance. and nine other,, four oprointcd lw th e G,w­
ernor or th e legislature, and fi \'C b,· the m ember banks would 
co n,;t itut e th e Bo:ird. Fi Ye million dull:ns c;q, it a ! ,,·as pr<>fH '"<' d, 
ii; ,:; common :111d ha] f p rd n rcd ,.iock, the common stock to he 
h eld onh· by th e State of :\r\\· Jcrse1· and thr member hanks, but 
a maj o rity to be held h the qate. The pl:in contemplatrd that 
t'ach state hank " ·oul d become a shareholder, irrespcctiH of 
whether o r not thn· held Fed era l Reser\'(' memher$hip, Funds 
of th e state and it s political ,u bdi\·i,ion s were to be dep osit ed 
th e rein. Th e bill also con:emrlatcd setting up of an insurance 
fund to ins ure the drpo, its o f th l' m r mbn banks . The act failed 
of passage. 

NEW MEXICO 

?\ eith er thr st;1tc nor , erriton- lnvc en: r eng:iged in the 
hanki ng busi ness. There i, no su hst;rntia! sen t iment for such a 
ha nk a , the present t imc. no r has t here ever been any. The 
n:i te const itution neither prohi bi ts nor au th nri zes such an in-
5ti t ution. 
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NEW YORK 

Thr B:ink ui ~ew York, doing bminess under :1rticlcs of 
as, oci:ition drawn lw Alex an<ler H :i milton , and ch;1rtered in 
179!, h:1d a c:1pit :t! ~f S900.0U0, :llld th rough a suh,cr iption by 
the Star r oi :\e"· York, ad ckd 500 share, , and SSU,(100 c:i pit:il, 
" ·hi ch \\·a, cii cour,e 011 nr<l hy the stat e. ln a n ;1n n:t cnJin~ 
it , corporate exi,tence passcJ in 1S13. the Compt ruller o i the 
S tate ,\· ;i , ;rnth oriz cd to sub scribe an ad<l irion :tl ~1 5,lJ() () in ,:tock 
ior the henefit oi the common school fund. ll:ink charters 
;.: r :i nr cJ irum 179 l to l S l 2 grncrally cont a in ed pro\ i,i ons au­
thor izin ;:?: the collrge,; to subscribe for stock, :rn d 011 some occa­
sion, , rhe ,t:ite ir,;clf was so authorizc<l. For c., ;in1 plc , the 
:\lech:mic, Bank. ~ewYork City, organiz ed in 1810. r esern<l to 
the , : ate the pri,·ilcge of subscribing ior one-,i:--th u f the capital. 
,vh en the B:ink of America w:i, charte red in 1S12. th e state 
did nor subscribe fur stock , but the bank w as to pa1 :;;400.000 
t o th e , r;it e a, a bonus. and to loan th e st a te :!t an, t im e i: mi _~ht 
r equire, a milli on doll a rs at S'i;. and an addition a l milli o11 dollars 
a, 6 ' -~. Bot h bonus a nJ lo:in requirem ent s \\-ere remitt ed " -i1hin 
the next fe11· nar,. In 1S33, th e State oi ;-( ew Y ork O\Yned 
SS 5,0u0 of , to~k in institutions which ha<l become insoh ent. 

Since the first part of the last century, '.'\ ew York h:is not 
cng:i g:cd in bankin g as a state, nor has the question, at least re­
centh·, been se rio11sh· considered. Th ere is n o sentiment for 
such · a set-up no\,·, ;!though the constituti on and statutes are 
silen t 011 the question of authorit r t o do , o. 

NORTH CAROLINA 

P:iper mone,· was iss ued by the Colom·, hut app:irently no 
corpo rate hankin g in;;titutions were e, tabli :'hed until :ifter the 
turn of th e centur\'. The Bank of C :1pe F e:i r, chart ered in 
JS0+, h ad a cap it :i l -of $250,000, \,·ith S:25,000 therrnf r eser ved 
for the state . Th e: Bank of Ne\\·hern , ch a rtered the same year, 
with :1 capital of S::?00,000, al so had $25,000 rese n ed for the 
st a te . The :1ct crtating the State B:rnk of 0orth Carolina was 
pas,::J in l S l 0. I l had capi ta l o f :;1,600,000. with thr pr incipal 
officr in R:ilei !! h , ar: d , ix bra nches. Two hundred a nd tif ty t hou ­
sand dollar s of th e stock \\·as rese rved for the st a te , \\· ith the 
diYid end s 0 11 the stock tc he usrd for p:inng the outstn nJing 
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paper monn is,ued in 1783 and 1 i85. In 181+, the charters of 
the first nm h;inks were extcndul to 1835. and the capital of the 
ilank of Cape Fear \\·as enlarged h,· $525,000, and State Bank 
of ?\'ndiern ln· $575.000. An additional SJ00.000 capital in 
each \LIS resen.-ed for the state, $18,000 of this to be issued with­
out the q;itc p;n ing annhing therefor, as con,idcration for the 
extended charter. A further requirement ffas that the banks 
,niuld he required to make lo:ins to the state not exceeding; one­
tenth of their capital stock. In 1828. the State Treasurer was by 
n:solution of the As,cmblr prohibited from making any further 
irffe,;tmcnt of state funds. in bank stock. but a short time pre­
vious thereto he had purchased additional shares in all three 
hanks. In 1832, an act was passed to establish the Rink of 
;\ orth Carolina. It was, however, never organized, but in 1833, 
the Bank of the State of North Carolina was chartered, with 
one and a half million dollars capital, two-fifths of this resernd 
to the >tate. During the session of 1836-37, the charter of the 
Bank of Cape Fear \\ as continued to 1850, thl'. capital increased 
to l r/, million dollars if the stockholders desired, but the state 
allm~·~d $300,000 of the increase. In 1858-59, the General As­
scmbh· d1:1rtcrrd the Bank of ?\orth Carolina ;is the successor 
tu the B;rnk of the State of ~orth Carolina, \\·hich had pre­
\·ioush· succc'.'ded the State Bank of North Carolina, chartered 
in 181-0. The capital \L1S 2~,; million dollars. S500,000 of "·hich 
ffas rcscrnd for the school fund, and $200,000 for thr univer­
sin·. The Ci,·il \'lrar er«lfd the career of this hank. Although 
it,-stockholdcr, lust their inn,0tmcnt, it \\·as contended and with 
some substantial ground, that the bank was founded on sound 
principles and ,1·ould. nct'pt for the \\·ar, have been a ble,sing 
to the cnmmunit)·• Although the state comtitution doc, not pro­
hibit such an or~,anization, there is no iEtercst whatever in a 
state O\n1ed b:rnk at thi, time. 

NORTH DAKOTA 

Prior to l ') 19, the statf' had not eng:ig-ed in the banking busi­
ness. The lrgi,:laturc of that year crr·atcd the Industrial Com­
mission. :if!d a111horized it to operate thr Bank {,f North Dakota, 
created br the same lc,•islature_ The lndustrial Commis,,ion is 
composco" of Con·rnor, A, turw·_, CenesJ), ,m<l Commissioner of 
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Agriculture and Labor. The bank was set up at the same time 
the ~on-Partisan League (the controlling political power) 
started the state in the .\Iii] an<l Elentor, Co-operative Store, 
an<l similar commercial enterprisrs. 

T\\·o million dullars capital was furnished the hank through 
issuinc: the same amount in >tate bonds. All funds of the 5tatc 
must be kept in the bank and although depc>5it of funds of polit­
ical subdivisions was compulsory at first, it was made optional 
in l 923. Pri\·ate and corporate funds m;n also be accepted. The 
bank is not a member of the FDJC, but the la\\· pledges the faith 
of the state as securit1· for deposits. 

Loans to the state and state enterprises and to political sub­
divi,ions were authorized. Loan, to pri1·ate indi,·iduals can be 
made on mcrtgage security·. A series of "Real Estate Bonds" 
han been is,ucd, the bonds being sold by the state and funds 
held hr the Stare Treasurer. .\Iortc::irzes taken as security on 
lo:irs ~:ide h\· the bank arc then r,Ic<lc:e·d with the St:ite T.reas­
urcr as sccuritr tor the bonds 1d1icl1 · are general obligation, of 
thC' state, and ·the State Treasurer then turns the funds repre­
sented thereb,· over to the bank. Loans could not be made to 
p~i1atc indi\·iilu:ils, hut large deposits of bank funds \HIT 111:ide 
in banks favored or controlled by the League, and these banks 
then could and did loan to private individual:,. After two years 
operation, rumblings of dissatisfaction with operation of the 
Bank were heard and the House of Represcntatins of the 1921 
legislature appointed a special committee to investig:1tc the bank, 
ir;; operation, and affiliation of hank officers and state officrr, \\·ith 
Lea;.:ue and state rnterprises. The report is contained un pages 
925-978 uf thc fournal of the House of Represrntatins of the 
J 921 legislative ·session, 1,·ith supporting testimony ;.:iven before 
the committee foilo\\·ing. Extracts follow: 

"A fair conclusion is that A. C. Tcnn1lcr and \Vm. 
Lemke exercised dominating and controlling in.Auence over 
the ori;.;inal organization of the bank and its subsequent 
oper:,tions. This conclusion is fully ,·crified by the record, 
" * • ,1·hich discloses that the rc,ignation of the first man­
aaer was dt,t" to his refusal to comph· with the dirC'ctions of 
t17e .-iforcmt,,tioncd persons to diveri thr funds of the Bank 
of .i\orth 1):i!:ota to the Scawlinavian-Amenc:in Hank of 
F1rgo. 
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"In financing the various League concerns, and the 
political campaigns cunductnl by the League,:\ Iessr,. Lemke 
and Townln· apprond a schemr ,,-here-hr they obtained 
note, from farmer,; throughout thr state by \\·ay of accom­
mod:nion and in nchanc":e for the individual notes of 
TO\n1le,· and Le-ague- corp;irations. In addition there-to, the 
farmers- \\'CH" incluced to ;_,:in their post dated checks for 
like purposes. This accommodation paper \\·as accumubted 
in large amounb and a great flood of it was placed in the 
, arious banks in the state affiliated ,,-ith the League as col­
lateral to loans made to the Le-ague and ir,; subordinate and 
kindrrd corporations. 

"The most striking and typical example of this practice 
is to he found in thr ScandinaYian-American Bank of Fargo, 
where, the evidence discloses, many thousands of dollars of 
farmers' accommodation notes and a large quantity and 
amount of post-dated checks were held as collateral to exces­
sin: loans to the Con,umers' Stores Co. and the League 
Exch:mge." 

The Committee went on to state: 
"The examiners find from the record that during the 

moc1 ti1 uf F cbruan, I 921, tht' account of the State Treas­
urer with the Bank of ?\ orth Dakota amounted to approxi­
mately 3 million dollars. '\Yhile this balance \\·as main­
tained, the State Treasurer drew checks upon the Bank of 
.'\' orth Dakota again:'! th is account in \'arious ;;mall amounts. 
These checks \\UC refused pa,mrnt by the Bank of North 
Dakota, and in lieu of pannent, * * * the checks \Hre 
registcrrd as "presented for payment, not paid for lack of 
funds''. Such failure to pa, current checks constitutes an act 
of insolnnc,. If am· other bank attemptrd similar tactics, 
it would at ·once he incumbent upon the State Examiner to 
clo,e it without delay_" 

The Committcr listed six "permanent fallacies in the organi­
zation" and concluded their report \\·ith some rather strong; state­
ments, t\\'o of \1·hich :,re: 

"These impracric;;l theorists have launched the State 
into an orgy oi /1n:inci:d cxces:,cs and delirium of socialistic 
experimentation, born in hate and nurtured in prejudice, the 
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results of which are such that it will require years of con­
ser,·atin, practical administration of public affairs to elim­
inate the nefarious consequences resultant thercirom." 

"The Committee recommends that the State confine its 
bu,inrss acti\ ities to tl10se matters which arc, in their nature 
at least, quasi governmental in character, th:it it awake from 
its socialistic dream of empire, independent of its neighbor­
ing states; that it brand as "quack" the remedies for indus­
trial iniustice that have been recommrnded as tht> panacea 
for all ·ills, and confine itself to a specific rcmrdr for each 
specific injustice that may become apparent in the bu,h- pol­
itic. that it di,·orce itself from the false prophets ,1 hose lcad­
er,hip has ousted it from a place of honor arnon;,: the states 
of the lJ nion * * * ." 

From the messages of Go\'ernor Geo. F. Shaier to the 1929 
and 1933 legislatures, a good picture of the bank\ situation may 
be gained. 

From tht> message of 1929: 
"At th<: time the present man:i;.:rmcnt took 0\Tr the 

operation of the hank in December 1921, it ,,·as in deplor-· 
able condition, Heavy operating losses had lwen sustained, 
and man\' millions of public funds ,nre tied up in frozen 
loans and re-deposits in closed banks, much of ,,·hich \Yas 

either unsecured or inadequately secured." 

From the mrssace of 1933: 
"On J ~Ir 1, 1919, the state issued $2,000,000 of un­

secured bonds, bearing interc<;t at the rate of 5 per cent, to 
prO\·ide the capital for the Bank of '\orth Dakota, ,Yhich 
was organized in Au;_,:ust of that year. Sl .000,000 of these 
bonds matured on Juh· I, 1929, ten H:irS after issuance, and 
were paid "·hen due entirely by taxation. The second in­
stallment of $1,000,000 of ,uch bonds will mature on July 
1, 193+. 

"There is no\\ in the hank bond sinking fund in the 
hands of the state treasurer, the sum of $1,000,000, the full 
amount required to retire this issue \\·hen due. $300,000 of 
this amount has been proYidcd from t:ixation and $700,000 
ha, hecn ,,aid over to the state treasurer hr the Bank of 
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.'\orth Dakota from earnings. The annual interest on this 
inst:tl lmcnt of bank bonds. amou11fr1g to S50,000, has been 
paid b,· the Bank of :'\ortl1 Dakota from rarnings since 
] 929. Prior tu that <late, the annual intert:'st on the total of 
;,:?.000.000. amounting to $1()!/.000, \\·as p:iid by taxation." 

From the annu:il report of the State Treasurer for the year 
ending J unc j(J, 193+, a tabulation of the bonded indebtedness of 
the state ,hm1·s ;i total of $+1 .917.21JO. :ill of which arc for State 
Bank. ,\l ill ;n1d ElcL1tor, or Real Est:itr loans. Since th:i.t time, 
the :,mount h:i.s been reduced hr p;n ing as they· fell due, $2,000,-
400 ,, orth. 

J n addition to the bond, for bank capital \\·hich were rnired 
!11· taxation as indicated bv GoHrnor Shafer. a gennal property 
t;x !en of ½ mill ,,·as made in 1933 to pa,· interest and sinking 
fund on Real Estate Bonds. 8/10 of :i. mill in 1934 and the 1935 
le!!islature authorized further le\ ics of Y~ mill for 1935 and 
1936. Altogether, about 12 million dollars has been raised by 
direct taxation to pay lc,sses of thr bank, and lossrs of the :\Iii! 
and Elcntor and rural credits. Since 1933, in addition to the 
funds r:iised h:.- grncral taxation, motor vehicle rr;:::istration fees 
haH been dinned to the Real Est:tte Brmd Interest Fund. In the 
fiscal vear 1933-3+. S900,000 w :1s th us dinrted and ben1 een 
June 30, I 934, and December 3 l, 1934, another $600.000 \\·as 
:-,irniL1f/v u;-;cd. 

Foreclosures ha,·c not been an-rt ed. On January I, l 935, the 
state held title to some 2,200 farm, on \1·hich thn· had foreclosed 
in spite of a lenient polin· . .\la!!\· loans han· ·been refinanced 
throud1 Federal agencies. the losst', incurred thus far being about 
S:?.000.000. includini..; hoth princ;;,:il and intcn:st. Re;il Estate 
loan, arc not rl(rn· beini..; m;ide as th, ratt's of the Feder:,! Govern­
ment arr belo,1· those at \Yhich the '1:ite can issue bonds. 

\Vith the ,rate taking the loss and the bank taking the profit, 
the bank ,hows a sp!t'ndi•(rca~ll .. pos1tJon lrl Its Decemoei'Jf-;-1934 
statement. On tht' othu h:rnd, the bank has paid to th,· state a 
total of S l .11 7 ,3 l S .SS out of carninf..'.s over th(' 15-yca r period to 
apply on bonds and interest. Bank proponents also cLiim credit 
for an interest reduction on farm loans of about 2 Vi 7c c,n $2SO,­
OOO.OOO of '.',;onh Dakota farm mortgages, based on thr rates 
prenilinc>; kfurc and aftn the bank got into operation. 
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In its December 31, 1934 statt>mcnt, the bank ,hmnd de­
po,its of S2G,527,(H5.85, all of "·hich 11err public funds except 
S3.824 ,26 7. 96, repre,rnting deposit> of ind i1·id uals and banks, 
pl u, cashier's checks. 

OHIO 

The custom pre\ alrnt in Atlantic Seabn:1rd st:itr, earh· in the 
List century of re,en in;c: a p:irt of the ,tock in banb !ur the ,rate, 
\\·as also current in Ohio. Thr first record of such seems to he the 
ILnk of ,\Jarietta. ch:irtercd in 1808 and ,d1ich so n:,cned one­
fifth of its capital. In 1 S 16. the le_:.:i,lature chartered si:-: new 
banks. Srnn exi,;ting institutions 1nrr authoriud to continue 
under the prm·i,ion,; of the same act, \\·hich included th:1t each 
hank 1i-ould re,ern one share of stock for the state for r1·cri- 25 
of capit:il stock. Jn I 825, this stock \\·as reinnsted in the banks, 
and in liru thereof, a tax on di,·idend, \Yas levied. An act of 1845 
fixed the m:nimum bank capital for the state at slightly in excess 
of ,i:-: million dollars, diYided the state into n,·elve districts, and 
providrd that the core of the st:ite banking system was to be a 
St:ttt· B:rnk, capitalized by pri\·ate ll1(Hlt'Y. "·ith br:rnches throu:_:li­
out the ;;rate. Bdore its charter expired in 1866, the ~ation;il 
Bank Act had been passed. The ch;irter was therefore not re­
nnHd, and the bank \\·ound up its affairs. Branches had a mini­
mum capital of $100.000, and ~me independent banks ·whose 
charters had expired became branches of the State flank. Forty­
one branches in all were organized throughout the state, "·ith an 
approximate capital of $4,500.000. These branches were real in­
dividual corporations undrr the supen·ision of the central bank 
officials. The latter did no banking bminess, but throu;ch it issued 
bank notes to the branches. The bank 11·as completelr successful. 
\Vhen the bank ,ns winding up its business in 1866. the presi­
drnt made the follo\\·ing statements to the Board of Control: 
"The State Bank of Ohio has alwavs prond equal to the trials it 
wa.s called upon to meet. The people h:iYe been supplied with a 
circuhting medium ,d1ich commanded their confidence, and by 
the use of which no one ever lost a dollar. Stockholders received 
substantial dividends throughout the existence of the bank, and 
11c1e rcp:i.id in full upon liquidation." The Ohio constitution and 
sntutes are silent on the question of State 0\1 nnship of banks. 
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OKLAHOMA 

The state has never engaged in the b:mking pusiness, and 
therr is no substantial sentiment for such a plan today. Neither 
the electorate nor the legislature has eyer had the proposition 
before them. The state constitution prohibits the state engaging 
in the banking business. 

OREGON 

Tlie state, neither during territorial days nor since statehood 
has engaged in the banking business. Such a venture is prohibited 
specifically, both in the state constitution and by statute, and the 
state constitution further makes illegal the pledge of the credit of 
the state for more than $50,000, except in time of war. There is 
some sentiment in the State Grange, and some other quarters for 
a state owned and operated bank. A proposal has been made in 
each of the last two legislative sessions, and an attempt was made 
b,· initiative to get such a plan on the ballot in November I 934. 
Each attempt has met with failure. The latest plan contemplated 
establishing a bank v.·ithout capital. A guarantee of deposits was 
carried in the bill, with no guaranty fund, nor a method of set· 
ting one up. The bank was to hold all state funds, and fun~s ~f 
all political sub-divisions, court funds, etc., and to loan pnnc1-
pally against real estate. Other funds could, however be accepted. 
A measure carrying similar provisions was presented in the 1935 
Legislature but was decisively defeated. 

PENNSYLVANIA 

Pennsylvania was another of the Colonies that issued paper 
money through "loan banks". Fifteen thousand pounds sterling 
was issued and loaned out in 1723. Bills were made legal tender 
and their retirement provided for by requiring that interest and 
¼ of the principal be paid annually. In 1793, the state su_b­
scribed for one-third of the capital of the Bank of Pennsylvama, 
and \\'ithin a few years it obtained as dividends on bank shares it 
held, nearly enough to pay all its expenses. Branches were estab­
lished at Harrisburg, Reading, Easton, Lancaster, and Pitts­
burgh. These branches discontinued about 1810, but at that time 
the state held a million dollars worth of the stock it had sub-
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scribed, and later raised its stockholdings to a million and a half. 
An act of 18 IO, after the bank charter had been extended for 20 
years, pro,·ided that ,1·hcnevcr money in the state treasury ex­
ceeded $30,000, the Governor should invest the surplus in $5,000 
units in the stock of the Bank of Pennsylvania. 

The State also O\rned stock in the Farmers and :\Jechanics 
Ilank of Philadelphia, chartered in 1809, and in the Philadelphia 
Bank, charti:red in I 80-J.. The latter charter permitted the state 
to rnb,cribe for $300.000 out of the total of $2,000,000 capital, 
with a further subscription prfrilege of $200,000 at the end of 
four ,·cars, and a similar amount :it the end of eid1t Years. In 
Pcnn;vh·ania, as in some other states, bonu,es ,,·er~ paid for the 
granti~g of charters. For instance, when the Bank of :\ orth 
America had its ch:trter renewed for ten years in I 8 l 4. it paid 
the state $120,000 as a bonus for the renewal thereof. ?\lost of 
these banks earned good . diYidends, for instance, in 1813, the 
state received nearly $200,000 from that source, or about two­
fifths of the entire state revenue. However, all was not ros,· for 
these institutions. In the Bank of Penmylvania, six of the 22 
directors were appointed by the state, forming a block which 
worked continually in opposition to the majority. ,vhen com­
plaint was made in 1829 that the Bank of Pennsylvania did not 
loan as much as was desired to the state, it was admitted that the 
state directors introduced a ''pertinacious, persevering, and in­
discriminating opposition to almost any prominent measure " ·hich 
is proposed by directors elected by stockholders." The state sold 
all its bank stock in 1843 and since that time has not engaged in 
the banking business. There is no sentiment for a state-owned 
bank today. Neither the electorate nor the legislature has ever 
had the proposition before them. Apparently there is no prohibi­
tion in the constitution against the state engaging in the banking 
business, but under the 1933 banking code appears a requirement 
that tl,e incorporators shall be "natural persons". · 

RHODE ISLAND 
In 1715, the colony issued 40,000 pounds sterling in paper 

monev, which was known as the first bank. A second bank of 
40,0o·o pounds sterling was issued in 1721, and o: her issues 
known as banks were put out from time to time. The state never 
subscribed for bank stock, but as in some other New England 
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states, bought rnch stock for school funds. In the words of a 
prominent st:ite official, the matter of a state owned bank is 
simph· an unheard of proposition in Rhode Island toda,·. The 
matt~r has never been before the electorate, nor has the~e ever 
been any substantial sentiment for such a proposition. There is 
no mention of it either in the statute, or in the constitution. 

SOUTH CAROLINA 

The only bank organized during proprietary government 
days ,,-as the Land and Loan Bank of the C:irolinas, located at 
Charlestown. chartered in 1712 with a perpetu:il charter, which 
carried " ·ith it the pri,·ilege of issuing hills to he forever the legal 
money of the country. 100,000 pounds sterling of currenn was 
immediately printed and loaned out at l 07c to such as could give 
security. Although the bills depreciated in nlue and the ex­
change rate on London was eight to one, this hank which lasted 
until destroyed by the Re\'olutionary \Var, is said to haH been of 
great benefit in building the Colony. 

In 1792, the new state chartered the Bank of South Caro­
lin~. and in I 804, the Legislature subscribed to $300,000 of its 
capital. To the South\\·estern Railroad, organized in 1836 and 
1837, the State of South Carolina in 1839 subscribed $500.000 
out of the $6,000,000 capitalization, In the meantime, the Bank 
of the State of South Carolina was chartered in 18 I 2 to relieve 
financial distress, entirely owned by the state and for which it 
sen·ed as fiscal agent. The faith of the state was pledged to sup­
port the bank and make good all losses. Its charter was to run 
until I 836, and as a pri\'ilege of doing business, it was to pay 
interest on the state debt. The State of South Carolina, as noted 
above, was the sole owner, and although its capital originally was 
about SI 50,000. it "·as increased by I 820 to approximatelr $1,-_ 
200,000, and hr I 828, had paid into the state treasurv more than 
Sl,3 I 5,000. The charter of the bank after this succ~ssful show­
ing was renewed until I 856, and prior to expiration was extencL 
ed to I 871. In I S68. the legislature, after the bank had success­
iull~- ,Yeathered the Civil ,var, passed an act to close it, and in 
I 870, it mis placed in the hands of the receivers. There is no 
$entiment in the state for any such plan at the present time. 
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SOUTH DAKOTA 

In the 1933 legislature, a plan was introduced to create the 
South Dakota Reserve Bank. The bill received an unfavorable 
report and \\"as killed in the Senate where it had originated. 
There is some slight sentiment for such a plan at the present time. 
A pre\·ious plan which \,·as proposed in 1921 by initative petition, 
lost out with a rnte of 33,000 for the act and 123,000 against. 

This proposal carried with it a state bond issue of $2,000,000 
with the bonds to be turned onr to the bank for their own pur­
chase or to he sold by them to innstors, and also prO\·ided that if 
earnings of the bank were insufficient to pay interest and sinking 
fund requirements on the bonds, the Ta\ Commission "·ould 
make a levy to cowr the difference. It was supposed to be cus­
todian of all public funds of the state and all municipal subdivi­
sions, and to establish branches throughout the state. The 1933 
proposal contemplated a reserve bank of which eHry state char­
tered institut ion \\'ould be a compulsory member. The Gonrnor, 
subject to confirmation by the st:ite Senate, would have the 
authority to appoint a majority of the directors. The capital was 
to be provided b~- the member bank, in proportion to their capital 
and surplus, and any net income after dividends and expenses was 
to go to the state as a franchise tax. All funds of the state were to 
be deposited in the bank, and funds of cities, towns, and other 
political subdi,·isions might be deposited in banks, members of the 
Re,en·e System, or in the bank itself . The act also attempted to 
authorize the Reserve Bank to issue its notes, which would be 
receivable for taxes. etc., and redeemed in lawful monev of the 
l7 nited States on demand. · 

TENNESSEE 

The Bank of the State of Tennessee, chartered in 18 l l, had a 
capital of $-t00,000. "·ith the state holding $.:?0.000 thereof, 
which it might withdraw at the end of ten vears. This bank and 
its five branches failed within a few years. · · 

In 1820, the State Bank of Tennessee was incorporated with 
an authorized capital of $1 .000,000 to come from funds b;long­
ini:: to the state. A Board of Directors was appointed by the legis­
lature, _and from the sale of lands, the bank ultimately secured a 
capital of $750,000. Agencies ·were established in every county 
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of the state, and the bank made the depository of all state funds. 
In I 832, after the bank got into trouble, the legislature abolished . 
it, and ordered that all state funds be plau.-d in the Union Bank 
of Tennessee. chartered in October I 832, with capital of $3,500,-
000, all supplied by the state. This was obtained by the sale of 
state bonds, and fi\'e branches established. The state also had an 
interest in the Planters' Bank, chartered in I 833, with a capital 
of $2,000,000, and with a head office at Nash ville and six 
branches. In 1856, the state interest in the Union Bank of Ten­
nessee was transferred to another Bank of Tennessee which had 
been chartered in 1 S38. This bank had an actual capital of about 
3 Vi million, all owned by the state, consisting of recoveries from 
the state bank, government funds, school funds, and some others. 
Its nominal capital, however, was $5,000,000. This was a politi­
cal organization , politically controlled, with directors appointed 
every two years by the state. The obligations placed upon this 
bank in the way of interest on internal improvement, school, and 
other bonds were too heavy for it to carry. The Governor in 1855 
recommended that the affairs of the bank be wound up. The 
bank, however, continued until 1866, when the legislature passed 
an act requiring the Governor to appoint six directors to wind up 
its affairs. The holders of bank notes were finally paid in full, but 
the depositors recei\'ed nothing. In 187 5, still another attempt 
was made for state banking by reviving the Bank of Tennessee 
through an issue of $5,000,000 in state bonds. The people of the 
state, however, did not look with favor on the attempt. There 
has been no agitation for a state owned bank in recent vears, and 
the Constitution no"· prohibits the state engaging- in the banking 
business. 

TEXAS 

Since statehood, Texas has not engaged in the banking busi­
ness; however, in I 838, during the days of the republic, the Pres­
ident recommended the establishment of a national bank, found­
ed on the credit of the Republic, to be controlled by the govern­
ment, the directors to be elected by both houses of the Congress. 
The bill to incorporate the Bank of the Republic of Texas was 
introduced in I 839, but tabled in the Senate br the close vote of 
16 to 14. The Commercial and Agricultural Bank started while 
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Texas was still a state in the :'\fexican Republic, was intended as 
a f!O\·ernmental bank of the Department of the Brazos. The 
Texas ConJ!ress in I 841 passed an act authorizin,:! the projectors 
of that bank to issue $30,000 of circulating money, but this act 
was shortly repealed. 

Tlie State Constitution of 1845, on which Texas was admit­
ted to the Union, contained this statement, "No corporate body 
shall hereafter be created, renewed , or extended with banking or 
discounting pri\'ileges." 

The matter of a state owned bank has not been before the 
electorate sirice. ,vhile the present Constitution and statutes are 
~ilcnt on the matter, there is no substantial sentiment for such an 
enterprise. 

UTAH 
There is no responsible sentiment for a state owned bank in 

C tah. The state has never engaged in the banking business, 
neither has the proposition e\·er been before the people or the 
legislature. Both by statute and state constitution , is the state 
prohibited from engaging in such an enterprise. 

VERMONT 

In 1806, the Vermont State Bank was chartered for the pur­
pose of "securing for the state all the profits of the banking busi­
ness". All the stock in the bank was O\Yned by the state. The 
bank was to be managed by thirteen directors chosen by the legis­
lature. One branch was established on either side of the moun­
tains. Two other branches were established in 1807, and the bank 
in that year was made the depository of all funds of the state. 
Issuing of bills was limited in proportion to the amount of specie 
held, and fixed at three to one until specie amounted to $300,000. 
In 1810, this was reduced to two times. By 1812, the Assembly 
became concerned over the solvencv of the bank, one branch of 
which had already closed, and the l~gislature in t_hat year assessed 
a land tax of I cent per acre, the funds received being used t9 
redeem bills of the bank, whose affairs were to be closed as 
quickly as possible. All creditors other than the state were paid in 
full but about $230.000 of the bills which had been received by 
the ~tate treasurer for taxes were never redeemed. Assets of the 
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bank which were not used for payment of creditors were about 
$30.000, so the state apparently suffered a net loss of about 
$200,000 through its banking effort. There is 1_10 substantial sen­
timent for a state owned bank in Vermont at this time. In recent 
nars the matter has not been suggested to the electorate or the 
iegisl~ture; however, neither the state constitution or the state . 
statutes prohibit such an organization. 

VIRGINIA 

In 1755, the General Assembly of the Colony authorized the 
colonial treasury to issue 20,000 pounds sterling of treasury 
notes, and made them legal tender for e\'erything "except _his 
::\lajesty's quit rents". In August the plan had apparently worked 
so well that 4,000 pounds sterling more were issued to pay the 
rewards for Indians either killed or captured, and 20,000 pounds 
sterlin" to protect "His :i\lajesty's subjects against the insults and ""' . ,, 
encroachments of the French. . 

The riotes depreciated rapidly in value. The following year 
25,000 pounds sterling was issued, and in I 757, a still additional 
issue was made. lncidentallv, counterfeiting of them was made a 
crime, punishable by death ''without the benefit of clergy". 

In the Bank of Virginia, incorporated by the General Assem­
bh· in 1804. the state subscribed to $300,000 of the 1 ¼ million 
d~llars capital stock. The state then borrowed it back at 4%, pay­
able in ten equal installments. 

The Farmers' Bank, chartered in 1812, with a capital of 
$2,000,000, had the state as a stockholder for 3,334 shares. Nine 
of the fifteen directors of the head office, and eight of the thir­
teen directors for each branch were to be elected by the legisla­
ture. Each branch issued its own notes, and was a complete bank, 
with all the functions necessan- to meet the demands of the com­
munitv in which it was locatei No one lost anything in these old 
state banks. In the Bank of the Valley at '\Vinchester, and the 
Northwestern Bank of Wheeling, both established in 1817, the 
1\1erchants and 1\Iechanics Bank, also of -Wheeling, 1834, the 
Exchange Bank of Norfolk, 1837, and several other banks char­
tered in the same year, with capital aggregating $5,000,000, the 
state owned ohe-half. Practically every bank in Virginia went 
out of existence by the close of the Civil \Var, including these 
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banks ahO\·e named, except the l\'orthwc,tern Bank at '\Vhceling. 
Lpon separation of \"irginia and '\Vest Virginia, this bank took a 
national charter and became the :'\: ational B:mk of \Vest Vir­
i::inia, prirntcly owned and today is the "oldest bank \\"est of the 
Alleghanies". 

WASHINGTON 

There is some sentiment in \Vashincton similar to that in 
Orei::on for a state owned and operated ·bank. It received some 
impetus early in 1935 when State Trcarnrer Case suggested that 
the le;;i,lature pass such an act. The bill was introduced but did 
not ;;et further than the Banking Committee of the House. It 
pro\"ided that at the general election in ~ ovember 1936, there. 
~hould be submitted to the electorate a new section to the Bank­
ing Law, which would provide that the legislature could author• 
ize the state to engage in the banking business, and that the state 
in the conduct of the business should be liable for all deposits 
receiYed. There is no statutory prohibition, but direct statutory 
authorin· would be necessan· before the state could embark on 
such a program, and in addition the state constitution provides 
that the state may not obligate itself for more than $400,000, ex­
cept for an emergency such as riot or in\'asion. 

WEST VIRGINIA 

There has never been an attempt in '\Vest Virginia to set up a 
state owned bank, and the matter has not been presented to the 
electorate. Both b\· statute and b,· constitution, the state is pro­
hibited from engag.ing in the banking business. ( See also Virginia 
for history prior to separate statehood.) 

WISCONSIN 

The territorial constitution prohibited banking, and the legis­
lature in granting charters to corporations invariably put in the 
clause, "Provided that nothing in this bill shall be construed as 
authorizing the business of banking." No state banks were or­
ganized, although an attempt was made to organize a State Bank 
of \Visconsin through the territorial government, but the ap­
proval thereof was not granted by Congress. The Constitutional 
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Convention in 1846 adopted an article prohibiting the organiza­
tion of any banks of circulation, discount or deposits. The Con­
stitutional Convention of 1847--48 adopted an article allowing 
banks to be orJ?ani:ted under rigid restrictions, but no state bank 
svstem was e\'er attempted until recently. There has, however, in 
r~cent )"ears been al!itation for a state owned and operated bank. 
ln 1931, the matter was presented to-the legislature; was pre­
sented again in a special session that fall; and introduced again in 
the 1935 legislature. Three measures were introduced ih the lat­
ter session, one of them providing a "state savings depository" 
which would accept both savings and commercial accounts from 
individuals with branches authorized throughout the state. 
Funds deposited with the state would be redeposited by the state 
in ,visconsin banks, on which 2 ¼ % interest must be paid and 
collateral pledged to secure the same. The faith of the state 
would be pledged for payment of deposits made in the state bank, 
together with accrued interest. A companion bill introduced by 
the same sponsor provided for the establishment of the Bank of 
the State of \Visconsin at ::\Iadison, with the governor and state 
treasurer respectively the president and cashier. This bank would 
be the compulsory custodian of all state funds; coufd estabfah 
branch offices throughout the state, and would be specificallv 
charged with the promotion of credit. unions. Sttl! a third biTf 
would provide for a central state reserve bank, to be owned by 
the member banks, and providing that each state chartered bank 
and trust company must subscribe to stock in the central reserve 
bank, equal to 6% of its paid up capital and surplus. Optional 
membership would be provided for national banks "whose stock 
is not owned or controlled by foreign corporation, association, or 
trust, and which is not a member of any banking chain or group 
• • • ". This bank would be the compulsory depository of all 
state, county, city, village, school, and other public funds. 

WYOMING 

The state ha!: ne,·er engaged in the banking business, nor is 
there any substantial sentiment for such an organization at this 
time. The proposition has never been before the electorate, and 
neither in the constitution nor in the statutes is there any refer­
ence thereto. 
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Doubtless in most cases sincere, the enthusiastic sponsors of 
recent measures which would again put o.ur states in the banking 
business, have p;iinted a picture of what such enterprises would 
brin~ in the war of easier credit, together with returns to the 
public generallr and municipalities specifically, that is not sup­
ported hy these historical facts. 

An unbiased survey of these facts brings out that: ( l) de­
positors :ind bill holders suffered extn:mely heavy losses in these 
state banks; ( 2) investors . in state bonds lost some $65,000,000 
principal and interei.t through repudiation and the reputation 
gained therebr took years to overcome; ( 3) the taxpayers in 
states where repudiation was not resorted to were 50 years in 
paying the losses incurred and in retiring bonds; ( 4) political 
management, which was impossible to avoid where the states 
sought to protect their capital invested, resulted disastrously in 
almost even- case; ( 5) the most successful state banks were 
superseded by the National Banking System and in operation 
were central banks for control of policies only, with the actual 
banking units, branches thereof, privately capitalized and with 
non-political, private management; ( 6) the states which tried 
state bailing. in spite of some successes, have the strongest con­
stitutional provisions today, preventing other attempts; ~ "' 
the states in which such recent proposals have been made only one 
( Iowa) has previously engaged therein, and Iowa had no capital 
invc,stment in the previous bank which was organized as described 
in ( 5) above. 
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Business Conditions, July 1976 ~-~ 
-~~-fl\ 

What experience and history teach is this, , 
that peoples and governments never have learned 
anything lrom history, or acted on principles,, 
deduced from it. 

Georg Wilhelm Friedrich Hegel - .~1. ,1~ ';'; o t t (c>h.J -
I , 

Allocation of credit has caused perennial 
conflicts and controversies ever since the 
founding of our republic. Dissatisfaction 
with the market system's allocation of 
credit has brought forth demands for in­
creased government control, planning, 
and intervention in the allocation of credit. 
Advocates contend, in general, that the 
private market economy-through the 
price mechanism-either has failed to or 
will not allocate sufficient credit and other 
resources toward certain "socially 
desirable investments" (e.g., housing, 
students, farmers, small businesses, and 
state and local governments). Others con­
tend that any effort by the government to 
alter the allocation of credit has in the 
past-and would in the future-disrupt 
and des4lbilize the financial community; 
furthermore, the social costs of these ef­
forts would exceed the benefits and would 

· be "administrative nightmares." 
Th2 methods most frequently discuss­

ed for altering credit flows may be placed 
in the following broad categories: (1) 
policies directed toward altering the 
overall price of credit (various tax and sub­
sidy programs), (2) selective credit controls 
intended to limit and/or allocate the quan­
tity of credit available (ceilings or quotas), 
and (3) the development and alteration of 

financial institutions to achieve a more 
effective allocation of funds to the "priority 
sectors." · 

This articl~ focu-ses-u-pon--the-third­
category, deal~ primarily with a par~ 
ticular class of financial institution­
state-owned banks. These are defined as 
banks owned, controlled, and operated by 
a state government. Currently, and to the 
surprise of many, there is one such institu- ,;· 
tion in the United States-the Bank o( 
North Dakota. 1..,_ 

Recently, tw'n bills directed toward the 
establishment of a state-owned "public. 
bank" were co:risidered by the Banking 
Committee of' the New York State 
Assembly. 2 ~ong other things, this 
proposed institution would perform the 
following fun'ctions: (1) depository for 
public monies, (2) underwriter of 
obligations of state and political sub­
divisions; (3) '. lender primarily on an in­
trastate basi·l'J, and (4) provider of a 
"yardstick" by which the performance of 
conventional /banking institutions could 
-----~! 

•Furthermore, public attention has moat recenlly 
been directed to the general issue of state involvement 
in banking in light of the problems experienced by the 
Farmers Bank of the State of Delaware, 49.3 percent 
of its stock being owned by the State of Delaware .. 

. ) 

2Assembly Bills 6531 and 6532, 1975. ( l ..J_ .J 
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be measured. Similar legislation is pend­
ing in the Canadian province of British 
Columbia, and two California State 
Senators have recently requested that a 
feasibility study be made concerning the 
establishment of a state-owned bank in 
California. 

Rationale behind state involvement 
in banking · 

State involvement in and ownership of 
banking institutions in the United States· 
dates back to the late 1700s, varying 
between the extremes of minimal involve­
ment to complete ownership and operation 
prior to the Civil War. However, almost all 
states-even though they did not actively 
participate in banking-either reserved 
the right to or were required by the state 
constitution or'statutes to subscribe to a 
portion of the stock in newly organized 
ba_11~sJ Motives for state involvement in 

;
1'-oaiiKlng were numerous, but major 

reasons included: ( (,) 
j • Profits. Since banks were a source of 
1 considerable profits, it was believed that 

profits derived from state participation in 
banking activities could eliminate, or at 
least reduce, the burden of state taxes. 

• "Favored borrower." By owning and 
operating banks, the state assumed it 
would be able to borrow on better ·terms 
than elsewhere. 

• Public depositories. Many state-owned 
banks were to function as depositories of 

' state funds and to act as fiscal agents for 
the states. 

• Public confidence. Due to widespread 
public concern and distrust of banks dur­
ing this period, state ownership was 
thought to be a means of preventing the es­
tablishment of privately owned banks 
whose policies might be antithetical to the 
public interest. 

3D.R. Dewey, State Banking Before the Civil War 
(Washington: United States Government Printing 
Office, 1910), p. 33. 

Federal Reserve Bank of Chicago 

• Provider of capital. Particularly in the , 
southern and western regions of the coun- , 
try, the lack of private capital with which \ 
to finance agricultural and industrial 
development provided an impetus for state 
ownership of banks as a means of I 
providing the needed capital. Several . l 
banks were established for the purpose of \' 
lending to agriculture and promoting inter­
nal improvement projects (e.g., canal and \ 
railroad development) within the states. \ 

• "Relief institutions." A number of 
state-owned banks were established to en­
sure that credit would be extended to those 
persons who were unable to obtain it 
elsewhere, with the particular mission of i 
providing relief to debtors) _ I 

Results of early sta~entures 
into banking / 

By the end ofthe Civil War most of the 
states had removed themselves from active 
participation' in banking. (See box for a 
capsule h4ifury of many of the state-oWf!~ 
banks.) lrlgeneral, fosfory reveals that 
state ventures into banking proved to be a 
costly experiment. While results varied 
from state to state, some general insights 
can be derived from the historical ex­
perience. Although state ownership .wa 
not the main cause of the failure (o 
success) of these institutions, the most con 
spicuous examples of failure occurred 
when the state had a free hand in the 
bank's affairs. In many instances the bank 
was controlled by incompetent political ap­
pointees who were subject to special in­
terest group pressures and who used the 
bank to grant or deny political favors. 
These political appointees frequently hadl 
little regard for basic and sound banking\ 
principles. ' 

At the outset both the state legislature\ 
and taxpayers approved of the state 
becoming a banker since they foresaw the 
profits arising from such a venture as a 
step toward achieving a taxless society. 

-------------------------------------
EXHIBIT 4 -- .i1.2 
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Upon formation, however, the objectives of/ city banks were draining money from the 
various special interest groups began to I rural nreas.f> Economic instability and un­
conflict. On the one hand, the Btate and\ met nedit demands fostered demands for 
taxpayerB had a desire und a goul to muko \ political action to remedy the situation. 
the bank profitable. In ao doing, hank \ I >ue to the scnrcity of credit in North 
profitH would provide needed state' Dukotn,furmnainthe1:1tntohecnmedeeply 
revenuuH und lessen tnx burdens. On tho ' indohted to the hnnkfl in MinneopoliH, 
other hund, the state and the bank's debt- 1 which-they argued-were charging inor­
ors wanted to use the bank to achieve l dinately high interest rates on both short­
. "higher social goals," such as providing I and long-term loans; even at these high 
relief, developing resources, promoting in- f rates the farmers could not be assured of 
temal improvements, etc. As a result, the 1 securing credit. Lacking faith in the ability 
"higher social goals" meant .that the state-I! of the market system to allocate sufficient 
owned bank was to be sacrificed to its debt- credit to agriculture, the Non-Partisan 
ors. As soon as an economic or political League corµmitted itself to organizing a 
crisis was at hand, "relief' was called for., state-owned bank in North Dakota to be 
which meant that the bank's debtors were the "people's bank," both in terms of 
to be relieved of their obligations to the \ ownership and service.6 

bank. In the case of many of the state- .l Proponents of the bank believed that it 
owned banks, failure resulted when the ~ would retain funds locally and would ex-, 
state simultaneously attempted to live off { tend credit to farmers on real estate 
the bank and plunder it .. 4 mortgages. Also a "banker's bank," it 

In light of numerous examples of state- i would furnish credit and provide clearing 
owned bank failures and few examples of '\ services, thus making . local banks less 
successes, it is instructive to examine the I dependent upon banks in Minneapolis and 
background and results achieved by the~1 other urban centers. 
one remaining state-owned bank in the Early in 1919 the North Dakota 
United States-the Bank of North Dakota. legislature authorized the incorporation of 

The Bank of North Dakota 

From 1915 to 1920, brought on largely 
by the pressures of World War I, the de­
mand for agricultural products and in­
dustrial goods increased. Since agriculture 
was becoming increasingly mechanized, 
farmers required more credit to purchas~ 
machinery and to buy and improve land. 
In the western states a scarcity of deposits 
made it difficult for private ·banks to ex­
tend sufficient credit to meet the demands 
of agriculture. Although rural banks were, 
on average, heavy borrowers from the city 
banks, there was a growing outcry that the 

•William Graham Sumner, A History of Banking 
in the United States, vol. 1: A History of Banking in 
All the Leading Nations (New York: The Journal of 
Commerce and Commercial Bulletin, 1896), p. 315. 

the Bank of North Dakota, intending it to 
be an institution to promote economic 
development within the state, as was clear­
ly stated in theBankofNorthDakotaAct: 

For the purpose of encouraging and 
promoting agriculture, commerce and 
industry, the State of North Dakota 
shall engage in the business of banking, 
and for that purpose shall, and does 

'Charles S. Popple, Development of Two Bank 
Groups in the Central Northwest (Cambridge, 
Massachusetts: Harvard University Press, 1944), p. 
73. 

6Almost 100 years earlier (1820) the State of Ken­
tucky had formed the state-owned Bank of the Com­
monwealth of Kentucky (popularly known as the 
"Peoples Bank"). Relief objectives, corrupt manage­
ment, and currency depreciation forced the Bank of 
the Commonwealth of. Kentucky to cease its lending 
activities ten years later. 
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;;': i'.C .: ',' \ '· · Illinois .;1 .. i"'·r · · 
;;;)l~ ·· The.Illinois Constitution of 1818 specified 
.;J'.",. that there should be no banks in the state except 
· ·. .. a state bank and its branches. In response to 
. · · .. widespread financial distress, and over the ob­
. y;· jectiona of the Governor of Illinois, the State 

· '-:'\Bank of Illinois-"an institution for relief ofin­
· 1 {f! dividual distress" and founded wholly on the 
. " ~\. credit of the state-was established in 1821. The 
,1hl>ank's head office was at Vandalia, then the 

·.1~f state capital, with branches in four other cities. 
\~\\The legislature exercised complete control over 
) iltthe bank's operations and elected the president 
,'.· ' \ and six directors of the head office. The bank 

("?~twas the sole depository of state funds. 
J /,f:}, · From the beginning the bank's operations 

I '." · proved to be a serious burden on state finances. 
; ? ·. Problems arose primarily from two factors-

\

i • 'i~ ;inept management by political appointees and 
. :\ ' ;the liber~ attitude which the s~te took toward 

.~ . the banks debtors. The bank's charter expired 
. W ' '; in 1831 at which time the stnte -was forced to 

:!· · : ·borrow $100,000 to wind up the bank's affairs 
µ ' · Total monetary loss to the state was estimated 
l · · to be $400,000; however, this does not reflect the 

· f; · Joss incurred by private individuals nor the 

I . i<::•.·.·.•.· .. ·1,ama.gt. -~ the _state's credit standing. 

f

,. }'i:,4. , L''t·'·" '1, , ., Al b ' •:-1-,t·,,i .· · · a ama 

:;'.'.~tf The . Alabama Constitution of 1819 
· -: '.r'.,(apecified the establishment of one state bank 

-~~· with branches. In 1823 the Bank of the State of 
! ·: .· ;,L Alabama was chartered "to provide for the safe 
~ · \ and profitable investment" of public funds, an 
• •+ objective it failed to achieve. The state was the . 

1.,

1
~ ... ,,
1
•:·Y.aole sto. ckholder, .. and the General Assembly l L : elected the president and twelve directors. The 

: · bank's charter expired in 1845, its history cloud-! · ; : eel by loan loss_es ~nd political scandal. In 1~6_7 
l .: ·~ the state constitution was amended to proh1b1t 

f :;~~{g11ts."~.t .. :~ .. 0· -~.·.' . ~~g ~.,;sf:<>ckhol4er in any bank. 
• '>:G~ff~~w;~. • ·I, . - I 

: ~(,:~: ¢. :\:ind~ri:;~:~~~;::~~cultural.interests 

l"~ , the State of Georgia in 1828 established the 
i ':,;~ Central Bank of Georgia for the purpose of 
: ?z; "making loans upon terms more advantageous 

1

1 :.::-'-J/than has heretofore been customary." The 
'}:' ;,; Governor chose the directors, and the bank 

,1 

acted as the state's fiscal agent. 1'1nancial lo~a · 
preceded the bank's closing, its affairs not 
ing terminated until about 1856. · ~ 

. ,, 
Indiana . 

7 

The Indiana Constitution of 1816 was 
unique in the sense that it was the first state, 

· constitution to explicitly prohibit the establish;,· · 
ment of banks, with the exception of a state · . 
bank with branches. In 1834 the State Bank of 
Indiana was incorporated for a period of 25 
years. In part, the bank was organi:z.ed to "en­
courage the development of the agricultural 
resources of the state" and to act as the state's 
fiscal agent. It was a tightly knit federation of . 
banks under the general supervision of a Cen• 
tral Board at Indianapolis. The state held 50 , · 
percent of the stock, elected the president and ·. 
four of the seven directors of the main bank at 
Indianapolis, and shared in the appointment of 
each branch was managed by local 
shareholders. Local control, mutual liability,i( 
and stringent supervision by the Central! 
Board-not characteristic of other state-ownedt · 
banks-proved to be key factors in the succese' 
of the bank, alon wit its existence as a ure 
mon~olY.1Yitlim the state. e n wea e 

t the anicofi~d when it wound up 
operations in 1857, it had paid regular 
dividends with the state realizing a net profit of 
about $3.5 million. Constructive achievement 
displayed by the State Bank of Indiana served 
as an example that other states followed.. · 

Arkansas 

In 1836 Arkansas, following the example 
set by South Carolina, incorporated the Bank of 
the State of Arkansas. The president and twelve 
of the directors were appointed by the state 
legislature. The bank acted as the depository for 

. . state funds and was required to loan these 
funds throughout the state. Due to a combina•i 
tion of economic, political, and bank manage­
ment factors, it was closed in 1842 and the State 
of Arkansas was left with a $5 million debt as a 1 

reminder of its banking experience. The Arkan­
sas ·Constitution was amended in 1846 to 
prohibit any banking institution from being es­
tablished in the state. 
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hereby, establish a system of banking 

I 

owned, controlled and operated hy it, un­
der the name of the Bank of North 

l Dakotu. 
( The bank was to have a capital stock of 
' $2 million to be subscribed for entirely by 

the state. In its early years instances of 
mismanagement, involvement in 
foreclosures on real estate loans, and 

i po_litical manipulation of the bank's af­
fi fairs weakened public confidence in the in­
;,i stitution. By 1924 the bank's operl;\ting 

I
;, losses were estimated at about $1.8 

milli_on.7 Som: confidence in the ban½ was 
regamed dunng the 1930s when it sup­
ported the market for local government 
obligations. 

From this rather dismal beginning the 
Bank of North Dakota has evolved into the 
largest commercial bank in the state. As of 
year-end 1975 its :total deposits amounted 
~o approximately $311.7 million, represent­
mg about 11.9 percent of the state's total 
commerci~l bank deposits. The bank's 
aggregate net operating earnings over its 
56-year history had amounted to ap­
proximately $90.9 million. 

From its inception the bank did not 
enter into direct competition with other 
commercial banks within North Dakota. 
Today it operates largely as a trust fund for 
public deposits and as a clearing house for 
many state institutions. The bank receives 
all of the deposits of the state agencies-as 
well as about 30 percent of the deposits of 
political subdivisions other than · the 
state-and a limited amount of demand 
and time deposits from individuals. It also 
acts as a correspondent bank for many 

\
. small unit banks within the state. All of the 
..,..Ql:1.,Ilk's deposits are state guaranteed .. 

Law prohibits the bank from making 
private and commercial loans, except 
Veterans Administration (VA) and 
Federal Housing Administration (FHA) 

• 
1 yvarren_ M. Persons, Government Experimenta• 

tion in Business (New York: John Wiley and Sons 
Inc., 1934). p. 188. ' 

Federal Reserve Bank of Chicago 

guaranteed home loans-,"nncl federnlly in-;J'· 
sun•cl stud(•nt lonn~esr. loans, ns of 
yonr-cnd 197fi, represented nbout o:l per­
cent of lht• bank's lotnl loans, which 
amounted to $119 million. With total 
deposits of $3 l l.7 million the bank's loan­
to-deposit ratio is about 38 percent, 
somewhat lower than the loan-to-deposit 
ratio for private commercial banks in the 
state. This low ratio is explained in part by 
the nature of the bank's public deposits 
and its commitment to the safety of public' 
deposits. 

The bank derives appro.ximately 38 
percent of its total operating income 
which amounted to about $25.4 million i~ 
1975, from interest on loans. Interest ex­
penses accounted for about 91 percent of 
the bank's total operating expense, which 
was $17 million at year-end 1975. The ratio 
of total operating expense to total 
operating income in 1975 was 66.6 percent, 
which is above average compared to 
private commercial banks of similar size. 

Commencing during the 1940s the 
bank became an active underwriter for 
bond issues of the state's political sub­
divisions. The bank has been criticized for 
its policy of holding tax-exempt securities 
8ince it pays no income tax. However, the 
management contends thi:3-t the policy is 
both efficient and economically sound . 
since many of the issues are so small as to . 
preclude public bidding. L. 

The question of whether the Bank ':::o..,..ll!!a~ 
North Dakota has been an effective institu-
tion for fostering economic development 
within the state remains to be answered. 
On the surface it appears that the extent of I 
development fostered by the bank is less 
than proportional to its size. Concern over 
the safety of its public deposits and the· 
need to remain highly liquid has caused 
the bank to hold a large portion of its earn-
ing assets in a low risk, low return form. 
The trade-off between low risk and high 
return tends to hamper developmental 1 

potential. 

1 
f 

I 
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~uslness Conditions, July 1976 

Although the Bank of North Dakota 
was established, in part, to make 
agricultural loans available on a 
reasonable baHis, it makes no direct farm 
loans; presently, its major contribution in 
supplying form credit lies in the purchase 
of federally insured Farmers Home Ad­
ministration (FmHA) loans and parti-

/ cipations in agricultural loans made by 
~ othe_! banks. To a certain extent the objec-

ves of the bank were supplanted by the es­
tablishment offederal agricultural lending 
institutions and regulations which have 
expanded the alternative sources of 
agricultural credit. 

State-owned banks: pitfalls 
and advantages 

The history of state-owned banks 
reveals that in almost·all cases the banks 
were established with the belief that ex­
isting financial institutions were not ade­
quately meeting the financial needs of the 
state and/ or the public. To fill the void, the 
states became bankers. With some notable 
exceptions their existence was short-lived; 
and, more often than not, they did not 
achieve their desired objectives. 

On at least two recent occasions the 
Bank of North Dakota has been cited as a 
"valid historic precedent" which "proves 
that a state government can efficiently 
and effectively manage a banking institu­
tion." On the other hand, one might well 
cite the record of the Bank of the State of 
Arkansas or the State Bank of Illinois as 
establishing a "valid historic precedent." 
States considering the establishment of 
state-owned banks should be aware of both 
the pitfalls and the advantages that may 
be derived from bank ownership, as dis­
cussed below. 

Proponents of state-owned banks 
assume that the state will be the recipient 
of profits (if any) currently being derived 
from public funds held by private financial 

9 

institutions. As such, it is contended that 
the profits derived from the state-owned 
hnnkH will make the institutions self­
supporting and will create no additional 
costs for the state. Carried one step further, 
profits derived from bank ownership will 
serve to lessen the overall state tax burden 
on the general public. Opponents, 
however, contend this line of reasoning is 
fallacious in at least two respects. First, an 
accounting must be made for the oppor­
tunity cost of funds employed. That is, the 
state must weigh the rate of ;etum on in­
vesting scarce state resources (monetary 
as well as nonmonetary) in a state-'owned 
bank against the rate of return these 
resources would yield in all other possible 
endeavors, both public and private. Sec­
ond, opponents contend no empirical 
evidence supports the assumption that a 
profitable state-owned bank would 
necessarily cause a reduction in state tax 
burdens. For example, North Dakota's tax 
receipts per $1,000 of personal income are 
about 9 percent above the national 
average. Although not sufficient grounds 
upon which to reject, neither is it sufficient 
grounds upon which to accept the 
hypothesis that the establishment of state­
owned banks will ensure a reduction in 
state tax burdens. 

Proponents also contend that the es­
tablishment of a state-owned bank would 
allow the state to pool its financial 
resources so as to achieve economies of 
scale and efficiencies with respect to their 
allocation and earning potential. Op­
ponents insist that the benefits derived 
from pooled resources may be less than the 
costs involved. Also, evidence indicates 
that economies of large scale are slight 
once a bank approaches the $10 million 
deposit size and are exhausted beyond the 
$50 million deposit level. By concentrating 
the majority of its financial resources in 
one institution, the state will forego the 
safety that arises out of the distribution of 
public funds among numerous financial 

1· 
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intermediaries.8 Pooling of deposits in­
creases a state's financial risk exposure9 

and reduces its financial flexibility by 
preventing it from obtaining the highest 
possible yield on invested funds consistent 
with reasonable safety of principal. 
Furthermore, any financial institution 
which relies heavily upon state and local 
funds will experience large fluctuations in 
deposits due to the seasonal nature of state 
revenues and expenditures. Private com­
mercial banks are able to compensate for 
these seasonal trends by diversifying their 
deposit base. Lacking a similarly diver­
sified base, state-owned banks will be con­
strained in achieving their next major 
goal, that of allocating credit toward 
"socially desirable investments." 

In addition, proponents claim that 
public funds placed ih private financial in­
stitutions are loaned out for both interstate 
and intrastate, as well as international 
purposes. By centralizing its financial 
resources in a state-owned bank, a state 
has the ability to extend credit on an in­
trastate basis and can channel this credit 
toward certain "socially desirable in­
vestments" in order to combat unemploy­
ment, credit. discrimination, and other 
social problems. Opponents argue that the / 
history of state-owned banks indicates 
such an institution, over the long run, 
would be unable to maintain, as a major 
objective, the allocation of credit to "social­
ly desirable investments." Furthermore, 
once the state assumes the role of banker, it 
will be faced with the problems confront­
ing private commercial banks, such as con- i 

trolling risk exposure, maximizing returns / 

/ AA casein point is theFa.rmers Bank of the Stat) 
! of Delaware, the sole depository for state funds. Loan 
l losses of about $17 million in 1975 necessitated pc- · 
1 tions on the part of the state and the FDIC to protect , 
\ $140 million in otat, fond• on depo,it with th, bank. , 
f 9Delaware's "high exposure" to risk due to its , 

G
ore than $100 million of uninsured deposits in thv 

Farmers Bank has been cited as a contributing factor 
n the recent lowering of the rating of the state's 
eneral obligation bonds to single-A from single-A-1. 

Federal Reserve Bank of Chicago 

on investments, and ensuring adequate li­
quidity and capital. The process of 
channeling its resources primarily toward 
"socially desirable investments" will at 
the very least necessitate a trade-off 
between risk and return. A major problem 
to be resolved will be the identification of 
socially desirable investments. Assuming 
that investments can be agreed upon to the 
mutual satisfaction of all parties involved, 
the transaction costs (for example, the 
need for elaborate and time-consuming 
studies to determine demand functions 
without being able to observe a market) 
must be weighed against the hoped-for in­
crease in public benefits arising out of the 
nonmarket solution for the allocation of 
resources. 

Last, but not least, proponents con­
tend that the state-owned banks will serve 
as a "yardstick" by which the perf onnance 
of private commercial banks can be 
measured. Opponents maintain such in­
stitutions would be encumbered with 
political administration, would be tax ex­
empt, and would be generally insulated 
from the rigors of competition from other 
financial institutions; thus they would be 
of little or no value as "yardsticks." 

In the final analysis the decision con­
cerning the establishment of a state-owned· 
bank must be made on the basis of the 
social costs and benefits anticipated for 
such an institution. Only if there are net 
public benefits to be derived from such an 
institution should the states seriously con­
sider employing scarce financial 
resources. In making their decision the 
states might well consider Samuel 
Clemens's remark concerning the cat who 
inadvertently sat on a hot stove lid: "She 
will never again sit down on ahotstove lid; 
but also she will never sit down on a cold 
stove any more." Clemens concluded, "We 
would be careful to get out of an experience 
only the wisdom that is in it-and stop ' 
there." 

David R. Allardice 
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AUDIT DIVISION 
SB 171 

In the 61 audit reports the Audit Division presented to the 

Legislative Commission in the last two years, there were many 

recommendations regarding the creation and repeal of "funds" in the 

State's Accounting System. Most of the funds created in this BDR 

were already in existence, having been created administratively. 

The funds being abolished were not being used and the accounting 

was being accomplished in some other fund. 

The following agencies are affected: 

Attorney General 
Department of General Services 

Budget Office 
Department of Commerce 

Parole and Probation 
Governor's Office 
Department of Conservation 

and Natural Resources 

Treasurer's Office 
Legislature 
Department of Motor Vehicles 
Racing Commission 
Agriculture 

Administratively created funds 
legalized 

One new fund created (Forestry) 

Total funds put in law 

Sections 

1,51,55,61 
2,10,11,14,15,16,17,18,19, 
20 
3,21 
4,33,52,53,54,56,57,58,59, 
60 
5,6,7 
8,61 
9,24,25,26,29,34,35,36,37, 
38,39,40,41,42,43,44,45,46, 
47,48 
12,13,23,61 
22 
27,30,31,32 
28 
49,50 

11 

1 

12 

Number of funds removed from statutes, 
however function for which fund was 
put in law not changed 9 

Number of funds transferred from one agency 
to another (Revenue Sharing Trust Fund) 

Number of funds only categorized as to type 

1 

20 
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During the 1977 Session, AB 67 was enacted which provided for 
the identification of funds by fund types. Accordingly, NRS 
353.321 reads: 

"l. The state controller shall report each fund 
and group of accounts in one of the following cate­
gories for annual financial statement purposes: 

(a) State general fund; 
(b) Special revenue funds; 
(c) Capital projects construction funds; 
(d) Intragovernmental service funds; 
(e) Enterprise funds; 
(f) Trust and agency funds; 
(g) Debt service funds; 
(h) General long term debt group of accounts; or 
(i) General fixed assets group of accounts. 
2. All resources and financial transactions of the 

state government shall be accounted for within a fund or 
group of accounts. The state controller shall assign each 
existing fund and group of accounts which is created by 
statute to the proper category unless the category is 
designatd by statute." 

While in this bill we have created 12 funds and abolished 9, 
we also have identified several funds as to category. 

ATTORNEY GENERAL 
(Sections 1,51,55,61) 

Section 1 creates the Attorney General's Special Fund. This 
fund is already being used in the Controller's System. In that 
fund is also being accounted the Unfair Trade Practices Fund 
(Section 51), and the Private Investigator's Fund (Sections 55 and 
61). Accordingly, the later two funds are not necessary and while we 
have not eliminated the functions, we have provided for the proper 
accounting within the existing system. 

THE DEPARTMENT OF GENERAL SERVICES 
(Sections 2,10,ll,14,15,16,17,18,19,20) 

We have only created two funds - One in the Director's Office 
(Section 2), and one in Purchasing. The rest of the sections iden­
tify the funds as intragovernmental service funds. The purpose is 
to clearly establish the fact these are to operate as a business. 
They are to charge for their services and include, among other 
things, a factor for depreciation of fixed assets in their billing 
rates. 

E xHIBIT 
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REVENUE SHARING TRUST FUND 
(Sections 3,61) 

The Budget Office, not the Treasurer, should have fespon­
sibility for this fund. We also eliminate reference to the 
Governor handling Special Revenue Sharing money which authority 
terminated in 1973. 

DEPARTMENT OF COMMERCE 
(Sections 4,33,52,53,54,56,57,58,59,60) 

We have created only one fund, that being in the Real Estate 
Division. Again this was already created administratively. The 
rest of the sections identify the funds as to category. 

PAROLE AND PROBATION 
(Sections 5,6,7) 

We created one fund; the Restitution Trust Fund, and made 
accounts out of two loan funds. 

GOVERNOR'S OFFICE - HIGHWAY SAFETY 
(Section 8) 

We identified the fund as to category. 

CONSERVATION AND NATURAL RESOURCES 
(Sections 9,24,25,26,29,34,35,36,37,38,39,40,41,42,43,44,45, 

46,47,48) 

Director's Office: We created an all inclusive trust fund, 
Section 9, and repealed another (Section 47). 

In regard to Section 48 which repeals the annual audit 
requirement of the Soil Conservation Commission, they fall under 
the Legislative Auditor's authority. 

Parks Division: Two funds are created, the most important one 
being in Section 25 where the Capital Projects Construction Funds 
are created. This is the same as a provision we have for the 
Public Works Board. Many capital projects are presently accounted for 
in the General Fund, which is wrong. 

Forestry Division: Made an account out of a fund. More 
importantly, in Section 34, we created a fund to account for all of 
the nursery activities of the Division. 

EXHIBIT 
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water Resources: We repealed one fund {Section 36) and created 
one {Section 37). 

TREASURER'S OFFICE 
{Sections 12,13,23) 

We identify one fund {Section 12), as to category and make an 
account out of a fund {Section 23). 

DEPARTMENT OF MOTOR VEHICLES 
{Sections 27,30,31,32) 

We are creating 2 funds that already exist in the system 
{Sections 27 and 32). We are identifying one fund as to category 
{Section 30), and abolishing reference to a revolving fund {Section 
31). 

RACING COMMISSION 
{Section 28) 

We have identified fund by category. 

AGRICULTURE 
{Sections 49,50) 

Change language to eliminate "Fund Account". Should only be 
Fund. 

E xtt\B\1 
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SB 171 
REQUESTED AMENDMENTS 
PAGE 4, LINES 14-23 

4. Costs of preparation of the highway safety program [shall] 
must be paid from the highway safety program planning fund which is 
hereby created [in the state treasury. Such fund shall consist of 
moneys] as a special revenue fund. [The fund consists of money] 
Money provided by direct legislative appropriation must be 
accounted for in the fund and [by] money received from the Federal 
Government and by donations, which the agency may accept, must be 
deposited in the state treasury for credit to the fund. The state 
agency designated by the governor pursuant to subsection 2 [is 
authorized to] may make the necessary applications for federal 
[funds] money and provide required demonstrations that federal 
[moneys] money will be matched with state [funds] money in the 
highway safety program planning fund. 

PAGE 11, LINES 31-37 

Sec. 27. NRS 445.700 is hereby amended to read as follows: 
445.700 1. In areas of the state where and [at such times as] 

when a program [of implementation] is commenced pursuant to NRS 
445.630 to 445.670, inclusive, the following fees [shall] must be 
paid to the department of motor vehicles and [deposited in with the 
state treasury: treasurer for credit to] must be accounted for in 
the pollution control fund which is hereby created as a special 
revenue fund: 

,"._,.-~ 7 
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AMENDMENTS TO S.B. 171 

Submitted by Milos Terzich, Esq., representing American 
Council of Life Insurance. 

Amend Section 57, page 23, as follows: 

I. Amend line 25, page 23, by adding, after the word 
staff, "without limitation as to number," 

II. Amend line 35, by adding new subsection 2: 

"2. The expenses incurred under subsection 
(a) and (b) of Section 1 shall be paid without 
regard to the limitations expressed in N.R.S. 
281.160 or in any state agency regulations." 

III. Amend line 35, page 23, by inserting subsection 3 
immediately preceding the word "All". 

IV. Amend line 38, page 23, by deleting the word "paid" 
and inserting the word "processed". 

v. Amend line 39, page 23, by deleting the word "paid" 
and inserting the word "processed". 
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A.B.176 

ASSEMBLY BILL NO. 176-ASSEMBL YMAN HARMO 

JANUARY 23, 1979 

Referred to Committee on Government Affairs 
SUMMARY-Removes requirement to mail certain county 1iceme re,ulati0111. 

(BDR 20-610) 
FISCAL OTB: Effect on Local Government: No. 

Effect on the State or on Industrial Insurance: No. 

AN CT relating to county government; removing requirement to mail certain 
county license replations to licensees and attorneys in the county; providing 
for public inapectiOn of those resuJationa; and proVJding other matters properly 
relating theretQ. 

TM People ot the State of Nevada, represented In Senate and .bwnbly, 
do enact a, follows: 

1 SscnoN 1. NRS 244.345 is hereby amended to read as follows: 
2 244.345 1. Every natural person, firm association of persons or 
8 corporation wishing to engage m the business of conducting a billiard 
f or pool hall,· dancing ball, bowling alley, theater, softdrink establishment, 
6 gambling game or device permitted by law, or other.place of amusement, 
6 entertainment or recreation outside of an incorporated city or incorpor-
'1 porated town, [shall:] must: . 
8 (a) Make ap.e_lication by petition to the license board [ as provided 
9 . in subsection 2,] of the county in which tany such] the business is to 

10 be en_pged in, for a county license of the kind desired. [Such application 
11 shall] The applicaticm must be in a form prescribed by the regulations 
12 of the license board. 
13 (b) File the application with the required license fee with the county 
14 ~ collector, who shall present the [same] application to the license 
15 board at its next regular meetinJ. 
16 The board may reler the petition to the sheriff, who shall report upon 
17 [the same] it at the following regular meeting of the board. The board 
18 shall [then and there] at that meeting granl or refuse the license prayed 
19 for or enter [such] any other order [as "is] consistent with its regula-
20 tions. Except in the case of an application for a license to conduct a 
21 gambling game or device, the sheriff may, in bis discretion, grant a 
22 temporary permit to an applicant, valid only until the next regular meet-
23 ing of the board. In unincorporated towns and cities governed under the 
24 provisions of chapter 269 of NRS, the license board [shall have] 1w 
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S. B.171 

SENATE BILL NO. 171-COMMTITEE O GOVERNMENT 
AFFAIRS 

F'EB.RUARY l , 1979 

Referred to Committee on Government Affairs 

SUMMARY-Revises designations of various a.ccounta and funda. (BDR 31-256) 
~SCAL NOTE: Effect on I.ocal Government: No, 

EJfect on the State or on Industriallmu.rance: No. 

AN ACT relating to public finance; revising the desipations of various acco11Dt1 
and funds; and providing other matters properly relating thereto. 

The People of the State of Nevada, represented in Senate and Assembly. 
do enact as follows: 

1 SECTION 1. Chapter 228 of NRS is hereby amended by adding 
2 thereto a new section which shall read as follows: 
3 J. The attorney general's special fund is hereby created as a special 
f revenue fund. 
5 2. Except as otherwise provided by NRS 598A.260, all money 
6 received by the attorney general pursuant to those provisions of law relal-
1 ing to private investigators and to recoveries for unfair trade practices 
8 must be deposited in the state treasury for credit to the attorney general's 
9 special fund. 

10 3. A II claims against the fund must be paid as other claim., against tlw 
1i. state are paid. · 
12 SEC. 2. Cltapter 432 of NRS is hereby amended by adding thereto a 
13 new section which shall read as follows: 
14 1. The department of general services operating fund is hereby cre-
15 ated as an intragovernmental service fund. 
16 2. The operating budget of each division of the department of gen-
11 eral services must include an amount representing that division's share of 
18 the operating costs of the director's of!ice and the central accounting func-
19 twn of the department. This amount must be transferred to the operatillg 
20 f ~nd from the appropriation made to that division from the ~tale general 
21 fund. 
22 3. All money received by the director's office, including that received 
23 for the central accounting services of the department. must be deposited in 
24 the state treasury for credit to the operating fund. 

' . 
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S. B.197 

SENATE BILL NO. 197-SENATOR BLAKEMORE 

FEBRUARY 8, 1979 

Referred to Committee on _Government Affairs 

SUMMA.RY-Penniu certain district attOTDef• who Telide outside their respective 
counties same salary as th011e who re11de within their respective oounties. 
(BDR 20-1067) 

.FISCAL NOTE: Effect on Local Government: Yea. 
Effect on the State or on Industrial Insurance: No. 

AN ACT relating to county officers and employee,; permitting a district attorney 
who resides outside the oounty be aerves, bot within a specified distance of 
the county line, to draw the same salary u jJ be were a resident of that 
county; and providing other matten properly' relaling thereto. 

Tise People of the State of Nevada, represented in Senate and Assembly, 
do enact as follows: 

1 SECTION 1. NRS 245.043 is hereby amended to read as follows: 
2 245.043 1. .As used in this section: 
3 (a) "County" includes Carson City. _ 
4 (b) "County commissioner" includes the mayor and supervisors of 
5 Carson City. • , 
6 2. Except as provided by an.y special law, the elected officers of the 
7 counties of this state are entitled to receive annual salaries in the base 
8 amounts specified in the following tables. The annual salaries are in full 
9 payment for all services required by law to be performed by such officers. 

10 Except as otherwise provided by law, all fees and commissions collected 
11 by such officers in the performance of their duties shall be paid into the 
12" county treasury each month without deduction of any nature. 
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