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Statement exhibiting the condition of the Danks in Connecticut in April, 1853, -
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Extract from the Report of Bank Commissioners.
CIRCULATION.

The great demand for Connecticut currency at the West, within the
last few years, has had the effect to intraduce a new feature into the bank-
ing business of the State. Weallude to the practice of loaning to parties
the bills of the banks, at rates varying from three to six per cent. per
annum, the borrower guarantying their redemption in the same man-
ner as if' they were his own obligations. The bills so loaned are
marked in such a way that they are readily detected at the counter of
Em._um.uw. and at once retarned to the borrower, who redeems thern.
This is called “protected circulation,” and amounted in November
Mwﬂ t0 $1,353,000. It 1s believed to be far above this sum at the present

me.

_ It must be apparent that this system cannot be called legitimate bank-
ing. It places the bank resorting to it in a critical condition in case
the borrowing party fails to redeem, according to the terms of his con-
Qmor.mnm a large amount of their circulation is thrown back upon them
at a time when they are not prepared to meet it. Such a case has oc-
curred within a Yimited period; and had it not been that the collateral
security held by the bank was of such a nature that it was immediately
convertible into cash, their embarrassment would have been severe, es-
.Nmem:% as the circumstance occurred at the time of the failure of the
Lastern and Woodbury Banks, when an unusually large amount of their
ordinary circulation was returned for redemption. TAs it was, their
credit received a shock, from which it has not yet entirely recovered.
This practical lesson, we trust, will prove a sufficient admonition to
the bank, and should be to all those who resort to protecied loans.

The system of protecied loans and issuing on deposites, has given the
banks facilities for making large dividends. And for the wmmﬁ few
years, investments E bank stocks have been so profitable as to induce
almost every capitalist to purchase such stocks at large premiums, and
to withdraw mz loans upon other safe securities, where the legal rates
only were obtained. Thus every business man is at the present time
compelled to borrow of banks, when formerly loans were obtained
from individuals. And it may be questioned whether the general in-
terest and prosperity of the State is not injured by the absorption of so
large an amount of capital, which if invested in the various industrial
ﬁcu..mnc:m. would be productive of more real wealth and general pros-
perity.

The power given to banks by their charters, of maintaining a circa-
lation equal to” ““fifty per cent.” aver and above the amount of capital
stock actually paid in, and the moneys deposited for safe keep-
ing,” we would suggest should be modified so as to deprive them of
issuing upon the strength of their deposites.  Deposites are indebt-
edness. Circulation is also indebtedness. Thus to maintain a cir-
culation upon deposites, is simply to build up one species of indebt-
edness upon the basis of another—a proposition which cannot re-
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commend itself to our approbation The fact that only three banks
in the State have resorted to their deposites as a basis for circulation,
would indicate that no more fitting time than the present could be fixed
upon to put a stop to the system. As matters now are, there are strong
inducements for foreign bankers to obtain control of cur banks for the
purposes of circulation merely.

The practical workings of this system cannot be more clearly illus-
trated than by referring to the example of the Ocean Bank, its capital
stock being one handred thousand dollars—a corporation chartered by
the legislature of 1851,

Its capital stock actually paid in on the first of October last

VWS- e aeamensnncmeensnseannesces nenneeemnnnnnoo 550,480 GO
Circulation same date. . .o veeorevicanmannennennan.- 134,302 00
Deposites same date. .o oo iiiiia i ceein e e eennna. 21,276 31
Capital stock actually paid in on the first of January last

WS o s eeanansncarensnnasenannsrrameannooo-- 599,400 00
Circulation same dale. o ve oo oe e ceccneaseeaeaa- 248,672 00
Deposites same date. .. .o oot irer e n e 72,030 13
Capital stock actually paid in on the first of April last was.$100,000 00
Circulalion 5ame date WaS. o o e e cecceccacnoocnsonn.-- 253,661 00
Deposites same date. ... .cououoenaaaeaneomceaanns 77,656 46

At other times the circulation of this bank has been carried up to
nearly or quite $300,000. This enormous circulation is maintained
upon the deposite account of the bank. To make up the deposite ac-
count, we found, on esamining the bank in the month of April last, that
resort was had to sight checks, drawn upon individuals in the city of
New York, by the president of the bank, and deposited in the hands
of the cashier, payable to his order.  These checks bear date October,
1852, none of which had ever been out of the bank, or prezented for ac-
ceptance. 'They are placed in the drawer and carried to the credit of the
president. They amounted to $55,000. Deducting this amount from
the nominal deposites of the baok, at that time, we find 822,656 46
as ihe real deposite account of ihe bank. We protested against this
practice as contrary to the spirit if not the letter of their charter, dan-
gerous in itself, and of pernicious example. Under it there is no Limit
1o the circulation which a bank may maintain.

We have gone with some degree of minuteness into the affairs of
this bank, as it illustrates the workings of a privilege which we con-
ceive ought never 1o be allowed, and presenting a strong argument for
the amendment proposed, and also conceiving it our duty to submit for
your consideration the facts themselves.  The ability of the president
of his bank to protect it under existing circumstances, or to meet the
amaunt of checks mentioned above, or a much larger amount, is un-
questioned. We condemn the principle.  We onght to state in relation
to this bank, that its loans are made upon first class paper or undoubted
securities. .
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