





young man the service of putting his
superior credit rating at the disposal
of the young man. The endorser might
even receive some compensation for rend-
ering this service,

In an analageus faghion, +the bank
really did nething but put its superier

credit rating ab the dispesal of the
young man, for which it receives a fee
the dinterest on the loan). And, since

the yeung man pays off the lean +to the
bank.by, in effect, returning the bank-
notes he had berrowed, all the bank need
do i3 to destroy the notes. It does not
have to draw on its gold, anymore than

the endorser had to draw on his money.

The above Illustrates that banks of
issue render inmaludble service to the

cemmunity, and are not, as those who op-
pose them believe, indulging in unsound
practices. There is nothing wrong in an

individual issuing I0U's, Equally, there
is nething wrong in a corporation or a
bank issuing IOU!s.

The bank acts, in effect, as a puar-

dian of the community, determing which
new as well as old business ideas, shall
be in operation. They cull out 1he un-

gound, hair-brained propositions of men
by refusing to loan their credit to these
mens The bank can do this better +han
individuals as a result of their exper-
ience and knowledge. They do not stand
in the way of any individual who wighes
to wﬁ4mm@ in some shaky enterprise, which

m@myﬁwomm zupnw are emmmosmwww HHme% to

succeed, This is what is desired® by
people who invest their funds in a bank.
In effect, they are saying "we are depos-
iting our money in your bank snd expect
you to use it for conservative proposi~
tiens.™ If the people wish to speculate,
they will invest other funds in more
rigky enterprises directly.
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ommodity in the commun-
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gold but commodi=-

in money, the next best thing weuld be
other commodities. While these are -not
the most marketable, they are of a high
degree of marketability. This is the
reagsen that sound commercial practice re-
quires that banknotes should be backed by
money and sow~called short term self-
liquidating commercial paper. In effect,
the banknotes are backed 100% by commodi~
ties of a high degree of marketability.
0.B. Jehannsen

SALT OF THE BARTH
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be careful not to endorse the notes for
any amount which he could not handle in
the event the young man defaults. dJust
how large and how  many IOU!'s +the man
would guarantee will depend on many
factoers, such as the endorser!s wealth,
hisz estimate of the young man, his views
on ecenomic conditions and his general
philosoply on such matters, A wealthy
man in the prime of life probably will be
able to enderse a greater percentage of
notes in relatien to his wealth, than a
poorer many or even an equally wealthy
man whe is  in retlvement. If the en-
dorser over~extends himself by being too
genercous in endersing notes, he runs the
risk of having +to make good on many of
them. In such an eventuality, he un-
doubtedly would cut dowm on {uture enw
dorgements. Again, these notes of the
young man which are now guarsntesd by the
endorser also might circulate throughout
the community discharging obligations.
The fact that they are guaranteed by a
substantial citizen of the community
would enable them 4o ecirculsite quite
readily and probably at wvery low dis-
counts, maybe no discount at all,

While men do start businesses as ex-
plained above, it is difficult for a
voung man to get credit directly from
merchants, and he might have even greater
difficulty finding someone willing to
guarantee his notes. Therefore, it is
auite likely that he will go to & com~
mercidl bank. After explaining his pro-
position, showing that he has put his
savings into the building and equipment,
‘and giving the bank evidence of his know-
iledge and understanding of the business,
and after a thorough investigation by the
bank, it may decide ‘o lend him money to
buy the lumber and other goods he needs.

In so doing, however, though it
could give him money, it probably will
give him banknotes instead. Tt prints
these UpﬁkﬂO@@mu which are its own IOU's,
They are promissory notes which state
that the bank will pay on demand certain
sums of money to the bearer. Although
they are beautifully engraved for
purposes of preventing cpunterfeiting,
they are nothing more or less than IOU!s,
ne different from anyone's I0U's, except
that because they are issued by a bank
they are probably more reaflily accepted
by people.

The younhg man takes these I0U's amd
presents them to the merchants for the
goods. As they know the bank, they are
certain of 1its solvency, they probably
will accept them willingly. (Through long
ugage of banknotes and the fact that the
government has entered into the field of
banking, people today think that bank

notes are accepted uncritically, but such
is not the case, especially where there
is no government interference. Bahknotes

are scrutinized carefully by businessmen
as anybody's TOU's,and ﬂwomm of banks hav-
ing the best wmﬁﬁdmww ng  are ‘accepted
move readily than-of - other banks, Some
banks! reputations may be such that their
banknotes will only be accepted at a dis-
count. The merchants in this community
knowing +the bank. accept its IQUts and
give the goeda to the young man.

Actually what has happened here is no
different +than what occurred when the
young man presented his déwn JOU. In ex~
change for an IQU, the merchants extended
ecredit in the form of lumber and hard-
ware, The only real difference is that
the bank!s T0U has better standinge--the
credit-worthineess of the bank is super-
ior te the young man's.

It should be pointed out that strictly
speaking the bank did not lend credit,
but rather it is the merchants whe did,
If we define credit narrowly to mean the
loan of wealth, obviously the merchants
loan the wealth~-the bank doesntt., All
it does is to give its I0U. In effect,
the bank is in the same losition ag the
éndorser of the young man's notey I
stands ready to make good if he defaults.
It could mnly be said to extend credit if
all the banknotes it issues to the young
man come back te the bank for redemption
into money before the loan was repaide
In that ease it really becomes the owner
of the lumber and hardware.

In view of +the fact that the bank is
go well-known, its notes instead of
being immediately redeemed in money may
circuldte throufheut the ocommunity as
though they were. money because of the
greater convenience of using paper claims
to money. In the case of very sound
banks, banknotes have actually cireulated
at a premium bevause of the convenience
of handling.

Sooner or later, the vmuwnowmm will

return to the bank fer redemption, if for

no other reason than the bills are worn.
Regardless of the reason, the bank, if it
is to remain solvenit, must be in a pose
itien to redeem the notes. The amount of
actual money it must have on hand to re-
deem any notes presented will be deter-
mined by its experience, just as would be
the case when an individual guaranieed a
note. Based on his experience, he knows
how many notes he can endorse, Similar-
1y the bank, based on its experience;
will know how many banknotes it can

issue. The amount of actual gold on
hand to redeem the notes will probably
only be some fraction of the notes
issued, What the percentage will be,
whether very high, medium or low, will be
different for each bank and be determined
by a host of reasons all calculated to

ensure the bank!s solvency.

The bank will know, for instance,
that many of the banknotes it issued will
be returned to it to pay off loans it has
made. Maybe the young man in paying off
his loan to the bank will use the same
banknotes he gave the merchants. These
notes he would have received in selling
the lumber to his customers. If the loan
is paid off by all these banknotes, the
bank will cancel +the loan and then de-
stroy the banknotes. No money will have
had to be used to retire these notes,

In a sense, the bank is in a position
analagous to the endorser. If the young
man is sufcessful and pays off his IOU!s
the endorser does nothing. He puts up
no. money, does mnot have +to redeem any
notes. All he has done is to render the



