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11 Immigration and
Institutional Change

The Urban Origins of US
Postal Savings Banks

Alethia Jones

Starting in 1910, any member of the public could open a savings account
at the post office.! With this new service, the federal governmen;
expanded its administrative responsibilities. It woulc% .collect hundrﬁis 0d
millions in savings deposits, despite the fact that traditional banks offere ]
savings accounts. For American political development scholal.rsf posta
banks are a clear-cut case of the expansion of the state’s admlmsr]ia.nve
capacities. This policy coup, the introduction of a government :an lr;lav
capitalist society, suggests the successful vanqunshmg of tra m%na y
powerful economic interests. The postal bank case provides solid C\g enfe
of the theoretical proposition that unlikely so.cial groups can and oe\’s (l)l;
significant policy victories. Scholars have identified the pfels enclf -
distinct social movements (agrarian populists and urban socal we ?he
reformers) as well as state actors (high- and mid-level bureaucrats it iz-
Post Office Department) in securing this policy change. Despite sc;‘(ut(;n[lh -
ing the politics of postal banks, these scholars havg largely overlooke e
critical role of urbanization in furnishing a ranonalfﬁ for burea.uC;at}
expansion and the centrality of “shifts in governing a.uthonty_ hle[;
understanding this institution. As a result, existing _scholarshxp has neitl
documented nor tried to address the public’s reaction to this new Se()n;'lﬁc;

The public responded decisively. On August 1, 1911, the P05; e
Department allowed branches in Boston, Chicago, and New’ Ol'ostal
begin accepting savings deposits.2 Twelve days later, Chlcaaog pton’s
bank had $108,316 in deposits, New York’s $53,02_9, an 5015 -
$26,722.3 In two short years, the Department authorized 12,1 Pt
offices to accept deposits.* As the system spread throughout the ciunh;yé
local postmasters reported that they had to turn away customers dwd 0 e
reached the $500 depository limit. Cong.ress eversltually ralszo epcent
ceilings to $1,000 in 1916 and to $2,500 m‘1918. I}y 1916, dpferr n
of the depositors were foreign-born and their deposits aC-Coumed IO lian
percent of all the funds in the sysstem, with Greek, Russian, and lta
nationalities heavily represented.

Why were worlz,ers,p especially urban immigrant workers \I;Vhokha?
access to private sector banks, hungry for a new style of banking:
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Exploring where immigrants banked reveals a distinctly urban element to
the origins of postal savings banks, one that is simultaneously local and
international. Postal banks presented urban workers, indeed all workers,
with a compelling option: it would never lose their savings. In an era
where local banks failed and customers regularly lost their deposits, the
federal government made a commitment to depositor safety. This safety
feature functioned as a form of national deposit insurance, and did so
fully 20 years before the New Deal required such insurance of all banks.
For some immigrants, the offer of secure banking through the post office
was a familiar one. Most European countries created postal savings
systems in the 1800s.” But this cultural connection only explains part of
the story, especially in light of the fact that 50 percent of the system’s
customers were US-born. In addition to a cultural explanation, a more
structural one recognizes that as cities grew in the early twentieth century,
urbanization intensified the negative consequences of a laissez-faire
regulatory environment. The security of postal bank accounts made them
an attractive option for some.

Referred to variously as postal savings accounts, postal savings, postal
banks, and postal savings banks, the public’s enthusiastic embrace
suggests that they filled a niche.! We know considerably more about the
politics of postal banks, than we do of their purpose. Why did the intro-
duction of postal banks matter to society or to depositors? How does this
new service represent a real shift in government’s role and responsibilities,
not just a new task or ideological commitment? Distinct features of the
urban banking milieu, especially immigrant banking behavior, laid the
groundwork for giving government new responsibilities and accounts for
its popularity. Postal banks are a distinct case of political development,
but the change is registered in the shift in governing authority, rather than
in state actors or social movements. If this is indeed the case, then an
explanation attentive to identifying such shifts should yield fruit.

Postal Banks as a Shift in Governing Authority

In an important effort to challenge the premises of pluralism’s emphasis
on economic interest groups, and later rational choice theorizing, theo-
retically grounded empirical scholarship documented states and social
movements as independent political actors.” Researchers investigated
political institutions, such as legislatures, parties, and agencies, to identify
who most influenced the law’s passage and identified the social move-
ments and state bureaucrats who successfully persuaded Congress to
expand government’s responsibilities.

The “who” question has shaped most of the scholarship on postal
banks because postal banks are assessed as a political or a bureaucratic
institution; research overwhelmingly considers relationships between the
Post Office Department, Congress, and various social movements.
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Agrarian populists were staunch advocates of postal banks, parcel post,
and postal telegraph services as part of an alternative vision of political
economy where the federal government owned businesses.™® A close
analysis of the changing coalitions in Congress identifies the diverse
coalition and electoral dynamics that sustained postal banks as an issue
in Congress from 1873 until its passage in 1910.1 Daniel Cfercnt'er pro-
vides the fullest treatment of postal banks as a bureaucratic institution.
He shows that bureaucratic autonomy, the ability of state agencies to
persuade Congress to grant the agencies more power ‘and discretion,
resulted in agencies acquiring more responsibility. In‘thls role, Fh.e Post
Office Department identified and mobilized a national coalition .of
opinion-makers who pressured Congress to act. Post offices fre alsoasite
for competition between patronage and civil service staff.”2 In addition,
Carpenter identifies a distinct devotion to using the post Ofﬁce'to build a
“moral economy,” that included the desire to teach th}‘lf[ to .[he
immigrant masses.!3 As political scientists are .lr}terested' in political
institutions, the activity of those who are most politically active n.aturally
gains attention. Explaining the politics of how an agency obtalped the
authorization to administer a new service is insufficient if one wishes to
specify how government’s authority actually char‘lg.ed. .
Karen Orren and Stephen Skowronek define political developmen.t as“a
durable shift in governing authority.”!* These three elements co;nbmed.—
durability, a shift, and authority—distinguish development from its generic
counterpart, change. In other words, government introc!uces anew form,
function, or role and the change sticks, despite contestation and resistance
from affected parties.!* Two additional elements ceme.nt an analysis of
American political development. First, the development ldennﬁ_ed must be
political in nature, not cultural or economic, though the §1{b]ect matter
may involve culture or economics.'é Second, American political develop-
ment scholars are sensitive to issues of temporality. When the‘y §mploy
history, they are often interested in “political time,” which uses timing and
sequencing to explain political phenomena.!” ‘ "
Temporality also figures in Orren and Skowronek’s notion of hnsgory
as site.”18 Rather than use history as necessary background that provides
context to the present, history as site treats history as the foreground
where active conflict and contestation for power lives. They note:

The premise of history as a site leads to a conception of .pol'itical
action as an impingement on the authority of others, and it directs
attention to those elements in the larger array that are challenged,
displaced, transformed, reformed, or unaffected by new political
efforts.??

They advise researchers to presume that the space is already occupied.
Like Downtown Tokyo, every inch of space is accounted for. Every new



228  Alethia Jones

institution must be jammed in amongst the institutions that already
occupy the space.2? History as site suggests that if temporal ordering
matters, then the roots of shifts in authority lie in conditions that exist
before the shift of interest occurs.2! History as site also suggests identi-
fying the institutions most analogous in form and function to the
governmental authority under analysis, the institutions impinged upon by
the shift in authority.

Applying “history as site” to postal banks, directs the researcher to the
status quo ante—the role of government authority in protecting the
savings of working-class Americans before 1910, a world dominated by
banks and depositors, a world where postal savings banks do not yet
exist. The search for analogous institutions situates postal banks among
those entities that already offer savings accounts to the general public.
Consequently, postal savings banks can be analyzed as financial institu-
tions, instead of political or bureaucratic ones. As a consequence of this
approach, the urban dimensions of the origin story of postal banks also
come to light because the problems it hoped to address were distinctly
urban in nature. They also offered an alternative to locally available
banking options by importing a form of banking that was already popular
in Europe.

The Myth and Reality of Banking in Early Twentieth-
Century Urban America

It is easy to assume that a normal banking system existed in this
period; one where commercial banks, with concrete columns, marble
floors, and walk-in safes, provided checking and savings accounts to the
general public. In this normal banking world, immigrants would have
neighborhood-based banks that offered services in their native languages.
In addition, credit unions, mutual savings banks, and savings and loans
associations encouraged workers to save and granted them low-interest
loans. In addition, the government authorized and oversaw all banking
operations.

But this image fits banking in the 1920s, not in the early 1900s.22 By
1910, state and federal governments had not fully institutionalized a
modern banking system that served the needs of mass society. There was
no Federal Reserve, no single paper currency, most states banned branch
banking, and deposit insurance was rare.2?

By the early 1900s, a new type of banking dominated cities. Colloquially
known as “private banks” or “immigrant banks,” these informal and
unregulated operations provided crucial financial services to the urban
masses.2* Most immigrants banked at grocery stores, bars, rooming
houses, bookstores, and small businesses that furnished an array of
financial transactions. Private banks accepted deposits, sent remittances
overseas, exchanged foreign currency, and sold steamship tickets.’ An

Immigration and Institutional Change 229

advertisement for Banco Roma, an Italian private bank in New York City,
illustrates the array of services offered:

Remittances in any sum whatever to all the post-offices in Italy,
Switzerland, France and Austria, in paper money, gold francs and
florins, in the quickest and safest way. Telegraphic orders. Drafts,
payable at sight, on all the principal cities of Europe. Notary public;
legal advice free. Ocean and Rlail] R[oad] tickets . .. Shippers by
package post . . . Depot for Marsala and table wines. Depot for S[an]
Antonio tobacco, imported, prime quality.*

In addition to access to people who spoke one’s language, private
banking often included a social dimension. One’s “banker” usually knew
local politicians, offered information about job opportunities, and read
the newspaper to customers during convenient evening and weekend
hours. Because customers communicated with family members in Europe
through the mail, some “bankers” wrote and read letters on behalf of
illiterate customers.2” They also sold stamps and received letters on behalf
of customers who sojourned to temporary and seasonal work on farms
and railroads. As notaries, bankers could witness the signing of citizen-
ship and other legal papers. Many private banks originated when
customers asked to leave their cash in a business’s safe rather than risk
theft or loss. Steamship ticket sellers and real estate agents often received
such requests.28 However, these arrangements could not provide checking
accounts, interest on savings, or conventional loans. But savings could be
used to gradually pay off steamship and railroad tickets purchased for
family members abroad seeking to join an immigrant in the US.?

Because banking without a charter was perfectly legal in many states at
this time, anyone could open a banking business simply by hanging a
“bank” sign in the window.* Through an unplanned and unanticipated
process, enterprising individuals entered a relatively laissez-faire environ-
ment and leveraged the advantages of language and location and provided
urgently needed financial transactions to the burgeoning urban popu-
lation. They grew in number and size through an ad hoc process of
adjusting to the immediate needs of a population responding to intense
urbanization.

Despite the informality of these banking entities, private banks
nonetheless processed millions of dollars. On Sunday, October 2, 1910,
the New York Times reported that private banks processed roughly $138
million in overseas remittances in 1909. With respect to savings deposits,
unincorporated banks held untold millions in their safes.’! Despite these
numbers, the system remained relatively invisible to official entities. The
Department of Treasury told the New York Times reporter they had
“[n]ever heard of such a thing as an immigrant bank,” and that “[w]e
know nothing of any such institutions here.”*
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The banks in the formal system, though subject to regulation, could not
match the services and availability of immigrant private banks. Besides, a
combination of exclusionary social norms and geographical inaccessi-
bility meant that most workers did not have access to the type of banking
institutions they would have preferred. They were starved for a con-
veniently located and secure place to deposit their savings.

Before 1910: Government as Bank Regulator

Government authority with major depository institutions operated
through charters.3® Prior to 1910, the government functioned not as a
protector of consumer deposits but as a bank regulator, with charters as
its primary tool of coercion. Charters specified the legal obligations banks
needed to meet to obtain government approval to operate. The require-
ments defined ownership structures (the size, composition, and duties of
the board of directors), inspection requirements by regulatory officials (to
ensure honest accounting), and public disclosure requirements (usually by
filing quarterly and annual financial reports that a state’s banking
department subsequently published).3* Charters also granted privileges,
such as the ability to print money, to collect deposits from the public, and
to grant loans, but usury laws specified the allowable interest rates. Once
legislatures determined a charter’s criteria, state agencies approved all
applications that met the criteria.3* Finally, most charters banned branch
banking. The country’s anti-monopoly culture usually required each bank
to be independently owned and operated.3¢ The term “national banks”
does not refer to banks with branches. Instead it identifies banks with
charters defined by Congress and administered by the Department of
Treasury. Similarly, “state banks” had charters authorized by a state
legislature and overseen by the state’s banking department. Even though
different types of savings institutions existed, the safest ones were few in
number, even in major urban centers.3”

Government regulated banks that catered to immigrant needs existed.
Some shared their business model with colleagues through industry
journals. Mr Goddard described how his bank successfully attracted
immigrant customers by giving “services in over ten languages” and
“cultivated the acquaintanceship of the individual depositor with the
hope that he will feel that he is dealing with a personality as well as an
institution.”3® They also furnished non-traditional services, such as letter
writing services and a desk for a steamship agent that allowed customers
to purchase tickets in small installments over time.

But chartered neighborhood banks did not define the field of immigrant
community banking until the 1920s, when all state legislatures made
government charters mandatory for all businesses that advertised them-
selves as banks. Until then, private banks easily outnumbered their
regulated counterparts.?® Some of the unchartered private banks operated
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in traditional bank buildings and offered standard bank services, but they
avoided the expense of hiring accountants and inspectors to comply with
charter requirements.‘“’ But many private bankers obtained charters when
the law required them to do so.

Acknowledging the need for worker-oriented deposit institutions, state
legislatures authorized the creation of nonprofit banks. Collectively
known as thrifts, credit unions, mutual savings banks, and building and
loan associations (later known as savings and loans associations), they
would eventually equal traditional banks in stature and professional
management, but only after the 1950s. Until then, most thrift institutions
were too small in size or too few in number to accommodate the needs of
a growing urban working class. Mutual savings banks, the largest and
most well-known of the thrifts, were confined to old east coast cities
because bankers in Midwest and western states blocked state laws
creating mutuals.*! From 1880 to 1920, building and loan associations
labored at lobbying state legislatures to adapt or replace outdated charter
systems.*2 Massachusetts passed the first statewide credit union law in the
nation in 1910.3 Even if thrifts were more geographically dispersed and
more numerous, the law often required them to serve only their members.
As a result, churches, clubs, lodges, and other member-based associations
sponsored thrifts.** Furthermore, the cooperative banking model relied
on member-volunteers, not professionals, to do the accounting and other
managerial tasks.*s These various restrictions meant that a good thrift
was hard to find.

The notion that any member of the general public could utilize a bank’s
services existed as a legal requirement but social norms undermined the
promise of equal access to services. Banks originated to serve the needs of
economic and political elites, not the masses. Typically, an area’s wealthy
population founded commercial banks and through social networks
vetted business ventures and granted loans to projects that promoted
economic development.#® Because of the large sizes of these transactions,
depository and loan services to corporations and governments, the
wealthy assured profitability. The deposits of average people provided
easy access to steady streams of capital. But traditional banks demurred
from the requisite services. Servicing small accounts diverted staff from
profitable customers. Furthermore, English-only tellers and limited
“bankers™” hours made traditional banks unappealing to some urban
workers.4”

Bank Failures

Bank failures are unique. The ripple effect of fear caused by a failure
caused “bank runs” where depositors descended on the failing bank en
masse to withdraw their savings. Depositors who arrived after the bank
ran out of cash lost their savings permanently if the bank failed.
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Customers redeposited their funds if the bank survived the crisis. Both
informal and formal banks experienced runs, and both had incidents of
failure. The steep contractions and expansions of cash that occurred as
customers withdrew and re-deposited funds destabilized the money
supply.

Bank runs had a strong psychological element. Runs on failing banks
sparked runs on healthy banks, and vice versa. Ultimately, a bank run
reflected a customer’s fears more accurately than it did the health of an
individual bank. Whether small or large, based on facts or rumors, each
run marred the banking industry image by viscerally reminding everyone
of the system’s fundamental insecurity.*® Immigrants engaged in runs
more frequently than US-born customers. They trusted the banking
system less and responded to rumors more.*® With their dispropor-
tionately high number of deposits in unchartered banks, perhaps immi-
grants felt even most at risk.

It is important not to paint private banks as uniformly deceitful or
fraudulent. The system successfully transmitted over $100 million
overseas annually by functioning as intermediaries for American Express,
Western Union, and the large steamship companies. Although trust-
worthy bankers existed and perhaps even dominated the field, the number
of failures naturally grew as the number of banks grew. But the dynamics
of runs amplified any incidence of failure that occurred.

Government Regulation and the Protection of Deposits

Why didn’t the charter system protect consumer deposits? In other words,
why was this form of governing authority insufficient for the need? In
large part, urban realities were grafted on to legal foundations established
in an agrarian era. The bank chartering system assumed interpersonal
knowledge, especially given its history of serving business and govern-
mental elites. Bankers knew their customers and made loans based on
character instead of income and assets, if needed. Thrift institutions
embodied this view. Member-based banking organizations functioned
through a committee of peers who made loan decisions. Customers, in
turn, knew their banker. The inherent information asymmetry in this
arrangement, customers would always have less information about banks
than banks had of them, expanded as populations increased. Deposit
protection resulted from professionally managed banks that made
conservative investment decisions and remained profitable; it was not the
primary obligation of the business itself and government did not mandate
it.5 The system required customers to be knowledgeable about a bank’s
management. As society urbanized, it remained up to the individual to
choose wisely.

Charters suggested a degree of legitimacy and professionalism that did
not always prevail. The combination of federalism and a laissez-faire
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environment created the classic “patchwork quilt” of laws and institu-
tions that confused customers and failed to protect the public's deposits.”
National banks, overseen by the Department of Treasury, had the strictest
criteria and the most professional management.* But the Department of
Treasury did not control the nation’s banking system, although it would
have liked to. When the federal government introduced the National Bank
Charter Act of 1863 to raise funds for the Civil War, supporters hoped
the new system would replace state banks with a centralized and unified
system of national banks. Instead, state banks continued to exist but they
stopped printing currency. This overlapping structure required bank
owners to choose whether to obtain a national or a state charter. Many
of the largest, most established, and most conservatively managed banks
traded in their state charters for national ones, giving national‘banks the
reputation for solid management and leaving the country with a dual
banking structure that persists today.”? Banks with wea’k charters
coexisted with banks that had strong charters, which undermmefi efforts
to secure a professionalized banking system. Because state leg%sla.tures
had over a century’s long head start, they granted the vast majority 9f
charters. Each state had its own criteria, leading to wide variations in
stringency between states. )

For those who relied on evidence of government regulation as a
heuristic for a business’s trustworthiness and professionalism, such cues
provided false comfort. A charter only indicated that a bank met the
state’s minimum requirements. The charter system regulated banks, not
bankers; an approach tantamount to regulating hospitals but not
doctors.5* There was no direct correlation between a charter and profes-
sional management, only probabilities. )

Immigrants using unchartered private banks also struggled wn.h the
true meaning of government designations. In Europe, notaries functioned
as lawyers and post offices accepted savings deposits. This mixing of roles
meant that many Southern and Eastern European immigrants assum§d
notaries had the same professional and legal obligations as lawyers. in
Europe, making them a legitimate place for legal advice as well as bapkmg
services. Hence, the “free legal advice” Banco Roma offered. Si{'mlzfrly,
some immigrants assumed that postal substations, private organizations
permitted to sell stamps, were official branches of the post office and
therefore the equivalent of European postal banks.* o

Facing limited access to conventional banking services, most immi-
grants and urban workers relied heavily on efficient, ubiquitous, and
unregulated private banks. The cost of selecting the wrong bank was
significant. But the system placed the burden on customer select{on,
despite the fact that governmental authority in banking was confusing,
diluted, and manipulated.

The banking public effectively had a handful of options: very good but
largely inaccessible national banks and thrifts; a bevy of loosely regulated
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state chartered banks; charter-less private banks; or no banks at all. The
latter option included hiding cash at home—under the mattress, buried in
the yard, any place that avoided discovery and theft. Some savers
purchased money orders in their own name to avoid the problem of
excessive cash. Labeled as “hoarding” these practices kept funds out of
the money supply where it could be used productively to finance bank
loans and investments. Opponents of immigration pointed to hoarding as
yet another way that immigrants hurt the US economy, despite the fact
that anyone could hoard.* Immigrants also mailed money orders or
transmitted funds directly to Europe, sometimes for deposit in savings
accounts at postal banks in their countries of origin. This route also kept
money out of the US where, some argued, it properly belonged. The
devotedly risk-averse depositor could create accounts at several types of
institutions, thus spreading their risk.

Social location and experiences mediated an individual’s choice.
Individuals who were well-educated, well-informed, well-financed, well-
acculturated, and fluent in English were most likely to know about,
choose, and have access to the best banks. Such customers certainly
existed, even amongst immigrants. By 1910, the oldest members of the
new immigration had been in the US for almost 30 years. But immigrant
depositors could be found in all types of banking institutions because
personal characteristics (length of time in the US, comfort with English,
level of literacy, income, membership in a lodge, congregation, or other
association) and geography (proximity to high-status banks either near
work or home, population density) probably guided their decision. But in
the end, most depositors benefited from a strong dose of luck in their
quest to find a safe bank.

The Promise of Postal Savings Accounts

The Post Office Department was well aware of the public’s savings
practices. In 1909, 80 percent of the $81 million in postal money orders
they sold went to six countries: Austria, Great Britain, Hungary, Italy,
Norway, and Russia.’” Reporting on key findings and claims, the New
York Times reprinted Postmaster General Meyer’s arguments in favor of
postal banks, as they appeared in the Department’s 1907 annual report.
They included the following observations:

[O]n account of its possessors being ignorant of our language and
suspicious of our private institutions, [money] is being sent home in
order that it may be placed in the postal savings banks of their native
countries . . . a great deal of money which does not now find its way

into banking channels at all would come into the postal savings
bank.
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_ Whether policymakers realized it or not, the fundamental question at
issue was whether a mode_rn urban society would have its banking system
hinge on the moral fortitude of individual bankers or whether there
should be a widely available, publicly accessible alternative suited to a
society increasingly defined by mobility and relative anonymity.

Three decades of mass immigration, industrialization, and market
forces had still not produced professionally managed, government char-
tered banks in sufficient quantities to meet the needs of the burgeoning
urban masses. Postal banks entered this insecure and inconsistent milieu
promising much-needed uniformity, security, and equal access.

Postal savings accounts permitted anyone over 10 years old to make
deposits up to an initial $500 dollar limit. Individuals held only one
account and deposited up to $100 monthly. If an account holder moved,
he or she needed to close the account and re-open it at another location.
The funds reverted to the Treasury if no one did so. A system of pass-
books and stamps allowed depositor and postal clerk alike to keep track
of deposits and withdrawals. The accounts paid 2 percent annual interest
while commercial and savings banks paid 4 percent. Organizations and
businesses could not have accounts. These and other restrictions meant
postal banks would attract customers who had safety as their primary
concern.’® Schools, settlement houses, and other organizations encour-
aged children to learn how to save by using postal banks.

The Panic of 1907

Congress did not approve postal banks because they solved a banking
need. Such an explanation would be functionalist, a claim that “social
arrangements exist because they meet certain needs of societi?s or
particular powerful actors.”$ Politics matters. Political time, the inter-
section of political and temporal analysis, helps to explain why Congress
authorized the creation of postal banks in 1910. In 1907, postal banks
remained at a traditional three-decade impasse. Since 1873, postal bank
bills consistently made it through to committee hearings but no further.
An exogenous shock broke the legislative impasse: the Panic of 1907 a.nd
the widespread bank failures that accompanied it. The longstanding
postal bank coalition of agrarians, social welfare reformers, and Po§t
Office administrators seized upon the window of opportunity, as did
other coalitions.®! ]
In the wake of the Panic and a presidential election in 1908, the senti-
ment for government action strengthened, while the usual. deferenf:e
granted to the business community weakened and the committee chairs
softened their positions. When the dust settled, Congress passed several
important banking laws, including the Aldrich-Vreeland Currency Act <?f
1908, the Postal Savings Act in 1910, and the Federal Reserve Act in
1913.62 These and other new banking laws brought the country closer to
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institutionalizing a modern banking system, a project the New Deal
would solidify. With these changes in place, bank failures returned to
being a routine but manageable fact of life until they reached epidemic
proportions with the Great Depression of 1929.63

Postal savings banks could not solve the problem of bank runs. Initially,
private bankers continued to operate because they offered substantial
conveniences well beyond a savings account.é* When states finally passed
mandatory bank charter laws, private bankers usually faced one of three
options: exit the banking business; convert to a full-time bank; or become
a licensed financial services operator, essentially a nondepository private
bank.55 For those who opted to become banks, generous transition
periods facilitated the induction of private bankers into the chartered
banking fold.® The loose management styles of these numerous small
banks are said to account for the large number of bank failures during the
Great Depression.’

After 1911: From Bank Regulator to People’s Banker via
Deposit Insurance

In this exploration of postal banks as a shift in governing authority, three
questions remain. First, what is the nature of the new grant of governing
authority? Second, how did it affect pre-existing institutions? Third, was
the shift durable? This new authority, a form of deposit insurance,
affected three key constituencies: the banking public, especially immi-
grants; state regulations; and for-profit banks.

Postal savings banks shifted the government’s relationship to the
banking public by offering accounts that were fully insulated from loss.
This feature and the convenience of post office branch locations expanded
the banking options for depositors. Furthermore, this new government
role operated on immigrant-friendly terms. In 1918 the post office even-
tually published deposit forms and documents in twelve languages.®® The
initiative clearly reflected the pre-migration experiences of European
immigrants but it possessed the added benefit of expanding banking
services to the nation as a whole. The US-born constituted 50 percent of
its customers. Postmasters reported that both immigrant and native-born
customers brought in “hoarded” cash because they did not have savings
accounts at state or national banks. Postal banks established deposit
safety as a fundamental responsibility of the federal government.

Postal banks shifted the federal government’s relationship to states by
implicitly rejecting the uneven nature of state charters. It demonstrated
that government could be a source for order in the financial services
system. Unlike state regulations, postal savings banks were centrally
managed, uniform in operation, and open to all members of the public.
Individuals no longer had to guess what the government’s presence in
banking meant or discover that their confidence in a particular banker
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was ill-placed. Postal b?nks operated under 5
managements accounting, and investment
central authority 10 Washmgtop, DC. As suc
signaled an undeniable and uniform profess
Postal banks clearly upset the status qu
Bankers Association (ABA) interpreted p
their domain. Its 1908 resolution stated:

single national standard. Its
Practices, emanated from a
h, the government’s presence
lonalism and security.

0 in banking, The American
ostal banks as an invasion of

Resolved, that it is the sense of this association that we should
condemn in };nquallﬁed terms the proposition for the establishment
of postal savings banks or any other system by which the government
enters directly into banking relations with the people.?

The ABA decried the gover nment’s‘ departure from its traditional role of
working only with banks and leaving the task of working directly with
the banking public in the hands of the private sector, The mere existence
of a government banl_( fof the people lessened the undisputed primacy of
private for-profit entities as the preferred option for the general public.
Government banks amounted to unfair competition with a private sector
that could not guarantee deposits or operate branches.”

Postal banks in 1910 and national deposit insurance in 1932 represent
the same grant of authority. They differed in how government offered
insurance: one is a case of direct government, in the other government’s
presence is more indirect. They also differed in political support. The
Democratic presidential platform of 1908 explicitly supported national
deposit insurance first and postal banks as a last resort. But when William
Taft won the election, the Republican Party’s preferred solution—postal
banks—found favor instead.”!

The public utilized postal banks as a form of deposit insurance. As the
economic crisis of the 1930s unfolded and bank runs became frequent,
postal bank customers knew their deposits were safe. To obtain the same
protections, bank customers withdrew their funds from checking and
savings accounts and redeposited them at the post office.” They wished
to benefit from its $2,500 depository limit. Total deposits in postal banks
topped $1 billion in 1933 and the number of depositors doubled in one
year to over 1.5 million in 1932.7

The New Deal’s deposit insurance law required every chartered bank
to join the Federal Deposit Insurance Corporation (FDIC). The law
universalized access to government-guaranteed savings by covering all
bank accounts, not just those at the post office. In the event a bank failed,
the FDIC reimbursed the bank’s depositors the full amount in their
accounts up to $2,500, the same amount as postal savings accounts.’

At last, customers no longer needed to acquire knowledge of an
individual bank’s management practices to ensure that their deposits
would be safe. The universality of the government guarantee eliminated
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fear and ended the phenomenon of bank runs once and for all. In 1966
the ABA finally persuaded Congress that the systems were redundant and
Congress voted to terminate postal savings.”

Orren and Skowronek define “durability” as a shift in authority that
“holds on for a half-century . . . without getting reversed or deflected.””
Durability, then, must lie in the form of authority itself, not in the
mechanism used to achieve it—that is, the specific institutional form that
government authority takes. If this is the case, then political development
that takes the form of a “shift in governing authority” need not be
coterminous with an institution’s life-span. In the case of postal banks,
the new principle it institutionalized—that the federal government should
protect consumer deposits—lasted well beyond the 56 years of its official
existence and continues today in the FDIC.

Conclusion

The population increases that drive urbanization create new patterns and
flows that disrupt the social and economic status quo. Marrying
urbanization and American political development links population
growth to demands that government adopts new roles. A self-consciously
authority-centered approach can capture how policies are linked to the
actual experiences of the target populations who ultimately must live with
these policy changes.

The inherent gap between influential policy advocates and politically
weak policy targets is one of the endemic political problems of urbaniza-
tion. The disjuncture between the empowered groups who advocate for
policy changes and the politically dispersed masses raises questions of
democracy and representation. A host of reformer-driven policy changes,
such as zoning, public health, occupational licensing, juvenile justice,
building codes, and the siting of parks, beaches, and highways, remain
enmeshed in questions of representation and fairness. Perhaps an
authority-centered analysis tied to temporality can shed new light on these
questions.

Orren and Skowronek’s concept of “shifts in governing authority”
combined with the notion of “history as site” point researchers to find
politics outside of political institutions. The hunt for entities that possess
the authority government seeks to, but does not yet, command invariably
leads to a host of private and nongovernmental institutions. Accounting
for the experiences of policy targets before government intervenes is one
way to bring in the concerns of those who may otherwise be overlooked,
outmaneuvered, or silenced in the political process.

No published accounts indicate that immigrants played an important
role in advocating for the postal bank law’s passage, despite the fact they
would benefit from the introduction of this institutional form. By trac-
ing lines of authority, the banking habits of depositors gained new
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prominence as did the distinctly urban and international elements in the
origins of US pQStal banks. As a potential competitor to the existing
purveyors of savings accounts, postal banks can be analyzed as a financial
institution, as well as a bureaucratic and political one. In a context defined
by the concerns of depositors, instead of bureaucrats, reformers, and
bankers, a world of unregulated banks, bank failures, and customer
anxiety comes to light. In this context, one can specify the distinctly new
element in governing authority that postal banks represent. Because
depositors would never lose their funds, postal banks offered a form of
deposit insurance for over 20 years before the New Deal’s more well-
known deposit insurance program leveraged the federal government’s
power to broaden access to this form of protection. ]

Going “to the streets” and anchoring the analysis of policy changes in
the lived experiences of target populations can highlight why'a. particular
«shift in governing authority” matters. Policymakers’ decisions affect
whether society creates open and shared institutions o highly segre_gated
and privatized ones. Arguably the product of a paternalistic upper mlddl_e-
class reform movement, postal banks were simultaneously umver‘sal in
character because anyone could open an account, yet relevant to immi-
grants who were accustomed to using postal banks in Europe. Whether
by luck or design, postal banks provided a meaningful new service to both
the foreign- and native-born. Perhaps, by looking from the ground up at
a host of other policy changes, we can specify the nature of new grants of
governing authority and identify how they include or exclude marginal
and politically weak social groups.
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