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LETTER OF TRANSHITTAL

To the Federal Reserve Board:

The Committee on Branch, Group, and Chain Banling
transmits herewith a history and statistical analysis of
branch banking in the United States., The statistical series
in this voiume in most instances end with the year 1931.

Respectfully,

E, A, Goldenweiser
Chnairman
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CHAPTER [

GROWTE AND DISTRIBUTION OF BRANCH BANKING

IN THE UNITZD STATES

Branch banking was not uncommon in the United States prior to the
Civil War. TFollowing the passage of the Fational Bank Act in 1863, however,
public policy became committed to tihe unit banking system. With banking
corporations limited in general to one office, the kind of concentration
wnich builds on branch offices was barred. From the end of the Civil War
until around 1900 there was very little branch banking in the United States,
The majority of State banke and their branches in existence wprior to the Civil
War weweswrbioaer converted into unit national bankg s failed ag a result of
the conflict, or liquidated as a result of the tax imposed on their note issues
by the Rational Bank Act. With the growth of deposit banking, however, which
gradually supplanted issue Dbanking, the number of State banks began to increase
towards the end of the century, and the development of present day branch bank-
ing in the United States may be said to date from approximately that time.

In 1900, according to the hest information available, there were
only about 119 brunches in existence. A gradual growth brought the number to
785 in 1913, after which the increase was accelerated sc that by 1920 there
were 1,281 branches, During the next ten years the mumber nearly trebled to
3,518 in 1930, In 1931 the suspensions resulted in a decrease in the number
of branches as well as of unit banks. The thirty-one year movement is illus-
trated in Chart 1.

The greater vart of the growth through 1930 was among breaches lo-
cated within the same city as the head office of the bank operating them;
at the end of that year roughly two-thirde of the branches in the country

were in the city of the head office.
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CHART 1
NUMBER BRANCHES OF BANKS IN THE UNITED STATES MUMBER
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Table 1 -~ Number of Branch Systems and Number of Branches
in the United States, 1900-.1931

Number of branche
(1) Number of In Qutside
Year banks With {y..4 office | heed office | Total
branches city city
1900 87 25 gy 119
1905 196 135 215 350
1910 292 271 277 S48
1315 397 435 350 185
1920 530 733 508 1,281
1921 547 9 551 1,455
1922 610 1,156 Bl5 1,801
192 671 1,327 727 2,054
192 706 1,514 783 2,297
1925 113 1,724 800 2,524
1926 743 1,877 g2k 2,701
1927 13 1,958 954 2,912
1928 77 2,140 996 31
1929 763 2,273 1,076 3,349
1930 750 2,387 1,171 3,518
June 1931 722 2,299 1,164 3,46
Dec. 1931 677 2,176 1,158 3.33a

(1)For the years 1900 to 1923, inclusive, the figures are
not as of any uniform month, For 1924 they are as of
June, for 1925 and 1926 as of December, and for 1927
to 1930, inclusive, they are as of June.

Note: This and following tables give revised figures for
the years 1924-1930, inclusive, on the basis of addi-
tional date received since the preparation of previous
summaries of branch banking by the Federal Reserve
Board. Furthermore, mutual savings banks and private
banks reported as operating dbranches have been ocmitted.
Matual savings banks thus excluded mumdered 72 at the
end of December, 1931, with 112 branches and loans and
investments of $4,090,606,000. Private banks excluded
mubered U on the same date, with 5 branches and loans
and investments of $2,859,000. Where comparisons in
these tables are made with all active banks, private
and mtual savings banks have likewise been eliminated
from the active bank figures,

The mumber of banks operating branches, as shown in Table 1,

increased from 87 in 1900 to 677 in December, 1931, Since the decline
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in the number of banks operating branches from 1928 through the three
succeeding years was not accompanied by a corresponding decrease in the
number of branches, it is apparent that the movement does not indicats

an abandonment of branch banking, but rather a concentration of it in the
hands of fewer banks.

ment of branches was limited almost entirely to State banks, as shown dy Chart
2, Occasionally a State bank with branches was converted into a naticnal bank
and retained its branches, or was absorbed with its Dbranches by a national
bank., The growth in the number of branches of national banks from this
source was slow, however, and in 1921 there were only 72 branches of national
banks compared with 1,383 branchesg of State banks, Beginning in 1922 the
branches of national banke inereased much more rapidly, and on December 31,
1931, aggregated 1,274 compared with 2,060 for State banks. The growth of
national bank dranches from 1922 to 1927 was due chiefly to the "additional
offices” authorized by the Comptroller of the Currency in cities where State
banks were permitted to have branches, At the game time there was an increas-
ing number of conversions of Stete banks with branches into national banks and
of avsorptions of such State banks by national banks. The growih was acceler-
ated by the passage of the McFadden Act on February 25, 1927, which, with
certain restrictions, expressly permitted national dbanks to establigh branches
in cities where State banks may have them. The passage of this act also
precipitated the conversion of certain State banks with numerous branches into
national banks and cansed the number of State bank branches to decline tempo-

rarily.

Federal Reserve Bank of St. Louis



CHART 2
BRANCHES OF NATIONAL AND STATE BANKS
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The relative importance of State bank branches and of national

bank branches varies extremely in differeont cities; in New York, for in-

stance, there are 349 branches of State banks mgainst 192 dbranches of na~

tional banks, while in Detroit there are only Sl branches of State banks

against 218 branches of national banks,

But taking ten or fifteen of the

largest cities as a whole, branches of State banks and of national banks

are nearly equal in rumber,

Among branches in smaller towns and outside

the city of the head office, however, State bank branches are mach more

mimerous than natienal bank branches.

Chart 2 illustretes the relative

growth of branches among State and national banks and Table 2 gives the

figures,

The decline in the mumber of branches of State banks between

June 30, 1930 and the end of 1931 was due mainly to the absorption by na-

tional banks of two State banks in California and in Michigon and to the

failure of a State banl in ¥ew York.

Table 2 -~ Wumber of State and National Banks with Branches and Number
of Bronches in the United States, 1900-1931

Year

1900
1905
1910
1915
1920
1321
1922
192
192
192
192
1927
1928
1929
1330
June 1331
Dec, 1931

National banks State banks
ofer Wamber of branches ] ofer Wunber of branches
national In OQuteide State In Outside
banks head head Total banks head head
with | office | office with | office | office | Total
branchesg | city city branches | city city
5 1 L 5 82 24 30 114
5 1 4 5 191 134 211 332
g 1 11 12 283 270 266 53

12 15 11 26 gh 420 agg 159

21 41 22 63 an 732 1,212

ag 50 22 Ea 52 ghy 29 1,22;

5 118 22 10 555 1.0&8 2 1,

91 181 23 20k H&0 1,146 70 1,8
112 23 23 256 B4 1,281 760 | 2,041
1&2 29 22 18 589 1,428 778 | 2,206
1 8l 37 21 59 1,493 787 | 2,280
153 33 290 72 Zs 1,525 6bl4 | 2,189
171 595 339 93 0 1,545 657 | 2,202
16 650 345 995 5 1,62 131 E.Eﬁh
16 70 33 1,0H2 Agl 1,68 722 2,476
164 71 39 1,110 H58 1,585 768 | 2,353
157 885 389 | 1,274 520 1,291 769 | 2,060

See Note to Table 1.
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Of the 3,334 branches in operation on December 31, 1931, the
mumber of branches of member banks of the Federal Reserve System, na-
tional and State, was 2,347, and of nonmember banks, 987. The mumber of
momber banks with brenches was 298, and the number of nonmember banks
with branches was 379, Member banks are of course larger on the average

than nonmember banks and have individually a larger rumber of branches,

@eographic Dietribution of Branches

The geographic distribution of branches in the United States ls
determined largely by the State laws regarding branches, Nine States and
the District of Columbis permitted state-wide branch banking at the end
of 1931, and fifteen States permitted soms form of branch banking restricted
as to area, The other twenty-four States at that time either prohibited
branches or made no provision in law for them. Chart 3 shows in general
the lezal status of branch banking in eash State on December 31, 1931, and
Tables I and II of the Appendix classify the States on the same basis.(l)
Simple classifications, such as are followed in Chart 3 and in Tables 3
and 4, which show figures for States restricting branches as to location
and for States permitting state-wide branch banking, do not do justice to
all the legal differences and uncertainties that obtain. Virginia, for
instance, is classifisd as permitting branch banking state-wide, though
in fact her law restricts branches to cities of 50,000 or more. Again,
Kentucky is classified as restricting branches as t location, though the
legal decision on which the Kentucky rule is based puts the restriction on

function. The situation in each State is reviewed in & subsequent chapter.

(1) Wisconein has subsequently amended her law to permit a limited form
of branch banking.
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CHART 3

STATUS OF STATE LAWS ON BRANCH BANKING
 DECEMBER 31, 1931

' Branches unauthorized
...op?ﬁmmﬂgbyg;

Branches restricted as to location
[ state-wide branch banking permitted

See pp 209, 210 for summary of State laws and appendix v for
digegt of State laws. Wisconsin passed a law in 1932 per-itting
a restrictzd form of branch banking
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BRANCHES OF BANKS IN STATES PERMITTING BRANCHES .
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Table 3 -~ Branch Systems in Statef glestricting Branches
As to Locationi?

- ) _ Fumber of branches
Number of In Outside
Year | barks with |, .4 ore5ce | head office | Total
branches city city
13900 53 20 53 i3
1905 127 123 98 221
1910 175 2 111 pia%
1915 227 g 9 135 50k
1920 319 71 180 851
1921 321 781 190 971
1922 Eog 906 198 1,104
192 1,006 2&0 1,236
192 hgg 1,152 2h5 1.;35
1925 461 1,295 25 1,
1926 483 1,15 233 1,648
1927 497 1,509 gaa 1,744
1928 529 1,653 1,897
1929 525 1,802 o248 2,000
1930 517 1,928 257 2,185
June 1931 U 1,8 283 2,141
Dec. 1931 75 1,7 309 2,055

(1) Legal status as of December 31, 1931. These States
ares Georgis, Indiana, Iowa, Kentucky, Louisiana,
Maine, Massachusetts, Michigan, Missisaippl, Montansz,
New Jersey, New York, Ohlo, Pennsylvania, Tennessee.

Tablé Y - Branch Systems in States Permitting
State-wide Branch Banking(2}

Fumber of branches

Tear b&’mmb‘k:r“iofh head Inffi heogts::g Total

Q ce ad o ce ota

branches city ity

1900 L 1 26 e

1305 E6 6 81 8%

1910 81 27 120 147
1915 137 53 169 222
1920 180 9] 280 71
1321 188 113 1L 27
1922 215 230 2 632

192 233 300 456 756
BB | B |8 |
192 2%5 nn%- 61 1.083

1927 217 ﬁzo 89 1,119

}ggg gig B g %31 }.189

2

1830 212 uﬁo 328 1,28

June 1931 197 Leo 854 1,276
Dec. 1931 18k 411 825 1,236

(2} Legal status as of December 31, 1931, These .States are:
Arizona, California, Delaware, Disirict of Columbia,
Maryland, North Carolina, Rhode Island, South Carolina,

Yermont, Virginia,

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

- 1) =

Over 60 per cent of the branches in the country are in the
fifteen States restricting dbranches as to location, &s illustrated in
Chart 4 and Table 3, These branches are mostly in the sams city as the
hoad office of the bank operating them. In fact the restriction which is
most common and most important in these States ie that branches be kept
within the same city or county as the head office. Branch banking in re-
stricted areas, therefore, is largely tantamount %o branch banking inside
the city of the head office. The dovelopment of branches in these restricted
areas has been more ropid than in the Btates permitting state-wlde dranch
banking, This is due largely to the fact that the States restrictingbramches
as to location include many populous end wealthy cities where there is actual-
1y more scope for branch banking than in the majority of States whore it 1s
state~-wide., The States that permit restricted branch banking ers listed in

Tableo 5 in the order of the mumber of branches as of December 31, 1931.

Table 5 -~ Number of Branches in States Restricting
Branches As to Location

In Qutside
State head office head office Total
city city
New York 690 - 690
Michigan 385 - 385
Ohio 183 30 213
Pennaylvania 122 Yy 126
New Jersey 115 9 124
Massachusatts 110 6 116
Louisiana 51 47 98
Maine 7 66 13
Iowa - 67 67
Tennessee 24 34 58
Georgia 18 16 3h
Indiana 15 g 27
Kentucky 21 2 23
Miseissippi 1 20 = §
Montana - - -
Total 1,746 309 2,055

Federal Reserve Bank of St. Louis
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Table 6 - Humber of Branches in States Permitting
State.wide Branch Banking

In ‘Qutside
State head office head office Total
city clty

California 258 B3 801
Maryland 59 4g 108
North Caroline 12 12 84
South Carolina 9 68 [
Virginia 29 28 57
Rhode Island 16 20 36
District of Columbia 26 - 26
Arizona - 25 25
Delaware 2 10 12
Yermont = _i0 10
Total h11 825 1,236

Conslderation of the relative gize and commercisl importancs
of the States listed in Tables 5 and 6 will meke it Cﬁé‘fm why brench
banking in States permitting it on a state-wide scale (Table 6) has de~
veloped more slowly than in States restricting branches as to location
{Table 5)s According to Tables 7 and 8, the States permitting state-
wide branch banking had a total of only 2,823 banking offices with loans
and investments of less than $5,300,000,000, while in the States where
branches are restricted as to location there were 9,666 offices and

loans and investments of almost $25,000,000,000,
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Table 7 - Number of Banks and Banking Offices in Branch Systems
Compared with All Banks, December 31, 1931

Ratio of Ratio of
Branch systems All active banks branch banking
States classified systems |offices in
Total Total
scecording to law to total branch
regmodine precen | Her| Pandne |Wber | Meming | Tomaer | systems to
banking banks {{banks and | banks {(banke and of total bank-
branches) branches) banks _[ing offices
(per cent) I'(per cent)
State-wide branch
banking permitted 184 1,420 1,587 2,823 11.6 50.3
Branches restricted
as to location 475 2,530 7,611 9,666 6.2 26.2
Establishment of
branches prohibited 17 K9 8,790 8,832 o2 el
No provision in State
law 31 2 1,181 1,182 o1 2
Total 677 4,011 19,169 22,503 3¢5 17.8

(1) see Table I of the Appondix for figuros by States in each class.

Table B - Loans and Investments of Branch Systems Compared with
Loans and Investments of All Banks, December 31, 1931

Loans and Loans and
investments of | investments of Per cent
State;‘se ?:é?ifiiin?hc?rdiﬂg t(oa)law banks operat- all active of total in
& ne ng ing branches banks branch systems
_ ‘ (000 omitted) | (000 omitted)
State-wide branch banking permitted $ 3,502,886 $ 5,293,821 66,2
Branches restricted as to location 14, 4ok B9l 24,812,564 58,1
Establishment of branches prohibited 408,371 8,866,187 4,6
No provision in State law 610 Aok, 752 o1
Total $18,336,761 | $39,567,32Y4 46,3

(2) See Table II of the Appendix for figures by States in each class,

The distribution of branch systems and branches by geographic

divisions is shown in Charts 5 and 6 and Tables 9 and 10.
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most numercus in the Hiddle Atlantic States, North Central States, and
Pacific Coast States, Most of the branches in the Middle Atlantic States
are in New York, and mopt of those in the North Central States are in
Michigan. In the Pncific Coast States they are nearly all in Célifornia.(l)
In fact 56 per cent of the branches in the country are located in these
three Statas, New York, Michigan, and California, as Table 11 shows. In
both New York and Michigan branches are confined to the c¢ity of the head
office.

The geographic distribution of branches located outside the city
of the head office is shown in Chart 7. According to this map there are
twanty-seven States in which branches are located outside the ¢lty of the
head office, but it should be noted that ir only seventeen is the further
establishment of such branches permitted, The twenty-seven States in which
Yranches operate outside the heoad office city are as follows, those in
italics being States where further extension of cutside brauches is proe

hibited oithor by law or by Jjudicial or administrative ruling:

Alabams Yew Hampshire
Arizona New Jersgey
Arkensag New Mexico
California Forth Carolina
Delaware Ohio

Georgia Pennsylvania
Indiana Rhode Island
Iowo South Carolina
Kentucky Tennessee
Louisliana Vermont

Maine Virginia
Maryland Washington
Maggachugetis Wigconsin

Missiegippi

(1) There are five branches in Washington. The Bank of California N. A,
nas two brancies in Washington in addition to these and one in Oregonm,
ut these are counted in the California figures.
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CHART 5

DISTRIBUTION OF BRANCH SYSTEMS
wece BY GEOGRAPHIC DIVISIONS-DEC 31, 19 wumper
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agcording to the geographic divisions in which they are
situated

Digitized for FRASER
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



- 16 =

CHART 6
DISTRIBUTION OF BRANCHES

NUMBER BY GEOGRAPHIC DIVISIONS — DEC. 31, 1931 NUMBER
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oording to the geographic divisions in which they are situ-
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CHART 7

BRANCHES OF NATIOMAL AND STATE BANKS OUT3IDE THE CITY OF THE HEAD OFFICE

. DECEMBER 31, 1931

NATIONAL BANKS-—-- - - - 389
3TATE-MEMBER BANKS - -- 126
NONMEMBER BANKY—-- - - - B3
TOTAL =~ v - —— == e == nss

In California there are numerous branches in the metropoli-

tan areas centering around San Francisco and lLos Angeles,

but technically outside their city limits. On the map the

dots extend mauch beyond the territory in which the branches
are actually located around these cities,
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Montana now permits branches outside the head office city under
certaln conditions, but none have been established there (June, 1932).

It will be noted from the map that thes groat majority of bxenches
located ocutside the city of the head office are in Califormia and in the
Eastern and Southern States. It would not be practicadble to make a similar
mep showing the distyibution of branches inside the city of the head office,

because these Branches asre so highly concentrated in a few large citles,

Table 9 - Branch Systems by Geographic Divisions

Loans and
Number of hanks Rumber of
Geographic investmentsa
June |December | June | December June Dacember
1920 | 1931 1920 1931 1920 1931
New England 63 86 92 236 | $ 597,531 | $ 1,560,338
Middle Atlantic 126 220 3651 1,086 | k4,054,644 1 10, 918 '{89
North Central 93 100 336 634 g22,900 | 2, 306
Southern Mountain 32 62 52 138 98,982 .755
Southeastern 80 51 132 232 152,989 338,04
Southwestern 26 Lo 86 99 204,157 191, 3&1
Western Grain 2 51 2 5 10,480 187,781
Rocky Mountain 9 g 26 28 15,624 17,215
Pacific Coast &9 53 199 806 g39,4gl | _ 2,749,160
UNITED STATES 530 677 {1,281 3,334 | $6,896,851 | $18,336,761

(1) Vew England: Maine, New Hampahire, Vermont, Massaclmeetts, Rhode Island,

Connecticut,

Middle Atlantic: New York, New Jersey, Delawasre, Pennsylvania, Maryland,
District of Columbia,

North Central: Michigan, Wisconzin, Illinois, Indiana, Chio.

Southern Mountain: West Virginie, Virginia, Kentucky, Tennessce.

Southeastern: HNorth Carolina, South Carolinas, Georgia, Florida, Alabama,
Mississippi,

Southwestern: Louisiana, Texas, Arkansas, Cklahoma.

Western Groin: Minnesota, North Dakota, South Dakota, Iowa, Nebrasks,
Missouri, Kansas.

Rocky Mountain: Montana, Idaho, Wyoming, Colorado, New Mexico, Arizona,
Utah, Nevada,

Pacific Coast: Washington, Oregon, California,
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Table 10 - Branches Ingside and Outside the City of Head QOffice
by Geographic Divisions, December 31, 1931

Number of branches

Number of Outside head | Outside
Gggf;‘zf?ic baxks with head Ic:lffica office city | county Total
branches cit but in same ] of head
y county office
New England g6 13 &2 Hi 236
Middle Atlantic 220 1,01 47 25 1,086
North Central 100 595 34 5 634
Southern Mountein 62 T4 34 30 138
Southenstern EF) Lo 2 160 232
Southwestern Al 3 5 99
Western Grain 51 8 60 7 i5
Rocky Mountain 8 - 11 17 28
Pacific Coast 5 261 _81 458 806
UNITED STATES 677 2,176 410 748 (3,334
Table 11 ~ Branch Baniking in Three States, New York, Michigan, and California
December 31, 1931
Number Humber of branches
Stat of banks In Outsids Loans and
ate with head office | head office | Total| lnvestments
branches city city (000 omitted)
New York 70 690 - 6901 $ s.og?.asu
Michigan 48 385 - 385 907,122
California _50 258 s43 gol| _ 2,279,813
Total 3 States 168 1,333 43 1,876 $11,300,259
Total all States 677 2,176 1,158 3,334 $18,336,761
Per cent of 3 States
to all States 24,8 61.2 46.9 56,2 £1.6

Distribution of Branches by Size of Town

Over 62 per cent of the branches in the United States are in towms of
On the other hand, only about 17 per cent of the
branches are in towns of 2,500 people or less.

over 100,000 population,

578 branches in towns of 2,500 population and less.

In other words, there are only
Chart 8 and Table 12 illus-

strate the extent to which branches are concentrated in the large cities.

About 39 per cent of the banks operating branches are in towns of over

100,000 population, but these banks have ovor 90 per cent of the loans end in-

vestments of all banks operating branches.,
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CHART 8
DISTRIBUTION OF BRANCHES
— BY SIZE OF TOWN ~ DEC. 31, 1931 inaen
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cording to the size of town in whioh they are situated
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Table 12 - Branches by Size of Town, December 31, 1931

In head Outside head Total
Population office city office city
of town Per cent Per cent Per cent
Number of total Mamber of total Number of total
Under 500 2 W1 189 16.3 191 5T
500 - 1,000 0 0.0 173 14,9 17 Re2
1,000 ~ 2,500 7 3 207 17.9 21 6.4
2,500 ~ 5,000 7 'ﬁ 134 11.6 141 4,2
5,000 - 10,000 9 . 107 9.2 116 3.5
10,000 - 25,000 27 1.2 91 7.9 118 345
25,000 - 50,000 63 2.9 L6 4,0 109 3.3
50,000 - 100,000 | 132 6.1 60 5.2 192 5.8
100,000 and over | 1,929 88,71 171 13.0 2,080 62,4
Total 2,176 100.0 1,158 | 100,0 3,334 100,0

Table 13 -~ Branch Systems by Size of Town of Head QOffice
December 31, 1931

Population Namber | Per cent Loans and Per cent
of of of investments of

town banks | total |(000 omitted) | total
Under 500 25 3.7 $ 13,480 el
500- - 1,000 41 6.1 21,584 .1
1,000 - 2,500 52 Te7 51,403 3
2,500 - 5,000 6l 9.0 107,492 .6
5,000 - 10,000 36 B5e3 79,571 it
10,000 - 25,000 56 8.3 183,905 1,0
25,000 - 50,000 62 9.2 392,796 2.1
50,000 - 100,000 19 11.6 875,625 4,8
100,000 and over| 265 39.1 16,610,905 99,6
Total 677 100.0 $18,336,761 100,0

The extent of the concentration of branches in cities is also
indicated in Table 1%, which gives the mumber of branches in the thirteen
largest cities of the country, i.e,, cities with & population of 500,000
or more each, Two of %thess cities, Chicago and St., louis, have no branches,

yet ths remaining eleven, in one of which, Milwaukes, further extension is
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not allowed.(l) have over ¥0 per cent of all branches in the country.

Table 14 - Number of Branch Systems and

? ?nches in the Thirteen
Largost Citiocs of the United States,\Z

December 31, 1931

P Hurber Loans and Number of | Number of
Cit opgla;ion of banks 1n:$2;$3?ts branches | branches | Total
v ' 93 ' with N toh b she within putside | branchos
census branches ?500 oggf:edg city city
New York City 6,930, uus 41 }1$ 7,079,025 A1 - 541
Chicago 3,376, gs - - - - -
Philadelphia 1 ,950,961 20 1,016,851 77 - i
Detroit 1,568,662 5 658,308 269 - 269
Los Angeles 1,233.0‘43 7 631,227(3)| 1us8(3) 70 218
Cleveland 900,429 3 694,376 88 21 109
St. Iouis 821,960 - - - - -
Baltimore 804, 874 9 255,084 56 2 58
Boston 781,188 10 171,322 55 - 55
Pittsburgh 669,817 2 164,162 g8 - g
San Francisco 634,394 g 1,476,572 93 o5 518
Milwaukee 578,249 2 161,930 ) - 5
Buffalo 573,076 3 377,052 76 —_ 16
Total 13 cities| 20,828,542 116 | $13,285,809(3)! 1,416(3) 518 1,934
Remainder U. 8§, |101,946,500 B61 5,050,952 760 blig 1,400
Total U. S. 122,775,042 677 | $18,336,761(3)| 2,176(3) 1,158 3,334

(2) ¢ities of 500,000 or more population.
(3) Exclusive of 79 branches belonging to banks outside of Los Angeles.

Classification of Bramches by Size of Bank ox Branch System

The majority of branches in existence are operated by large banks
as shown in Chart 9 and Table 15. Out of the total of 3,334 branches, 1,837,
or 55,1 per cent, belong to banks with $50,000,000 or mores of loans and in-
vestments. Moresover, the majority of large banks have branches, as shown
in Table 16, On June 30, 1930,70 out of the 101 banks with loans and in-

vestments of $50,000,000 and more were operating dranches,

(1) pecember 31, 1931, The law as later changed in 1932 appears to permit
a limited extension of branches,
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CHART 9

DISTRIBUTION OF BRANCHES BY SIZE OF

%&_ER | BANKS TO0 WHICH THEY BELONG - DEC. 31, 1931 J—
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Table 15 - Branch Systems Classifled by Size of Loans
and Investments, December 31, 1931

Ramber b P 1 | Ageregate | por cent
N Sizg §roupt ¢ of b:ﬁkg Nuﬁfer erogen iloan: an% of
Qans an nvestments wi nvestiments
' branches | branches | total |(poo omitted) | botval
Under $150,000 21 21 63 | § 2,376 .01
150,000 ~ 250,000 13 16 - U8 2,652 .01
250,000 - 500,000 Lhg 63 1,89 17,862 10
500,000 ~ 750,000 ua ug 1,47 22,%22 o 11}
750,000 - 1,000,000 % 62 1.8 80' 56 «20
1,000,000 -~ 2,000,000 1 102 .0 100,522 -
2,000,000 - 5,000,000 11 237 .11 2,148 2.1
5.000,000 - 10,000,000 10 227 81 2,512 4,05
10,000,000 - 50,000,000 157 720 21.60 3.Bu3,1as 18.23
50,000,000 and over _I0 1,877 hP.10 1%,673,483 74,57
Total 677 3,334 | 100.00 | $18,336,761 | 100,00
Table 16 - Ratio of Branch Systems to Active Banks
by Size of Loans and Investments, June 30, 193%0
Size group ¥umber of Fumber of Ratio of banks
all hanks banlcs operating branches
loans and investments in the ; ith b che tq all banl
Under 150,000 6 w12
g = 250,000 }g 8 .
250 000 -~ 500,000 49 9
500,000 - 50.000 2 362 T 1.7
750,000 - 1,000,000 ,552 22 1,
1,000,000 - 2 ooo 000 2,600 ﬁg ?.aﬂ
2,000,000 -~ 5,000,000 1,887 1 of
5,000,000 - 10, ooo 000 39 124 20,84
13,000,000 - 50,000,000 199 2 .8
50 000 000 and over 101
Total 22,866 (1) 750 3.28

1) classifying active banks by size groups, whenever individual
reports for June 30 were not obtainable, figures for the nearest
available date were used, PFor this reason the total differs
somewhat from figures published in the comptroller's report,

e eIUhE WowRoull §.%Y BN0 Qumoer o drancnes, O the twenty-Ifive largesty vanks —
in the country, four have no branches, and four have only two branches each,

one of these four being the third largest benk in the country., The fifth
largest bank has no branches at all, The majority of these banks were large
before they acquired branches, and their branches are responsible for only

& portion of their subsoquont growth, It has rather been through consolida~
tion that they have grown, consolidation having been more extensive qnd

having affected more banks than branch operation. Only in certain States

and under certain circumstances hss branch banking been able to follow con-
solidation,
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At the same time, the twenty-five largest banks listed in Table

17, by no meane include all the largest branch systems, for the following

named banks, though smaller in size than the twenty-five named, have more
branches than the msjority of them have:

Bank

=)
Bank of America, ;Sﬁiigégiéé°°

California Bank, Los Angeles
Guardian National Bank of Commerce, Detroit

Citizens National Trust & Savings Bank, Los Angeles

Public National Bank & Trust Co., New York City
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Loans and
inpvestments

$49, 842,000
78,827,000
152,987,000
92,535,000
82,458,000

Yumber of

branches

2
2
33

Table 17 - Twenty-five Largest Banks in the United States
and their Branches, December 31, 1331

Loans and Yamber
Name investments of

(000 omitted) | branches

Chase National Bank, New York $ 1,397,7H Ly
Netional City Bank, New York 1,054,230 79
Guaranty Trust Co., New York 1,025,828 2
Benk of America N, T. & S. 4,, San Francisco 785,202 3hl
Continental Illinois Bk, & Tr, Co., Chicago 157,265 -
Central Hanover Bank & Tr. Co., New York 538,840 15
Bankers Trust Co., New York 458,766 2
First Wayne Natlonal Bank, Detroit U5, 068 179
First National Bank, New York 450,359 -
Security-First Nat'l Bank, Los Angeles Lhi 575 125
Irving Trust Company, New York 425,281 27
First National Bank, Chicago hoz.usg -
First National Bank, Boston 357,02 22
Bank of Manhattan Trust Cos, New York 301,872 19

Chemical Bank and Trust Co., New York 290,121 1

Mamafacturers' Trust Co., New Tork 259,162 5
Cleveland Trust Co., Cleveland 240,206 57
FPhiladelphia National Bank, Philadelphia 229,8 6 2
New York Trust Co., New Yorlk 229,097 2
Union Trust Co., Cleveland 222,014 22
Penn, Co, for Insurance orn Lives, etc,, Phils, 204,297 12
Corn Exchange Bank Trust Co., New York 202,9 11
American Trust Co., San Francisco 202,239 93
¥arine Trust Company, Buffalo 198,082 25
Mellon ¥ational Bank, Pittsbturgh 198,063 -
Total twenty-five largest banks $11,330,178 1,279

) zg.s¢4 521
All other banks in Unitsd States 28,231,146 2,055
11y b9
All banks in United States $39,907 3,334

Federal Reserve Bank of St. Louis
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Table 18 shows a claspification of branch systems by the number of

branches per system.

There are 355 banks with one branch each and at the

other extreme one baniz with 34l branches.

with more than 30 branches each.,

about a sixth of all the branches in the couatry,

110 banks with two branches each the average size is about $27,000,000.

banks with one and two branches obviously include some very large banks,

The average size of the 355 banks

with one branch each is about $5,500,000 of loans and investments, and of the

The

More~

over, these banks with one or iwo branches account for only 575 branches, or

There are only 17 syatems

Table 18 - Number of Branch Systems (lassified by Number of Branches

in Bach System, December 31, 1931

Number of ¥amber of
branches banks with
_Pper bank branches
1 355
2 110
. | g
5 %
6 10
i i
8 7
5 i
10 5
11-15 23
16-20 9
21-30 7
3 1
3 1
35 1
E?L i
2
mly 2
57 1
63 1
71 1
19 2
93 1
125 1
173 1
34 1
Total 677

Ageregate
mugber of

__branches

Agcregate loans
and invesiments
(000 omitted)

355

22
ik
60

108

158

93
125

179

3,334

$ 1,952,845
2,948,9
972,2

gLk,
65,00
397,170
128,002
376,4
226,659
257,529
1,950,565
535,358
1,235,310
82,458
92,535
198,082
152,987
1,421,613
337,989
2lo, 206
49,842
202,948
1,356,102
202,239
4l 575
45k, 668

{85,222
$18,336,761
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In Table 19 the distribution of the 677 banks with branches is
shown according to the number of towns in which the various branch offices
of such banks are situated. More than balf tho banks with branches, or 381
out of 677, have all their branches in the same city or town as the head ofe
fice, and 184 operate in only two towns. Only one bank in the country has
offices in more than 100 towms.

Tabls 19 - Branch Systems Claszified by Number of Towns

in Which Offices Are Situated
December 31, 1931

Number of towns Funber
in which offices of
are situated banln
3 381
2 184
ﬁ j
2
5 9
6 5
[ 3
8 2
9 2
10 3
12 3
1 3
1 1
16 1
18 1
2l 1
34 1
Lo 1
Lg 1
63 1
172 _1
Total 677
Summary

The salient descriptive facts about branch banking in the United

States may be summarized as follows:
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1. 3Brench banking, which was fairly common before the Civil War,
disappeared almost entirely soon after the passage of the Natlonal Bank Act,
and the present development may be said to have begun about 1300.

2. State banks are responsible for most of the growth of branches,

3. & few States permit state-wide branch banking, but outside of
these States branches are confined by prohibitions and restrictions chiefly
to certain large cities,

4, Branches in California, ¥ew York City, snd Detroit constitute
over 56 per .cent of all branches in the country,

5« Branches constitute less than 18 per cent of ths total mumber
of banking offices in the country, and banks with dbranches constitute less
than U4 per cent of the total number of banks,

6. Most branches are in large cities and belong to large barks,
but there is no close relationship between the sizé of banks and the mumber
of their branches,

7o The majority of banks with branches have only one branch; the
majority of them also have all their branches, whether one or more, in the

same town as their hend office.
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CHAPTER II

BRANGH BANKING BEFORE THE CIVIL WAR

The status of branch banking in the United States is in striking con-
trast to the situation in Canada, England, and other important countries where
commercial banking is done chiefly by a small number of large branch systems.
The reasons for the predominance of unit banks in this country and the motives
back of the persistent opposition to branch banking can be adequately presented
only by a2 historical survey of the branch movement and the controversy which hasg

centered arcound that movement.

Early Branch Bankine in New York and New England

In the last decade of the eighteenth century and the earlier years of
the nineteenth century it was not uncommon for banks in New York and New England
to have branches. All incorporated banks in those States at that {ime were
created by special charter and the number and location of their branches was
stipulated therein, 4 bank seldom had more than one branch, and two or three
appear to have been the maximum, There was apparently an irresistible tendency,
however, for branches to become independent, and by the end of the first twenty-
five or thirty years of the century nearly all bdbranches in these States had dis~
appeared. The Manhattan Company had at one time banking offices at Utica and
Poughkeepsie, but they were discontinued in 1819 in compliance with the follow-
ing resolution of the campany's airectors:(l)

"hereas the inducements which led to the establishment of the

two offices of the company at Utica and Poughkeepsie no longer exist,
in congequence of the multiplication of banks in the interior of the

state, and the depreciation of the paper of the said banks, which
have destroyed the usefulness of the said offices, be it therefore

"Rosolved, That the offices of the Company at Utica and Pough-
keepsic he withdrawn.!

In a list of banks in the United States in the Bankers' Magagine of 1848(2) no

(1) Platt, Poughkoepsie's First Bank, Yearbook, Dutchess County Historical
1S%I, Vol. 1

Society, 6, P. 59-
(2) Bankors' Magazine, 1848, Vol. II, pp. 774, 776.
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branches are reported for any of the New England States, and only two are re—
ported for New York (the branch of the Bank of Utica in Canandaigua, and the
branch of the Ontario Bank of Canandaigua in Utica). In the report of the bank
commisgioner of Comnecticut, April, 18h9, two branches were mentioned as in ex-

istence in the State, though no particulars are given as to thelr ownership or

location.

In Massachusetts, Connecticut, and Fhods Island, on the other hand,
a practice is recorded which, though apparently never called branch banking,
bears a certain resemblance to it. This was a custom that arose among country
banks, apparently in the 1850's, of sending officers to metropolitan centers for
the discount of paper offercd there. It is described as follows:(l)

"Massaclusetts Banks.—-The Bank Commissioners of this State
have lately issued an order, which will probably have an important
bearing on the business of some of the banks. Within four or five
years past, charters have been granted for several banks to be lo-
cated in towns in the vicinity of Boston. 7The local business of
these suburban towns has not been sufficient to give these banks a
ran of custom of enough profit to answer their desires. To extend
their businoss, some of them have adopted an illegal course in or-
der to obiain customers. Instecad of confining their negotiations
and business to the town in which they are situated, as provided
in the Revised Statutes, offices have been opened in or near State
stroet, and at stated hours the cashiers have bsen in attendance
to receive deposits, pay checks, discount notes, and indeed %o do
all the business eof the bank-~-a2 Teller being left at home to per-
form what local work is to be done. To such an extent has this
been carried, that in the case of two or three banks, the business
done in the city has been greater than that performed at home.

"For ycars a few banks, situated remote from State street,
have been allowed to perform a very limited amount of business
away from their banking houses, to accommodate customers, and so
long as the imnovation was keopt within proper bounds, and was
not made a regular business, no complaint wes made. Taking ad-
vantage of this leniency, two or three banlks have carried the mat-
ter to extremes, and have so conducted fheir affairs that the Bank
Commissioners last week isgsued a positive prohibitory order that
nto banlr should do any business exceopt at tﬁe banking house, and
threatening an injunction on one or two banks which were disposed
not to yield, Those who have only done a limited amount are not
much affccted, while others suffer. In the end, however, the re~
gult will be most beneficial, and will conduce both to the interests
of the banks and their customers also.!

(1) 1pid., 1853, Vol. VIII (N.5. III), p. 437,
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The Banking Commissioners of Massachusetts had already included
In their report of the year befors an admonition against this practice.(1)
¥, ..ssBanking institutions have a locality to which their opere-
tions are designed to be confined. It is a perversion of such

design, if the officers are sent into the money merkst in other
places in pursuit of paper vhich, under the form of exchange,

will give a higher rate of interest than if would be prudent for
them %0 exact of the business community in their own neighborhood;
it is an interference with the rights and interests of other banks,
and the practice is frequently attended with loss on account of
ignorance of the true character of the paper. The increased facil-
ities of coomunication have a tendency to concentrate business in
the motropolis. Managers of banks in the country, established for
local convenlence, should be at all times aware that to discount
paper, receive checks, and exchange their bills through an agency
in the city, is an infringement upon the foregoing statute.®

The Comuissioners added that their remarks applied particularly
"to the operation of banks within the Commonwealih,” tut they proceeded
to condemn operations made outside the State. "Paper thus inconsiderate-~
1y talen, is frequently not pald at maturity; renowsls are sulmittted
to; the object originally socught is defeated:; and serious losses close
the operation.”™ PFurtheimore, as to the circulation oxtended by these
foreign loans and discounts they said,¥..it is not to be concealed that
Massachusetts can have no desire to establish banks to furnish a currency
for other states, especially if the policy has a tendency to weaken its
omn. (2}

The seme difficultiss arose in Comnecticut and Fhode Island and
those States also took steps to keep the banks from going away from home
for 'business.(fﬁ}__ The problem was apparently not unlnown elsevhere as
well; the Ohio Life and Trust Company, a Cincinnati baml, maintained a

large and prominent agency in New York till its failure in 18%57. The

(1)Massacmsetts Bank Conmiss:.oner'a Report, 1852, p. §.
(2)Ibid.’ ls 3. P- 90
(3Ypewey, State Banking Before the Civil War, p. 141.
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movement, however, attrected most attention in New England. Its charace
teristic feature was an invasion of the metropolitan centers by country
banks in pursuit of discounts and investments. The offlces established
in the centers were not called branches and the practice seems to have
grown up long after what had been previously known as branch banking

had disappeared.

—— ———— A — ErTE—— ity  w—al—r—

The earliest banking systems comprising mamercus branches in
this country were those set up by the Federal Govermment, A fow branches
were operated earlier by State banks with ome or itwo branches each, but
none of these approached in exteant the branch systems of the First and
Second Banks of tho United States.

The First Benk of tho United States was organized in 1792 end
evontually had nine offices in as many cities, including its head office
in Philadelphia. The provision that it should hawve branches was at first
disapproved by Alexendor Hamilton, then Secretary of the Treasury, be—
cause he doubted Wtho practicabllity of a =afe and orderly administrar
tion® of thems, In his report to Congress on the project for a "national
bank," Decomber 14, 1790, he said:(1)

Whe situation of tho United States naturally inspires
a wish that the fom of the institution could admit of a
plurality of branches. But various consideraticns discour~
ago from pursuing this idea. Tho complexity of such a plan
would be apt to inspire doubts, which might deter from adven~
turing in it. And the practicability of a safe and ordsrly
administration, though not to bo abandoned as desperato, can-
not bo made so manifost in perspoctive, as to promlse tho re-
moval of those doubts, or to justify tho Govormment in adopt-
ing the idea as an original experiment. The most that would

(1)018.1']:5, legislative and Documentery History of ithe Bank of the United
States, pp. 28, 29,
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geom advisable, on this point, is to insert a provision which
may load to it hercafier, if oxperioence shall more clearly
demonstrate its utility, and satisfy those who may have the
direction, that it may be adoptod with safety, It is cortain
that it would have somo advantages, both peculiar and impor-
tant, DBesidos more genoral accommodation, it would lesson the
danger of a run upon tho benk,

f1The aréwmont aga.inst it is, that each branch mmst be

undor a distinct, though subordinate direction, to which a
considerabic latitude of discrotion must of necessiiy dbec onw
trusted. And as the property of the whole institution would
be liable for tho engagements of each part, that and its
credit would bo at stako, upon the prudonco of the directors
of every part. The mismenagoment of cither branch might
hazard serious disorder in the wholo.”

Novertheless, the directors of tho Bank proceeded to establish
branches at ohce, and Hemillton oxprossed his porsonal disepproval of the
action in 2 private letter in Novembery 1791, in which he said that "the
whole affair of Branches was bogun, contimued, and onded, not only with-
out my participation, but sgainet my judemont."(1) No difficulties of
any nonent appoar to have ariscen over the branches, however, and Hamil-
ton's doubt of thoir advisability disappearod. Thoe bank contimued in
oxistence twenty yoars, but largely becauso of opposition on the part of
the Statos to a corporation with Federal powers, its charter, which then
explred, was not ronewed. The opposition to the Bank was not based on
the fact that it had branches.

The Second Bank of the Unitod States was chartered in 1816, It
had at the maximum about twenty-nine officos and agenclos,(2) including
tho Philadolphia headquarters. These extended from Mobile, New Orleans,
Natchez, and St. Louis, in the South and West, to Burlingion and Port-

land, in the Northoast and to Charlesion and Savamnsh, in the Southeast.

(1)Homilton, Works, 1851, Vol. V, p. 486,
(2)Catte:6can, Second Bank of tho United States, tablo and map opposite
p- 370.
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There was & branch in practically every important city within the ex-
isting settled area of the United States. Ehe-gxperience with—thece
basnehos indicated that Hamilton's apprehensions in 1791 had not been
unjustified, for the branches got out of hand and nearly wrecked the

Banlk,
Both Cheves and Biddle, successive presidents of the Bank,

Yhe Oranches
complained of the difficulty of holding ¥hem in check. The seriousness
of this difficulty is made apparent by two congiderations: first, the
relative smount of business transacted by the offices, and second, the
great distances between branches and hesdgquarters. The following table
shows the distribution of the Bank's business as measured by the loans

held by the various offices in the year 1825: ()

New York $4,895,000 16.2%
Baltimore 4,031,000 13.
Philadelphia 3,723,000 12.6
New Orleans 2,455,000 8.3
Charleston 2,428,000 8.2
Boston 1,790,000 §.0
Cincinnati 1,329,000 u.a
Washington 1,29%,000 b,
Richmond" 1,226,000 4,1
Louisville 1,069,000 3.6
Lexington 1,002,000 3.4
Pittshurgh 730,000 2.3
Norfolk 696,000 2.
Savennsh 626,000 2.1
Middletown and Hartford 36,000 1.8
Payetteville 7,000 1.5
Chillicothe 0,000 1.5
Providence ,000 1,5
Portsmouth 437,000 1.5
Total $29,614,000  100,046T>

The hegd office at Philadelphia at this time stood third in point of
size. The three largest offices together had more than 42 per cent of
the business, New Orleans, the most remote, was the fourth in size,

but in a few years it moved up and becams the largest office in the

(1) The Second United States Bamk, National Monetary Commission,
Yol, IV., pe 200,
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whole system, Branches of such relative size were naturally inclined to
indspendence of action.

This was the more sorious In view of the great territory covered
by the Second Bank and the means of communication and transportation then
available, It took weeks to commnicabte between New Orleans, the largest
office, and Philadelphia, the head office. To a less degree, the same
difficulties of communicatlon, and consequently of control, held as be-
tween other offices. It would be impossidble to find centers in the
United States at the present time as remote from one enother in an
operating sense as were the cities in which, a hundred years ago, the
branches of the Becond Bank were sltuated.

The loose control of the branches is emphasized by historians,
Catterall, in his exhsustive history of the Benk, says in his eriticism
of the branch organizetions(l)

®The defects of the system were, however, great

and perilous. In the last analysis all resolved them-
selves into a failure to exercise an adequate control
over the offlices.!

Professor Davis R. Dewey, in his monograph on the Second Bank
published in the report of the National Monetary Commission, says that
The losses dne to the branches in proportion to their capital were ten
times greater than that of the mother bank"; and that “Although by its
fundaemental regulations the bank apparently had the power to supervise
and restrict the branches in their operations, it did not effectually

exercise this right during its early menagement,"(2)

(1)catterall, Second Bamk of the United States, p. 402.

(a)Deway, The Socond United Stetes Bank, Naetional Monetary Conmission,
Vol..IV, Pbe 190,201
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This inadequacy of control, however, since it meant, among other
things, that the branches made local extenslons of credit beyond the
limits prescribed for them by the Fhiladelphia office, was not the kind
of thing that would arcuse public hostility. The real grounds of opposi~
tion to the Bank were complex; they involved a variety of political, eco-
nomic, and social considerations. Politically the opposition hinged prin-
cipally on the question whether 1t was constitutional for a Federal corpo-
ration to operate within the territory of a State without the latier's
consent., This issue would not have arisen, to be sure, if the bank had
had no branches,(]') but nevertheless it did not touch on the merits of
brench banking under circumstances where no conflict of Federal and Stale
sovereignty was involved.(a) The opposition was intensified econcmically
by the competition which the Bank!s branches offered to the banks char—
tered by the States. Finally on social grounds there was opposition %o
the Bank simply because of its size. Indlvidual enterprise was the
ideal, and institutions of great size were considered undemocratic and
monopolistic. Since branches coniribute to size, this opposition to what
Jackson called the "mammoth" might be held to imply opposition to branch
banking even though no explicit charges against branch banking on those

e ver ol
grounds were made. In view of his silenco on the subject it wmey be

(oattorall, Second Bank of the United States, p. 376

(2)9nis was .alsc evident in the case of the attempt in 1841 to organize a
third Bank, the "Piscal Banlk," for then the issue hinged distinctly on
the right of Congress to authorize branches in disregard of State laws,
The bill incorporating the bank affirmed the right to do so. It was
votoed by President Tyler, who emphasized in his mossage his opposi~
tion "To any bank created by Congress with the power to establish
branches in the States indopendoently of their consent." (Quoted from
Sumner, History of Bankings, Vol. I, pp. 348, 349, See also Knox,
History of Banking, p. 89.)
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inforred that branch banking was not a very important aspect of the lasue,
Certainly it would be rash to construe that silence as approval of what
we Jnow as branch banking, end it would appear equally unsound in the
face of it to construc the opposition to tho Bank as opposition to what
we Mnow as branch banking. How general the grounds of opposition were
may be indicated by the following remark of Andrew Jackson in a leotter he
wrote to Bidd.le:(l)
"I do not disiilke your Bank any more than all banks.
But ever since I read the history of the South Sea btubble 1
have boon afraid of banks,.™
Rencwal of the Bank!s chaxrter, which ran for twenty years, was
vetoed by Jackson, and the Bank discontimed as a Federal corporation. In
expectation of having to liquidate, it had sold the majority of its
branches. It changed its plans however, and in 1836 procured a charter
from the State of Pennsylvania, under which it continued to operate for
agbout five more years and then failed. At the time of failure it had
felght agencies oubside of Pemnsylvania and three offices in that State."(2)
Failure vas due to bad loans and investments. According to Knox, "It
soened impossible for the managers to say no to o.nyone."(3)
"In 1840 it was found that the assets of the institution
consisted chlefly of zll kinds of lnternal improvement, and bank
and State stocks and bonds. There was hardly an enterprise, good,
bad or indifferent in the United States that was not represented
in the list. M '
It appears therefore that the Bgnk in these years exemplified

the complete opposite of those policies of credit restriction and denial

(1)catterall, The Second Bauk of tho United States, p, 184,
(Q)Smner, History of Banking, p. 3U2.
(3)gnox, History of Banking, pp. 77, 78
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of enterprise that are most frequently alleged as the evils of branch
banking. Nevertheless all the notes and deposits of the Bank were ulti~
mately peid in full, principal and interest., ()

Aside from the political opposition perhaps the principal
caugse for the lack of success of the Bark lay in the fact that with the
imperfect means of transportation and communication then available it

was impossible to exercise proampt conirol over the branches.

State Bank Branch §y3tems(2)

That branches per se were not the object of disapproval is
apparent not only from contemporary discussion, but from the fact that
a large proportion of the States, especially in the South and West,
where opposition to the Second Bank had been most bitter, contimied to
emthorize dbranches for thelr own banks both before and after the end of
the Second Bank in 1837. Four of these branch organizations were out-
standing--the State Banks of Indiana, Missouri, Ohioc, and Iowe.

The State Bank of Indiana, one of the most succesgful banks in
Americen history, was esteblished in 1834 towards the end of the life of
the Second Bank of the United States. In the words of Hugh McCulloch,
the State Bank!s president, and later the first Comptroller of the Cur-
rency, the State Bank of Indiana, "...was not, liks the Bank of the

United States, a bank with branches, but rather a bank of branches, It

(L) 1bideyp. 79

(2)he chief references for the following discussion are McCulloch, Men
and Measures of Half a Century; Esarey, State Banking in Indiana,
1814-1873; K 873 Enox, Hiatogz of Banking: Sumner, ] History of Mﬁ
Cable, Bank of the State of Missouri; Preaton, Histo_:;z of Banking in
Iowa; ﬂh,ite, “Mon ney and and Ben king: and State laws.
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was a bank in this respect only: it had a president, a cashier, and 2
board of directors, but as a bank it transacted no banking business.n(1)
All benking was done at the offices. "It was a board of contrel, and -
its amthority over the branches was arbitrary, almost unlimited.' It
was not a corporate entity which issued shares, dut merely a supervisory
suthority. All stock was issued by the individual branches.

Another great difference bhetween the State Bank of Indiana and
the Second Bank of the United States lay in the area covered, for the
thirteen b ranches of the Indiana bank wore all within the one State. Even
at that McCulloch, whon he was manager at Fort Wayno, was "three good
dags' ride from Indianepolis" by horseback, which for fifteen years hs
had to malke periodically to attend the managers? meetings. The Indiana
bank was o monopgly for aboul twoniy years, with the State a stockholder.
It cortimmed in business from 1834 to 1857, when its chartor axpired. It
vas then succeesded by a new corporation, the Benk of tho State of Indiamna,
with the same management 1n general but with increased authorized capital
and. cortain other corporate changes. It had twonty branches instead of
thirteen, this incrcasc being emthorized by tho legislaturc., It had no
moncpoly, however, and othor banks were permitted. It continued operations
until shortly after the passage of the National Bank Act, whon it liqui-~
dated, and most of its branches procured charters as individual national
banks. The record of the organization for tho nearly thirty years of its
existonco was highly successful; 1t was profitable to its owners and

there wore no lossos to the public through its operations.

(1)Mc0ulloch, Men and Measures of Half a Qentury, p. 117.

i e W e
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Tho second prominont branch system was the Bonk of the Stato of
Missouri, chartered in 1837, with flve branches and a camplete monopoly.
It was so conservatively managed that its notes came to circulate at a
premium over gold, even as far avay as in California, This very virtue |
led to an insufficlency of its notes for local business, which was filled
hy an 1nf1u:x.of inferior issues from other States. In consequence there
was pressure on the bank to issue its notes more freely, and by 1859 it
had been authorized to incresse the nmumber of branches to tem. It had lost
its monopoly within the State, however, for seven new banks were chartered,
each of which ™must have at least two branches.” Its organization gppears
to have been more closely unified than that of the State Bank of Indiana,
end therefore more like a present day branch system, The Bank of the
State of Missouri continuad until 1866, when it liquidated,

The third prominent "branch! organizetion set up between the end
of the Second Bank of the Unlted States and the passage of the National
Bank Act was the State Bank of Ohio, vhich was authorized in 1845, In
1863 it had 36 branches., Opposition to the Second Bank of the United
States had been especially bitter in Ohio, It was one of the States that
attempted to tax the Bank's branches out of existence, and the branch at
Chillicothe had been raided by State aumthorities, who entered the vault
forcibly and took the money they claimed due as taxes, Yet Ohioc set up
& system with more "branches" than any other State., The branches as a
whole individually organized constituted the bank, which was administered
by a board of control. Its organization was therefore similar to that of

the State Bank of Indiana, which at the time was about eleven years old,
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The State Bank of Ohio was not a complete monopoly however. The mumber
of banks in the State was limited, branches being counted as banks. The
State Bank continued in operation till after the passaege of the National
Bonk Act, when some, if not most of its branches, became individual
national banks., lts career was successful and there were no losses to
the public through its operations,

In 1857, heowever, its strength was severely tested by the
failure of the Ohio Iife and Trust Company, a Cincinnatl bank whose ex-
perience is pertiment to thie discussion since it maintained a branch or
egency in New York City. Its fallure was due to the irregmlarities of
its New York agent, who speculated with its funds and ruined the bank,
notwithstanding its head office iransactions had been managed with probity
and consarvatism. Its esperience illustrated, as did that of the Second
Benk of the United States, the difficulty of maintalining adequate control
of remote offices. The State Bank of Ohio, on the other hand, like the
State Bank of Indiane, extended its branches within a comparatively small
area.

The fourth branch organization in this same class was the State
Bank of Iowa, which was organized in 1858, At that time the State Bank
of Indiana and its successor had been in existence twenty~four years:
the Bank of the State of Missouri, twenty-one years; and the Stats Bank
of Ohio, thirteern years. The organizers of the State Bank of Iown there-
fore had the advantage of thres successful and experisnced organizations
fo use as patterns.

For several years prior to this, banking had been s penal offense
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in Iowa, prohibited by the State comstitution.(1) When this situation
became admittedly unsatisfactory, and the project for a bank came %o be
considered, the comparative merits of branch banking as practiced in
Indiana, Missouri, and Chioc were weighed against the merits of "free banke
ing" ag developed in New York, The result was that branch banking was
adopted in a form closely resembling that of the State Bank of Indians.(2)
The branches, of which thirty were authorized, were managed by a board of
control which was purely an administrative body and performed no banlking
functions itself. The only s¥ockholders were the stockholders of the ine
dividual branches, The Governor of the State, Ralph P. Iowe, in his mes-
sage to the legislature in 1860, said that there were 12 branches .4f $he
State Bank then in existence, and that it was expected that 8 more  would
be established shortly. He wemt on:(3)
"If these branches have not accomplished all that the public

have expected of them, it is gratifying, at least, %o lmow that

they have done & cautious and safe business, commanding the con-

fidence of the people, whilst they have in no small degres subserved

the interest of the commnity at large in relieving ths wants of

its business men."
The maximum number of branches actually established appears to have boen
fiftecn. The bank had been in business five years, when the National
Bank Act went into effect, and within two or three years more, some if
not all of its branches converted to Federsl charter as individual national

banks. Its operations, like those of the three other State banks after

(1)1n Texas (1845) and Arkensas (1846) also banking was prohibited by the
State constitution. A similar prohibition in Illinois failed of en-
actment by one vote. These prohibitions did not affect private banks.
In Virginia, however, private banks were prohibited in 1816 in favor of
incorporated banks,

(a)Iowa. adopted a free banking lew at the same time it authorized its
State Bank, but the law was never put into effect.

(3)pankers Magazine, March, 1860, p. 7U3.
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which it was patterned, were very successful and were conducted without
loss to the public.

These organizations support the view that there was in the West
no opposition to branches as such but they were,as a matier of fact quite
u_.nliks modern branch systems execpt in the case of the Bank of Missouri,
Although they differed from one snother in detail, it was in general typ-
ical of them that sach branch was locally organized, had its own capital,
its own stockholders, made its own earnings, and paid (with the permis—
sion of the board of contrel) its own dividends. The Ohio law declared
that "The board of control,...shall be a body corporate,...and by the
name of the State Bank of Ohio,¥ though it had no banking powers but only
supervisory powers. 4 "banking company® might operate either as 'a branch
of the State Bank" or as an independont bank, The board of control was
chosen partly by the "branches™ and partly by the State. Substantially
the same was true in Indlana and Iowa. The States subscribed part of the
capital of their Statc Banks--i.e., part of the capital of the individual
branches---and” the institution was partly a State govermment enterprise
and partly a private enterprise. Obviously these "branches®" and the
"State Banks" to which thoy bolonged have little counterpert in modemrn
branch benking, whore the branches are merely mltiple offices of one un~
divided entity, owned by private capital. Nor are they like modern group
banking, where the individual banks ere owned in whols or in part by a
purely private corporation. On the other hand, these branch syastems of
the State Banks of Indiana, Ohic, and Iowa bear close resemblance, in

structure, to the Federal Reserve System, which includes the reserve

http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



Digitized for FRASER

- .

banks, organized, 1ike the branches of the old State Benks, with their
own capitel and their own stockholders, and also the Reserve Board, &
supervisory body 1ike State Banke! boards of control, and likeﬁgl with-
out stock or stockholders. The boards of control, liks the Federal
Reserve Board, did no banking, dbut merely supervised the operations of
the branches, If the Federal Reserve System were lmown as "the Federal
Resorve Bank" and the twelve reserve banks wore known as dbranches, the
essential analogy would bo obvious. The fufgtions of the old State
Banks, however, were quite different from those of our reserve banks;
their doalings were dircct with the public, and they were cngaged in com-
morcial banking, not in reserve banking.

It should also be mentioned that several other States~-Illinois,
Rentucky, Tennessee, Dolaware, Vermoni, for instance, and possib]’.j Michi~
gan—~hagd branch systems similar In e vay to those described. That is,
they wore corporations in which the State itself was froquently interostoed,
and they were partial or complete monopolies. They do not appear to have
beon so successful or so extensive, however, as the branch systems of

Indiana, Missouri, Ohio, and Iowa.

Branches in the Scouthorn Siates:
Besides the branch systems that have boen describod, there were

others, mainly in tho Southern States, that in structurc more mearly re-
scmblod modern branch organizationse Tho branches had no independence,
and though capltal might be assigned to them, they were nevertheless
merely offices of one single corporation. The difference is usually

apparent in the name—~the institutions that have been described having a
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name like "State Bank of Indiana® to conncte 1ita efficial character,
vhile thess others would have names like "Farmers! Bank" or "Merchantga’
Bank" comnoting their private character, This, however, was not an in-
variable distinctlon. Some States ha.d branch systems of both sorts, but
it was in the South that branches of the more modern type were chiefly
found, This is spparont fasm-the-table—ob-Page——oi-tho-dppendis.

No certain answer can be made as to why branch banking of the
modern type should have been comparatively common in the South, while it
was practically non~oxistent in the North, though it appears that in the
South the first branches were established in conscious emulation of
Scottish banking, vhich, as described by Adem Smith, seems to have made
considerable impression there.(l) Their persistence may simply have to
be taken as one of the examples of sconomlc differentintion between the
North and the South., None of the Southern banks had very many branches,
however, There were more branches in Virginia, which at that time in-
cluded West Virginia, than anywhere else in the South. The Farmers Banik
of Virginia, with twelve branches, appears to have been the largest branch
organization in the country at that time if we exclude the systems in the
four Westorn States as outlined above, Virginia banks had a high reputa~
tion before the Civil War, and there is no recoerd of failure or of currency
depreciation in the case of any of them,{2)

Branches were also mumerous in North Carelina, Kentucky, and

Tennessee. Delaware should be mentiomed alsc, be§ause the Farmors! Bank

(1)Bryan, History of Banking in Maryland, 1899, p. 14; and Starnes,
Sixty Years of Branch Banking in Virginia, pp. 27, 28.

(2Ygnox, History of Banking, p. 532; and Starnes, Sixty Years of Branch
Banking in Virginla, p. 129
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of that State is apparently the only one of the old ante~bellum banks
with branches surviving to the present in its original form. It was
chartered in 1807, and is still operating in three different cities three
of its four original offic‘_es.

The history of banits in the West and South prior to the Civil
War indicates that branches were taken as a matter of course, No record
has been found of contemporary dissatisfaction with them. Some banks
had more successful careers than others, but branches appear $o have had
little or nothing to do with that fact. Most banks with branches were
created by special charter, which stipulated the operation of branches
at designsted points. In Mississippl the Union Bank, chartered in 1838,
was criticized dy the legislature for not esteblishing the branches
authorized.(l-) The purpcse of branches in all these cases was evidenily
to makp adequate banking facilities accessible throughout the State, with-
out, however, creating more banks than could be waiched and controlled.

The Civil Wer destroyed most of the banks in the South, and the
larger ones set up-after the war were national banks, since they alone had
the power of note issue. Branch banking, therefore, became almost neg-
ligible in the South from the time of the Civil War t1ill after 1900. Dur—
ing this period, however, there appears to have been nothing in the laws

to prevent the esteblishment of branches by State banks.

(1)Dewey, State Banlking Before the Civll War, p. 139.
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CHAPTER 111

BRANCH BANKING AND TEE NATIOHAL BANK ACT

When the national banking system was established in 1863, the inten-
tion and expectation was that it would supersede State banks, There were two
primary reasons for the establishment of the national banking system. The first
was that the Govermment, then engaged in the Civil War, needed a better marke$
for its bonds and better insirumentalities for its fiscel operations in general.
The second was that the country as well as the Government required a uniform
and sound currency.

That the attainment of this end involved the displacement of State
banks was due to the importance of the note issue function. Some banks at that
time had no deposits at all, but were banks of circulation only. In the Eastern
centers there were banks which were primarily banks of deposit, but taking the
country as a whole they were the exception., The view then prevailing was ex—
pressed in the following words which Daniel Webgter addressed to the Supreme
Court in 1839:(1)

"What ig that, then, without which any institution is not a

bank and with which it is & bank? 1I% is a power to issue promis-
sory notes with a view to their circulation as monsy."

From 1834 to 1844 the circulation of the banks in the country, not
counting the Second Bank of the United States, was every year greater than their
deposits.(g) In 1844 deposits were higher, but in 18U45 circulation regained the
lead and with the exception of 1853 held it till 185h. Since that time denosits
have always exceeded circulation, To trace the further decline in the relative

importance of circulation since that time is unnecessary; it is sufficient to

point out that at the present time bank deposits are nearly seventy times as
large as bank circulation, and that the total deposits of all banks in the coun-

try are over ten times the total money in circulation.(3) The majority of banlks

(1) Webster, Bank of the U. S. vs. Primrose, Works, edition of 1851, Vol. VI,

Y 127 . .
(2) jhnual Report of the Comptroller of the furrency, 1920, Vol. II, p. 847.
(3} June 30, 1931.
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today do not possess or exercise the privilege of isgue at all, and hawve not for
forty years or more, while with those which do exercise it, it has become a
function of comparatively slight moment. At present the chief and essential
function of banks is discount and deposit, Up to a short time before the Civil
War it was discount and issue.

Accordingly the rezl purpose in sunergeding State banks was to super-
sede their igsues, upon which the couniry had depended for its paper currency
until that time. It was a currency without uniformity, without lknown worth, and
in many instances without any worth. The currency of national banks was uniform,
and its redemption was guaranteed by the Federal Government.

I% was not the expectation however that the existing banks would be
replaced by entirely new organizations., The intention was that the banks would
surrender their State charters and take out national charters instead. Appar-
ently it was thought that the advantages which the banks would derive from being
under national charter and haviag their note issues redeemed by the Govermment
would alone compel them to convert., It was soon found however that those advan-
tages were insufficient, or at any rate that they did not induce bamks %o enter
the national system fast enough fto assist the Govermment in its emergency. A
tax of 10 per cent was therefore levied upon all State bank notes paid out by

any bank. In introducing the tax measure Senator Sherman said:(l)

"he national banks were intended to superseds the State
banrs, DBoth cannot exist together; . . .

"If tihe State baris uave power enougl in Congress to pro-
long tineir existence beyond the present year, we had better
suspend the organization of national banlks,"

The tax put an immediate end to State bank issues., It also put an

end to State banks tiuemselveg--gxcept those few waich aad developed & deposit

(1) Congressional Globe, 3%8ta Congress, 2d Session, February 27, 1865, p, 1139,
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business~- and consequently to such branches as they had. The law made
no discrimination, explicit or implicit, against branches however. Iustead,
Congress specifically authorized such banks as had branches to retain them,
This provision, while it indicates that branches were not objection-—
able, also indicates that they were not contemplated as a regular feature of
national banks, This was due to the fact that the National Bank Act was based
on the "free banking" laws already in force in numerous States--notably in
New York, where "free banking" originated., The typical "free bank! was a

slngle office institution.

Free Banking

Free banking derived its name from the fact thet it developed out of
digsatisfaction with the original practice of authorizing banks by special
charter only. This practice was universal, except where banks were prohibited,
until about 1837. Its evil lay in the opportunity it gave for favoritism and
corruption in the granting of charters. The practice implied the idea of
monopoly, the benefits of which banks alrsady chartered sought to retain and
those seeking new charters sought to share.

The New York legislature ended the issuance of gpecial charters by
the adoption of the Act of April 18, 1838, which provided that "any person
or assoclation of persons formed for the purpose of banking” should be
authorized "to establish offices of discount, deposit and circulation.®
One important feature of this act was that it made the authorization of banks
a matter of administration rather than of legislation. Another was that it

constituted a general banking law applicable to all banks established under
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it.(l) 5ti11l another was that it created these M"associations® in contra-
distinction to "incorporated! banks, the latter VYeing those organized under
special charter. The most important feature of all though was the basic idea
of making banking free to anyone who had the capital to engage in it, instead
of leaving it a monopolistic or semimonopolistic privilege., Millard Fillmore,
in his report as Comptroller of New York in 1849 described it as follows:(g)

UThis is the free bank system, as it now stands, and it takes its

nams from the fact that all are fresly permitted to embark in it

who comply with the rules prescribed,"

This idea of freedom in banking had a wide popular appeal, and the
New York legislation was copied by the majority of Eastern and Northern States
as well as by & number in the Scuth, It had the obvious advantage of creating
Plenty of banks and consequently plenty of "money," or circulating notes, which
was what a new and dsveloping'country sesmed to need, The cruclal provision
in all the free banking laws was that each association must deposit bonds with
the State to protect its circulation. In the Bast, where there was a supply
of good securities, and a better discrimination by the euthorities between
good and bad ones, free banking worked very well, It worked extremely well
in Louisiana.{3) In the West the experience was generally disastrous, however,
McGulloch, describing free bankling in Indiana, saidz(g) |
"As the timee were flush, and credit easily obtained, anybody
who could command two or three thousand dollars of money could buy

on & margin the bonds necesgary to establish a bank, to he paid
for in its notes after its organization had been completed,"

(1) This was only a step from the special charters previously issued, 51nce
they had become uniform in wording and provisions.

(2) paniers' Magezine, Vol. III, May, 1849, p. 679.
{3) Helderman, Natigna and State Banka, p. 97,
(4) McOulloch, Men and Measures of Half a Century, p. 125,
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Besides having insufficlient capital, the banks would put up worthless se-
curitios behind their circulstion, and the State bPanking authorities would
accept them. Furthermore, too many banks of circulation only were set up in
the West and South, and to & lesser extent in the East, The result was a re-
dundant and depreciated currency.

As already indicated, some of the States rejected free banking, and
tried either prohibition or monopely., In the country as a whole however, free
banking was popular., It was considered demoecratic. It gave full oppertunity
to the vigorous spirit of individualistic enterprise that was characteristice
of the pericd, This made it especlally desirable as the basis of the national
system, for the more populer and the more mumercus the national banks should
become, the better would they serve the purpose of providing an adequate and
vniform circulation and a wide market for government bond;. The popularity
that free banking would bring the national system was conceded by the latter's
opponents. The Supsrintendent of the Banking Depertment of New York said that
"The first obvious effect of the national system must be the inordinate multi-
plication of banks of small capital throughout the country.“(l)

It is obviocus that the principle of free banking was essentially
opposed to that of branch banking. This does not mean, however, that it was
adopted as a reaction from branch banking, It was rather a development from
asccial and economic conditlions which were unfavorable to branch banking, for
in the Northern and Bastern States where free banking was strongest, ths few

branches that once existed had already practically disappeared. Banks evinced

(1) Bankers! Megazine, Vol. XVIII, April, 1864, p. 817.
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no inclination to establish branches, and where they did it was generally at
the behest of the leglslatures., This was true of the South as well as of the
North, The difficulties in the way of extensive branch banking before the
Civil War are obvious. Tho means of travel and communication made control of
remote branches almost impossible, as the experience of the Second Bank of
the United States demonstiatéd. The same conditions forced communities to be
more nearly self-sufficient than they are now, end encouraged & spirit of lo-
calism, At the same time they preserved rich opportunities for individual
enterprise in all kinds of economic activity, 4ll these things considered,
it seems inevitable that branch banking should bave been at a decided com-
potitive disadvantage sgalnst free banking., To have any kind of branch bank-
ing on an extensive scale it was necessary to create legislative discrimina~-
tion in its favor, as was done in Indiana, and lowa. JFree bhanking, on the

other hand, required no sucia protection.

Prohibition of Branch Banking

There is little evidence that the provisions of the National Bank
Act which have been interpreted as prohibiting branches were designed specifi-
cally for that purpose. It is true, of course, that the language of the act,
read in the light of the fact that branch banking after the Civil War almost
wholly diseppeared, seems to imply such an intention. This was undoubtedly
the viow in 1892, when special legislation was enacted by Congress to permit
a branch of a natlional bank to be set up on the grounds of the World's
Columbian Exposition in Chicago, and again in 1901 when permission was granted
to establish a branch on the grounds of the Louisiana Purchase Exposition in

St. Louis.
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1% was also the view in 1202 vhen the Compircller of the Currency
held that "While the mational bank act does not in express terms prohibit the
establishment and maintenance of branch banks or agencies by assocletions of
primary organization, the implication toc that effect is clear, ...."(1)

Again in 1911 the Attorney General held that:(2)

"Firat, Independently of section 51:0, Revisged Statutes, a

national bank is not, under its charter, authorized to estatlish a
branch or coordinate office for the purpose of carrying on a general
banking buginess in the nlace designated in its certificate of or-
ganization; and,

Second. That section 5190, Revised Statutes, properly con<

strued, restricts the carrying on of the general bankinz business
by a national bank to one office or banking house in the place
designated in the asgociation's certificate of organization,”

Pinally in 1924 in the St. Louis case, the Supreme Court affirmed
the foregoing oninion of the Attorney General in a decision that involved
primarily the jurisdiction of a State government over a national bank, but
incidentally the power of a national bank to establigh branches, which was by
implication denied.(3) As to the effect to be given the law, therefore, there

was nothing more to be said.

Provigions of the Act Prohibitins Branches, - There were two pro-

vigions in the National Bank Act, which, without mentioning branches, never—
theless have been interpreted as precluding their estabdlishment by national
banks, The first, as it stood in the Act of June 3, 1864, is as follows:

"Section 6, And be it further enacted, That the versons
uniting to form such an associsztion shall, under their hands,
make an corganization certificate, which ghall specify—

"Firste The name asgsumed by such association, which name
shall be subject to the apnroval of the Comptrollsr,

"Second, The place where its operations of discount and
deposit are to e carried on, designating the State, Territory,
or Digtrict, and also the particular county and city, town, or
village.

(1) Instructions and Sugzestiong of the Comptrolier of the Currency Relative
to the Organization, etec., of National Banks, 1903, p. 42.

(2) %inions of the Attorney General, Vol. 29, p. 98.

(3) THFirst Rational in Sf. Louis wvs. State of Missouri," January 28, 1924,
in tho Federal Reserve Bulletin, April, 1924, pp. 281-286,
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"fhird, The amount of its capital stock, and the number of
shares into which the same shall be divided.

tPourth, The names and places of regidence of the share-
holders, and the munber of shares held by each of them,

"Fifth, A declaration," etc,

That part of the above gpecifications which relates to 'the place"
where the bank's business is to be carried on clearly dees not imply that it

may be carried on in more than one place,

These stipulations did not originate in the National Bank Act, They
were taken from a corresponding passage to be found in apparently all the free
banking laws of the States, the oldest of which wag the New Yofk free banicing
act of April 18, 1838, which reads as follows:

"Section 16, Such persons, under their hands and seals,
shall make a certificate which shall specify:

"1, The name assumed to distinguish such association, and
to be used in its dealings;

2. The place where the operations of discount and deposit
of such association are to be carried on, designating the par-
ticular city, town or village:

#3, The amount of the capital stock of such association,
and the mumber of shares into which the same shall be divided;

"y, The nomes and places of residence of the shareholders,
and the nmumber of shares held by each of them respectively;

"5, The period," ete,

In the Ohio law of 18L5, which established free banking and at the
same time incorporated the State Barnk with its branches, the corresponding
passage mekes the same requirement as to the place of business apply to
“branches(l) of the State Bank' as to independent banks, The passage is as
follows:

8ec, . Persons associating to form a banking conpany,

shall, under their hands and seals, mele a certificate, which
shall specify:

(1) Italics curs.
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EPirgt--The name assumod by such company and by which it shall
be known in its dealings , in which nome shall be included the name .
of the city, villoge, or town, in which its banking operations shall
be carried on;

iSecond-~The amount of the ceplital stock of such company and

the mumber of shares into which the same is divided;

Third--The nome and placo of rosidence and the mmber of shares

held by each member of the company;"

The roquirement that the place where the bank's operations of dige
count and deposit were to be carried on be specified, although originating in
form in the New York free banking act of 1838, d4id not oxiginate thers in sub-
stance, for the special charters by which all bonks in New York had previously
been created were drawn uniformly, and specified the place of business. The
only exceptions were in the earliest charters drawn. These, practically all
in the eighteenth century, were not uniform and did not say where the opera~
tiong of discount and deposit were to be carried on. The uniform requirement
cnce developed, however, was made in the case of banks with branches as well
as in the case of those without, It therefore cannot be considersed as evi.
dence of any intention to prohibit branch banking.

The second provision of the sct interpreted as prohibiting branches
1s the one which usually receives the greoatest emphasis. That is tho last
clause of Soction 8, Act of June 3, 186Y, which reads as followa:(l)

"eeoi and ite usual businees shall be transacted at an office or

banking house located in the place specified in ite organization
certificate,"(2)

(1) Section 5190, Revised Statutes, prior to Amendment of Februery 25, 1927.

(2) Tho original National Bank Act of February 25, 1863, Section 11, provided
1, ..and their ususl business shall be transacted in banking
offices located at the places specified respectively in its
certificate of association, and not elsewhere." (Italics ours.)
This use of singular and plural pronouns with the same reference is one
of the numercus errats to be found in the original version of the National
Bank Act., Since "offices" and "places” follow the plural "their," these
terms probably were intended to apply to individual, independent units,
and there is no reason to suppose that they were inserted with any thought
of branch banking., This ig substantiated by the revised wording of the
act, where the grammsr ig corrected and tho discrepancy betweem this and
the first provision prohibiting branches is removed.
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Thip passage ie likewigse derived from the New York law, where it appears in

an &ct of April 12, 1848, amending the free banking law, and reading in parxt
as follows:(l)

"All banking associations or individual bankers organized
under the {free barking act of April 18, 1838), or which shall
hereafter be organized, shall be banks of discount and deposit,
as well ag of circulation; and the usual business of banking of
said association, or individual banker shall be transacted at
the place where such banking association or individusal banker
shall be located, agreeebly to the location specified in the
cortificate directed to be mado by the second clause of the
sixteonth section of the act passed April 18th, 1838, hereinbe-
fore mentioned, and not elsevhere;.,.,'

It is tho clauso following the somicolon, "and the usual business,!
etc., that was incorporated in the Hational Bank Act, On internal evidence
alone, it might be concluded that this was not originally aimed at branch bank-
ing, eince it relates only to free banks, which had no branchea.(a)

There ig evidence of a positive sort, however, as to what the amend-
ment was aimed at. This is in the following official statement made at the
time by Millard Fillmore, the Comptroller of the State of New York:(3)

"It will be scen that the first and fourth sections of the act,
will, after the first day of June next, operate upon banks and
individusl bankers now dolng business under the general banking
law, and that every such bank is to be, and every such banker

is to keep a bank of discount and deposit, as well as of clrcu-
lation gnd its ususl business of banking is required to be irans-
acted gt the place where such banking association or individual

banker ghall bo located, as specified in the cortificate required
by the second clemse of the 16th section of the act of 1838, That

\1) 4 previous omendment to the froe banking law, passed May 6, 184l4, had
provided that it should not be lawful for an individual banker, i,0.,
not an association, to transact business in any other place than that
in vhich he resided.

(2) There appear to have been few branches of any sort left in New York at
the time of this amendment. See p. 29, Chapter 1l. However, in a law
dealing with safety fund banks passed the same day as the ome guoted,
April 12, 1848, there was a roeferonce to "all cases where & bank has a
branch," which indicates that there wers branches, and that there was
no intention of curtailing thelr operations.

(3) Bankers' Magazine, Vol, 11, Muy, 1848, p. T4b,
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certificate is required only of assocliations and not of individu-
al bankers, and the second clause of the act declares, that 'the
Place where tine operations of discount and deposit of such asso-
clations are to be carried on, designating the particular city,
town, or village,'! shall be specified in the certificate. In the
case of an individual banker, hias place of residence is the place
where his banking business must be done,

WA practice had grown up under the general baniking law, of
establishing banks in obscure places, in remote parts of the
state where little or no business was done, with a view of ob-
taining a circulation merely, and doing no other business, This
circulation was then redeemed in New York or Albany by the agents
of the bank, at one-half of one per cent. discount, and again
put in circulation without being returned to the bank, thereby
enabling the bank to redeem its own paper at a discount, and then
again put in ecirculation in the same place where it wos redeemed.
The object of the present law appears to be to break up that prac-
tice, and to ensure obedience to its requirements, the legisla-
ture have enacted that the president and cashier shall in every
roport made to this office, state that their business has been
transacted at the place required by that act, and that such re-
port shall be verified by their oaths, 4 strict compliance with
this rule will hereafter be exacted from every bank and individu-
a)l banker subject to its provisions.®

The two important provisions of the amendment, as the State Comp-
troller indicnted by repeating and emphasizing them, were: first, that every
bank of circulation mist be a bank of deposgit aleo; and, second, that every
bankk muat tronsact its business at the place specified. FPurtheormore he eox-
Plains that this requirement is intended to break up & practice which had de-
valoped under free banking of establishing in obscure and remote places banks
of issue only, the idea beinz to prolong the circulation of ocutstanding notes
by meking it difficult for them to find their way back to the bank for retire-
ment,

This was a practice peculiar to banks of issue only, and to realize
how general it had been, it is necessary to recall the fact, already empha-
gized by the quotation from Daniel Webster, that before the Civil War note

igsue was the essential and sometimes the sole function of banks, &4t first
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it sesmg %o have been considered sufficient if the notes were amply secured, But
experience shoved that security was not enough, for unless the note could return
readily to the bank which issued it, tioe circulation beeame redundant and depre-
ciated, If the banks werc remote from the centers of commerce and obscure or
inaccessible, the notes could not return readily, which was a gain to tne bank
and & loss to the note nolder, This was all tne more true if the bank did not
open its doors oi had no knowm location at all, an anomaly that apparently was
not uncommon, as tiae following instances go to show,

Ian Florida in 1839 it was officially reported of the Bank of West
Florida, wvhose notes were still in circulation, that it appeared Yto have no
fixed or permanent abiding place" and was "not to be found in the Ter:itory.“(l)

In Ohio in 1854 the State auditor recomiended a number of new rules
for banking, according to Summer, "the purport of which was generally that the
banks should have a well-known and accessible domicile, and be open in banking
hours of every business day.“(e)

In New Jersey, at about the same time, the governcr of the State said&ﬁ
"In many cases ocur banks, althouga ostensidly located in New Jersey, have their
whole business operations conducted by brokers in other States., The facility
with which they may be organized and located, without reference te the wants of
the commnity or the business of the place, is destructive to all the leg