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LETTER OF TRANSKITTAL

To the Federal Reserve Board:

The Committee on Branch, Group, and Chain Banking trans-
mits herewith a review of legislative and supervisory develop-
ments under the dual banking system in the United States.

Respectfully,

E. A. Goldenweiser
Chairman
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IFTRODUCTION

ifany of the problems of commercial banking in the United States
today have arisen from the historical division of resvonsibility between the
Federal and State Govermnments in chartering and suservising banks., Competition
between the two systems has not only been an important factor in the incorpora-
tion of thousands of small banks, but has also led to the relaxation of legal
regulations and has tended to diminish the effectliveness of supervision.

At the time of the Civil War an attempt was made to bring ahout
unified control through the establishment of the national banking system. A
large measure of unified control was temporarily achieved, primarily because
national bvanks were accorded the privilege of issuing currency while the notes
of State banks were subjected to a nrohibitive tax. For about twenty years
the amount of banking wusiness controlled by State incornorated institutions
was negligible, If such a condition had obtained through the subsequent
decades, it is likely that suvervision, unaffected by the kind of competition
that was later to develop, would have been able to maintain a higher standard
of vanking practice. The practice of denosit banking begen to develon on so
large a scale, however, that State banks found it increasingly profitable to
operate without the privilcge of issuing notes; and from the early cighties
State banks nave grown steadily in relative importance.

It soon bhecame ovident that State banks had many competitive ad-
vantages over national banks, notably in the matter of lower minimum capital

and other requirements for receiving charters, and in more extensive nowers
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and privileges, which provided greater opnortunities for making nrofits. The
Federal Govermment was under pressure to grant similar powers and privileges
to national banks, The granting of such powers and privileges tended to re-
mcve some of the restrictions previously imposed by the National Bank Act.
Thus it was that about the beginning of the present century, or somewhat
earlier, there began between the national and the several State systems a
form of rivalry which has been described as a competition in laxity.

When the Federal reserve system was establighed in 1913, a second
opportunity to consolidate a unified control over commercial bvanking was
presented, bdut this legislation did not reach the thousands of small State
banks, Today only about 800 of the 12,000 State commercial banks belong to
the Federal reserve system, Most of the larger State banks have become
members of the Federal reserve system and all national banks arc members
as a matter of law, National banks, however, are free to leave the system
by conversion to State charter, and State banks may relinquish their member-
ship upon six monthg! notice., It is clear, therefore, that all Federal
reserve membership is in effect voluntary. This condition weakens the
power of the Federal reserve system to exercise effective supervision over
the banking system. Nommember commercial banks, meanwhile, continue to

operate under the laws of forty-eight States,
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CHAPTER I

THE COMPETITIVE STATUS OF NATIONAL AND STATE BANKS
PRIOR TO 1913

Throughout the period extending from the expiration of the charter
of the Second Bank of the United States in 1830 to the passage of the National
Bank Act in 1863, the only incorporated banks in existence operated under State
charter. In addition, there were many private banks in existence which con-
timed to operate even after the passage of the National Bank Act. Information
as to the volume of banlking strength represented by these private concerns is
not available, but there were some individual firms of importance,

Prior to the Civil War note issue was the principal activity of in-
corporated banks, although many banks operated without the note issue privilege.
When provision was made for national banks of issue, it was hoped that State
banks of issue would apply for natiomal charters. The bulk of the State banks,
however, did not enter the national system of their own free will, and in 1865
a tax of 10 per cent was levied upon all State bank notes paid out by any bank,
In introducing the tax measure Senator Sherman said:(l)

"The national banks were intended to supersede the State banks.
Both cannot exist together; . . .

HIf the State banlts have power enough in Congress to prow
long their existence beyond the present year, we had better sus-
pend the organization of national banks,"

(1) Congressional Globe, 38th Congress, 2nd Session, February 27, 1865,
p. 1139,

org/
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The tax put an immediate end to State bank issues, and all but
a few State incorporated banlts soon disappeared. The great majority of
them converted into national banks, liquidated voluntarily, or failed during
the Civil War, and most of the newly organized banks obtained national char-
ters. By 1868 there were 1,640 national banks and only 247 incorporated
State banks reported in existence.(1) Changes in the number of banks in
operation are shown in Chart 1, and the resources of State and national
banks from 1863 through 1931 in Chart 2, Table I in the appendix gives the
figures on which these charts are based.

The privilege of note issue continued to be a major influence
upon the choice of bank charters until about 1880. With the increased
use of checks in business transactions, however, the relative importance
of bank notes was steadily declining. This decline may be illustrated by
the liabilities of national banks. In 1870 about 30 per cent of the cur-
rency and deposit liabilities of these banks consisted of bank notes; but
by 1895 this proportion had declined to about 7 per cent, and in 1931 it
was less than 3 per cent, State banks gradually developed the business
of discount and deposit and found that they could operate profitably with-
out the note issue privilege. From about 1880, therefore, State banks be-
gan to develop again and increased in nmumber almost continuously until

1921,

(1) The term "State bank" is used here to include State banks, trust com—
panies, and stock savings banks: that is, all banks incorporated under
State laws., It does not include mutual savings banks or private banks,

Federal Reserve Bank of St. Louis



CHART 1

NUMBER OF COMMERCIAL BANKS AND TRUST COMPANIES
NUMBER OF BANKS IN THE UNITED STATES, 1834-1931 NUMBER OF BANKS.
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CHART 2.

RESOURCES OF STATE AND NATIONAL BANKS
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The Competitive Advantages of State Banks

For many years national banks had two competitive advantages over
State banks, but these gradually diminished in importance while a number of
advantages developed in favor of State bauks. One of the advantages in
favor of national banks was the note issue privilege, which, while only
moderately profitable after 1880, continumed to be valued. The other advan-
tage was the fact that in the newly developed sections of the country, es-
pecially in the South and West, outside capital had to be depended upon; and
gince non~resident investors were more familiar with the provisions of the
national law than with those of the various States, it was easier to procure
capital for a new bank incorporated by the Pederal Govermment. This advan-
tage also became of less importance as the years passed and the development
of communities made it possible for banlk capital to be supplied from local
sources, (1)

In contrast to these dwindling advantages of national banks, State
banlzs had a number of apparent advantages vhich grew in importance as time
went by. One of the most important of these was the lower capital regquired
of State banks. The minimum capital pemitted by the National Banlk Act
prior to 1900 was $50,000. Many Western and Southern States, on the con-
trary, permitted the incorporation of baals with a miairmm capital as 1low as
$10,000, vhile in at least one State the minimum was placed at $5,000, and

in several there were no capital requirements.(2>

(1) cr. George E. Barnett, State Banls and Trust Companies Since the Passage
of the National Bank Act, Publications of the National Monetary Com~
mission, Vol. VII, pp. 232 -233, A considerable part of the discussion
in this chapter is based on Mr. Barnett'!s analysis.

(2) Table 10, Ch, III, shows the capital requirements in 1909 for banls in-
corporated in the various States.
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The provisions of the State banxing laws relative to the amount of
credit which might be extended by a particular bank to a single individual,
firm, or corporation were also more liberal in most cases than those of the
National Bank Act. The national system originally restricted such loans to
10 per cent of paid~in capital and contimued to do so up to 1906. State
banking laws, however, authorized individual loans when unsecured to an
amount ranging as high as 30 per cent of capital and surplus and in some
States when secured there were apparently no limitations at all. In about
a third of the States there was apparently no mention of restrictions either
as to secured or unsecured loans.(1)

Furthermore, the National Bank Act prior to 1913 did not permit the
granting of loans on real estate, while most State banks could make such
loans. In some States the real estate loans of State banking institutions
averaged one~third or more of their total loans and discounts.(2)

In 1909 reserve requirements against deposits were, as a rule, smaller
in the State banking laws than in the National Bank Act. In some States no
legal regserves were stipulated, the matter being left entirely to the dis-~
cretion of the directors of the banks. Moreover, several of the State laws
permitted lower reserves against savings and time deposits than against de-
mand deposits; while in the national law no distinction was made between
demand and time deposits and the comptroller had to require the same

reserves against both types.(3) Several States, however, required the

(1) Semuel A. Welldon, Digest of State Banking Statutesg, Publications of
the National Monetary Commission, Vol. III.

(2) gbstracts of condition reports of State banks published by the Comp-
troller of the Currency. It is apparent that few State banks fully
classify their loans in reports to the Comptroller of the Currency.
There are States, however, which in some years have reported more than
a third of their total loans and discounts as made on real estate, e.g.,
New Hampshire, Ohio, and Michigan.

(3) Anmia]l Report of the Comptroller of the Currency, 1912, p. 11.
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segregation of savings deposits and their investment in high~grade securi-
ties.

There were also a number of States which prior to 1913 permitted
the establishment of branches, a privilege held to be illegal under the
National Bank Act. (1) In 1909 about a fourth of the States expressly
guthorized State banks er trust companies to open branches, while in only
about a sixth of the States were branches specifically forbidden., This com-
petitive advantage of the State systems in regard to branches was, however,
more potential than actual, for relatively few banks established branches
prior to 1913. The mumber of State banks with branches was only 82 in 1900,
and 283 in 1910, with 114 branches in the former year and 536 in the latter.(@)
Moreover, under the amendment to the National Bank Act passed in 1865, State
banks having branches, with capital assigned to the head office and branches
in definite proportions, could convert into national banks and retain their
branches, regardless of the location of those branches.

Although it was not lawful for a national bank to invest in the
stock of banks and other corporations, the banks and trust companies of a
number of States were authorized to do so, and to a considerable extent seem
to have taken advantage of the privilege. This made it possible for State
banks and trust companies legally to engage in activities from which national

institutions were debarred. These legal rights exercisable by certain State

(1) The National Bank Act did not specifically prohibit the establishment of
branches, but the Comptroller of the Currency had held that it did so by
implication. See report of Committee on Branch, Group,and Chain Banking,
Branch Banking in the United States. Not until 1924 was there a court
decision to the effect that national banks could not establish branches.
This was in the case of First National Bank in St. Louis v, State of
Missouri (263 U. S. 640).

(2) Branch Banking in the United States.
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institutions, were no doubt in many instances of influence in determining
whether a new institution should obtain a State or a national charter.

Trust companies, which developed rapidly after 1900, especially
in New England and the Middle Atlantic States, also presented a serious
competitive problem to the national banks, for national banks could not
exercise fiduciary powers prior to 1913. In a number of States reserves
required of trust companies were as high or higher than those of national
institutions, but this was not generally true. In about a fourth of them
there were no reserve requirements stipulated in the law for trust companies.
Moreover, trust comapnies in many 8tates could make real estate loans and
purchase stocks of banls and other corporations. The advantages of the trust
companies over national banks were swmarized by a leading authority as
follovrs:(l)

"A third cause (of the growth of trust companies), and in

the writer'!s opinion by far the most important one in most com-
munities, lies in the wide range of powers which the trust com-
pany may exercise. In most States it may do all of the things
that an ordinary bank nay do, except issue notes; and it per-
forms nmunmerous daties that other banks may not undertale. These
wide powers attract customers. It is a distinct convenience to
rost people to have all of their financial business attended
tc under one roof. The trust company will not only care for
their banking business, bul will also receive their valuables
fer safe-keeping, care for their property, manage their eg-—
tates temporarily or permanently, malte investments for then,
give fimaneial and legal advice, aid in the preparation of
wille and execute the same after the decease of the custoner."

Still another factor favorable to the growth of State banls at the
expense of national banks was the higher standards of examination and super—
vision of the comptroller!s office as compared with the standard of many

State supervisory authorities. Many States had no supervision of banks and

trust companies until several years after 1910, while in other cases State

(1) Clay Herrick, Trust Companies, p. 32.
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examiners found it easier to take a so-called "sympathetic attitude" as a
result of an alleged intimate lmowledge of local conditioans, and there was
also a greater possibility of direct political influence under State than
under national charters.

Thus a number of factors gave the State banks, during the period
from 1880 to 1913, apparent competitive advantages over the national banks,
the most important being smaller capital requirements, more liberal lending
and investing powers, smaller legal reserves, less restriction on branches,

and less strict supervision,

Meeting State Bank Competition by National ILegislation

The effect of State bank competition began to be marked in the
late eighties and early nineties. ZEspecially was this true in the newly
exploited regions of the West and South, where banking facilities were lack-
ing, new capital was scarce, and the small capital required of State banks
was of considerable importance.

In order to meet these conditions by an expansion of the national
banking system the Comptroller of the Currency in 1896 urged upon Congress
several amendments to the National Bank Act. One of these was the reduction
of the minimum capitalization of national banks from $50,000 to $25,000 in
places with less than 2,000 inhabitants. Such a change, it was declared,
would not only permit the expansion of the national system into the South
and West, where the majority of the banks had State charters and where there
were few large towns, but would also be of advantage to the communities in
those sections of the nation on account of the greater strength of the

national system.

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



Digitized for FRASER

- ]2 -

Another recommendation of the Comptroller of the Currency was that
national banks, with the approval of the comptroller, should be permitted to
establish branches in communities of less than 1,000 inhabitants. This, he
stated, would bring outside capital to agricultural and other communities
which required it, and would create an outlet for national bank notes in
localities where they were most needed. He maintained that small communities
where independent banks could not operate profitably could be served By
branch offices.

A third recommendation of the compiroller designed to foster the
expansion of the national banking system was that national banks be per—-
mitted to issue notes to the full par value of the bonds by which they were
secured, instead of the 90 per cent pemitted in the original act. This
would increase the profitableness of the note issue.

These recormendations were repeated with varying emphasis in sub-
sequent reports of the comptroller and sanctioned by the President and the
Secretary of the Treasury.(l) It was not until 1900, however, that any of
then were acted upon by Congress. In the Currency Act of March 14, 1900,
it was provided that bank notes night be issued to the full par value of the
bonds by which they were secured, and that national banks might be organized
in places not exceeding 3,000 population with a capital of not less than
$25,000. Permission to establish branches was not granted, however.

The reduced capital requirement rcesulted in the organization of
a counsiderable number of new national banls with capital stock of less than

$50,000. During the first decade after the passage of the Currency Act,

(1) snmal Report of the Comptroller of the Currency, 1896, Vol. 1, pp. 100~
105; 1897, Vol. 1, p, xvi; 1898, Vol. 1, p. xi; and 1899, Vol. 1, Dv.
xiv and xx. The Comptroller of the Currency in 1896 and in 1897 was
James E. Eckels and in 1898 and 1899 Charles G. Dawes,
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the nmumber of national banls increased from 3,731 to 7,138,or by 91 per cent,
and nearly a third of the total number in 1910 had capital stock of less than
$50,000. This expansion in the number of national banks was less, however,
than the expansion in the number of State banls, for during the same decade
the State banks increased from approximately 5,000 to more than 14,000, or
by nore than 180 per cent. The aggregate resources of State banks also in-
creased during the decade more rapidly than those of the national banks.
(See Charts 1 and 2 and Table I of the appendix. )

In 1905 the Comptroller of the Currency alsc recormended raising
the limit on individual loans from 10 per cent of the paid-in capital to
10 per cent of the capital and surplus. An amendment to the National Bank
Act was approved on June 22, 1906, changing the limitation on individual
loans as suggested to 10 per cent of capital and surplus, provided the total
should not exceed 30 per cent of the capital.(l)

State banks continued to grow more rapidly, however, both in mumber
and in resources, than the national banks, From 1906 to 1913 the State banks
increased 65 per cent in number and U6 per cent in resources; while the

national banks increased 24 per cent in mumber and 42 per cent in resources,

Indirect Methods of Meeting State Banlk Competition

The most important matters in vhich State banking laws were nore
liberal than the National Bank Act were not the subject of significant
Federal legislation prior to the passage of the Federal Reserve Act; and
in nost instances the State banks, even after the auendment to the National
Banlt Act in 1900, still had ruch lower capital requirements than national

banks,

(1) Anmual Report of the Carptroller of the Currency, 1905, pp. 62-63;
1906, p. 63.
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Sorie of thé immortant powei‘s possessed by State banks but not by
national banks during this period were the ability to male loans on real
estate, the riore liberal provisions regarding loans %o single borrowers, the
right to engage in fiduciary business, and to purchase or deal in corporate
stoczs. The State banls were also subject to less stringent examinations
and supervision than the national banks. To some extent these apparent
advantages of the State banks were overcome through the affiliation of nany
national banks with State banks and trust companies. This enabled thenm to
conpete successfully with rival State institutions without technically
violating the provisions of the National Bank Act.

One of the rnost cormon weans enployed was for a national banlk and
a State bank or trust company to have identical stoclholders, or at least
for the control of both institutions to be in the hands of the same stoclz=
holders. Directorates of many national and State institutions were inter-
locked. Prior to the Clayton Act, passed in 1914 and effective in 1916,
interlocking was not linmited by law in the case of national banks. It was
also possible for the stockholders of a national banlz to organize a State
bank or trust company, which could then purchase and own a controlling in-
terest in the national bank., Affiliated commercial banlts, trust companies,
and savings banks were thus placed adjacent or close to national banls, and
frequently it was a matter of cormon knowledge that they were operating in
cooperation.

In the larger cities, such as Wew Yorlk, a cormon device was to
enter into irustee arrangerments whersby the stock of an affiliated company
was nade inseparable from the stock of the national banlz, A leading exemple
of the use of this device occurred in 1908 when the First Naticnal Bank of

New York organized an affiliate, the First Security Company. Three years
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later, the National City Bank followed by the establishment of the National
City Company.

By these and other methods, national banks, State banks, trust
companies, and security and real estate corporations chartered under State
laws were bound together either directly or indirectly in one community of
interest. While the establishment of such relations did not make it possible
to bring all operations of the various institutions under one charter, it
did release the national banks from turning over business to a competitor,
for it enabled them to refer the things they could not do to an affiliate
chartered under State laws. Inequalities in powers between national and
State institutions were tlms rendered of less consegquence, particularly to
banks in large cities, and the various advantages of each type of institutior

inured to the benefit of the same group of stockholders.

The Dual Banking System in 1913

It is evident from the foregoing discussion that the developments
after 1880 nullified the intention of the framers of the National Bank Act
that this legislation should develop a uniform, united, nation-wide system
of commercial banking. Early experience in the development of the national
bank system seemed to indicate that this would be the result, but the rapid
growth of State banks after 1880 and the extraordinary development of trust
companies after 1900 turned the tide in the opposite direction.

During the period from 1880 to 1913 the number of State banks and
trust companies increased from about 650 to 16,841, while national banks
increased from 2,076 to 7,467. Thus the mumber of State institutions was
multiplied by twenty-six and that of national banks by three and a half.

In 1830 there were only about one~third as many State ag national banks,
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with only about a fourth of the resources. 3By 1913, when the Federal
Reserve Act was under consideration, the number of State banks was more
than twice as great as the number of national banks, and the aggregate
resources of the State banks were nearly as great as the aggregate re~
sources of national banks. Instead of a single system of banking, there
was a dual system, with the State chartered part of the system gaining

in scope and power.
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FEDERAL EESERVE ACT

There had been agitation for banking reform in the United States
for many years prior to 1913. This agitation was concerned principally with
the need for an elastic currency, central banking facilities, the develop=
ment of a discount market, the abolition of the independent treasury systeﬁ,
and the introduction of improved methods of clearing and collecting ciaecks,
It was recognized that the dual system of independent unit banks, chartered
and supervised in part by the Federal Government and in part by the various
State govermments, complicated the problem of providing the mich-needed bank-
ing reforms; but appareatly it was not fully realized by the proponents of
new legiglation to what extent the competition between national and State
banks would influence the formulation of measures for banking reform or the

operation of those finally adopted.

S i et ———  SA—————ire ot et

Some of the early proposals, such as the Baltimore plén presented
before the American Bankers Association in 1894, the plan for an asset-secured
currency fostered by the Indianapolis Monetary Commission of 1897 and 1898,
and the Fowler bill of 1908, included only national tanks in their scope. In
the Muhleman plan for a central bank, however, and in the Warburg plan for a

united reserve bank, no distinctions were made between State and national

- 17 -
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banks, (1)

As these and other plans for banking reform were discussed, it came
to be realized that it would be necessary to secure the cooperation of the
State banks if an adequate and unified banking system was to be developed.
However, neither in the Aldrich-Vreeland Act of 1508 wihich reflected tne in-
fluence of the reform movement nor in the original form of the Aldrich plan
submitted in Jamuary, 1911, by its coairman to the National Monetary Commission
was provision made for the participation of State banks. The reason for this
omission in the former case was the emergency character of the legislationm,
and in the latter case, the uncertainty as to what recommendations to make,
But in the revised form of the Aldrich plan and in the final report of the
National Monetary Commission, it was contemplated that State banks and tyust
companies be permitted to become members of the proposed National Reserve As-
sociation, provided they conformed to requirements in respect to capitaliza-
tion, reserves, examinations, and reports similar to tinose imposed on national

banks,.

(1) Toe details of these various plans mway be found in the following publi-
cations:

Maurice L., Muhleman, "A Plan for a Central Bank," Banking law
Journal, Vol. 26, pp. 805-810, 883-890, and Vol. 27, pp. 13-20,
119-126, 211-219; and Monetary and Banking Systems.
Charles S, Tippetts, State Banks and tie Federal Reserve System,
ch. 2.
Paul M. Warburg, "A Plan for a Modified Central Bank," and "A
United Reserve Bank of the United States,” Essays on Banking
Reform in the United States, Proceedings of the Academy of
Political Science, July, 1914, Vol. IV, No. 4, p. 75; and The
Federal Reserve System, Vol. I, ch. III; Vol. II, pp. 117-161,
Revort of the MMonetary Commission of tie Indianapolis Conven-
tion, Chicago, 1898,
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The National Monetary Commission also recommnended that national
banks be permitted to make loans secured by real estate up to 50 per cent of
the value of the real estate and to a maximum of 30 per cent of time depositsﬂn
Supporters of the proposals of the National Monetary Commission be-
lieved that the advantages of membersnip in the Hational Reserve Association
would be so great that State banks would be induced to Jjoin the association.

Professor J. Laurence Laugalin, chairman of the National Citizens' League for

the Promotion of a Sound Banking System, stated this point of view as follows:®

"In fact, it is one of the best features of the National
Reserve plan that it would tend to unify tie state and national
banking systems, With a definite pattern afforded by federal
legiglation, with which tue state banks were willing to comply
in order that they might be placed upon teras of equality in
competing with national banks, it may be expected that progress
toward uniformity in baniking legislation tnroughout the country
would be much more rapid than ever before. This uniformity
wouléd be exceedingly desirable, since it would talke away the
possibility of evading legal provisions. At the same time it
would prevent the transaction of undesirable forms of business’
taat are sometimes undertaken by banks as a result of their
being !'played off'! against one another by designing borrowers.

"his tendency would be to segregate and harmonize into
one general group all the commercial banits of the country wnetaner
organized under state or national laws. Those that did not caoose
to conform to the requirements laid down in the legislation, witi
respect to reserves, kinds of business done, etc., would remain
out of the National Reserve Association and would at once bYe rec-
ognized as belonging to gquite a different class of banking insti-
tutions., They would exercise in their way as good and as effec-
tive a2 function as taat performed by the banks, whetuaer state or
national, that uad brought themselves into conformity with the
provisions of tae proposed reform, but tuaeir position in tae com-
minity and the rules of thelr action would be guite different,
They would be set apart, not as being state institutions, the line
of distinction drawn at present, but as being institutions proper-
ly classed as not strictly banks in tioe proper semse of the term."

(1) Report of the National Monetary Commission, Publications of National
Monetary Cowmmissien.
(2) J. Lourence Lamghlin, Banking Reform, (Caicngo, 1912), pp. 276= 277.
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to become members of the Federal reserve system on certain conditiohs, the

more

only

banking facilities, but also in numerous proposals for liberalizing the powers
of national banks.
banks, but it was realized that this would not be possible if they were as

strictly limited in their powers as national banks had been.

hand,

feature of membership onerous, especially in view of the broader powers of

State banks, and that there might be a tendency to convert from national to

- 20 -

As finally passed, the Federal Reserve Act permitted State banks

important of which may be summarized as follows:

1: A State bank applicant must have a paid-up, unimpaired
capital sufficient to entitle it to become a national bank in
the place where situated.

2. Should conform to laws governing national banks in re-
gpect to the limitation of cr?d%t to be granted to any single
person, firm, or corporation. 1

3. Must conform to the reserve requirements of national
banks.

4, Must not purchase or loan on its own stock, reduce or
impair its capital, or pay unearned dividends.

5. Must submit to examinations and reports required by
the comptroller or by the reserve bank, but the Federal Reserve
Board mi%ht authorize substitution of State examinations or
reports, 1)

6. Must conform to such regulations as the Federal Ré-
serve Board might require for admission to membership.

. 7+ State member bank officers and employees to be sub-
ject to the same penalties and punishments for crime as those
of national banks.

The competition between State and national banks was reflected not

in these provisions regarding State bank particip&tidn in the central

it was also realized that national banks might consider the compulsory

(1) Subsequently modified.
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State banks. This was all the more to be feared, because to the competitive
advantages which State banks nhad enjoyed for meny years was now added the
privilege of optional membership in the Federal reserve system. It is probable
also that the prospect of extensive revision of the national banking laws was
made the occasion for the exertion of pressure on the part of national banks
desiring broader powers. Under these conditions, important changes were made
in the National Bank Act, enlarging tihe powers of national banks. These new
powers were briefly as follows:

1. To receive time deposits subject to a reserve of only

5 per cent, as compared with 12, 15, or 18 per cent on demand
deposits. (1) '

2. With the exccption of banks in central reserve cities,
to make loans, for a maximum period of five years, on ilmproved
and unencumbered farm land situated within its Federal reserve
district, up to 50 per cent of its actual value and to an aggre-
gate amount of 25 per cent of capital and surplus or to one-
third of time deposits,

3. To exercise, with the permission and under the regu-
lations of the Federal Reserve Board, fiduciary powers as execu-
tors, trustees, administrators, and registrars of stocks and
bonds.

4, With the special permission of the Federal Reserve
Board to establish, in the case of banks with a minimum capital
and surplus of $1,000,000, branches in foreign countries or in
the dependencies of the United States.

These provisions by no means gave to the national banks all of the
powers possessed by State banks, Unless the Federal Reserve Board set more
strict standards than those specified in the act, State banks which chose to
become members of the system still had broader lending and investing powers,

more extensive fiduciary powers, and in many States the privilege of operating

branches. State banks not choosing to join the Federal reserve system still

(1) Subsequently modified.
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possessed in most States lower capital requirements, were subject to less stringent
supervision, and had power to extend a larger volume of loans to particular
interests.

Nevertheless, as a result of the play of competitive forces in the dual
banking system, national banks were released to a considerable degree from the
strict standards of commercial banking which had previously prevailed; and the
movement toward "omnibus banking,“(l) already well under way in the State systems,
spread into the national system. The most significant aspect of these changes is
that "omnibus banking" was not advocated as sound or as a desirable innovation, but
on the ground of the expediency of expanding the national banking system and of

strengthening the competitive position of national banks,

State Bank Membership in the Federal Reserve System

The Federal Reserve Board began to give consideration to the conditions
of State bank membership soon after its organization, In its first report, at
the ead of the year 1914, it stated: (2)

"From the opening of the new banlks, the Federal Reserve Board
has been keenly anxious to settle the conditions upon which State
banks may be admitted into the system., The Federal reserve act
especially provides for such admission, and it has been supposed
in many quarters that the process of admission would involve few
difficulties, Investigation has shown that owing to the dif-
ferences in State laws, the comprehensive character of the charters
enjoyed by some State banks, and the complex conditions of com-~
petition between such institutions and their national competitors,
the determination of these conditions was far from being easy if
an equitable adjustment was to be found."

(1) The term "omnibus banking" is used here to mean the carrying on of varied
types of financial activities, such as the receipt of demand deposits and
of time deposits, the making of commercial loans, the investment of funds
in bonds and "capital loans," the exercise of fiduciary services, and the
dealing in securities by the same institution without the segregation of
assets, It is thus to be contrasted not only with pure commercial bank-
ing, but als9 with the "departmental” banking in California and with af-
filiation of geparate corporations carrying on, separately, these various
activities,

(2) Pirst Anmual Report of the Federal Reserve Board, 1914, p. 20.
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Six months later the Federal Heserve Board expressed its hope that a
unified system of banking would develop tarough the Federal reserve system, and
announced the conditions under which State institutions would be admitted to
membership.(l)

"A ynified banking system, embracing in its membership the

well-managed banks of the country, small and large, State and
National, is the aim of the Federal reserve act. There can be
but one American credit system of nation-wide extent, and it
will fall sunort of satisfying the business judgment and expec~
tation of the country and fail of attaining its full potentiali-
ties if it rests upon an incomplete foundation and leaves out of
its membership any considerable part of the barnking strength of
the country. . . . "

In accordance with the attitude taken in tiis announcement, the regue
lations issued by the board provided for the admission of State banks to member-
ship with few if any significant requirements other than those expressly stated
in the Federal Reserve act. The board declared that in passing on an applicatim
for mexbership it would consider the financial condition of the applying bank
or trust company, the general character of its management, and whether tne na~
ture of the powers exercised by the bank or trust company and its charter pro-
visions were consistent with the proper conduct of the business of banking and
with meibership in the Federal reserve system, It stated, lhowever, that subject
to such requirements as might be embodied in the certificate of approval, or in
regulations of the Federal Reserve Board, and those contained in the Federal
Reserve Act, every State bank or trust company while a member of the Federal
reserve system would retain its full charter and statutory rights and could
contimie to exercise the same functions as before admission.

While the board thus retained the right to issue further regulations

binding upon the conduct of State member as well as national banks, the only

(1) Federsl Beserve Bulletin, July 1, 1915, p. 145,
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regulations actually laid down as a condition of membership were of a zeneral
character, They referred to suci matters as sufficient limitations on real
estate loans or mortgages to avoid the impairment of the bank's liquid condi-
tion, the adjustment witnin a reasonable time of loans in excess of the limita~
tions imposed by the act, and the maintenance of the standard of banking em-
bodied in the certificate of approval. The board furtier anmmounced that State
member banks would ve permitted to withdraw upon twelve months! notice;(l) that
its examiners would cooperate wherever possible with State examiners; and that
the State examinations would, when satisfactory, be accepted in lieu of its own
examinations,

The Federal Reserve Board thus extended to State banks very liberal
terms of admission. Nevertheless, the State banks still hesitated about apply-
ing for membership., They were apprehensive regarding the possibility of changes
in the attitude of the Federal Reserve Board and the issuance later of more
stringent regulations, The necessity of limiting loans to individuals to 10
per cent of capital and surplus, or 30 per cent of paid-up capital, was also
considered unduly restrictive. Moreover, the Clayton Act, which was approved
on October 15, 1914, sharply limited interlocking directorates among banks
organized or operating under the laws of the United States, and it was feared
that banks Jjoining the Federal reserve system would be considered by the courts
to be Yoperating under the laws of the United States," which might seriously
interfere with existing affiliations,

As a result of these coanditions State banks and trust companies con-

timued generally to hold aloof from tne Federal reserve system., 3By June, 1917,

(1) By Act of June 21, 1917, this was changed to six months! notice,
whieh by Act of April 17, 1930, the Federal Reserve Board was erw
powered to waive,
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only 53 State institutions had joined,(l) although a few additional ones had
come into the system by converting to national banks, The number which were
eligible for membership, on the basis of capital stock, was approximately 8,500
so that only about 0,6 per coent had taken advantage of the privileges accorded
to State member banks,

W. P. G. Harding, Governor of the Fedecral Reserve Board, and Frederic
A, Delano, one of its members, met with the executive committee of the State
bank section of the.American Bankers Association, and reached an agreement re-
garding amendments to the Federal Reserve Act, including several relating to
State bank membership.(z) The amendments were submitted to Congress and,
because of the war emergency, were expedited and became law on June 21, 1917,

Most of the provisions in the 1917 amendment dealing with State bank
membership followed the spirit of the rezulations issued by the board in 1915,
which they extended. State bank members were permitted to withdraw from member-
ship on six months'!' written notice to the Federal Reserve Board. They retained
their full charter and statutory rights subject to the restrictions of the
Federal Reserve Act and regulations of the board relative thereto. Their
examination and supervision were delegated to the Federal reserve banks and
board, which, in turn, were authorized to accept reports and examinations from
State supervising authorities in lieu of those of their own examiners. Further-
more, State member banks were relieved of the restrictions upon national banks
as to the amount which could be loaned to one person, firm, or corporation,

subject to the restriction that no paper of a borrower indebted to the State

(1) Fifth Annual Report of the Federal Reserve Board, 1918, p. 25.

(2) American Bankers Association, Proceedings of the Forty-third Annual Con-
yention, 1917, p. 672. '
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bank in excess of these limits could be rediscounted at tie Federal reserve
banks,

Prior to 1917, the rese:ves required of member banks were lower than
those formerly required of national banks, and lover than those required in
many States of State banizs. Waen financial resources were bteing marsaslled
for war purposes in 1917, the reserve recquirements of all meuber banks were
reduced: on time deposits, from 5 to 3 per cent; on deuwand deposits of banks
not in reserve or central reserve cities, from 12 to 7 per cent; on demsnd de-
posits in reserve cities, from 15 to 10 per cent; and on demand deposits in
ceatral reserve cities, from 1& tc 13 per cents The wiole of these reserves,
however, was to consist of non-interest bearing ualances wita the Federal re~
serve banks, vault cash resuirexents teirng discontinved.

Tie 1917 axendments also clarificd the position of wember banks with
respect to the provisions of tle Clajton Act, since it wss expressly declared
that they should retain their full caesrter and statutory powers, subject only
to tae provisions of thne amended Federal Reserve Act and tie regulations of
tiae Board pursaant taereto.

After the United States had entered the Vorld Jar, a special appeal
was anade to the State baris to join the systen on tie grounds of patriotism
and the desirability of mobilizing tiae bankiag resources of the entire country
for purposes of war finance.(l) The nuwber of State mesbers increased from 43

on June 21, 1517, to 936 on December 31, 1918,(2)

Extension of Naticral Bank Powers, 1916~1922

The Federal Reserve Act as passed in 1513, the regulation of tae

Federsl Reserve Board issued in 1915, and the azendmeants to the Federal Reserve

(1) Fourth Anmal Kevort of the Federal Reserve Boaxd, 1917, p. 9.
(2) Pifti Anmual Report of the Federal Reserve Board, 1518, pp. 25, 26.
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Act made in 1917, placed the Stote menber vanks in an apparently preferred po-
sition in the banking structure of the nation, They had all the privileges and
advantages of membership in the Federal reserve system, and they also had, in
most States, powers much more extensive tnayn tiose of national banks,

A series of amendments to thae Federal Reserve and National Bank Acts
during the years from 1916 %o 1972 broadened tie powers of national banks.(l)
The first of these amendments was passed on Septeuver 7, 1916, This amendment
eampowered national banks to cross Federal reserve district lines in making loans
on fara land, provided suchh land is within 100 miles of the location of the
baniz, It also provided for loans, for one year ounly, on other improved and un-
encumbered real estate witnin 100 miles of the locotion of the bank., It pro-
vided furthor that nationol banks in places not exceeding 5,000 population
might be authorized by the Compiroller of tue Currvency to act as insurance
agents and as dbrokers or agents in moking loans on real estate located within
100 ailes of the bank.

Tone Senate Committee on Banking and Currency, in reporting these
amendnents, also recomnended thot national baniks, with certain restrictions,
be permitted to open not more tuan 10 brancues within tihie city or county or
within twenty-five miles of tne parent banlz, This recommendation, like the
previous recomnendations of the Couptrollers of the Curiency and others as
to branch banking, was not adopted by Congress.

Anoticr amendment to the Federal Rescrve ict for tine purposc of en-
abling notionzl bonks zorce offectively to compete with Stote menmber banks was

passcd on Scptember 26, 15618, This rmendmont provided specificolly that

(1) Thore was & large mumber of cmondments to botu of tucse acts during the
years 191€ to 1922. Only such amendments as directly affected tue com
petitive position of national and State banits are mentioned aere,
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national banks,under special permicsion froam tae Federal Leserve Board, might
engage in any kind of fiduclary activity which State banks, trust companies,
or otaer corporations couing into competition witis national banks were per-
mitted to underteke under State law,

There were also amendments liberalizing the limitation on loans by
national tanks to a single interest. One was enacted September 24, 1918, and
anotiher October 22, 1919, An auendrent designed %o enlarge the powers of
national banlkts in order that they might compete more efrectively with State
banks was passed on July 1, 1922. This legislation provided for the extension
of the charters of all existing national banks for a perivd of 99 years from
that date and for the organization of new banits with charters running 99 years
fron date of organization., Tae purpose of this act was not only to obviate
the formalifies required in extending charters foir anot.ier period of 20 years,
but also to enable national Dbanks to undertake trusts and other fiduciary ac-
tivities which might extend beyond tae date of the limitation of national bank

charters,

The McFadden Act of 1927

During the years from 1523 to 1926, inclusive, there were no impor—
tant chanies eitier in the TFederal Reserve Act or the National Bank 4Lct bear-
ing on tue pioblem of competition between the national and State bank systems.
This lull in legislation was not, however, Decauze powers add been so equalized
taat there was satisfaction on the part of bankers and tiue public regarding
the situation. State institutions had felt adversely tue results of tae con~

cessions made %o national banks by Congress,

org/
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But the principal subject of controversial discussion during this
period was branch banking. The Federal Reserve Board, in a regulation issued
on November 7, 1923,(1) and in a ruling of April 7, 192h,(2) declared that
State member banks must have the gpproval of the Poard in opening additional
branches, and stipulated as a general principle that new branches should be
restricted to the city or adjacent territory of the parent institution. The
State banks contended, however, that tiils contravened the guarantee in the
amendzents to the Federal Reserve Act of 1917 that State banks joining the sys-
tem would retain all of thelr charter and statutory powerz. They argued that
the guarantees of the board and of Coungresz nad not been kept, and that State
banks could not continue their membarship in tue Federal reserve system in
the face of regulations whica violated the conditions under which they had
entered,

Among national banks there was still dissatisfaction, despite tae
broadening o their powers in tie Federal Reserve Act and the subsequent amend-
ments to that act and to the National Bank Act. HEven tnese new powers did not
give national banks all the advantnges of tae State memher banks, the most
serious difficulty being their inability to open branches. The Comptroller
of the Currency had atteapted in 1922 to mitigate this prohibition by permitting
national banks to open additional offices in tue home office city referred to
as "tellerls windows" at wioich only routine business, sucih as the receipt of
deposits and the casning of ciecks, was transactede These were permitted only
in States where State banks were permitted branchnes, This policy was contin-
ued in subsequent years, in tae face of considerable opposition, but failed

to meet the demand for tas privilege of branca banking.

(1) Federsl Reserve Bulletin, December, 1923, p. 12R6,
(2) 1bid., September, 1924, p. 716,
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As a result of this demand from national banks, and of the other
disabilities which they still suffered in comparison with State banks, the
McFadden bill was introduced into Congress in 192h. It was intended to equal-
ize competitive conditions between national and State banks. This was recog-
nized by both its supporters and its opponents, and explains the fact that
debate over its various measures was bitter and its passage delayed until
Pebruary 25, 1927$])The chief conflict developed over branch banking. While
it was evident that the national banks would have to be given at least limited
branch banking powers, there was a violent conflict over the precise character
of these powers.(e) As passed, the chief provisions of the act were as fol-

lows:

1. National banks weve authorized to establish new branches
within the city or town in which the bank was located, in those
States in which State banis had the power to establish branches.
However, no branch could be opened in cities of less than 25,000
population, only one if the city had between 25,000 and 50,000
population, and only two if the city had between 50,000 and
100,000 population, while in cities of more than 100,000 popula~-
tion the comptroller could limit the number of branches,

2. A national bank was suthorized to retain all its branches
in lawful operation prior to the passage of the act, and if sub-
sequently a national bank consolidated with another bank, either
national or State, all the branches of both institutions which had
been in lawful operation at the date of approval of the act could
be retained, but their location could be changed only with the
consent of the Comptroller of the Currency.

3. State menber banks were governed by the same restrictions
as national banks in respect to new branches and those in opera-
tion at the date of the passage of tne act, and State banks join-
ing the system could not retain out-of-town branches established
after the date of the approval of the act,

4, National banks were given indeterminate instead of 99~
year charters.

(1) public No. 639.

(2) Thig conflict has been described in another section of the report of the
Committee on Branch, Group, and Chain Banking, See Branch Banking in
the United States, pp. 121154,
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5. The power of national banks to muke lonns on the se-
curity of real estate was broadened materially,

6. Tue limitation on loans to one interest was again re-
laxed, The most important chanzge allows a national bank to
advance larger amounts to one borrower wiaen his obligation is
secured by certain documents of title,

7. The capital required for the orgunizotion of national
banks in outlying districts of large cities was reduced.

8., National banks were given legal sanction to the prac-
tice of merchandising bonds by regulating and limiting their
purcnase and sale of evidences of indebtedness,

9. National banks were authorized to invest up to 15 per
cent of their capital and surplus in the stock of State corpora-
tions engaged in the safe deposit business,

10. National banks were eimpowered to issue tiheir stock in
less than $100 denominations and to issue stock dividends.

11, State banks were authorized to consolidate directly

with nationel banks without, as formerly, being required first
to convert into national banks,

A later amendment, June 25, 1930, authorizes national banks in which
public funds of any State or any political subdivision thereof are deposited
to give security for suci deposits in the form required by State 1aw.(1) This
merely gave legal sanction to a practice of long standing.

Even these extensions of power, however, did not give the national
banks all the powers enjoyed by many of the State banking institutions. State
member banks and trust companies in many States still had advantages in respect
to the making of real estate loans, the ownership of corporate stocks, the
amount which could be loaned to one borrower, exemption from the Clayton Act

prohibition upon interlocking directorates, the gbility to withdraw from the

Federal reserve system on six months! notice,(a) and in many States, to less

(1) Public No. L31.

(2) 1n practice national banks can withdraw from the Federal reserve system
without any notice whatever, merely by coaversion to State charter., 3But
this means, of course, that by so doing tney =2lso lose their membership
in the national system.
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rigorous examinations and control. State banks and trust companies which were
not members of the system still retained certain advantages which they possessed
over both the State member btanks and the national banks, and inparticular were
now the only class of banks which could open branches (in those States permit-
ting them) in places outside of the town or city in which the main office was
located.

FPurthermore the decision of the Supreme Court in the case of the
Worcester County National Bank on May 13, 1929 was somewhat disturbing to
national banks. In that decision, it was held that a national bank absorbing
a trust company could not succeed to the trust business under the Massaclmsetts
State law without obtaining, in so far as such trusts were subject to the ap-
proval of the court, a reappointment by the court for each trust., This de~
cision, a reaffirmation by the United States Supreme Court of judgments handed
down by the probate court of Worcester County; anéd the Supreme Judicial Court
of Massachusetts, thus added uncertainty to the powers of succession of nation-
al banks to trusts held by a State bank or trust company, in case a merger

(1)

should be consummated.

Par Clearance of Checks

After the pagsage of the Federal Reserve Act measures were initiated
for the development of a system of universal par clearance, so that any check
drawn upon a commercial bank in the United States would be paid without discount
upon presentation.

The Federal Regerve Board first made the par collection of checks

optional, but subsequently the Federal reserve banks in some instances resorted

(1) 3ee ch, VI of this report.
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to the device of presentinz over the counter checks drawn on banks which failed
to remit in full., Many of the smaller banks of the South and West had derived
a considerable portion of their incowe fro.a the remittance and collection
charges which they deducted from payments of checks drawn by their own deposi-
tors and presented for payment through the mail, The practice of presenting
checks over the counter, therefore, aroused tie resentment of these banks. In
eight States the opposition of the State banks to par remittance resulted in
legislation during 1920 and 1921 expressly legalizing the practice of making
exchange charges, The attitude of the State banks was also expressed in liti-
gation directed against the Federal reserve banks.(l)

Partly as a consequence of sucih legislation and litigation, the
pressure of the Federal KReserve Board and the Federal reserve banks to bring
all the banks of the country into tie par clearance system has been withdrawn.
In 1920 par clearance nad been extended to all tut 1,755 banks, or less than
6 per cent of the banks in the country.(2) In July, 1932, there were 3,108
banks which were not on the par list, as coumpared with 6,947 member banks and
8,448 nonmember banks clearing through the Federal reserve banks at par.(3)

At present checks on only about 84 per cent of tine banks are collected through
the Federal reserve par clearance system. The banking system is therefore still

far from unified in this phase of banking operations.

(1) Anma) Reports of the Federal Reserve Board, 1920, pp. 64-65, 327-334;
1921, pp. 68-72, 357-358.

) Ibid., 1924, p. 106.

3) Federal Reserve Bulletin, Vol. XVIII, September, 1932, p. 608.
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Relative Strength of Member and Nonmember Banking Systems,

1913-1931

The period since 1913 has been characterized by constant conflict

of interest between the three classes of banks operating in each State:
national banks, member State banks, and nomuember banks. National banks
have sought powers similar to those of State institutions, which, in many
States, operate under more liberal laws. They have especially felt the
need of obtaining powers similar to those enjoyed by member State banks.
State banks at the same time have opposed the extension of the powers of
national banks in some directions.

This rivalry between the State systems and the national system
has resulted in the exact opposite of the unification intended by the ad-
vocates of banking reform in the early years of the century. Under the
prevailing conditions the Federal Govermment has found it impossible to
formulate and maintain any consistent banking policy of its own. Since
1913, in fact, the majority of important changes in the Federal law have
been made in an effort to place national banks in a position to meet the
competition of institutions operating under the less exacting requirements
of some of the States, or to induce State banks to become members of the
Federal reserve system. The standards of commercial banking practice
formerly required in the national system have been relaxed, and the whole
banking structure has suffered the consequences.

Yet in spite of all the so-called "liberalization" of the powers
and privileges of national banks which has occurred since 1913, national

banks have continued to grow less rapidly in number and resources than
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the State chartered banking institutions. The resources of national banks
in 1931 were two and one-half times as great as those in 1913, while the
resources of State banks in 1931 were three times as great as those in
1913%. Although many more State banks than national banks had suspended
during this interval, State banls at the beginning of 1932 were still

more than twice as numerous as national banks; and the aggregate resources
of State banlks, which in 1913 had been slightly less than those of national
banks, on June 30, 1931, surpassed the resources of national banks by 12
per cent. (See Charts 1 and 2.)

Unification has been somewhat more nearly approximated by mem—
bership in the Federal reserve system, for some State banks have became
members of the reserve system. On June 30, 1931, the loans and invest-
ments of all member banks amounted to $33,923,000,000 as compared with
$10,534,000,000 for all nonmember commercial institutions. But the
unification of the banking structure achieved in this manner is more
apparent than real. On the above date Federal reserve membership was
made up of 6,800 national banks and only 982 State banks, while 13,341
State banks remained outside the system. ZFurthemrmore, all membership
in the Federal reserve system is in effect voluntary, since national
banks can leave the system by conversion to State charter and member
State banks can withdraw by giving notice. Chart 3 and Table 1 show the
number of member and nommember banks from 1914 through 1931, and Chart 4
and Table 2 show the loans and investments of these banks froan 1914

through 1931.

Federal Reserve Bank of St. Louis



CHART 3
NUMBER OF MEMBER AND NONMEMBER BANKS
NUMBER OF BANKS 1914 1931 __ NUMBER OF BANKS
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Nonmember banks do not include private banks or mutual sav~
ings banks. Figures are as of June 30 each year and Decem-
ber 31, 1931,
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Table 1 - Number of Banks in the United States, Exclusive of
Mutual Savings Banks and Private Banis(1

19141931
+ Nonmember
Mgmber banks State banks (ex~ All State
Date ; !  clusive of mutual] All State }land national
(June) State National Total | savings and banks banks
i private banks)
1914 -1 7,518 (7,518 | 17,498 17,498 25,016
1915 171 7,597 {7,614 17,731 17,748 25,345
1916 34y 7,571 17,605 18,219 18,253 25,824
1917 53| 7,599 {7,652 18,657 18,710 26,309
1918 513| 7,699 (8,212 | 18,891 19, Lok 27,103
1919 1,082} 7,779 18,821 { 18,604 19,646 27,425
1920 1,374] 8,024 19,398 | 19,261 20,635 28,659
1921 1,595 8,150 19,745 }: 19,672 21,267 29,417
1922 1,648 8,24l 19,892 | 19,141 20,789 | 29,033
1923 1,620! 8,236 |9,856 | 19,034 20,654 1 28,890
1924 1,570 8,080 19,650 | 18,458 20,028 | 28,108
1925 1,472 8,066 19,538 18,101 19,573 | 27,639
1926 1,403 7,972 |9,375 17,591 18,994 | 26,966
1927 . | 1,309} 7,790 9,099 16,810 18,119 25,909
1928 1,24k} 7,685 8,929 16,196 17,440 | 25,125
1929 1,177 1 7,530 18,707 15,551 16,728 2li, 258
1930 1,068 | 7,247 08,315 | 14,730 15,798 23,015
1931 982 | 65,800 (7,782 | 13,341 14,323 | 21,123
1931 (Dec.) 878 | 6,368 7,246 | 11,921 12,799 19,167

(1) Banks in continental United States only. "All State banks," "national
banks," and "all State and national bunks" were taken from the Comp-
trollers! abstracts and annual reports, except that for December, 1931,
the State bank figures were compiled by the Division of Bank Operations
of the Federal Reserve Board from State bank abstracts. State bdank mem-
bers were compiled from Federal Reserve Board abstracts andcall reports,
and nonmember banks were derived by deducting member banks from the total
of national and State banks.
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CHART 4
LOANS AND INVESTMENTS OF BANKS IN THE UNITED STATES
MILLIONS OF DOLLARS 1914 - 1931 MILLIONS OF DOLLARS
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Table 2 - Loans and Investments of Banks in the United States
Fxclusive of Matual Savings Banks and Private Banks
1914-1931(1)

(in millions of dollars)

Nonmembe?
Member banis State bankz (ex- All State
(2322) clusive of mtual Al%aiézte and national
State | National] Total Ap;?z;;2§i;§;l) banks
1914 - 8,313 8,313 8,410 8,410 16,723
1915 76 8,688 8,764 8,582 8,658 17,3ub
1916 229 | 10,086 | 10,315 9,972 10,201 20,287
1917 556 | 11,897 | 12,453 11,2L8 11,80k 23,701
1918 L,5941 13,913 | 18,507 8,727 13,321 27,23M
1919 6,530 | 15,712 | 22,242 9,40k 15,934 31,6U6
1920 8,012} 17,547 | 25,579 10,712 18,724 36,271
1921 8,226 | 15,895 | 24,121 10,090 18,316 34,211
1922 8,477 15,705 | 2k,182 9,677 18,154 33,859
192 9,702 16,805 | 26,507 10,590 20,292 37,097
192 10,109 | 17,058 | 27,167 10,938 21,047 &8,105
1925 11,225 | 18,29% | 29,518 11,694 22,919 1,212
1926 12,025) 19,159 | 31,184 12,263 2L, 288 43,447
1927 12,519 | 20,237 | 32,756 12,331 24,850 45,087
1928 12,999 | 22,0b2 | 35,061 12,374 25,873 47,935
1929 1,254 21,457 | 35,711 13,132 27,386 4g,8Y43
1930 13,907 21,749 | 35,656 12,638 26,545 48,294
1931 13,098 | 20,825 | 33,923 10,534 23,632 Uy 457
1931 (Dec.) | 11,481} 19,094 | 30,575 8,600 20,081 39,175

(1) see note, Table 1.

Table 3 gives by size groups the number of commercial banks,

both national and State, within and without the Federal reserve system

in 1920 and in 1930.
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Table 3 -~ Membership in the Federal Reserve System,
June 30, 1920 and 1930, by Size Groups

Number of banis(l) Percentage of

Size group 19@9" 1930 total number that
loans and investments | Mem- | Non- Mem- | Non- were members
bers(2); members bers{2)!members 1920 1930
Under $%00,000 3,591 : 15,048} 2,913 | 10,402 19:3 21.9
500,000 ~ 2,000,000 L, 004 3,630 3,418 3,096 53.0 52.5
2,000,000 - 10,000,000 1,339 Th2 | 1,507 915 643 63.1
10,000,000 ~ 50,000,000 305 64| 326 ‘ 128 82,7 1 71.8
50,000,000 and over 69 3 91 : 10 95.8 | 90.1
Total 9,398 | 19,4871 8,315 | 14,551 32,5 | 36.4

(1) The 1920 figures include 386 banks in Illinois which were classed as
private banks on June 30 of that year, but which had nearly all been
converted to State banks by the end of the year in compliance with a
law prohibiting the operation of private banks after Jamuary 1, 1921.

In classifying active State banks by size groups, whenever indi-
vidual reports for June 30 were not obtainable, figures for the nearest
available date were used. For $this reason the totals given here differ
somewhat from similar figures elsewhere in this report and in the re-
ports of the Comptroller of the Currcency. The State bank figures used
were either supplied by the State banking departments or compiled from
their published reports.

(2) National and State.

Only a third of all the commercial banks in the nation were mem—
bers of the Federal reserve system in 1920, and the percentage was not very
much larger in 1930. The proportion of members among the large banks was
very high in 1930 though not so high as 10 years earlier. There were 138
nommembers out of a total of 555 with over $10,000,000 of loans and in-
vestments in 1930, as compared with only 67 out of hﬂi in 1920.

Table 4 gives by size groups the aggregate loans and investments

of member and nonmember banks in 1920 and in 1930.
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Table 4 - Loans and Investmeunts of Member and Nonmember Banks (of the
Federal Reserve System), June 30U, 1920 and 1030, by Size Groups

Aggregate loans and investments(1) R
(000,000 omitted) Percen?ageﬂol the
Size group 1920 1930 total in the re-
loans and investments |, . (o) | Nom- |, . (o)l Non- Serve system
banks | 20T | bancs | e | 1920 1930
Under $500,000 $ 1,079 |$ 3,027 $ 8u6 | ¢ 2,078 2643 23.9
500,000 ~ 2,000,000 4,027 3,253 3,579 2,921 ] 55.3 54.8
2,000,000 - 10,000,000 5,402 2,841 6,402 3,555 | 65.5 64,3
10,000,000 ~ 50,000,000 6,183 1,182 6,372 2,459 83.9 7242
50,000,000 and over 8,868 288 | _18,497 | 1,394} 96.9 93.0
Total $25,559 | $10,591 | $35,6% | $12,407 | 70.7 Th.2
(1) see note (1), Tablc 3.

(2) Wational and State.

Owing to the fact that most of the larger State banks and trust

companies are xmembers of the Federal reserve system while most of the small

banks are not, the percentage of the total vanking resources embraced witnin

the system is far greater taan the percentage of banics witnin the system,

This percentage, walca was 70.7 in 1920, increased to Th.2 during tihe decade

from 1920 to 1930.

As in tue case of the nuanve: of banks, however, a larger

proportion of the business of the large vanls wal outside the system in 1930

than ten years earlier,

Table 5 shows the number of State meimber and nonmember banks and

trust companies in 1920 and 1930 by size groups, and the percentage of the

total that were members in each of taese years.
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Table 5 — State Banlz and Trust Company Membership in the Federal
Reserve System, June 30, 1920 and 1930, by Size Groups

t

Mumber of banks(1) Percentage of

Size group 1920 1930 State banks that
loans and investments State Non- State Non~ were members
mnenbers| nembers| members|tienbers 1920 1930
Under $500,000 458 | 15,048 286 | 10,h02 3.0 207
500,000 - 2,000,000 495 3,630  36% 3,096 12.0 10.5
2,000,000 ~ 10,000,000 268 The 2l6 915 26.5 2l.2
10,000,000 -~ 50,000,000 121 64l 12h 128 65.4 | k9.2
50,000,000 and over 32 3 Lg 10 91.4 | g3.1
Total 1,374 | 19,4871 1,068 | 14,551 6.6 6.8

(1) see note (1), Teble 3,

In all size groups the percentage of the State banks and trust
companies which were members of the Federal reserve system declined be-
tween 1920 and 1930. Due, however, to changes in the number of banks in
the various size groups, the percentage of the total mumber of State banks
and trust companies that are members of the system was almost the sane
in 1930 as in 1920, that is, 6.8 per cent as compared with 6.6 per cent.
Only one State chartered banldng institution out of fifteen is a member of
the Federal reserve system.

In 1920, 43 per cent of the loans and investments of all State
banks and trust companies was within the system, and in 1930, 53 per cent.

This is shown in Table 6.
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Table 6 - Ioans and Investments of Member and Nonmember State Banks
(of the Federal Reserve System), Juune 30, 1920 and 1930,
by Size Groups

Aggregate loans and investments(l) Percentage
(000,000 omitted) - of the total
Size group 1920 ! _1930 in State
loans and investments State | Non~- State | Non- member banks
member | member {member | member .
banks | banks banks | banks 1920 | 1930
Under $500,000 $ 1371$ 3,027 {3  771$ 2,078 Y4 | 3.6
500,000 -~ 2,000,000 501 3,253 94 2,921 13.3 | 11.9
2,000,000 - 10,000,000 1,186 2,841 1,154 3, 555 29.5 | 24.5
10,000,000 - 50,000,000 2,549 1,182 | 2,556 2,L59 68.3 | 51.0
50,000,000 and over 3,639 288 9,726 1,394 | 92.7 | &1.5
Total $8,012 | $10,591 |$13,907; $12,407 43,1 52.9

(1} see note (1), Table 3.

Table 7 shows for 1920 and for 1930 the aggregate loans and in-

vestments of national banks, member State banks, and nonmember banizs

grouped by size.

Table 7 - Distribution of Aggresate Loans and Investments of Commercial Banks
and Trust Companies, June 30, 1920 and 1930, by Size Groups

Aggregate loans and investments

(000,000 omitted)

Size group . Member State | Wommember State
loans and investments zfig.iosrf:f eb:;gs Na.;:;;lr:sal banks a.nd..trust banlks and. trust
companies companies

1920 ; 1930 ] 1920 ' 1930 t 1920 | 1930 | 1920 1930
Under $500,000 $4,106($ 2,924f$ 42l 769 $ 1371% 77| $ 3,027($ 2,078
500,000 - 2,000,000 7,280] 6,460] 3,5261 3,145 501} 394 3,253 2,921
2,000,000 - 10, ooo 000 8,243 9,957 216; 5,2ugl 1,186f 1,154 2,841} 3,555
10 ooo 000 - 50 ooo 000 7,365{ 8,831 3,63& 3,816} 2,549 2,556 1,182] 2,459
50,000,000 and over 9,156 19,8911 5,229 &,771] _3,639} _9.726| 288} 1,394
Total $36,15C | $48,063 | §L7,547 1$2L,749| $8,012]$13,907| $10,591|$12,407
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Table 8 shows the changes during the decade in the loans and in-

vestments of the banks in these size groups, both in millions of dollars

and in percentagess.

Table 8 —~ Changes in the Aggregate Loans and Invesiments of Commercial Banks
and Trust Companies from 1920 to 1930, by Size Groups

Changes inmillions of dollars Percentage changes

. Member |Nonmember Member Nonmember

Size group Natiowl |State banks [State banlcs {Metionsl | State banks iState banks

loans and investments | panks |and trust |and trust | banks | and trust | and trust

companies ‘jcompanies companies | companies
Under $500,000 -174 -50 -9k9 -18.4 | -U3.8 ~31.4
500,000 - 2,000,000 -381 -107 -332 | -10.8 | -21.h -10.2
2,000,000 - 10,000,000 +1,032 -32 +714 | +24.5 ~2.7 +25,1
10,000,000 ~ 50,000,000 182 +7 +1,277 +5.0 +0.3 +108.0
50,000,000 and over +3,5421 +6,087 +1,106 { +67.7 | +167.3 +384.0
Total +4,202| +5,895 +1,810 {+23.9 | +73.6 +17.1

Digitized for FRASER

http://fraser.stlouisfed.org/

These tables indicate that among banks with less than two million

dollars of loans and investments, national, State member, and nonmember

State banks all lost banking strength during the decade.

Those with national

chartershave lost less aggregate banking strength than those with State

charters.

among State banks.

banks with from two to ten million dollars of loans and investments.

This has resulted principally from the higher suspension rate

A somewhat different situvation exists with respect to

Those

with national charters and those with State charters but without Federal

reserve mewbership grew at a moderate rate.

contrary, lost loans and investments.

liember State banks, on the

The changes eamong banlts with more than fifty million dollars of

loans and investments are the most striking.

Federal Reserve Bank of St. Louis

Loans and investments of all



- 45 -

three classes of banks grew rapidly during the decade, with those of mem-—

ber State banks and trust companies increasing at a more rapid rate than

those of national banks,.

showed the greatest percentage growth.

The nonmember banks and tritst companies, however,

Further light on the changes in State bank and trust company mem-

bership in the Federal reserve system may be obtained from an examination

of the number and resources of State banks and trust companies admitted to

and withdrawing from membership.

These figures are given in Table 9.

Table § -~ Number and Aggregate Resources of State Banks and Trust Companies
Admitted to and Withdrawing from Membership in the
Federal Reserve System, 1921-1931(1)

Admitted ‘ Withdrawn Absorbed by

to membership i from membership nommember banks

Year omb ] Resources | Number " Resources Numb Resources
HEIDGTL (000 omitted)] ~ oo (000 omitted) ] Pt (000 omitted)

1921 204 | $ 224,958 19 $ 10,872 2 $ 3,823
1922 95 280,190 13 ol,8le 1 3,603
192 66 137,830 30 139,222 - -
192 b1 60,771 27 67,061 5 2,406
1925 Lo 139,865 40 32,340 14 13,768
1926 32 88,379 61 54,215 Y 1,163
1927 29 62,876 34 59,141 6 7,042
1928 23 Lg, U5 45 73,429 9 32,996
1929 27 148,130 hg 1b41,385 16 433,733
1930 18 41,109 47 189,56k 13 24,930
1931 23 119,126 20 23,1461 8 66,822
Total 598 | $1,351,679 384 | $815,552 78 $590, 286

(1) Based on revised data furnished by the Division of Bank QOperations,
Federal Reserve Board, supplemented by Rand McHally Bankers Directory.
Since the Directory figures appear only every six months, resources
at time of admisgion or withdrawal may have differed from those in~
cluded atove in some cases.

membership since 1920.
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suspensions, voluntary liquidations, absorptions of member State banks by
national banks, conversions of member State banks to national banks, nor

changes in member resources due to absorpbtion of nonmember banks by mem-

ber banks., They embrace ounly changes vhere State banks were admitted to

or withdrew from the Federal reserve system.

It will be noted that for several years after 1920, the admis-
sions were more numerous than the withdrawals and the absorptions by non~
member banks. Since 1924, however, admissions to membership have been
less than the losses on account of withdrawals and absorptions by non-
member banks. The same situation is generally true in respect to resources

since 1926.
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CHAPTER III

STATE LEGISLATION AND THE DUAL BANKING SYSTEM

Two main opposing trends are apparent in the development of State
banking legislation in recent years.(l) On the one hand, the recognition of
weaknesses in many State systems, as revealed especially by the mumerocus fail-
ures of banks since 1920, has been followed by attempts to improve banking
standards, On the other hand, the States have endeavored to improve the come
petitive position of their banks and prevent the conversion of their institu-
tions to national banks, Thus the States have attempted to strike a balance
between the desirability of strengthening their systems from the viewpoint of
safety to depositors, and of increasing the mumbers and resources of their
banks by moking State charters attractive. With forty-eight different States
involved, there have begen wide variations in the barking standards actually
adopted and maintained from time to time,

In 2 few instances the State laws appear to have become fully as
effective as the national laws in the matter of requiring sound banking prac-
ticess Moreover, certain extensions of powers and privileges to State banks
have resulted in no apparent dimimution of safety to depositors. But in the
great majority of the States banks have been and still are chartered without

adequate capital and other requirements, and various practices are permitted

(1) This brief summary of State banking legislation is based principally
upon the following: (1) Digests of particular aspects of State laws
made from time to time by counsel of the Federal Reserve Board; (2)
Digest made in 1909 by the National Monetary Commission; (3) Replies
to questionnaires procured from State banking departments by the
twelve Federal reserve banks; and (4) Text of the banking laws of the
various States.

- L7 -
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which have resulted in lower standards of safety than those prevailing in the

national system.

The Opening of Hew Banks

One of the chief evils of the dual banking system and the accompany-
ing competition for numbers and resources has been manifested in the organiza-
tion of new banks. Numerous institutions have been chartered which should
never have been allowed to commence business. In their subsequent failure lies
a large part of the explanation of the deplorable safety record of our banking
gtructure. Charter requirements differ considerably in the several States,
and some improvements have been made in recent years; but the status in this
respect is still far from satisfactory, especially in view of the competitive
situation which prevents the enforcement of more adequate requirements in
either the national or the State systems.

Capital Requirements. -~ It was noted in an earlier chapter that in

1900, when Congress reduced the minimum capitalization of national banks from
$50,000 in places under 6,000 to $25,000 in places of under 3,000 population,
many States permitted banks to organize wita oanly $10,000 of paid-in capital,
Since then the majority of the States have recognized the evils

resulting from the excessive granting of charters during the early years of
the century and have taien some measures either legislative or administrative
to limit the number of primary organizations. In part this has been accom-
plished by tue adoption of nigher capital requirements. A comparison of the
laws in force in 1909 indicates that in only about 13 States were the ninimum
capital requirements as higa as the minimum requirements for national banks,

and in over half of the States it appears that banks could Pe organized in
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small rural comrmmnities with $10,000 of capital or less.(l) At vresent 36
States require a minimum capital of $25,000 or more for institutions doing a
commercial banking business, and 8 of these require a minimum of $50,000. In
11 of the other 12 States, however, the requirement still is less than $25,000,
varying from $10,000 to $20,000, while in one State no minimum is specified in
the law., Table 10 shows the minimum capital requirement for institutions en-
gaged in commercial bvanking by States around 1909 and in 1932,

Table 10 - Minimum Capital Requirements for Establishment of Institutions
Engaged in Commercial Banmking, 1909 and 1932(2)

State Migimum capital reguirements
1909\ 3 19z2(1)

Alabama $ 15,000 $25,000
Arizona - 25,000
Arkansas - 25,000
California 25,000 50,000(5)
Colorado 10,000 25,000
Connecticut - 50,000
Delaware - 25,000(5)
Florida 15,000 25,000
Georgia 25,000 25,000
Idaho 10,000 25,000(5)
Illinois 25,000 50,000(5)
Indiana 25,000 25,000
Iowa 10,000(6) 25,000
Kansas 10,000 20,000
Kentucky 15,000 15,000
Louisiana 10,000 25,000
Maine(T) 25,000 50,000
Maryland _ 50,000 25,000
Massachusetts(7) 100,000 50,000
Michigan 20,000 20,000(5)
Minnesota 10,000 10,000(5)(8)
Mississippi 10,000 25,000
Missouri | 10,000 15,000
Montana 20,000 25,000(5)
Nebraska 10,000 25,000
Nevada 10,000 50,000(5)
New Hampsaire - 25,000

(1) Samiel A, Welldon, Digest of State Banking Statutes, Publications of the
National Monetary Commission, Vol. III.
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Table 10 - Minimum Capital Requirements for Establishment of Ingtitutions
Tngaged in Commercial Banking, 1909 and 1932(2) (Continued)

Minimum capital requirements

State 1909(3) 1932(5)
New Jersey $50,000 $50,000
New Mexico 30,000 25,000(5)
New York 25,000 25,000
North Carolina 5,000 25,000
North Dakota 10,000 15,000(5)
Ohio 25,000 25,000(5)
Qklahoma 10,000 10,000
Oregon 10,000 25,000
Pennsylvania 25,000 25,000

Rhode Island -

South Carolina - 10,000(5)(9)
South Dakota 10,000 15,000(5)
Tennessee - 20,000
Texas 10,000 17,500
Utah 10,000 25,000(5)
Vermont(7) - 25,000
Virginia 10,000 50,000
Washington 10,000 15,000(5)
West Virginia 25,000 25,000
Wisconsin 10,000 25,000
Wyoming 10,000 - 28,000(5)

(2) These minimm requirements do not apply neces-
sarily to all cities and towns, but in many
cases only to the smallest commmnities,

(3) Source: Samuel A. Welldon, Digest of State
Bankinsz Statutes.

(4) Text of various State laws and data supplied
by State banking departments. In a very few
cases where data for 1932 were not available,
data for tie latest available year preceding
were used.

(5) In addition, banks in these States must have
a paid-in surplus of from 10 to 100 per cent
of capital before they may open for business.

(6) Savings banks doing commercial business. Mini-
mm requirement for commercial banks, $25,000.
(7) Trust companies doing a commercial banking busi-
ness., No comnercial banks cnartered.
(8) In commnities with less than 500 population
where no bank is located. Otherwise, $20,000.
(9) "Depositaries" may be organized with capital
of $2,500.
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The changes shown in Table 10 do not indicate the full measure of im-
provement in the matter of minimum capital requirements since 1909, In the
former year a great many of the States did not require the whole of the minimum
capital to be paid up before the bank commenced business, while at present this
appears to be required in practically all tne States., On the other hand, the
minimum capital requirement in all but 8 States remains far below the minimum
for national banks prior to 1900 when the competition of State systems forced
it down. This fact undoubtedly has constituted a serious obstacle to any improve-
ment of national banking standards in the matter of requiring capital adequate
for safety,

Other Regtrictions. -~ Restrictions upon the opening of new banks,
other than minimum capital requirements, are mainly a matter of banking super-
visions This subject will be dealt with in a later chapter. Here it will be
sufficient to observe that in the early part of the present century supsrvisory
officials in many States were allowed but 1little discretion in the granting of
charters to new banks., In most cases no power of refusal was lodged in the
hands of banking boards or commissioners. In only a few States were such boards
or officials specifically empowered or required to consider the public conven-
ience and necessity in granting charters, or even to investigate the integrity
and reliability of the proposed incorporators., Since 1929, however, the banking
board, commissioner, superintendeat, or otaer charter-granting anthority has had
almost complete discretionary power in most of the States to grant or refuse
applications for bank charters, subject in a number of States to appeal or re-
vieﬁ by courts or special boards. In over tiuree-~fourths of the States the bank
commigsioner, superintendent, or banking board is expressly instructed by law

to consider the public convenience or public necessity for the proposed bank.(l)

(1) see Table 1%, ch. V.
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Powers and Privileges of Banks

This discussion will be limited to sowe of the more important powers
and privileges accorded to the banks of the various States: namely, loans on
real estate, the ownership of corporate stocks, loans to individual borrowers,
loans to officers and directors, branch banlking, fiduciary business, and invest-
ment banking, wiaether directly or througa affiliated companies. The laws, ad-
ministrative rulings, and banking customs vary in so many points in the differ-
ent States and are so mumerous and complicated in the aggregate that a survey
of this nature can make only general comparisons. It would be exceedingly diffi-
cult to present an accurate picture of detailed differences. Moreover the in-
formation is of & type that does not lend itself readily to statistical summary,
and hag boen used only for the purpose of making general comparisons of the
powers and privileges of banks.

Ioans on Real Estate. - Until 1913 national banks were forbidden to
make loans upon the security of real estate. In 1909 the State laws did not
have this prohibition, although in a few instances real estate loans were limited
in aggregate amount, and in a considerable number of others they were restricted
to first liens or to given percentages of tae value of tue land.(l)

Much the same situation with respect to State banks exists today, al-
though several additional States have laid down restrictions as to the kind and
amount of mortgages which may be taken and the aggregate amount of real estate
loans which may be made. All the States still perimit their banks to make real
estate loans, but since national banits are now also permitted to make suci loans,

there is less difference in tails respect tnan formerly between tiae national and

(1) George E. Barnett, State Banks and Trust Comparies Since the Passage of
the National-Bank Act, Publications of the National Monetary Commission,
Vol., VII, pp. 100-103.
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the State systems. Natioral banks, however, were granted the privilege of
making loans on real estate primarily in order to enable tinem to meet tne com-
petition of State chartered institutions, and taeir powers in this respect have
been extended from time to time for the same reason.

Apart from limits on loans to single borrowers or to officers and
directors, about one-half of tie States appear to have no restrictions whatever
on the making of real estate loans, elther as to tize kind of mortgages taken as
security or the aggregate amount of suci loans. There appears to be nothing in
the laws of such States to prevent banks from investing the whole of their
available funds, waetner represented by time or demand deposits, in long-term
real estate mortgages, which may even be second or third liens. Moreover, in
several of the States which limit the aggregate amount of real estate loans, the
limitation applies to percentages of botix time and demand deposits, and such per-
centages, taken together, usually make up a considerably larger proportion of
total deposits than is permitted in the case of national banks. The sun total
of all the privileges still existing in the majority of the States with respect
to the making of real estate loans therefore appears to be much more liberal than
even the extended powers of the national banks.

An luomediate cause of banking difficulties in recent years, particulanr-
ly in agricultural areas, was loans based either immediately or ultimately on
real estate values. This class of business is the commonest exauaple of the ex-
tension of the activities of banks beyond the traditional field of commercial
banking and into the field of capital financiag,

Ownership of Corporate Stocks. - In addition to the power to purchase

and hold bonds and otiuer interest bearing obligaticns, wiich national banks also

have, the institutions cinartered by many States have long had the power to pur—
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chase and hold corporate stocks. This is especially true with respect to trust
companies. It is difficult to tell exactly what the status is in some States,
but roughly speaking it appears that in about 17 States trust companies are
specifically or implicitly permitted to purchase corporate stocks, in about 11
they are permitted to do so under specific limitations eitner as to amount or
kind, in about 10 they are specifically forbidden to purchase them, and in about
10 there is either no mention of the matter or information is unavailable., The
actual practice of course frequently depends not only upon the law but also upon
administrotive regulation.(l)

State chartered commercial banks, as it nappens, are not so frequently
authorized to purcaase corporate stocks, less than one-fourth of the States
specifically or by implication granting the privilege, over one-third specifical-
1y forbidding it, a few placing restrictions upon the amount or type of purchase,
and the remaining States have no legislation on the subject.(z) Inasmich, how-
ever; as in the great majority of the States trust companies can by law and
usually do engage in commercial banking, the differences in the privileges of
the two clagses of institutions are not important,

The power of State cnartered banks and trust companies to purchase
corporate stocits is a competitive advantage primarily because it gives a greater
flexibility to investment policies and provides greater opportunities for specu-

lative profits than those available to banks without the privilege. National

(1) For 1909, Samuel A. Welldon, Digest of State Banking Statutes, Publications
of the National Monetary Commission, Vol, III; for 1932, Digest of State
Lows Relating to the Purcanse of Corporate Stocks by Banks and Trust Com-

aniesg, prepared by the office of the counsel of tiae Federal Reserve
Board.

(2) 1big.
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banks have to some extent met the situation Ly having their stockholders orgzan-
ize State chartered affiliates under identical control, and nave thus indirectly
been enabled to take advantage of the more extensive privileges permitted to
State institutions.

Losns to Single Borrowers.(1) - It is not possible in a brief gpace
to compare the limitations placed on loans to single borrowers by the various
States with the limitations placed on such loans by the National Bank Act, or
to summarize tihe changes which have been made in State laws over a period of
time, The chief reason for this is the complexity of the limitations . and of
the exceptions. However, there is not so much difference at present between
the powers of national and State banks to lend to single borrowers as there was
two decades ago, partly on account of stricter requirements in many of the
States and partly on account of the extension of lending powers granted to
national banks,

Loans to Officers and Directors.(e) ~ The National Bank Act has never

contained any limitations on loans to officers and directors of the bank, except
those wnich apply to all borrowers, Comptrollers of the Cur:ency have frequent-
ly recommended restrictions on such loans, but they hLave never been enacted by
Congress, On the other hand, about two-thirds of the States had some kind of
special regulations regarding loans to officers and directors as early as 1909,
These were of three types: (a) the requirement that a majority, or more, of

the board of directors should approve the loan; (b) a limitation on the amount

(1) sources of information on tiis subject: for 1909, Samiel A. Welldon, Digest
of State Banking Statutes, Publications of the National Monetary Commission,
Vol, III; for 1932, text of the various State laws and data supplied by
State banking departments.

(2) sources of information on this subject: for 1909, Barnett, op. cit., Pe 98;
for 1932, text of tae various State laws and data supplied by State banking
departments,
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of sucii loans more stringent than that to other peirsons; and (c) the requirement
that loans to officers and directors should be secured.

At present nearly all States have limitations of some kind on loans to
officers and directors and, in some cases, on loans to employees of baniks and
trust companies, in addition to those upon loans to single borrowers, altaough
in many cases it is doubtful whether the restrictions are of much practical ef-
fect. In about half a dozen States loans to certain active officers are actually
prohibited. At present more States appear to have specific restriction on loans
to officers and directors tnan in 1909, About two-thirds of the States require
that such loans, at least in excess of certain amounts, be approved by a majori-
ty or more of the board of directors or of the discount committee, in many cases
the applicant not voting. Most of tlie others either have special limitations
upon the amount loaned or stipulate the kind or amount of security required,

In a few instances the restrictions are extended to loans to partnerships or
corporations of which officers or directors of the banking institution are mem-
bers or which they control.

Branch Banking. - As previously noted, some States have for many years

permitted banks and trust companies to establisii branches, although two decades
ago this advantage over national banks was more theoretical than practical,
since relatively few branches were establisned. In 1909 branch banking was of
so little practical importance in most sections of the country that more than
half of the States had no legislation regarding it.

During the past twenty years, nowever, there has been a definite move-
ment toward the establishment of branches of banks within the corporate limiis
of the larger cities, and in California, on a state-wide scale, This develop-

ment has been followed by the passage of laws either permitting or prohibiting
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branches in most of the States previously without legislation on the subjects
Nevertiaeless, there has been no general movement toward the extension of state-
wide branch banking. The new legislation, for the most part, has either pro-
hibited branch banking, or authorized it only within limited areas, such as the
city, town, or county in which the parent bank is located; or at least to cities,
towns, or counties contiguous thereto. The extent of these changes in State
legislation regarding brancih banking mey be seen from Table 11, which summarizes

branch banking legislation in 1909, 1924, and 1932,

Table 11 - State Branch Banking Legislation in 1909, 192U, and 1932(1)

Fxgpber of States
1909 | 1924 | 1932

States permitting state-wide branch bank-
ing(2) | 9 | 12 9
Statcs;permittin% branch banking within

limited areas\3 4 7 14
States prohibiting branch banking(“) 8 17 18
States with no legislation regarding

branch banking(b) 27 | 12 7

(1) Based on #elldon; gp. cit.; and Federal Reserve Eulletin,
March, 1925, pp. 182-187, and July, 1932, p. U565,

(2) Including 3 States in 1924 in whica there was no express
provision for branches, but in whic: they were implied
in certain provisions of tae law; and 1 State in 1924 in
which the law autnorized branci banking but the commis-
sioner of banks and banking did not sanction their opera-
tion.

(3) Limited areas include same city, towa, county, or other
local area as the location of the parent bank, and in a
few cases, contiguous cities, towns, or counties. In-
cludes 1 State in 1909 which allowed limited branches to
trust companies but made no provision for general commer-
cial banks to have branches, Includes 1 State in 1932
which permitted "stations" in towas deprived of other
banking facilities,

(1) Includes 1 State in 1932 wnich allowved mercantile com-
panies doing a banking business to operate branches.

(5) Includes 1 State in 1924 and in 1932 in which agencies
for the receipt of deposits and the casaing of checks
were permitted by court decisions.
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Of the 8 States which prohibited all branch banking in 1909, none
has since authorized state-wide operation, 2 have authorized branch banking
within limited areas, and 1 has authorized the estahlishment of agencies in
towns in the same county without banking facilities, Of the 9 States which per-
mitted state-wide branch operation in 1909, 2 have since limited dranches to re-
stricted areas, and 3 have prohibited the establishment of new branches. Of the
27 with no legislation in 1909 regarding branch banking, 10 now prohibit branches,
5 authorize the establishment of state-wide branches, 5 permit branches within
limited areas, and 7 still have no legislation regarding branches.,

The whole subject of branch banking in the United States is dealt with
in other volumes of the Committee's report, where branch operation in relation
to the competitive position of national and State banks is examined in consider-
able detail,

Fiduciary Powers. ~ The greatest variety exists among the various
States in respect to trust and other fiduciary powers. The relations between
commercial banks and trust companies also differ markedly from State to State.

There has been a pronounced tendency since 1909, however, to authorize
State chartered institutions to perform the functions of both banks and trust
companies, At the same time the number of States requiring either complete or
partial segregation of the two classes of business has been reduced. Since
national banks also may now be authorized by the Federal Reserve Board to exer~
cise fiduciary powers, the trend towards a complete intermixture of banking
and fiduciary functions in the same institutions is general and nation-wide,

This aspect of dual control of the banking structure, in fact, is no longer so
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important a matter of competition between the national and the State systems
as in the past, although, as will be made clear in a later chapter,(l) questions
regarding the succession of national banks to the trust business of State insti-
tutions have sometimes been an obstacle to the conversion of State banks to
national charter., Moreover, national banks have been accorded the privilege of
exercising in each State only the fiduciary powers permitted to State institus.
tions operating there. Consequently the national banking legislation on the
subject of fiduciary powers is not uniform, but varies from State to State,

Investment Banking. - With respect to the underwriting and merchandis-
ing of securities, neither the national banking laws nor those of most of the
States are very clear or specific, In general there appears to be nothing in
the law to prevent banks, whether national or State, from underwriting and mer-
chandising such securities as they are permitted on their own account to puir~-
chase and hold. Except for a few very large institutions, however, they do not
generally engage in underwriting in their own name or under their own charter,
Merchandising, on the other hand, has become an increasingly important activity
of commercial banks in recent years. Numerous banks, both national and State,
often buy for resale such securities as they themselves are permitted to own.
This class of business, of course, is to be distingsuished from the older prac-
tice of acting in behalf of customers as agents for the purchase or sale of
securities, The only essential difference between the privileges of State and
national banking institutions in the matter of merchandising securities appears
to be the wider powers of ownership of the former,

The most important extension of the activities of commercial banking

institutions into the field of investment banking in recent years has occurred

(1) see ch. ¥I.
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through the use of affiliated companies, organized and controlled by the same
interests as the banking institutions for the express purpose of underwriting
and merchandising securities, In recent years the operation of securities af-
filiates has become common among large State banking institutions as well as

among national banks,

gserves Against Deposits

Prior to the passage of the Federal Reserve Act, national banks were
required to carry a certain proportion of their deposits in cash in their own
vaults and in most cases as balances with other banks., This proportion varied
with the locality of the bank. State statutes had analogous provisions, but
it was usually true that reserves against deposits required of national banks
were higher than those required of State banks of the same size and in the same
situations It is not desirable here to go into all - the manifold variations in
these requirements from one State to another or from one locality to another.

The reserve requirements of national banks were reduced by the origi-
nal Federal Reserve Act and subsequent amendments, In general, however, the
States have tended to reduce commensurably their requirements for State insti~-
tutions, and the process has operated in the direction of lower banking stand-
ards without any stable competitive gain to national banks. Among many small
banks today, membership in the Federal reserve system is considered‘unattractive,
largely because of the reserve requirements. The State law may require that the§
small State bank in question carry as much reserve in its own vaults or as bale
ances with correspondent banks as it would have to carry with the Federal reserve
bank if it were a national bank, The fact, however, that the Federal reserve

bank pays no interest on bank balances while the correspondent banks do, as a

org/
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rule, is an important consideration in causing a bank'!s management to prefer a
State to a national charter,

With the passage of the Federal Reserve Act it was hoped that State
banks,and trust companies engaged in commercial banking, would become members
of the system., State banks joining the Federal reserve system, however, faced
the possibility of being required to conform to two separate bodies of legisle~
tion governing reserves. Since the amendmeant of June 21, 1917, to tihe Federal
Reserve Act, the required reserves of member banks have been kept entirely in
the form of balances with the Federal reserve banks, At the time of the amend-
ment, however, a large mumber of the States required the maintenance of vault
ceash reserves, In a mumber of States, therefore, membership in the system
meant the maintenance of primary reserves greater thnan those required of State
nonmeasber banks or of national banks. Since that time the majority of the
States have enacted legislation permitting State banks which become members of
the system to substitute the Federal reserve member bank requirements for the
State requirements. In wmost of the remaining States the actual vault cash re-
serve required is so small that it is not in excess of the needs for daily opera-
tion, and the required vault cash plus balances held with the reserve bank, which
constitute balances with approved depositories under State law, is not larger
than the member bank reserves plus the minimum vault cash necessary for daily
operations. In these States the actual required reserves may be higher for
State member banks than for nonmember banks, dut they are not higher than those

for national banks.

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



CHAPTER IV

THE INFLUENCE OF BANKERS ON LEGISLATION

One of the principal activities of the State banks through
their various agencies has been directed against legislative proposals
designed to place national banks on a competitive parity with State
banks. Especially has this been true with respect to the extension of
fiduciary powers and branch banking privileges to national banks,

The original central banlking plan submitted by the
National Monetary Commission in 1911 provided for "natioral

trust companies,"(l) but there was

(1) Suzeested Plan for Monetary Legislation, Publications of National
Monetary Commission, p. 17.
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vigorous opposition on the part of State chartered trust companies, and the
proposal did not appear in the commission's final recommendations, The Federal
Reserve Act, however, despite the opposition of the State bankers, authorized
the Federal Reserve Board to grant by special permit to national danks, when
not in contravention of State law, the right to act as trustee, executor, ad-
ministrator, or registrar of stocks and bonds, under such rules and regulations
as the board might prescribe.

Opposition by trust companies to the granting of these powers to
national banks by the Federal Reserve Board,(l) was manifested not only in
States in which banking and fiduciary functions were separated, but also in
States in which trust companies engaged in commercial banking in direct com-
petition with national banks., In 1914 the New York State legislature enacted
a statute restricting the exercise of fiduciary powers to trust companies or
ganized under State laws.(a) Similar laws existed in Colorado, Florida, Mis-
souri, and North Carolina in 1915 and attorneys general .in at least twelve
other States interpreted the laws to deny fiduciary rights to national banks.(3)
That same year representatives of the Trust Company Section of the American
Bankers Association went to Washington to protest to the Federal Reserve Board
that the authorization in the Federal Reserve Act was unconstitutional. About
the same time litigation was initiated in attempts to prevent the national banks
from exercising the fiduciary powers granted them, the expense of the litiga~

tion being borme by individual trust companies.(u) On the other hand, there

(1) a comprehensive review of the litigation over the fiduciary powers of
national banks is gontained in an article by Charles S. Tippetts, "Fidu-
clary Powers of National Banks," American Economic Review, September,
1925, Vol. XV, pp. 417-43lL,

(2) Federal Reserve Bulletin, Jamuary, 1918, p. 12.

(3) Commercial and Financial Chronicle, American Bankers Association Supple-
ment, September 18, 1915, pp. 1ho.1u1.

(%) 1bid., pp. 142, 1bE.
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were some States wnich adopted enabling acts designed to remove various dis-
abilities under which the national banks labored in their exercise of fiduciary
powers,(1)

On June 11, 1917 the Supreme Court rendered a decision in First
National Bank of Bay City vs. Fellows which settled in principle the constitu-
tionality of trust powers exercised by national banks under the provisions of
the Federal Reserve Act,(e) but left some question as to the adequacy of the
law in certain particulars. Thus it appeared still to be of doubtful effective~
ness in face of statutes sucin as existed in New York State. In connection with
the latter the Attormey General of the United States said that "The power of
Congress to determine how far national banks may be subject to State control
is settled. . . . But in this case Congress nas not exerted its powers,"(3)

The inadequacy of the existing statute was removed by an amendment
of Septemver 26, 191¢€ to the Federal Reserve Act, providing specifically that
the exercise of fiduciary powers by national banks should "not be deemed to be
in contravention of State or local law" when such powers were authorized for
State banks.(u) Even this did not end the agitation and litigation., Diffi-
culties contimued particularly in States which required trust companies to
deposit securities with the State authorities. Aftorneys general in at least
two of these States are reported to have held that the authorities had no right
to accept such securities from national banizs, On the strength of an opinion
of the attorney general of Wisconsin still maintaining that national banks had
no right to exercise trust powers, the legislature enacted in 1919 a law for-

bidding them to do so, but the Supreme Court of the State declared it unconsti~

(1) Ibid., p. 140.
(2) 244 y, S, 416, See Federal Reserve Bulletin, April, 1917, p. 254; July,
(3) 1917, pp. 534-538, ;
) Opiniong of the Attorneys General, 1910-1919, Edited by George Kearney,
Vol. 3&. Pp. 180-188. Sec TeEeraI'Reservo Euiletln, Jamary, 1918, ppY’12-13.
(4) Public No. 218, 65th Congress. See Federal Reserve Bulletin, October, 1918, p. 948,
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tutional,(1)

It is obvious that though the national barks had their constitutional
rights confirmed by unquestionable authority they were in practice being dis-
couraged from exercising them, for besides the suits and the adverse State laws
that had to be fought, they also found probate courts unwilling to grant their
appointments.(z) In several States litigation on this account continued, there-
fore. A number of these cases established the rights of national banks under
various conditions. In one of them in which a Missouri probate court had re-
fused the appointment of a national bank as executor, the State Supreme Court
sustained the refusal and the case came before the United States Supreme Court,
where, April 28, 1924, a decision was rendered reversing the Missouri court!s
Jjudgment,. The United States Supreme Court declared that "the State can not
lay hold of its general control of administration to deprive national banks of
their power to compete that Congress is authorized to sustain,"(3)

In 1896, as previously noted, the Comptroller of the Currency recom-
mended that national banks be permitted to open branches in small towns., Con-
gress, however, did not adopt this recommendation. The proposal was vigorously
opposed by the banks generally, but more especially by the smaller institutions.

In the more recent movement toward branch banking by national banks
the pressure of State bankers has been directly evident. The prolonged considen-

ation of the McFadden bill, lasting from 192U to early 1927, was due principally

(1) Journel of the American Bankers Association, May, 1919, pp. 601-602. Also
July, 1919, p. 19.

(2) 179 N. Y. Supp. pp. 179-190; 110 Atl. 54; 178 N. W. Rep. 310. Also Federal
Reserve Bulletin, November, 1919, pp. 1059-1060; June, 1920, pp. 6510-611;
July, 1920, pp. 700-701. PFor general discussion see Charles S. Tippetts,
"Figquciary Powers of National Banks," American Economic Review, September,
1925, Vol. XV, p. 428 ff,

(3) State of Missouri ex rel. Burnes National Bank of St, Joseph v. Duncan,

265, U. S. 17, 44 sup. Ct, 427, decided April 28, 1924. See Federal Reserve
Bulletin, May, 1924, pp. 418-419, ‘
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to the controversy over the so-called Hull amendments. These were sponsored by
the State banking interests, and were designed to prohibit forever any member
of the Federal reserve system, either national or State, from establishing
branches in States which, at the time of the passage of the McFadden bill, did
not provide for bmanch banking. This would have given nonmember State banks
and trust companies a permanent advantage over national and State bank members
of the Federal reserve system in regard to the future development of branch

banking, in States then prohibiting it but thereafter adopting branch banking.

Activities of the American Bankers Association

The American Bankers Association, including in its membership most
of the country's banks, is composed of semi-atntonomous divisions representing
State banks, national banks, trust companieg, and savings banks., Consequently
it is sometimes difficult for the varied eclements to agree on matters of policy,
because of conflicting interests. Neverthelegs, the association has generally
been able to agree on important issues, although the final decisions have un-
doubtedly been compromises. The association itself and its various divisions
have legislative committees to which are entrusted the duties of informing the
membership of legislation in which‘they would be interested, in sponsoring
bills considered favorable and opposing those considered prejudicial to the
interests of the members.

In 1905 the Committee on Federal Legislation of the American Bankers
Agsociation was appointed.(l) It hos since been actively engaged in presenting

the views of the association to influential govermment officials and legislators

(1) American Bankers Association, Proceedings of the Thirty-second Annual Con-
vention, 1906, p. 1k2.
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in Washington, Also, the general counsel of tae association nas been active
in keeping in close touch witi all Federal banking legislation.

Associated witih the Committee on Federal legislation is the Federal
Legislative Council, which has a State chairman in each State, and subcommittees
in each Congressional district. The latter are immediately advised by the
comnittee in case it decides that the need has arisen to take action. In the
words of a chairman of the council, "Then, if an emergency arises, distress
calls are made upon the great subcommittee and all the solicitude of the banlk-
ing public is aroused."(l)

The State bankers in the American Bankers Association have consistent-
ly advocated the perpetuation of the dual banking system. As far back as 1913
the then president of the Trust Company Section stated:(2)

", . . our State governments are far better able to govern ocur
affairs than if we are regulated under any National act, some-
thing which I think many of us fear is surely on tie way,"

At the 1930 convention the .State: Bank Division passed a resolution
which read in part:(B)

"Whereas, the prevailing dual system of banking has con-

tributed substantially to the remarkable economic development
of our country, therefore be it
"Resolved, That we believe our present State and

National banking systems should continue working in co-

operation, thus assuring the éndurance and permanency

of individual initiative and the free play of personal-

ized enterprise wnica history has proven so desirable,!

President M. Plin Beebe made extensive remarks of like tenor at the

(1) Comnercial and Financial Chronicle, American Bankers Convention Section,
Vol. CXXI, October 17, 1925, p. 96.

(2) Americen Bankers Association, Proceedings of the Thirty-ninth Anmual Con-
vention, 1913, pp. 358-359.

(3) Comnercial and Financial Caronicle, American Bankers Convention Section,
Vol. CXXXI, October 18, 1930, p. 94.
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1931 comvention. (1)
At the 1932 convention the State Banl: Pivision passed a resolution
in still stronger terms, reading in part as follows:(z)

"Further, be it resolved, That we are unalterably opposed
to the so-called unification of all banking under Federal con-
trol in place of the present dual system of State and National
banks which is being promalgated for the purpose of destroying
the State supervised banking systems. It is almost unbelieva-
ble that such a movement could attain success, but i¥ is being
supported by such powerful interests that desire to being the
entire banking business of this country under the control of a
single Washington bureau as to constitute a serious menace to
our State banks."

The report to the 1932 convention of the Economic Policy Commission,
representing the American Bankers Association as a whole, took a somewhat less
wconmpromising view of the question of unified control, although reiterating
previous endorsements of the dual system, Pertinent passages of tnis report
are as follows:(3)

"Another line of thoughtargues that tue great reform in
bankine by means of law that is needed is in the direction of a
single, unified system for the country as a whole under Federal
Government supervision. It is the theory in this proposal that
this plan would make for better supervision, a more compact and
better co-ordinated banking structure, a nationally higher stand-
ard of management for all banks and a credit mechanism that would
be subject to greater control in the National interest.

"While we are wholly in sympathy with the basic purposes en-
visioned in this argument, we believe, as we have brought out in
previous reports and will not repeat in detail here, that they
can be attained under the present dual system of State and Nation-
al charters, that this dual system has additional virtues in it-
self, particularly along the lines of maintaining local financial
independence and credit sympathies free from the domination of
over-centralized Federal Government, and that the dual system
should be strengthened rather than destroyeds

(1) Ibid., Vol. CXXXIII, October 24, 1931, pp. 60-62.
(2) Ibid., Vol. CXXXV, October 22, 1932, p. 60,
(3) Ibide, p. 33.
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"Specifically, we have in mind the material enlargement of the
sphere of influence of tue Federal Resexrve System in the present
dual banking structure, which is particularly favored by the reduc-
tion of the banking picture to its present dimensions and character.
The changes tais has involved have promoted unity in the operating
aspects of our commercial banking systems embracing both State and
National banks, witaout abrogating their respective charter rights
or nullifying the advantages of our dual system,"

The National Bank Division has been concerned to no little extent

with attempting to stem the tide of losses to the national gystem through con-

versions to State caarters, by advocating "liberalization" of the Federal laws,

A resolution passed by this division at the 1929 convention read in part:(l)

"Members of the National Bank Division have observed with
increasing concern tne withdrawals of banks from the National Sys-
tem for the purpose of operating under State laws, This movement,
which has gained considerable momentum in soie sections of the
United States, and which shows no evidence of subsiding, indicates
unmistakably the necessity for some change which will inject more
attractiveness into National charters and stay the decline in
National bank resources,

", ..The National Bank Division . « e e 15 o o . guided by the real-
izaticn that to be acceptable to those engeged in banidng Naticn—
al charters must be free fr-m restricti-ns which handican them in
compebtition with banlks cperating under the brrader powers of sound
State laws."

The division pledged itself to exert its efforts to bring about such

needed change,

In 1929, when the need of new Federal legislation became more apparent,

the Committee on National Bank Research was formed., This committee recommended

among other things that small national baniks be permitted to withdraw from the

Federal reserve system if they so desired, and that each national bank be al-

lowed to own 66 2/3 per cent or more of the stock of one trust company and one

securitiesg coupany.(a) These recommendations to meet the competition of State

(1) Ibigd., Vol. TXXIX, October 19, 1929, p. 100.
(2) 1bid., Vol. CXXXI, October 18, 1930, p. &2.
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institutions would, if enacted, have added further to the list of measures of
relaxation of the National Bank Act which have been passed for the same purpose.

In the fignt over the granting of trust powers to national banks the
American Bankers Association clearly showed its dual composition, While the
State bank and trust company members actively opposed this extension of the
rights of their national banic competitors, the latter naturally took a contrary
view, and sponsored the development of sucn powers, The Trust Division was
the most antagonistic and took the lead in the legal fight which sought to re-
strict or prevent the exercise of these powers.(l)

Perhaps in no other phase of the competitive struggle did the American
Bankers Association play a more important role than in that concerning the ex-
tension of branch banking powers to national banks, EHere again the national
and State bank divisions found their interests opposed to some extent, although
the small national banks probably feared branch banking about as much as their
State competitors, Compromise was necessary, and wien the climax of the contest
wag reached during the deliberations over the McFadden Act, the association
finally approved provisions giving national banks the right to increase branch
operations to a limited extent. This approval, which had been withheld while
still more rigid restrictions were advocated, spparently assured the passage of
the measure.

In the par clearance controversy, all divisions of the American Bank-

ers Association found a policy of opposition upon which they could unite. Special
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(1) American Bankers Association, Proceedings of the Forty~third Anmual Conven-
tion, 1917, pp. 385-386.
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committees were appointed which attempted to prevail upon the Federal Reserve
Board to alter its regulations, and failing in that, to persuade the banking
committees of Congress to initlate changes in the law.(l) The Committee on

Federal Legislation supplemented the work of these committees.(2)

Activities of the State Supervisors

State bank supervisors have reflected the point of view of State bank-
ing institutions., In constant ftouch with State bank officials, and also interest-
ed in a professional way in Federal banking legislation and supervision, they
have been quick to detect proposals to improve the competitive position of the
national banking system, and to assist in mobilizing the State banking and politi-~
cal forces for the purpose of defeating such proposals. They have considered it
their duty on such occasions to tale the initiative in opposition to proposed
Federal legislation, and to form special organizations to exert their influence
in behalf of the State banking interests,

At the anmual convention of the supervisors of State banks in 1919, a
resolution protesting againgt the exercise of fiduciary powers by national banks
was adopted. As introduced the resolution memorialized Congress "to repeal the
existing law conferring fiduciary powers upon Notional Banks," but as passed it
was confined to a protest against the action that Congress had taken, on the
ground, among other things, that it wag Y. . . an invasion, in spirit, of the
constitutional rights of the States.i(3) The interest of the supervisors

of State banks in Federal legislation was also shown in the hearings in Congress

(1) See Committee of Five of the American Bankers Association, Report on Ex-
change and Collection Charges, 1918,

(2) American Bankers Association, Proceedings of the Annual Convention,
1917, ». 160: 1918’ bp. 339'

(3) National Association of Supervisors of State Banks, Proceedings of the
Eighteenth Anmual Convention, 1919, pp. 96-97, 1l2.
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on brancih banking in the gpring of 1930,

They insisted that tae unit system of banking should be protected from
brancia banking, even thouga in several States DLranci: bauking is permitted to
State institutions. In recent conventions they have protested botix to the Fed-
eral Reserve Board and to Congress, and have invoked the aid of the American
Bankers Association, in an effort to combat the possibility of national banks
being permitted to maintain branches over wider limits than State lines, or in
States where branci banking is not permitted to State clhartered institutionse
In tiais controversy the merits or demerits of branch banking nhave not veen the
main consideration, The question has been reduced essentially to that of the
maintenance of certain banking systems.

Not only have the State supervisors expressed their own protests
against Federal legislation, but they have also assisted in organizing the State
banking interests for the purpose of lobbying at Washington. The National Asso-
ciation of Supervisors of State Banks as early as 1916 passed resolutions com-
mending the Kansas State Bankers! Association for creating an organization to
be known as the National Association of State Banlts, It was clearly implied
that sucn an agency was needed to look out for the intersst of State banking in-
stitutions before Congress and the State legislatures.(l) During their conven-
tion in the following year the need for political action was furtner discussed
and a comuittee appointed to formuilate definite plans.(g) A member from New
York expressed the attitude of the association quite franizly by saying:(3)

", . .It is certain, aowever, that tne only way that State insti-

tutions can procure protection from unjust national legislation
is through a national body and co-operation there,!

(1) 1bid., 1916, pp. 66-67, 163,
) Ibide, 1917, pp. 109-112.
(3) Ibide, p. 112.

—
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At the 1918 convention, this comnittee reported that the National
Association of State Banks had been organized, and recommended that eachh super-
visor organize his own State. It was thereupon resclved that each supervisor
should call a conference of tne State banking institutions for the purpose of
organlzing State associations, and that the president of the association of
supervisors appoint a committee to cooperate with the State banking associations
in the formation of a "National Council of State Institutions."(1l) Tiese reso-
lutions were carried out, and the "United States Council of State Banking Asso~
ciations" was organized., In November, 1918, it opened a Washington office, and
sent to all State chartered banks and trust cowpanies an announcement promising:ﬁ

"¥When legislation is introduced in Congress which affects
or may affect State chartered institutions an endeavor will be
made to furnish the appropriate committee of Congress with the
information it should have in order to reach a proper conclu-
sion, and tais office will also endeavor to keep the State in-
stitutions informed of any proposed legislation which may af-
fect their interests; so that through the medium of tie Council
the views of those affected may be presented for consideration.!!

Since that time a legislative committee of the National Association of
Supervisors of State Banks has been appointed. In 1924 the secretary of the
association declared that this legislative coumittee was more powerful than the
State Bank Bection of the American Bankers Association, and that the possibility
of marshalling the interested forces in regard %o legislation on financial af-
fairs wag lodged in it to a greater extent than in any other place.(3)

This mobilization of the State bankers by the State supervisors was

no doubt from their own point of view thoroughly wise., Its significance lies

in tae fact that because the country has a dual banking system, administrative

(1) Ibid., 1918, p. 78.
(2) Ibid., 1919, pp. 4u-Ls,
(3) Ibid., 1924, p. 119.
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officials of the various States devote their emergies to defeating legisla-
tion in the Congress of the United States, and are constantly engaged in ef-
forts to bring about comnetitive advantages for their institutions.

From the foregoing survey of the influences which have been
brought to bear upon the development of banking legislation, some of the
worst evils of the dual system should be apparent, Except the general public
with the safety of its deposits at stake, all parties concerned--whether
bankers, supervisory agencies, or legislative authorities of the States
and of the nation--are involved willy-nilly in a sort of rivalry which fre-
quently can only take the form of competition in laxity., Sincere efforts
have been made by most of the States to improve the standards of banking
safety, and some improvement in legal safeguards has certainly been achieved;
but the possibility of losing banks to the nationa2l system constantly inter-
venes to prevent the measures of reform which have been shown by the rec-
ord of bank failures to be urgently necessary, The dilemma of State author-
ities is well illustrated by the following remarks of the commissioner of
banks of Massachusetts in 1929: (1)

", . . What steps are to0 be taken to protect the state bank-
ing system? I am a firm believer in harmony and I dislike
to see the question always arising as to how the national
banks can win friends from the state banking system, and on
the other hand, how the state banks can get ahead of the
national banks, I wish the question could be settled, so

the banks could attend solely to the business in which
they are engaged., . .

(1) Ibid., 1929, p. 85.
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"We are also careful in passing state legislation that
nothing will be done to drive out the state banks that are
now doing a good and legitimate business, If they find that
the State Legislature is inclined to be a little harsh on
them, it will be very simple for them to coanvert into a
national bank and be received with open arms, . ."



CHAPTER V

EFFECTS OF DUAL CONTROL UPON BANK SUPERVISION

The effects of dual control of commercial banking have not been
confined to legislation. The supervisory machinery and the standards and
practices of both State and national supervisory authorities have alsc been
greatly influenced by competition between the iwo systems. In order to make
this clear, it will be necessary in the present chapter to examine in some
detail the origin and development of the wvarious types of bank supervision
now in operation, as well as their practical results in the matter of main-
taining adequate standards of banking practice.

During the first half century after national independence was
achieved there was little govermmental supervision of banks in any part of
the United States. The filing of reports with Govermment officials was
often a requirement inserted in the banl charters granted by legislatures;
but only in isolated instances is there any record of penalties attached
to failure to make reports, and very rarely were any Govermment officials
specifically designated for making bank examinations.

Experiences during this period led to two types of State super-
vision. One type was inaugurated in several of the New England and Middle
Atlantic States, where "free banking" was developing. Banking departments
or boards of bank commissioners were created, some of which have had a
continuous existence down to the present time. These supervisory authori-

ties had varying degrees of power. The banlding committee established in
- 76 -
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Connecticut in 1836, for example, consisted of the State treasurer, comp-
troller, and comnissioner of the school fund. It had power %o inspect all
books and papers of banks and to examine bank officials under oath. Two
commissioners were appointed in the place of this committee the next year.
In Massachusetts, on the contrary, the board of commissioners established
in 1838 was to make annual examinations of all banks in the Commonwealth and
to render special reports if requested by the governor. It was also author-
ized to procure en injunction from the Supreme Judicial Court if the condi-
tion of any bank was hazardous to the public or its depositors, or if it
had exceeded its powers or violated the banking laws. (1)

Another type of bank supervision developed in the agricultural
States of the Mississippi Valley, notably in Indiana, Missouri, Ohio, and
Iowa. Indiana, for example, established in 1834 a State Bank, of which the
central board of directors and the officials were not operating executives
and did not directly conduct any banking business. Rather, they constituted
a supervisory authority over the "branches," which were semi-independent
banking offices carrying on the actual functions of banking, in which the
public held stock, and of which local boards of directors were the operat-
ing heads. Bul since the board of directors of the State Bank had almost
unlimited control over the branches, its supervision was far more direct and
effective than that of bank superintendents or boards of bank commissioners
in the "free banking" systems of the Northecast. These State bank systems
were successful in furnishing adequate and safe banking facilities, tut they
were all liquidated soon after the passagc of the Hational Bank Act in 1863,

many of the branches becoming independent national banlks.

(1) Davis R. Dewey, State Baniting Before the Civil War, Publications of
National Monetary Commission, Vol. IV, pn. 126-136.
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A large nwaber of the States, however, had neither of these types
of banl supervision in force when the National Bank Act was pessed. With
the introduction of the national banking system it was expected that the
State banks would be driven out of existence, and this expectation was al-
most realized. For many years, therefore, no significant attempts were made
either to improve the State bank systems or to extend the scope of State
bank supervision. It was not until State banls generally became able to
operate profitably without the note issue privilege that the States again
attempted to raise banking standards and practices by means of supervisory
agencies. For the most part, therefore, present types of State supervision
over banking institutions have been a development of the period since 1885,

and especially since the beginning of the present century.

National Banlc Supervision

The estalishment of the national banking system carried with it
the beginnings of a system of supervision. This supervision had become a
significant element in the strength of the national banking system before
the movement toward the creation of State supervisory agencies had made
much headway. It is therefore appropriate to discuss the type and character
of national bank supervision since 1863 before treating the development of

State supervision.

National Bank Supervision Prior to the Federal Reserve Act. — The

original provisions of the Naticnal Bank Act were largely influenced by the
assumption that the act was a currency measure. The office of the Comptroller
of the Currency was created and detailed regulations were laid down with re-
spect to the issues of notes by the national banks. Subject to the apnroval

of the Secretary of the Treasury, the comptroller was authorized to appoint
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examiners. Provision was made for examination "into all the affairs of the
association," although the most important duty of the examiners was to ascer-
tain whether the condition of the banks was such that their notes would be
honored when presented.

As time went on, however, the experience of the comptroller's
office made it increasingly clear that the scope of supervision mmust be
constantly enlarged and the duties of the examiners made more exacting.
Public opinion from the outset tended to blame the comptroller's office
for failures or defalcations., As the deposit phase of banking came to be
of greater importance than the note issues, it became increasingly impor-
tant to investigate all of a bank's assets in the interest of depositors
as well as noteholders.

National bank supervision, however, was far from adequate when in
1908 and 1909 the Naticnal Monetary Commission made its study of the banking
structure. Examiners were subjected to no tests before appcintment, and
members of Congress made recormendations to the comptroller regarding appli-
cants, TWhile the comptroller and the Secretary of the Treasury made appoint-—
ments as far as possible on the basis of experience and fitness, political
pressure was considerable.

Examinations were paid for by the banks according to a fee systenm,
varying in amount according to the capital of the bank. Assessments were
levied and the proceeds were turned over to the examiners, who received no
other official compensation. Out of these gross receipts, assistants' wages,
travel, and other expenses were paid. Thus the net compensation of the ex~
aminers was subject to considerable variation, though it was estimated to

be about one~third less than their gross receipts. The fee system unduly
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hastened the work of examination and reduced its effectiveness. In order
to mininize travel expense, the examiners usually followed the same route,
and the banks were often able to learn in advance the approximate daﬁe of
their arrival and could male preparations accordingly.

The geographical assigmments of the examining force were such that
the examiners rarely had any contact with each other., As a consequence,
there was little or no uniformity in the method of examinations, in the
Jjudgnent of examiners as to the value of various types of assets, or the
propriety of banking practices. Still another handicap to effective super~
vision was the fact that the assistants were appointed and paid by the ex—
aniner alone, and did not come under the comptroller!s direction.

Other difficulties were caused by the slight amount of power pos-
sessed by the comptroller., Then as now, he had no authority to require bau’.
directors and officials to correct unsatisfactory conditions, unless the
capital of the bank was actually impaired. He could institute measures to
revoke a bank's charter, but this was so severe a penalty that as a practical
matter it could be used only after the most flagrant violation of law.

Banks were also able to transfer bad and illegal assets to other
banks or corporations during the period of an examination, especially when
State chartered affiliates were operating in the same buildings. Securities
could be borrowed so as to prevent examiners from obtaining a correct lkmowl-
edge of the condition of the bank. Moreover, the condition of the affiliate
itself might impair the solvency of the banlk, while the examiner would be
unable to discover the true situation because the affiliated corporations
were beyond the jurisdiction of the national supervisory agencies.

But despite all these linitations, the examinations conducted by

the comptroller were an important force in the maintenance of relatively
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high banking stendards in the national systen, and of the greater prestige
enjoyed by national banks as compared witl: State chartered institutions.

National supervision in other respects also was of a fairly high
order, notably in the matter of chartering new banks. This was particularly
true prior to 1900, when minimum capital requirements were lowered, and even
in later years before the competition of the varilous State systems caused
the successive couptrollers to exercise their discretionary power to charter
more new institutions in an effort to maintain the relative importance of
the national system in terms of numbers and resources,

National Bank Supervision since 1913. -~ While there was no general

revisicn of the national banking laws at the time of the establishment of
the Federal reserve system, one of the most urgently needed reforms in the
character of supervision was accoriplished. The payment of examiners was
changed from a fee to a salary system, with salaries fixed by the Federal
Reserve Board upon the recormendation of the Couptroller of the Currency.
It was provided further that the costs of examinations were to be assessed
against the banks by the comptroller according to the assets or resources
of the banks examined. The power of appointment of examiners was vested in
the comptroller subject to the approval of the Secretary of the Treasury.
Under these new provisions as to compensation, the former ten—
dencies toward hasty and superficial exaninations were partially elinminated.
The nethod of paying exaniners no longer prevented them from taking the tine
necessary to exauine each bank thoroughly and as frequently and in as great
detail as might be deemed necessary. The comptroller!s authority was at
first extended to all banks in the Federal reserve system, but in 1917 the
authority to examine State bank and trust company members was transferred to

the Pederal Reserve Board.
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Selections of bank examiners are made on the basis of ability
and experience, although no competitive examinations are held. Additions
to the examining forces are, as a rule, recruited from the staffs of banks
examined, and selected through the regional or local bank examiners who
have acquired a Xmowledge of their training and experience and are in a
position to obtain accurate knowledge of an applicant's character and
personality. All original appointments are made to the position of
assistant examiner, and these receive their preliminary training when
working with experienced examiners.

While the salaries of examiners are more adequate than in
former years, the complaint is still constantly made by the comptroller
and his assistants that it is impossible to retain the best trained and
most valuable examiners. Bankers with whom they are brought into contact:
recognize their qualifications and offer them salaries which the comptrol-
ler's office cannot meet.

The Gomptroller of the Currency is given unrestricted authority
in regard to the examination of national banks and to the banking standards
which he may suggest as adequate, but he has little power to compel bank
officials to adhere to these standards or to adopt the recommendations made

by the examining forces. He has the power to enter suit for the forfeitur
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of charters on account of unlawful practices, or he may appoint a re-
ceiver for failure to make good impaired capital or failure to redeem
notes. Otherwise, however, the comptroller has no direct powers for
changing the methods and practices of bank management, so long as they
are technically in conformity with the law. Neither can he remove re-
calcitrant or incompetent bank officials who may persistently engage in
unsound practices. He may remonstrate and call their acts to the
attention of their superiors or to the directors, but beyond this point
he cannot go, except to sue for forfeiture of the bank's charter.

Moreover, the comptroller does not have the power to order im-
paired assets to be written off, or frozen and slow loans to be taken
care of by elimination or the setting up of reserves. A bank may hold
in its portfolio large amounts of "frozen" paper, the ultimate repayment
of which is doubtful, without an appropriate write-down being reflected
in the bank's statements to the public and to its stockholders. Like-
wise, drastic depreciation of security holdings may occur, such as has
talken rlace since the autumn of 1929, and the comptroller must rely upon
"moral suasion" only to force any writing down of such assets.

The absence of powers intermediate between calling the atten—

Federal Reserve Bank of St. Louis



Digitized for FRASER

- 84 -

tion of directors and officials to unsatisfactory conditions, and the clos-
ing of a bank in the case of actual insolvency, sometimes creates a serious
situation. It both prevents adequate supervisory protection being given to
depositors and places an unfair responsibility on the comptroller, who can
neither prevent a bank from pursuing policies that are likely to result in
insolvency, nor inform stockholders or depositors that their funds are like-
ly to be endangered.

If all banks were under one supervisory authority, it would be
possible for the supervisor, even without further powers, to be much more
stringent in his admonitions to bank directors, more prompt in closing
banks on account of insolvency, and more exacting in the conservative
valuation of assets in condition statements., Bank officials and directors
are apt to resent “interference" and "moral suasion," and the ease with
which they may escape national supervision by becoming State banks or
trust companies greatly reduces the actual effectiveness of suggestions
made by examiners and the comptrollert's staff,

From the establishment of the national banking system in 1863
to the present time, the Comptrollers of the Currency have placed before
Congress recormendations for reform of the system of supervision by specify-
ing certain banking standards and by providing adequate powers and penalties
for their enforcement. Thus it was recommended in 1863 that the failure of a
national bank be declared prima facie fraudulent and that the officers and
directors be made personally responsible as well as punishable criminally
unless upon investigation it was found that the bank's affairs had been

honestly administered; in 1887 that penalties be imposed for making loans
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contrary to law; in 1895 that the comptroller be authorized, with the
aporoval of the Secretary of the Treasury and after a hearing, to remove
officers and directors for mismenagement or violations of law; in 1914 that
the comptroller be authorized to penslize both banks and their officers by
appropriate fines for failure to comply with his regulations; and in 1931
that a board composed of the Secretary of the Treasury, the governor of the
Federal Reserve Board, and the comptroller. should have power to remove offi-
cers or directors of banks who persistently violated the law or vho continued
unsafe and unsound practices. None of these recommendations have been
adopted by Congress, but it appears probable that had there been no fear of
driving banks out of the national and into the State system, most of them
would have been long since enacted into law,

However, some of the most harmful effects of the dual banking
system upon national supervision have occurred, not so much from the lack
of legal powers on the part of the Comptroller of the Currency, as from the
chartering of new banks, over which he is vested with almost complete dis-
cretionary authority.

Apart from minimum capital and a few other requirements of the
law, the comptroller has full power to graant or refuse a charter on the
basis of his judgment as to the probable soundness and stability of the new
institution., But he has also been forced to choose in many cases between
refusing a national charter, on the one hand, with certain knowledge that
the applicants will then obtain a State charter, and on the other hand,
granting the national charter perhaps against his best judgment. Many char-
ters have, as a matter of fact, been granted to national banks which could
not hope to survive except in periods of unbroken prosperity. This has been

pointed out by the Comptroller of the Currency in his annual report for 1927.
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State Banxk Sunervisicn

The manner in which State banks began in the late eighties to
recover from the effects of the Federal tax upon their note issues and to
increase rapidly in number and resources has been discussed earlier in these
pages. Here it will be sufficient to note that this new development was soon
followed by evidence of the need of supervision. The actual putting into
effect of supervisory measures, however, was not so rapid as might have been
expected, in view of the example of the national banking system. In Table 12
the initiation of bank supervision in the various States is indicated by the
year in which regular exsminations of banks were authorized and the year
in which permanent authorities were established for the particular purpose
of supervising banking institutions. Complete accuracy in detemmining when
a given status of supervision originated is not always possible, but it is
believed that the table is substantially correct.

The status of supervision shown by this table may be summarized
briefly as follows: By 1870, 4 States authorized regelar examinations of
banks and 8 States had established supervisory authorities. In all these
States examinations and supervisory authorities had been established prior
to the Civil War, for the most part between 1830 and 1840, Six of these
States were in New England, and the other 2 were New York and Ohio.

During the fifteen years from 1870 to 1885, 6 more States had
authorized regular examinations of banks, btut only one more had established
a definite supervisory authority. During the following fifteen year period,
from 1885 to 1900, however, 21 additional States provided for regular exami-
nations and & established separate supervisory authorities, while 2 others
established what were essentially banking departments within the offices of

other supervisory agencies.
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Table 12~ The Initiation of Bank Supervision in the Various States(1l)

Year regular examinations Year separate or virtually separate
vere avnthorized supérvisory suthority was established(2)

Prior to 1870 ~ Connecticut, Maine, Prior to 1870 - Connecticut, Maine, Massa~

Massachugetts, New Hampshire cimsetts, New Hampshire, New York,
1873 - Indiana, Iowa hio, Rhode Island, Verront
1874 ~ Vermont 1878 ~ California
1878 - California, Minnesota 1888 - iiichigan
1884 - New York 1891 - Florida,(3) Kansas, New Jersey,
1887 ~ Illinois, Michigan Wyoning
1888 - Utah, Wyoming 1892 -~ Peunsylvania
1889 - Florida, Georgia, Nebraska, 1894 ~ Pisconsin

New Jersey, North Carolina 1895 -~ Nebraska
1890 ~ North Dakota 1897 ~ Illinois(l4)
1891 - Kansas, Pennsylvania, 1898 -~ Louisiana

South Dakota, West Virginia 1901 - West Virginia
1895 -~ Missouri, Montana, Wisconsin 1905 -~ South Carolina, North Dalota
1897 - Arizona, Oklahoma 1906 ~ Idaho, Oregon
1898 - Louisiana, Maryland 19C7 - Colorado, Oklahona, Washington
1903 - Alabama, Delaware, New Mexico 1609 - liinnesota, Missouri, Nevada
1905 ~ Idaho, Texas 1910 ~ Maryland, Virginia
1906 -~ South Carolina 1911 -~ Alabama, Utah
1907 - Colorado, Nevada, Oregon, 1912 -~ Kentucly

Washington 1913 - Arkansas, Tennessee
1908 - Ohio, Rhode Island 1914 ~ Hississippi
1910 -~ Virginia 1915 - Hontana, New Mexico, South Dakota
1912 — Kentucky 1917 - Iowa
1913 - Arkansas, Tennessee 1919 -~ Delaware, Georgia, Indiana
1914 -~ Mississippi 1922 ~ Arizona

1923 - Texas
1931 -~ Forth carolina(5)

(1)

(2)

(3)
(%)
(5)
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Sources: George E. Barnett, State Banks and Trust Companies Since the Passage
of the National-Bank Act, Vol. VII, »p. 14:8-156 and 178-181, Publications of
National Monetary Cormission. H. Parker Willis, Report of an Inquiry into
Contemmorary Banking in the United States, Appendix B (unpublished), and
various State banking statutes.

Date of establishment of a banking depariment, board of commissioners, bank
commisgioner, bank examiner, or other board or official with substantially
no other duties except the examination and supervision of banks. In some
States, where banks, prior to the date given, were under the supervision of
State auditors or other officials having other duties, there may have been
assistants devoting full time to bank supervision at earlier dates than
those stated.

In Florida bank supervision is under the State comptroller, who published
the first report on banking in 1891.

In Illinois bank supervision is under the State auditor, with the earliest
report available published in 1897.

In North Carolina supervision was under the Corporation Commission until
1931, when a separate banking department was established.
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By 1914, all the States had provided for regular examina~

tions, but it was not until 1931 that all States had also established either

separate supervisory agencies or agencies within the offices of other State

departmenis.

State Supervisory Agencies. - The gcone and powers of the super—

vigory agencies of the forty-eight States have varied greatly. In many
cases numerpus changes have been made from time to time. No attempt has been
made by the Committee to outline the history of these State supervisory
agencies, or to trace in detail the growth of their powers and the changes in
their character. It has been felt desirable, however, to summarize briefly
the status of State supervision at the time of the National Monetary Com-
mission'!s investigation of banking conditions, and then to examine briefly
the changes which have taken place since that date,

lore than half of the States had set up separate or virtually
separate banking departments prior to 1910, but several of these were com-
paratively new and were not well established. Moreover, many of them did not
have adequate powers, especially in the handling of insolvent institutions,
and in regard to the maintenance of sound assets as a means of preventing
insolvency. The chief supervisors in almost all cases were political ap-
pointees, holding office in fact at the pleasurc of the governors or of
boards composed of their associates. The control of the supervisors over
new charter applications was especially weak, as they either did not have
discretionary power in granting them or else were subject to direct, or in-—
direct but nevertheless potent, political influence. Their terms of office
were also often too short to permit either the development of efficient
organizations or a thorough acquaintance with the real problems and details
of their duties and responsibilitiecs. The salaries available for examiners,
as well as the uncertain terms of office, were not sufficient to attract men

of the proper qualifications to these positions. Because of inadequate funds
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and forces, banlz examinations could not be made as frequently in some States
ag unecessary. Finally, standards of banking practice and of supervision in
general were more lax in most of the States than in the national system.
Nevertheless the tendency toward creating single departiments, or sunervisors
clothed with full authority to act without deferring to a board or other offi-
cial, and entirely divorced from other administrative activities, was tecom-
ing quite marked.

The principal changes in the character of State supervisory author-
ities since 1909 are surmarized in Table 13, (See also appendix Table II.)

Table 17~ The Status and Powers of State Supervisory Agencies
1909 and 1929-1932(1)

Number of States
1909(2) 11929-1932

1. Supervisory agency

(a) Separate or virtually separate 28 46

(b) Under other department 18 2
2. Type of supervisory authority

(a) Single official in charge of banking 37 32

(b) single official, suprlemented by banking board 1 10

(c) single official, appointed by or under the con-
trol of an executive banking board or other

board 3 6
(d) Board, or two or three commissioners in charge

of department 5 -
(e) No specific arrangement for supervision 2 -

3« Method of selecting commissioner or supervisor

(a) Appointment by governor 19 Y1

(b) Flection by popular vote 1 2

(c) Selection by banks, or from panel named by banks - 2

(d) In other ways 2 3
4, Tern of cffice of supervisor

(a) Three years or less 12 10

(b) Four years 18 30

(c) Five or six years 2 I3

(d) Indefinite temm 1 Y
5. Salary of supervisor

(a) Under $5,000 per year 23 14

(v) $5,000 to $10,000 per year 7 28

(c) $10,000 or over per year 1 6
6. Method of selection of examiners

(a) Civil service - 6

(b) By supervisory agency solely 15 31

(c) By supervisory agency with approval of the

governor or board 1 11
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Table 13 -~ The Status and Powers of State Supervisory Agencies
1909 and 1929-1932(1) (Contimued)

Te

8.

9.

Powers relative to the organization of new banks

Powers relevant to banldng operations

{ Yumber of States
1909(2) ! 1929-1932

(a) Principal discretionary power in passing on
applications for new charters

(1) Exercised by cormissioner 13 31
(2) Exercised by banking board i 17
(b} Must be assured of legitimate purpose and/or
integrity of applicants 14 34
(¢) Must take into consideration the public need and
convenience for banking facilities 6 38

(a) Exaninations

(1) Required to conduct annual examination 21 15
(2) Required to conduct examinations more than
once a year 17 29
(3) Aathorized to conduct exaninations at
any tine 39 yu(3)
(b) May require stockholders to malke good impairment
of capital 31 Ll
(c) May linmit borrowing by banks 5 12
(d) May require removal of undesirable and/or
illegal assets 2 15
(e) May order renoval of officers or employees 4 12
(f) May order removal of directors - 6
(g) May recommend removal of officers or employees 1 8
(h) May recormend removal of directors - 3
Powers relevant to insolvent banks(u)
(a) May liquidate the banlk 9 35
(b) May appoint a receiver 3 4
(c) May apply for appointment of a receiver 37 21

(1)

(2)
(3)

(k)

Digitized for FRASER

Sources: 1909, George B. Barnett, State Banizs and Trust Companies Since
the Passage of the National-Bank Act, Vol. VII; and Sarmel A. Welldon,

Digest of State Banking Statutes, Vol. III, Publications of Hatinnal-Mone-—

tary Cormission. 1929-1932, State bank division, Auerican Bankers Asso—
ciation, Results of Questiomnaire on Bank Supervision, 1929, prepared by
the various State banking departments; and banking statutes of the various
States.

In many instances data for 1909 only partially available.

In 40 of these States, at present, regular exeminations are also required,
while in the other U4 the frequency of examinations is discretionary.

In several States the supervisory authority has the option of liquidating
the bank or of applying for the appointment of a receiver, while in one
State the option is between appointing and applying for the appointment
of a receiver.
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It is apparent from this tabulation that there have been substan-
tial changes in the degree and character of State bank supervision during the
past twenty years.r It will be clear, also, that in most States the supervisory
agencies now have about as much power over the organization of new banks, over
the operation of active banks, and over insolvent banks as the Comptroller of
the Currency has over national banks., In actual operation it is not to be ex~
pected that all State banking departments would be, at the present time, as ef-
fective ab the ¢ffice of éhe Comptroller of the Currency. 3ome of these depart-
ments are relatively new, and have not yet had time to bulld up so well trained
a staff or so carefully worked out a procedure in regard to examinations and
other aspects of supervision as has been done in the comptroller's office.

Wealness of State Supervision. - Political pressure has been an impor-

————

tant influence in State banking departments. In many States the pay is meager,
and the terms of office of supervisors and length of appointment of examiners
too short and uncertain to attract capable, qualified men. Some States have too
few examiners to examine the banks adequately.

In most States, as in the case of natlonal bank supervision, there is
no statutory power in the hands of the supervising authority to require the re-
moval of bad assets. Also, few supervisory austhorities have any power to
enforce the banking laws of the States except by the arbitrary closing of
insolvent banks, In some States the liquidation of failed banks is still
handled by the courts rather than through the departments of banking, and this
has prevented prompt disposal of insolvencies and the development of a good

technique for liquidation.
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While the foregoing tabulation indicates in a general way the chief
elements of strength and weakness of bank supervision in the various States, a
clearer conception of some of these elements may be gleaned from statements of
the supervisors themselves., In 1929 the American Bankers Association sent a
quoestionnaire to the supervisory authorities of the forty-eight States which
elicited a considerable amount of factual material as to the status of these
agencies and their powers, with particular reference to those features which
had contributed most to efficiency and those wnich had weakened effective
supervision.

The matter of adequate funds with which to meet the expenses of tle
banking departments received especial attention. Whereas some Statesreported
both ample salaries and provision for an adequate staff, about a third stated
that they were inadequately financed.

One supervisor complained of the rigidity of salaries fixed by
statute. Another stated:

"Salaries have not been increased to keep step with increases

in other walks of life, and it is very difficult to get qualified
examiners,"

Several suggested salary scale revisions for their offices, with in-
creases ranging as high as 100 per cent. In support .of these recommendations,
it was held that compensation was markedly out of proportion with the degree of
responsibility assumed, and that it was impossible to keep capable men in of-
fice, for they were continually being attracted to other employment by higher

pay. One comment was:

.org/

Federal Reserve Bank of St. Louis



"Salaries of scalor examiucrs, chief cxaminer and deputy
commissioner shovld be on a graduvating scale equal to the sal-
arics of vice-presidents and treasurcrs of large vanlking in-
stitvtions., Thils will have a greater teudeucy to hold porma—
aently the men filling thegc positicas, for thae reason that cx—
pericnce in this work is an important gqualification.™

A number of supervisors recorted thot wolitical influence on
their devariments was strong. One result of thls influence was the in-
stability of the tcnure of office of supervisors, as illustrated by the
following reply to the quecstlonnaire:

"rith the exception of 1928 no governor has cver becn

clected for fvwo successive terms which has resulted ncces—

sarily in new appointuments (of banidng departmcnt officials)

being mede cvery two years,!
In 2 number of States steps were talon to lossen political influcnce by
making the tcrm of office of the supcrvisor longer than that of the governor,
so that the former does not autcmatically go out of office with the latter,
In two States the supervisors were nominated or selected by the bankers, and
the examiners in a fewr States werc selected solely on the basis of their
experience and fituness.

In a number of States fthe supervisor has duties other than the
administration of the banking law. In many States he is charged with the
supervision of building and loan associations, credit unions, etc., and
in some cases with the auditing of public accounts. The effect of such a
situation was expressed by one of the sujervisors as follows:

"The principal element of wealmess lies in the fact that

the commissioner'!s duties extend to the administration of the
Fraud Act and the supervision of institutions other than banks.

It would make for greater efficiency if this denartment con-
fined its activities to the supervision of banks only."
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In about a third of the States applications for new charters are
passed upon by a board, instead of a single official. But no matter what
the type of authority, political influence has too often been brought to
bear. This state of affairs is described in the following extract from an
address delivered in 1923 by Mr. E. H. Wolcott, bank commissioner of
Indiana:(l)

"In Indiana all apnlications for a charter for a new bank
must be presented to the charter board, When an application is
made for a charter the duty of the commission is to have an in-
vestigation made to see whether the situation is desirable and
whether the men are responsible and capable. That is presented
to the charter board when application is made and action is
taken. I have been absolutely opposed to certain conditions in
banking. One of the conditions that causes us concern in In-
diana is the establisiment of two small banks in a small town.
The competition is too heavy and eventually one bank or the
other goes under. We have two banks in towns with only LOO
people in it. (sic.) Think of that! Most of the board are
candidates for office. An application for a charter is scarely
ever made in Indiana unless it is presented by some distin-
gaished lawyer who has influence with some one connected with
the charter board. Usually the charter is granted. We are
striving to correct that condition and I feel that as the bank-
ing department is resvponsible for the conditions of these banks
that the charter should be granted by the Commissioner of Bank-
ing. "

The general impression conveyed by the answers to the guestion-
naire of 1929, as well as by other comments of State supervisors, is much
the same as that conveyed by the tabulation given above, That is to say,
most of the State supervisory authorities appear to be about as well
equipped with legal powers as the national authorities. With a few excep—
tions, however, there seems to be considerable difference in the exercise
of such powers.

The quality of supervision may be illustrated for one State by the

report of the attorney general after conducting an investigation of the

(1) National Association of Supervisors of State Banks, Proceedings of the
Twenty-second Annual Convention, 1923, p. 1C6.
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department of banking and finance ordered by the Legislature of South

Dakota. In the introduction o his report the attorney general made the

following sighificant'statement:(l)

WThig report will show that for the past ten years the true
spiriv and intent of our laws relating to banking have been ig-
aored by the persers in charge of their administration. The
purpose of the law has been completely subverted. Instead of
administering the Yaw for protection of the public it has been
administeréd solely for the benefit of the individuwal bank cor-
poration. Banks which were hopelessly insolvent have been kept
open By deposits of the putblic money, fictitious valuation of
agssets, and in utter disregard of the plain provisions of the
law requiring banks in unsafe condition to be closed. Ligquida-
tion of -closed banks has been slow and expensive. Funds of
closed banks hawe been used for bolstering up other insolvent
bank twnere they were later lost a second time. Dividends were
withheld from depositors accordingly. The whole system has been
badly infected with politics. The superintendent of banks now
in office has, in utter disregard of the spirit of his trust,
Iopt large sums of closed bank nponey upon deposit in banks at
Flatte, South Dakota, on account of his interest in one of said
banks; and has deliberately tried to conceal the true facts of
sach deposits from the legislative investigating committee,

The Bankers' Association of the state, aided by the superinten-
dent of banks, has conducted a vicious legislative lobby during
every segsion of the state legislature and as a result every
important banking law enacted since 1915 vhen the Association
was given official recognition has been a law in the intercsts
of the individual bank corporation and against the interests of
the public,

"We realize that the foregoing statement is strong and
pointed. The following report shows that every statement made
is supported by reliable evidence.,"

(1) South Dakota, attorney general, Report and Supplemental Report to the
Lezislature of tie Investisation of the Dopartment of Banking and
Finance, February 27, 1930.
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It would be impracticable to make anything like a general ap-
praisal of the merits or demerits of State bank supervision. 4s in the
case of banking legislation, wide variations exist among the different
States.. In a few instances there is some reason to believe that both the
State banking laws and the State supervision are of a quality equal to
those of the national banking system, but in many States this is not the

case.

Excessive Granting of Charters

One of the most obvious defects in State banking supervision has
been manifested in connection with the chartering of new banks. It is true
that minimum capital and other legal requirements are beyond the control of
supervisory authorities, but in most instonces they have considerable dis-
cretionary power to grant or refuse chartergs. State supervisors in general
have been in a position to discourage or to further the multiplication of
small banks according to their own judgment of sound public policy. But
their judgment has been subject to the pressure of the constantly existing
competition for nmumbers and resources of banks between the national and tiae
State systems. The simplest method of increasing the relative importance of
their own systems has been to grant charters for the opening of new State
institutions., This phase of competition was described by F. R. Smith,

Superintendent of Banks of South Dakota, as followss (1)

(1) National Association of Supervisors of State Banks, Proceedings of the
Twenty-eighth Annual Convention, 1929, p:. 90.
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"I thinl perchance one of the greatest dangers that coun-
fronted the banlking industry in South Datota was a contest and
conflict between the national and state systems some five years
ago. Each system was fighting the other and, in an effort to
win, each was granting charters beyond the interests of the
comrunities. That fight was responsible for much of the failure
of bvanls in the State of South Dalmta,"

Mumerous examples can be cited of the overbanked condition which
resulted from the excessive graanting of charters prior to 1920. A town of
1,300 population in Iowa had four banks in 1921. By 1931 only one bank
remained in business. A town in South Dalnta with a population of 300 had
one banlz with a State charter when the Compiroller of the Currency granted
a national charter for another., The result was two crippled banks. Another
South Dakota town of 600 inhabitants had three banks. All failed. One
county in Horth Dakota with a population of 10,000 had 18 banks. By the end
of 1931 it had only three. In one Montana county of 14,000 inhabitants where
all toms but the county-seat were under 500 population there were 21 banks,
of which only two remained in 1931, and both of them were in the county-seat
town.

The instances cited above are not isolated cases; they are typical
of conditions in many agricultural States around 1920, particularly in the
Northwest and in the South. In the Western Grain States,(1) for example,
the number of incorporated banks (State and national) increased from 2,760
in 1900 to 8,992 in 1920, By the end of 1931 the number had been reduced to
)+,878', partly by consolidations but mainly by bank failures. In the South~
eastern States(2) the increase was from 519 in 1900 to 2,793 in 1920, and

the number had teen reduced by the end of 1931 to 1,389 institutions. The

(1) Minnesota, North Dakota, South Dakota, Iowa, Nebraska, Missouri, Kansas.
(2) North Carolina, South Carolina, Georgia, Florida, Alabama, Mississippie
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record is of the same character in the Southwestern States,(l) where the
number of incorporated banks rose from UUE in 1900 to 3,261 in 1920 and then
declined to 2,102 by the end of 1931.

In 1920, 18 States had less than 3,000 persons per bank, and half
of these less than 2,000. The latter 9 States constitute a solid block in
the Middle TWest and Northwest, including Minnesota, Iowa, Kansas, Nebraska,
South Dakota, North Dakota, Montana, Wyoming, and Idaho. In 2 of these
States, the Dakotas, the population per bank was less than a thousand. This
would roughly indicate an average of only two or three hundred individual
customers per bank,

The great increase in the number of banks took place during a
period of rising prices and land values. Under such conditions banks were
apparently able to operate regardless of size or the quality of management.
This growth in numbers occurred chiefly among State banks which were four
times as numerous in 1920 as in 1900, as is shown in Chart 1.

The great majority of banks in existence in 1920 were small insti-~
tutions. Over 6,500 of them had loans and investments of less than $150,000
each, and nearly 19,000 had loans and investments of less than $500,000 each.
About 83 per cent of these 19,000 small banks were operating under State
charter. In addition there were 1, 30 private banlks in operation at that
time, most of which were also small institutions.

Small communities boasted of the number of banks in their midst.
In North Dakota the attempt to check the opening of new banlts by raising the
$10,000 minimum capital requirement was defeated in every legislative session

for eight ycars prior to 1915 on the ground that existing banks were trying

(1) Iouisiena, Texas, Arimnsas, Oklahoma.
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to monopolize the banlzing business. In 1915, however, a compromise bill was
enacted requiring a minimum of $15,000 instead of the $20,000 recommended by
the governor in his message.(l) In Iowa somewhat later a committee of
bankers (both State and national) undertook to persuade the State legislature
to restrict the chartering of new banks, but the legislature in effect
laughed at the committee and took the position that more competition was
desirable. It did, however, enact a war emergency measure temporarily
authorizing the superintendent to restrict the grant of new charters.(2)
Supervisory authorities in this situation might have been ex-
pected to use at least the discretionary power at their command to restrict
the excessive organization of new banks. In some cases they did foresee the
dangers of too many small institutions. Occasional notes of warning of an
overbanlzed condition began to appear in the annual reports of the super—
visors in certain States as sarly as 1910, Similar expressions of appre-
hension, coupled with recommendations that more power be given the super-
visors to refuse charters, were more frequent in later reports.(B) Quite
apart from the sometimes inadequate powers of the supervisory authorities,
however, they were subjected not only to the pressure of public opinion,
but often also to strong political influence in behalf of would—be bankerse
Moreover, in the abscnce of authority to pemit large banks to establish
branches in small communities, it was frequently the case that such commni-
ties could be provided with the banking service they wanted only through the

opening of new local banks, Thus the supervisory authorities were often

(1) The Nortn Dakota banker, July, 1915, p. 7.

(2) 4. 4. Preston, nistory of Banking in Iowa, p. 199 ff.

(3) see, for example, reports of State banking departments: Oklanoma, 1910
and 191Y4; Souti Dakota, 1913-1914; winnesota, 1912, 1913-1914, and 1915;
missouri, 1912; Northn Dakota, 191k,
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faced with difficult problems, even without the competitive situation in-
herent in the dual control of banking, With that competitive situvation
added, the proper perfommance of their duties was rendered well-nigh im-
possible., Promoters of new banks were sometimes able to play one super-
visory agency against the other. One authority was made to understand that
'if he refused a charter the proposed instituvtion would be opened in any case
with a charter from the other supervisory authority.

All too often, consequently, a charfter was issued for a community
which could not support a bank or in which banlking facilities were already
ample. Many charters were granted with little or no regard to the qualifi-
cations of the applicants, Frequently the men running the new institutions
knew very little about the principles or practices of banking., Many banks
of this sort were not only foredoomed to failure but they were also likely
to imperil the existence of other banking institutions.

Some of the results of indiscriminate chartering of banks and the
resulting competition were stated as follows by the Study Commission for
Indiana ¥inancial Institutions:(l)

"Anthorities are unanimously agrecd that the indiscriminate
chartering of banks has been one of the major causes for the dif-
ficulties through which we have recently passed. Recelvers, lig-
uidating agents, and other persons familiar with the affairs of
failed benks suggested, in nl instances, that bank failures in
Indiana have been due to improper chartering. . . . Intimate
knowledge of individuwal failures, however, leads to the inescap-
able conclusion that many of the practices leading to bank fail-~
ures, were directly caused by !cut-throat'! competition which
sprang up in various communities as a result of too many banks
or of the chartering, often for direct or indirect political
rcasons, of tspite! banks.

"Instances are known in Indiana of new bank charters Ieing

sought and obtained by church groups, lodge groups, or political
groups antagonistic to the church group, lodge group or political

(1) Report of Study Commission for Indiana Financial Institutions, 1932,
Pe 87e
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group in control of the existing institutions. In nmwmerous in-
stances from 1920 to 1932, villeges of less than 500 people had
two or more banks operating. Competition in such communities
necessarily was bitter because it was nothing less than a death
struggle between the contending business groups, and consequently
desperate chances werc taken nearly always making for bad bank-
ing practice. In some instances, bankers with long records of
successful management were driven by the emergency in which they
found themselves to take 'long' chances and to indulge in prac-
tices not sanctionocd by sound banlzing management.

"Many of the new banks that werc chartered betweean 1910
and 1924 were chartered by groups not in sympathy with the con-
gservative or anti-inflationary policics of existing institutions.
During this period in which the most rapid increase in banking
units took place in Indiana, much 'inflation-madness! was ap-
parent throughout the state. If certaln groups were unable to
satisfy their demands for banking facilities at one banlk, they
would threaten to tale their business to competing benks where
perhaps more agrecable treatment in the matter of borrowing
awvaited them. Many customers borrowed from several banks, butb
allowed each banlker to think that he alone was advancing them
credit, If all the bankers in o community were 'old-fashioned!
and unreasonable!, the usual procedurc was to start a new bank
by way of protest, a bank that would be unfettered by 'old fogey
idcas?' as to the caution with which banlzs should be operated.

"As time went on and inflation increased, deposits in all
institvtions mounted steadily. Funds accumulated faster than
loan applications were made, and consequently competition for
loans was keen. ZEquities secmed always to increase. As a reo—
sult the new and oftentimes untried and unsound bank executive
appeared to succeed as well or even better than the more ox-
perienced and conservative executive. It was not surprising,
therefore, that many seasoned baikers were swept into this mad
maeclstrom of reckless and ‘cut—-throat! competition.™”
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CHAPTER VI

MOTIVES FOR CHOICE OF CHARTERS

It was indicated in Chapter II, Table & particularly, that the
growth of loans and investments of State banks was considerably greater in
the decade from 1920 to 1930 than the growth of the loans and investments of
national bankse The greatest growth was among State member banks and trust
companies, the loans and investments of which increased $5,895,000,000 against
$4,202,000,000 for national banks, and $1,816,000,000 for nommember State
banks and trust companies, On a percentage basis the greater growth of the
State member banks was even more striking, Their loans and investments in-
creased nearly T4 per cent,while those of national banks increased only about
24 per cent and those of nonmembers increased only 17 per cent. In all these

cases the greatest growth was among the largest bankse

The Effect of Consolidations and Conversions

As a means of obtaining a partial measure of the extent to which
the shifting of banks from one system to the other has been responsible for
differing rates of growth of variods classes of banks, a list has been made
of the more important instances of conversions since 1920 from national to
State charter, and vice versae This list, which is given in the appendix
{Table III) includes not only direet conversions from national to State or
from State to national charter, but also mergers of national and State banking
insitutionse In view of the difficulty of obtaining data regarding the mergers

of small banks, or the absorption of small banks by large banks, the list has
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been limited to the larger institutions. All consolidations and conversions
are included in which the disappearing banks had $5,000,000 or more of loans
and invesimentse.

From this list a tabulation has been made ef aggrogate loams and
investments lost to the national system and gained by the State system through
conversions from national to State charters and through the absorption of
national banks by State chartered institutions; and likewise, of the aggregate
loans and investments lost by the State systems and gained by the national
system as a result of conversions from State to national charter and of the

absorption of State banks and trust companies by national banks.(1> The

results of these tabulations are given in Table 1M,

Table 14 ~ Aggregate Loans and Invesiments of Large Banks ILost to the National

and State Banking Systems by Consolidation and
Conversion, by States, 1921~1931(2)

(in thousands of dollars)

State National charters given up | State charters given up
by By By ' By By
geographic division consolidation | con¥e¥sion |consolidation | conversion
New England 15,784 8,109 178,955 20,568
Maine 7,387 8,109 - -
Massachusetts 20,775 - 166,596 20,568
Rhode Island 19,180 - - -
Connecticut 28, 4k2 - 12,359 -
Middle Atlantic 2,305,403 20,476 1,1R8,78% 15,835
New York 2,027,114 T 13,786 1,009,524 15,835
New Jersey 93,154 6,690 57,133 -
Pennsylvania 125,747 - 82,541 -
Maryland 59,388 - - -
District of Columbia - - 9,585 -
North Central 1,031,693 - 826,269 31,064
Michigan 5, 646 - 472,696 -
Wisconsin - - 34,126 10,713
Illinois 671,938 - 234,418 20,351
Indiana - - 15,930 -
Ohio 305,109 - 69,099 -

(1) The shrinkage of loans and invesiments often experienced upon the con-
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Table 14 ~ Ageregate Loans and Investments of Large Banks Lost to the National
and State Banking Systems by Congolidation and
Conversion, by States, 1921-1931(2) (Continued)

(in thousands of dollars

given up

State National charters given up State charters
by By By By By
geographic division | consolidation conversion congolidation conversion
Southern Mountain 574356 - 39,585 26,309
Virginia 4l Lok - 13,484 -
Kentucky 12,932 - - -
Tennessee - - 6,101 26,309
Southeastern 47,062 - 61,237 74,645
North Carolina 24,219 - - -
South Oarolina 9,132 - - -
Georgia 13,711 - 27,973 50, T5H
Florida - - 20,952 -
Alabama - - 12,312 10,878
Missisgippi - - - 13,013
Southwestern 29,882 - - 20,192
Louisiana 10,514 - - -
Texas 19,368 - - 20,192
Western Grain 186,766 - | 95,395 37, 47
Minnesota - - } 13,894 -
Iowa - - n 6,863 -
Missouri 186,766 - ] 74,638 26,233
Kansas - - t - 5,21
Rocky Mountain - - - 8,970
Colorado - - - 8,970
Pacific Coast 2h8,824 - 891,944 541,517
Oregon - . - 18,195 -
California 258,824 - 873,749 F41,517
UNITED STATES 3,992,770 28,585 3,232,168 770,547
Total 1921-1930 3,891,526 3,504,172
Occurring in 1931 129,829 \ 498, sl43
Total 1921-1931 4,021,355 ,002,715

(1)

Table based on data concerning banking changes collected by the Committee
on Branch, Group, and Chain Banking, supplemented by records of the Federal
Reserve Board, Division of Bank Operations, and Rand McNally Bankers Direc—
fory. Since the Directory figures appear only every six months, loans and
investments at time of consolidation or conversion may have differed from
those included above in some cases. Table inecludes only those banks with
loans and investments of $5,000,000 or more at the time of conversion ox
consolidation.
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While neither the period nor the data covered hy Table 1L are
identical with those covered by Table & (Chapter II), they are nearly enough
alike to give a rough indication of the degree to which charter changes account
for the changes in the aggregate loans and investments of State and of national
banks, respectively. The total growth during the decade from June 30, 1920,
to June 30, 1930, in the loans and investments of large State banks (those
shown in Table & with more than $10,000,000 of loans and investments)
amountcd to approximately eight and a half billion dollars, and that of large
national banks to nearly four billion dollarse In comparison with this, the
net gains to the State banks, and conversely, the net losses to national banls,
from charter changes during the decade from Jamuary 1, 1921 to December 31,
1930, as indicated by Table 14, amounted to less than half a billion dollars.

It is evident therefore that the greater growth of State banks was not accounted
for by the shift of banks from national to State charter.

In the list of charter conversions and consolidations referred to
above there were 119 national banks absorbed by State banks or trust companies
and 4 converted directly from national to State charters, with loans and in-
vestments of $3,992,770,000 and $28,585,000, respectively. All four of the
converted banks became nommembers, and 29 of the absorbed banks were consolidated
with nonmemberse The loans and investments of the banks lost to the Federal
reserve system by these conversions and consolidations amounted to $416,770,000
Accordingly, of the $4,021,355,000 of loans and investments which Table 14 shows
was lost by the national banking system, only $H16,770,000, or about 10 per cent,

was also lost by the Federal reserve system. About sixty per eent of the State
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banks turning to national charters were already members of the system.

The regional character of the shift from national to State, and
from State to national charters is also shown by the figures in Table 14,
The net loss to the national system was greatest in New York, Illinois, and
Ohio in the eleven year period because of conversions and consolidationse The
State systems lost most heavily in California and Michigans

No special investigation has been made to determine the type of
State charters taken out in the case of conversions from national charters,
nor the type of State charter held by the institutions absorbing national banks,.
In all but a very few cases, however, the succeeding institution had the word
ftrusth in its title, indicating that in mearly all cases the charters issued
were of the trust company rather than the commercial bank type, or at least
that the new institution possessed fiduciary nowers.

The McFadden Act, passed in 1927, was designed to stop the movement
of banking business from national to State banks by giving national banks a
number of additional powers, and making their charters of indeterminate length,
instead of ninety-nine years. This latter provision was expected to be of
considerable advantage in the exercise of fiduciary powers, for the fact that
national banks had not been chartered in perpetuity had militated against their
appointment as trustees, To indicate what the effect of the McFadden Act has
been, the basic data shown in Table 14 are presented in Table 15 by years,

instead of by States.
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Table 15 - Aggregate Loans and Investments of Iarge Banks Lost to the National

Digitized for FRASER

and State Banlking Systems by Consolidation: and
Conversion’ by Years, 1921-1931(1)

National charters given upl State charters given up
Loans and Ioans and
Year Number investments Number investments

(000 omitted) (000 omitted)
1921 11 $ 565,U2 3 $ 57,642
1922 3 70,72 7 g4,035
192 12 238,752 L 104,073
192k 6 128,500 7 108,850
1925 L 98,272 6 91,001
1926 p 359,533 5 169,228
Total 1921-1926 50 $1,u461,204 32 $614,829
1927 9 $ 117,177 15 [ $ 982,070
1928 16 309,778 18 356,248
1929 27 1,844,416 17 637,359
1930 15 158,951 8 913,666
1931 6 129,829 1 498,543
Total 1927-1931 73 $2,560,151 65 $3,387,886

(1) Banks with loans and investments of $5,000,000 or more at time of
conversion or consolidation. Source of data same as for Table 1k,

It will be seen that, measured in loans and investments, the losses
suffered by the national system through surrender of large bank charters in
the six years prior to the passage of the lLicFadden Act were counterbalanced
by an almost equal gain in the succeeding five years. In the six years pre—-
ceding passage of the act, the national system suffered a net loss of $846,3%75,~
000 through conversion of large banks (i.e., the difference between $1,451,204-
000 belonging to large banls which gave w) national charters, and $614, 829,000
belonging to larger banks which gave up Stc ;¢ charters); whereas in the six
succeeding years, the State systems suffered a net loss of $827,735,000 (i.e.,

the difference between $3,387,886,000 belonging to large banls vhich gave

up State charters and $2,560,151,000 belonging to large banks which gave up
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national charters).

This bears out what has already been saild to the effect that
charter conversions of large banks do not account for the relatively larger
growth of State banks and trust companies compared to national banks in the
eleven year periode The greater growth of State banks as a whole, therefore,
must have been due to new organizations and to the more rapid growth of

individaal institutions with State charters.

Reasons for Charter Preferences

Although the factors which have been responsible for the more
rapid growth of State banks have not led to wholesale conversions of national
banks into State institutions, it is possible to determine in a general way
some of the more important of these factors by listing the motives for the
charter changes which have occurred.

To secure as accurate information as possible in regard to the
reasons for charter preferences, the Committee has made special inquiries in
the case of a considerable number of charter conversions and consolidations
of national banks with State banks or trust companies. These inguiries were
addressed to the various Federal reserve agents, and forwarded in many cases
to officials of the banks concernede In other cases the Federal reserve
agents were sufficiently famillar with the circumstances to reply directly
to the Comittee's ingquiry. The cases of charter conversions and consolida~
tions were chosen from the list referred to in the preceding paragraphs and
reproduced in full in the appendix.(l) They included all cases in that list
of direct conversion from State $o national, or national to State charter,
and all consolidations in which the consolidating banks were approximately

the same size or in which the charter of the smaller bank was retained.

(1) sce appendix, Table Ille
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After omitting the instances in which the motive for consolidation had no

apparent connection with the competition between the various classes of bank-
ing institutions, 61 cases remained.

Of these 61 cases, State charters were chosen or retsined in the
case of 45, and national charters in the other 16. Inquiry was not made as
to whether the State charters chosen or retained were trust company charters
or bank charters. The titles of the banks, however, and the character of_
the correspondence indicate that most of them were trust company charterse
In only 2 cases did the succeeding insitution fail to have the word "trust"
in its title.

The motives given for the choice or retention of national or
State charters, respectively, are indicated in Table 16, In most of the
cases several motives were involved, and in only a few cases has it been
possible to be sure which was the primary onee The table shows, therefore,
only the number of times each motive was reported to have been a significant
influencee Because of the extensive changes in the powers of national banks
made early in 1927 by the passage of the McFadden Act, the conversions and
consolidations during the period 1921-1926 have been separated from those

during the period 1927-1931.
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Table 16 - Motives for the Choice of National or State Charters in 61 Conversions
and Consolidations, 1921-1931

19211926 1927-1931

Total Direct ., |Direct 13
1921-1931 |conver— [c0RS0Li~ 0 nver ggi?o =

sions dations sions Lons

National charters chosen

Number of cases 16 1 1 7 7
Number of times the following motives
appeared:
Prestige of national banks 10 - - 7 3
Prospective branch banking L - - 1 3
Economy (taxation) 2 - 1 - 1
To escape State supervision 1 - - 1 -
Good~will value of name Y 1 - - 3

State charters chosen

NMumber of cases 45 2 23 2 18

Number of times each motive was mentioned:
Branch and group banking:

Branches 10 - 6 1 3
Ownership of bank stocks 2 - - - 2
Loan and investment powerssy
Real estate mortgage loans 11 - 8 1 2
Limits on individual loans 3 - 2 - 1
Ownership of corporate stock or
other investment privileges 3 - 2 1 -~
Non~banking powers:
Fiduciary powers 19 - 10 - 9
Securities underwriting and mer-
chandiging 2 - 2 - -
Title insurance 2 - 1 - 1
Broader powers in general:
Under special charters 3 - 3 - -
Under trust compeny charters 12 - 8 - )3
Economy:
Nonmembership in Federal reserve
system 1 - - 1 -
Taxation 1 - 1 - -
Changes in forms 1 - - - 1
To escape Federal supervision 13 2 L 2 5
Good~will value of name T - 2 - 5
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Choice of National Charters

According to this analysis, the most important motive for choosing

a national instead of State charter is the greater prestige of the national
banks, Out of the 16 banks which chose to convert from State to national
banks, or upon consolidation, to retain national rather than State charters,
10 mentioned the superior standing of the national banks in the eyes of the
communities and customers to be served. In 4 cases the name of the specific
national bank was believed to have more good—will value. In 7 cases where
banks chose to operate under State charter the good-will of the name was

mentioneda

Choice of State Charters

Fiduciary Powers. — The motive most frequently mentioned for

choesing a State charter was the greater or more secure fiduciary powers held
by State banks, this having been mentioned in 19 out of the 45 cases. Of
these, 10 were conversions or consclidations occurring prior to 1927, and 9
occurring since the beginning of 1927. Preference for exercising fiduciary
powers under State charter appeared as a motive more often in New York and
Ohio than elsewhere. The predominance of this motive may appear surprising,
in view of the amendment %o the Federal Rescrve Act of September 26, 1918,
and especially in view of the clause relating to trust mowers in the McFadden
Act. It is desirable, therefore, to consider somevwhat more fully than hither-
to the fiduciary powers of national banks.

The amendment to the Federal Reserve Act approved on September 26,

1918, provided for additional trust powers to national banks.(l) It gives the

(1) Fifth Annual Report of the Federal Reserve Board, 1918, p.262.
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Federal Reserve Bocard power:

"(k) To grant by special permit to national banks apply-
ing therefor, when not in coantravention of State or local law,
the right to act as trustee, executor, administrator, registrar
of stocks and bonds, guardian of estates, assignee, receiver,
corzmittee of estates of lunatics, or in any other fiduciary
capacity in which State banks, trust companies, or other corpo-
rations which come into c.mpetition with national banks are per-
mitted to act under the laws of the State in which the national
bank is located.

"Whenever the laws of such State authorize or permit the
exercise of any or all of the foregoing powers by State banks,
trust companies, or other corporations vhich compete with
national banks, the granting to and the exercise of such powers
by national banks shall not be deemed to be in contravention of
State or local law within the meaning of this act."

There appear to have been several important questions which arose
in regard to the exercise of fiduciary powsrs by n&dional banks under the
provisions of this acte In the first place, the phrase, "when not in con-
travention of State or local law," led to difficulties because of the appli-
cability to national banks of various State laws regarding duties imposed
upon trustees or other fiduciaries.

A second problem arose because of the limited charter of national
banks, which at that time was for twenty years only. National banks could
not accept trusts for a period of time beyond the expiration date of their
charters, since they had no power to c¢nter into contracts to perform any
kind of service after those datess After the passage on July 1, 1922, of
the amendment extending the charters of national banks tc 99 years, this
difficulty became less serious, since most trusts would be completely termi-
nated within that time. But it was not even then possidble to accept trusts

of indeterminate length, particularly those which might extend beyond the

charter period. This difficulty was not, therefore, entirely removed until

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



Digitized for FRASER

- 113 -

the passage of the McFadden Act, which made national bank charters perpetual.
Moreover, the question as to whether or not the corporate identity
of a State chartered trust company ceased when it was absorbed by a national
bank was an important one. If it did cease, all trusts naming the trust
company as trustee automatically became vacated, and the court would have
to make new appointments of trustees. Upon this question there appears to
have been disagreement. The Comptroller of the Currency, in 1927, in reply
to an inquiry from a bank which wished to take out a national charter,
stated that he had no doubt but that "all the trust business automatically
goes over under the national jurisdiction. . » « The courts have held that
the corporate entity of the State bank continues, there being only an ex—
change of jurisdictions."(l) The contrary opinion is expressed in the follow-
ing quotation from a letter written in Janwary, 1927, by the legal advisor to
a trust company that was contemplating a merger with a national banks

"If the Trust Company, a (State) Corporation, went
inte voluntary liquidation as would necessarily be the case if
it were absorbed by or merged with the National Bank, we are
clearly of the opininion (as was Mre when this matter came
up for discussion at various times during the past eight or
nine years) that all Wills and Trust agreements now executed
naming the Trust Company, would, if not volurtarily
changed so as to specifically name the National Bank, be of no
value so far as the . Trust Company is concerned. This is
true because the National Bank could in no sense ve considered
as the same Corporation as the Trust Company ¥k
nor could the National Bank be considered as a successor of
the Trust Company so as to be entitled, or claim to be the
company designated in such Wills and Trust agreements as the

Trust Company. In addition, if the Trust Company went

(1) In support of this opinion the comptroller cited the followiug three
casess lietropolitan National Bank v. Claggett 141 v, S. 520; City National
Bank of Poughkeepsie ve. Phelps Q7 N. Y, )41#; and In re: Turnerls Estate,
120 Atl. 701,
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into liquidation by reason of an absorption or merger as above
outlined, avtomatically all of the Trusts which it now admin-
isters as the Trust Company would be without a Trustee,
and it would then be up to the Probate Court to appoint a suc-
cessor Trustee, and as you very well see, the Probate Court
might -or might not appoint the National Bank in our arrangement,
in view of the fact that the Trust Company had voluntarily
disqualified itself from administering such Trusts, a very con-
siderable portion of such business would be lost to the Wational
Banlk. "

Other comments in this connection are the following:

"On account of a peculiarity of the law, as relat-
ing to private trusts, it, in the event the trust company should
be succeeded by another institution, would give to the bene~
ficiaries of a trust, the right to change the trustee, and for
this reason, it would probably be necessary, when the consélida~
tion was effected, to liquidate the Naticnal Bank.!

"The Trust Company of had a2 large volume of trust brsi-
nesa and a nmumber of Wills in their vaults which could not then or
now be transferred to a national bank without the consent of the
parties interested."

Yhen the McFadden Act was drafted, it was hoped that provigions
could be included which would solve some of these questions. The act in-
cluded the following language:(l)

", . . any bank incorporated under the laws of any State, or any
bank incorporated in the District of Columbia, may be consoli-

dated with a national banking association located in the same
county, city, town, or village under the charter of such national
banlding association. . « all the rights, franchises, and interests
of such State or District Bank so consocolidated with a national banks-
ing association in and to every specics of property, real, personal,
and mixed, and choses in action thereto belonging, shall be deemed
to be transferred to and vested in such naticnal banking association
into which it is consolidated without any deed or cther transfer,
and the said consolidated national banking associstion shall hold
and enjoy the same and all rights of »property, franchises, and
interests including the right ef succession as trustee, executor,

or in any other fiduciary capacity in the same manner and to the
same extent as was held and enjoyed by such State or District

bank so consolidated with such national banking association . . .-
No such consolidaticn shall be in contravention of the law of

the State under which such bank is incorporated.

(1) Fourteenth Anmial Report of the Federal Reserve Board, 1927, pp. 258, 259.
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"The words 'State banlk,! !'State banks,! !bank,! or t!banks,!?
as used in this section, shall be held to include trusit companies,
savings banks, or other such corporations or institutions carry-
ing on the banking business under the authority of State laws."

The Porcester Case. —~ The gquestion dealt with in this statute was

promptly tested by the Worcester Jounty Naticnal Bank case in lassachusetts
in 192¢-1G29. The Fitchburg Bank & Trust Company, a State institution of
Massachusetts, and the Merchants National Bank c¢f Worcester had consclidated
on June 27, 1927, under the name of the Worcester County National Bank. In
the spring of 1928 the Worcester County National Bank filed in the probate
court of the county an account of its executorshin of cne of the wills of
which $he predecessor trust company had been executor. The questicn wes
then raised as to whether the national banlk had avtomatically succeeded to
the executorship, when it had absorbed the trust company, or whether the
exccutorshin had been vacated by the disapoearance of the predecessor trust
company, which had been named as executor.

It is clear that the McFadden Act intended that national banks
should succeed automatically to trvsteeshin in cases of consolidation. The
case filed in the Massachusetts courts involved the question whether or not,
under the State law, this succession was true in practice. Therc were two
parts to this questione. In the first place, the McFadden Act provided that no
consolidation between a national bank and a State bank or trust company should
be in contravention of the State law under which such banlk was incorporatede
The State law regarding banlz consolidations had therefore to be examined,
to see whether it forbade the succession of these powers. In the second place,
the property of deceased persons is a matter subject to the jurisdiction of

State law, and the laws regarding trusteeship of such property had to be
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examined, to see whether the succession of the national bank to the trustee-
ship conformed to Massachusetis law.

In regard to the consolidation of banks, the Massachusetts law

read as follows$
"The charter of a trust company, the business of which shall,

on or after July 1, 1922, be consolidated or merged with, or ab-

sorbed by, another bank or trust company, shall be void except for

the purpose of discharging existing obligations and liabilities."
In the light of this law, the Supreme Judicial Court of Massachusetts held
that the trust company had gone out of existence and all of its property had
become the property of the consolidated ban:, which was an enlargement of a
continuously existing national bank. That is, the corporate identity of the
trust company had not been countinued, but had been extinguisheds The ques~
tion still remained, however, whether the trusteeship was property which
had become the property of the national bank, or whether its exercise was
a continuance of an obligation or liability cxisting at the time of consolida~
tion. With respect to these questions the court held that the appointment of
an executor is a strictly confidential relationship, is not contractual, is
noé a property right of the fiduciary, and involves no pecuniary interest on
the part of the fiduciary. The succceding national bank had, thereforc, no
obligations or liabilities in rcspect to the executorship, flowing from its
succession to the property of the trust company, no longer in existence.

In regard to the law governing the trusteeshiy of the property
of a deccased person, the Supreme Judicial Ccurt of Massachusctts held that
the appointment of an executor is a function of the probate court. This
authority before appointing an executor, administrator, trustee, or other

fiduciary must inguire cerefully as to his character, integrity, soundness
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of judgment, and general capacity. An appointment should follow only after
a favorable finding, regardless of whether the fiduciary is an individual
or a trust company or a national banke The probate court had never made
such an examination of the Worcester County National Bank, and had not
appointed that bank as executor. The decision held, moreover, that the
appointment of fiduciaries to administer trusts and the settlement of es-
tates is a subject within the exclusive jurisdiction of the States. No
clause of the Constitution of the United States confers upon Congress any
such power, which is among those rescrved to the States by Article 10 of the
amendments. The automatic recognition of the Worcester County National Bank
as executor of the estate would amount to the appointment of an exzecutor by
Congressional legislation., This would be in contravention of Massachusetts
law, under which the State judiclary is the cnly authority with peower to
appoint,.

The Supreme Judicial Court of Massachusetts thus held that the
executorship was vacated at the time of the absorption of the Fitchburg Bank
and Trust Company, and that the Worcester County National Bank was not the
executor of the estate in question. The naticnal bank could apply for ap-
pointment as executor, and the probate court could, if it so desired, make
the appointment. The case was appcaled to the Supreme Court of the United
States,(l) which confirmed the decision of the Massachusetts court.

In several consclidations occurring since 1927, this decisicn has
influenced bank officials to choose a State charter for the amalgamated
institution. The following statements indicate thiss

"We were influenced largely by the MNiassachusetts Case,!
fearing we cculd not, by a naftiocnal charter for the new insti-

(1) £x parte Wbrcgster County National Benk of Worcester, 279 U. S. 347, on
appeal from 253 Masse LU, 152 W. E. 217, ond the Federal Reserve Bulletin,
Vol. XV, June, 1929, pw. 407-L09.
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tution, protect and conserve successor executorship and suc-
cessor trusteeship.t

"It was hoped that the merger might be effected under the
national bank charter . . ., but this has been found impracti-
cable on account of the decision of the Supreme Court of the
United States in the Worcester County Natlonal Bank case."

In other cases the situation created by this decision has been

important, even though the decision was not specifically mentioned by bank

officials in giving their motives for choosing State charters., The follow—

ing are examples:

"Our reason for withdrawing from the System is the fact
that there is some considerable doubt in the minds of our Counsel
as to whether or not we can legally transfer the trust estates of
the Trust Company into a National Banlk, Both on account of
the amount involved, which is considerable, and of the duty we
owe to the beneficiaries of the trusts, we caniot take any changes."

"The impelling reason was that the latter bank (a State trust
company} had a great many trust funds, a number of which were quite
large, and some of its leading officers and directors were of the
opinion that it would be better to contimce to have such trusts
adninistered by an institution organized and operating under the
laws of this State.!

The actual effect of the decision in the Worcester County National

Bank case differs from State to State. Somc State laws provide that upon

the consolidation of State banks and trust ccumanies with each other and

with national banks, the successor bank shall innerit the banking and

fiduciary powers of the absorbed institution and that the corporate identity

of the absorbed bank is not extinguished b such ccnsolidation. In these

States the problem of successor executorshin or successor trusteeship in the

case of a national bank is not as important as in those jurisdictions vhere

the lcgal situation is analogous to that in Massachusetts.
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charters were chosen or retained, the less severc restr3ctions on real estate
or mortgage loans were mentioned as a reason for preferring the State charter.
0f these, & were prior to and 3 subsequent to the passage of the McFadden Act
enlarging the powers of national banks in making rcal cstate loans. In 3

of the Y45 cases, 2 in the same State, the larger limit permitted on loons to
single borrowers was menticned. Three mentioned the privilege of owning
corporate stock or the wider latitude allowed in bank investments.

Supervision. = Escape from Federal supervision is given as a causc
for the choosing of State charters in 13 cases, and escape from State super-
vision in 1. The latter case was one where State supervision was objected to
not becausc it was in general toﬁstrict, but because according to allegation
it was grossly unfair to the bank in question.

Only part of the 13 cases in vhich escape from Federal supervision
is listed werc sc rcported by the banks concerned; in others it was simply
remarked that the requiremcnts of the State cxaminer were less severe than
thosc of the national examiner. This category also includes cases where the
cxamination records of the naticnal banks showed that the banks had been
unwilling to accept the rccommendaticns of the naticnal examiners, and cooperatc
with the office of the comptiroller in the maintenance of banl-ing standardse
In many of these cases the national banks werc in bad condition at the time
of the merger as a result cof policies persisted in despite the recommendations
of the national examiner and the office of the comptroller,

Branch and Group Banidng Powerse — Of the 45 conversions and cone

solidations waich obtained or retained State charters, branch banking was an

important element in 10 cases. Of these, 6 occurred prior to the passage of
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the McFadden Act, and were, apparently, mostly cases where it was desired to
open additional banking offices within the city of the parent bank. The other
Y4 have occurred since the beginning of 1527, and have been cases where the
consolidating banks were located in different towns and wished to retain all
offices, or where the amalgamated bank wished to establish out-of-town
branches, In 2 of these cases the bank officials added that they mach pre-
ferred to operate under national charter, and regretted thst consolidations
could be made only by means of State charters.

In 2 cases the power to hold banlk stocks, so as to hecad a group
of banks, was an im»ortant element. Among those choosing national charters,
there were 3 cases where the prospect of broader branch banking powers
being given to national banks appeared as o motives In one of these cases
a group banking system operated in a Statc vwhich prohibit ed state~wide branch
banking, and the bank managers were of the opinion that they would be able
to convert their subsidiary banks into branches through a modification of the
Federal law sooner than through a modification of the State law,

Branch banking power was a motive for choosing a State charter in
New York in several cases. One case involving this motive appeared in each
of 6 other States.

Underwriting and Merchandising of Securities. - In 2 cases the

broader powers of State banks in respect to the underwriting and merchandising
of securities werc mentioned, one of them emphasizing the utnderwriting of
securities and the other the business of dealing in securities. In view of
the wide extent of the practice of dealing in securitics by banks and the
limitations upon these powers in the McFadden Act, it is noteworthy that this

reason was mentioned only itwice.
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Insurance Busincsse. — Two banks mentioned title insurance depart-

ments vhich had becn maintained by the merging State institution.

Broader Powers in General. -~ In 15 cases the broader powers vhich

could be exercised under State charters were meniioned in general terms. These
includes .(e) cases in which no specific powers were mentioned; (b) cases in
which one or more specific powers wrere mentioned, and the phrase "broader
powers" or its equivalent added; and (c) cases vhere more liberal lending and
investing powers were mentioned, without specifying the point of liberalitye.
These broader powers undoubtedly refer in most cases to powers montioned elsc-
vhere in the table,

In 3 of the 15 cases the broader powers were those exercised under
charters granted by special acts of State legislatures early in the century.
It is possible that this is true also in other cases, In all the other cases
the State institution was operating under a trust company charter or at least
used the word "trust" in its title. It is clear that in nearly all, if not
all, of these cases the broader powers were those granted to State trust
companies, rather than to State commercial banks.

Economy. -~ One bank stated that as a national bank it would escape
certain taxes imposed on State banks, and that this entered into the decision
to operate under a national charter. Three banks, on the contrary, reported
economies in continuing to operate under State chartery one on account of
smaller taxes, one because of the relinguishment of Federal reserve member-
ship and the cost of maintaining idle reserves, and the other because of
the cost of making the necessary changes on all of the forms used in the

trust division of the bank!s operations.
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CHAPTER VIT

SULMARY

The division of authority between the national and State govern—
ments in chartering and supervising baunks has becn an important factor in:
(1) the granting of an excessive mumber of charters and the consequent estab-
lishment of too many small banks; (2) the relazing of the standards set up
in the National Bank Act for commercilal banks and the gradual extension of
the powers of national hanlsg (3} the retarding of the development of effective
standards of supervision in both State and national systems; and (4) the
hampering of the work of the Federal reserve banis in maintaining proper

stondards for membershin and in promoting sound banking wnolicy.

Excessive Chartering of Banks

The ranid growth in the numver of banks in the country between the
middle eighties and 1920 resulted ian part from a number of favorable economic
factors and in part from the competition between the State and national banis
ing systems in the granting of charters. Prices and land valucs were rising
during the greater nart of the period and the agricultural commnities were
increasingly prosperous. Bank profits were relatively high during the early
vears of this century. The growth in the number of small banks had legislative
encouragemcnt in the lax Qrovisions of State laws, permitting in some States
the organization of incorporated banks with cepital as low as $10,000, and

in onc State with a capital of only $54,000. Ia fact several States had no

capital requirements at all for many yearse. There was little restraint upon
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the number of new bank organizations. Authoritics in several States were
without legal wower to deny an application for a charter, even where they
felt it was desirable to do so. In some Statcs there was no banking depari-
ment uvntil well iato the present century, and charters might be issued by
judges or other officials whose main responsibilities lay in other ficlds.

An important factor in the incrcasc in the number of small banks,
however, was the competition between the State and national systems in the
granting of charters. One of the first efforts of the national system to
mecet the competition of State banks was the reduction in 1900 of the minimum
capital requirement from $50,000 to $25,000. After that there was a rapid
growth in the number of both national and State banks but the number of State
banks continued to increase more rapidly, as showm in the chart on page 5.
By 1920 there were two and one~half times as many State banks in operation as
national banks,.

The national supervisory authorities, as well as those of some
of the States, have long been empowered to refuse charters at their dis—
cretion, if for any reason the proposed banks were not deemed reasonably
certain of becoming sound and stable institutions. But both classes of
gupervisory agencies have been solicitous for the relative importance in
mumbers and resources of the banks under their respective jurisdictions,
and this fact has had an important bearing upon the exercise of their dis-
cretionary powerse

Too many banks were chartered in commvnities which could not
support a bank or in communities in which banldng facilities were already
amples Many towns ranging in population from 200 to 1,000 had two or three

banks or even more. In fact this was not an uncommon condition in many
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agricvltural States around 1920. In the entire Testern Grain States, for

example, the population per banlk was only 1,353 and in the two Dakotas the
population per bank was less than 1,000 as contrasted with a population of
nearly 10,000 per banlk in New England.

The great majority of banlks in existence in 1920 were small instie
tutionse Over 6,500 of them had loans and ianvestments of less than $150,000
each, and nearly 19,000 had loans and investments of lcss than $500,000 cach.
About 83 per cent of these 19,000 small bauks were operating under State
charter. In addition there were about 1,350 Hrivate banks in oneration at
that timc, most of which were also small institutions.

Charters were granted frequently with 1ittle or no regard to the
qualifications of the applicants. In many cascs the men running these banks
kmew little about the »rinciplcs or practices of banking. Many of the new
banks were not only forcdoomed to failure but were also liely to imperil
the existence of othor banidng institutioans. The establishment of such
large mumbers of small benks hes in itself prescated many problems, the
nrincipal of which are the difficultics of maring adequate earnings, of
providing reasonably competent wmanagement, and the inherent difficulties of
exercising proper supervision over a large mumber of small institutionse

Some indication of the conscquences of the small capital requirg—
ments for banks may be had from the fact thet, of the 1,336 national banls
which suspended in the cleven year period 1921-1931, no less than 545, or
over 40 per cent of the total, wore institutions with capital of under
$50,000. Of the combined total of 8,916 notional and State banks which

suspended during the same period, 5,987, or over 67 per cent, had capital
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of less than $50,000. The assumption weuld not be justified that all these
smaller banizm weuld have avelded suspension nad their size been larger;
there have been other elements of wealmess in the banking structure, attrib-
utable also in large part to dual c:introl, waich have affected large and
small baals alile. Many fairly large institutions, with capital up to
$500,000 and more, have suspended; but the fact remains that the very

small banls have been particularly vulnerable.

In chartering large numbers of small institutions the banlking
departments have created vested interests which now male up the strongest
element in opposition tc the measures proposed for strengthening the baniz
ing structure. Numerically the small banks are the dominant part of the
various banking associations and their political influence is great. Banlks
with loans and investments of less than §500,000 each still constituted well
over half of the banks in the country in 1930 when the latest classification

of all banks by size was made.

Relaxation of Restrictions on National Banks

Lowering the minimum capital requirement in 1900 was the first
important measure of the national banking system to meet the competition
of State banks. Another occurred in 1913 when the Federal Reserve Act
authorized national banls not situated in reserve or centrsl reserve cities
to make loans on improved and uncncumbered farm land within their Federal
reserve districts.

Prior to 1913 national banis had becn forbidden to male loans

against the security of real estute. State banis everywhere could do so,

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



- 126 -

however, and in most instances without any stipulated restrictions as to the
amcunt of the loans, their duration, or the quality of the mortgages securing
themes The prohibition against real cstate loans by national banks was romoved
in 1913 with respect to farm land, and in the course of the cnsuing fourteen
years, culminating with the passage of the licFadden Act in 1927, restrictions
were further relaxed, until finally all national banls were permitted to make
loans against any kind of improved real estate for pericds up to five years
and in agrregate amounts up to 50 per cent of their time depositse

While the tendency to invest funds in long~term loans of a capi~
tal nature was accelerated by the growth of time deposits in banls doing both
a commercial and savings business, these deposits have almost invariably becn
nayavle and actually paid on demand. This is true not only in the United
States but also in England and Canada. In the latter countries, however, the
fact that time deposits in commercial banks are in effect nayable on demand
is recognized as of basic importance in determining the manner in which such
deposits are investeds. In England bank loans of a capital nature are frowned
upon as a matter of traditional principle; in Canada the banking laws contain
prohibitions against loans secured by real estate and other capital assets,
similar to the prohibition of real estate loans by national banks in the
United States prior to 1913, The significence of the removal of this restric-
tion upon national banks lies in the fact that definite legal sanction has
been given to a departure from the principles originally laid down as necessary
for sound commercial banking practices

Other measures of relaxzation have occurred in connection with
loans to single borrowers. Prior to 1906 the amount of such a loan by a

national bank was limited to 10 per cent of the paid-~up and unimpaired capital
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of the bank. In many States there were no limitations ef this character upon
State chartered institutions; im otners the limitation apnlied to both capi--
tal and surplus. To immrove the competitive position of national banks the
Federal law was amended in 1906 so as to make the 10 per cent limitation
apply to both capital and surplus, provided the amount did not exceed 30 per
cent of the capital stock alone. Most of the Stdte laws, hawever, provided
numerous exceptions to such limitations for State banks. To meet this
situation the restriction on national banks was further relaxed by a series
of amendments in 1918, 1919, and 1927.

These relaxations from the original National Bank Act have grown
out of State bank competition, The less stringent laws of many of the States
have been inducements for banks to operate uvnder State charter, to such an
extent that the resulting development has threatened to destroy or weaken the
power of the national system. The Federal Govermment has elected, not to
preserve the spirit of its own institutions through restraining the action
of the Statcs, but to attempt to solve the problem by removing restrictions
on national banks.

In two other important matters Federal legislation has followed
the lead of the States; namely, in the granting of fiduciary powers and
branch banking privileges. In both cases, however, the powers granted to
national banks are not uniform throughout the country but are adjusted to
the standards set by the various States. In 1913, with the nassage of the
Federal Reserve Act, the Federal Reserve Board was authorized to grant
limited trust powers to national banks Ywhen not in contravention of State
or local law." As a result of this act and a series of amendments in 191§,
1922, and 1927, all the varied fiduciary functions of trust companies are

now commonly performed by national banks,
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Fiduciary business as an adiitional activity of commercial banis
is today an important element in the competition between the national and
the various State baniding systcmse The laws governing executorships and
trusteeships are not Federal but State; they are made and administered by
State legislatures, State judges, and other State officials. In view of
this fact many bankers transacting a large amount of fiduciary business be~
lieve that they are in a sounder position in the administration of such busi-
ness if their banks are State rather than Federal instrumentalities, Conse~
quently the State charter has been retained after many consolidations between
national and State banks, which accounts in part for the relatively more
rapid growth in recent years of the State systems. The Worcester County
National Bank case in Massachusetts, litigated in 1928 and 1929, is of im~
portance in this connection. In that case if was decided by the State courts
and confirmed by the Supreme Court of the United States that the national
bank could not automatically succeed to an executorship held by the State bank
vhich had been merged with it, but that a new arpointment as executor would
have to be made. Since this decision eswvecially, doubts have arisen in
other States as to the right of a national banit to inherit the fiduciary
business of a State chartered institution, and the question involves diffi-
cult problems wiaenever State institulions are converted into national banks.

The McFadden Act of 1927 provided that national banks in those
States which permit branch banking may establish branches in the head office
citiess This change in Federal legislation, like the grant of fiduciary
powers, was made for the express purpose of improving the competitive position
of national banks. 3Branch banking in this limited form does not appear to

have led to any lowering of safety standardse
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Various other changes in Federal legislation have rcmoved restric-
tions on national banks or extended their wowers. Among these are: the
authorization for national ban’zs in tovms of under 5,000 inhabitants to act
as insurcnce agents and as brokers for rcal estate loans; the lowering of
reserve requirements against both time and domend deposits; and the authori-
zation for Federal rescrve members, including nntional banlks, to issue
bankers! acceptancese All thosec measurcs have been passed at lcast in part
for thac urpose of enabling national banlks to competc with State chartered
institutions. This purpose, in fact, has dominated the development of Federal
banking legislation to such an cxtent that most of the importont amendments
to the national banlring law since 1913 have been cnacted in response to the

competitive situwation inherent in the dual boanldng systcm.

Dual Control and Supervision

Bank officials and directors are likely to resent criticism and
the ease with which they may escape existing supervision by changing from
one system to the other greally reduces the effectiveness of examining
authorities, While there can e no doubt that bank sunervision in general
is on a higher plane than it was twenty years ago, it is nevertheless a
fact that dual control of banking has tended to keep down the standards of
supervision, as well as of banking law.

Effective supervision hes been haadicapped largely by two factors.
In the first place, the supervisory authorities, whether national or State,
have not been endowed with adequate powers; and in the second place, they
have been unable to make full and effective use of such powers as have been

granted thems To what extent the failure of legislative bodies to grant

Federal Reserve Bank of St. Louis



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

- 130 -

adequate powers is due to the cual system is difficult to determine, but
the inability of supervisors to make full and effective use of such powers
as they have arises out of the fact that banks are able to avoid the super-
vision of one system by leaving it and entering the other.

From the establishment of the national banking system in 1853 to
the present time, successive Comptrollers of the Currency have placed before
Congress recommendatiscns for the improvement of banidng supervision, by
specifying certain standards and providing adecuate powers and penalties
for their enforcement. Thus it was recoimended by the first comptroller
that the failure of a national bank be declarcd prima facie fraudulent and
that the officers and directors be made personally responsible as well as
punishable criminally unless upon investigation it was found that the bank!s
affairs had been honestly administered.s In 1887 it was recommended that
penalties be imposed for the making of loans contrary to law; in 1895 that
the compiroller be authorized, with the approval of the Secretary of the
Treasury and after a hearing, to remove officers and directors for mis—
management or violations of law; in 1914 that the comptroller be anthorized
to menalize both banls and their officers by aporownriate fines for violation
of the law and failure to comoly with his regulations; and in 1931 that a
board comnosed of the Secrefary of the Treasury, the governor of the Federal
Reserve Board, and the comptroller should have power to remove officers or
directors of banks who persistently violated the law or who continued tne
safe and unsound practices. Congress has adopted none of these recommenda~
tions.

An important duty of both national and State supervisory authori-
ties is to recormend legislation designed to im-wrove the safety standards

of banking. They are hampered, however, by the competitive situation into
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which they are forced by the existence of dual control, The dilerma of
State supervisors in recormending banking legislation was described by
the cormissioner of banks of Massachusetts when he stated in 1929 that
in passing State legislation care is exercised that nothing is done to
drive State banks into the national system. That sinilar considerations
have frequently influenced the Congress of the United States is evident
from the record of legislation actually passed and the proposed measures

defeated,

State Banks and the Federal Rgserve Systen

Soon after its organization the Federal Reserve Board expressed its
hope that a unified system of banking would develop through the Federal reserve
systen, and stated that, "There can be but one American credit system of na-
tion-wide extent, and it will fall short of satisfying the business judgment
and expectation of the country and fail of attaining its full potentialities

if it rests upon an incomplete foundation and leaves out of its membership any
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considerable part of the banlring strength of the country."(l)

The board extended liberal terms of admission to State banks,
including the right to withdraw from membership on twelve ronths' notice.
The State banks, however, were ansrehensive of changes in the attitude of
the board and hesitated about applying for weribership. By June, 1917, only
b3 State institutions had Jjoined. Consequently certain armendments were
passed by Congress in 1917 to encourage applicaticns for membership by State
banks.

Most of the provisions in the 1917 amendnents dealing with State:
bank membership followed the spirit of the regulations issued by the board
in 1915, which they extended. State bank members were permitted to with-
draw from the system on six months'! written notice to the Federal Reserve
Board. They retained their full charter and statutory rights subject to
the restrictions of the Federal Reserve Act, and regulations of the board
relative thereto. Their examination and supervision were delegated to the
Federal reserve banks and board, which, in turn, were authorized to accept
reports dnd examinations from State supervisory authorities in lieu of
those of their own examiners. Furthermore, State member banks were relieved
of the restrictions upon national banks as to the amount which could be
loaned to one person, firm, or corporation, subject, however, to the restric-
tion that if the State bank had loaned to auny onme borrower more than the
limitations governing a national bank, none of the paper of the borrower so
accommodated could be rediscounted at the Federal reserve banks.

In spite of these concessions, only about 800 of the 12,000 State

comnercial banks belongedto the Federal reserve system in 1932. These 800

(1) Federal Reserve Bulletin, July 1, 1915, p. 1U5.
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members included most of the very large State banks, however, and had about
h& per cent of the loans and investments of all State banks and trust come
paniese. It is noteworthy, on the other hand, that in the large size groups
the number of nommember banks has grown faster since 1920 than the number

of member State banks. From 1920 to 1930 the number of nonmember banks with
loans and investments of $10,000,000 to $50,000,000 increased from 64 to 128,
while member State banks in the same size group increased from 121 to 12lL.
The number of nommember banks with loans and investments of $50,000,000 and
over increased from 3 to 10 during the same period, while member State banks
of that size increased from 32 to 49,

Competition between the two banking systems, resulting in an over—
banked condition and relaxed standards, has materially hamvered the effec—
tive functioning of Federal instrumentalities, i.e., the national banking
system and the PFederal reserve system. This has been in some measure re—
sponsible for the development of unsound baniing practices, the ineffec-
tiveness of supervision, and the serious banicing difficulties during the past

twelve yearse
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Table I -~ Commercial Banks and Trust Companies in the United States

1874-1931
(resources in wmillions of dollars)
’ ot e State and Private All

Year State banks National banis naticnal bronks banzs | ban'cs

Number [(Resources [Number |{ Resources |[Numver | Eesources | Number [Number
1834 F06 506
1835 704 704
1836 713 713
1837 788 788
1838 829 829
1839 gLo 840
1840 901 901
1841 784 784
18k2 €92 692
1843 691 691
184k €96 696
1845 707 707
1846 707 707
1847 715 715
1848 751 751
1849 782 782
1850 goh gol
1851 879 879
1852 815 315
185 750 750
185 1,208 1,208
1855 | 1,307 1,307
1856 | 1,398 1,398
1857 | 1,416 1,416
1858 | 1,ue2 1,422
1859 | 1,475 1,476
1860 | 1,562 1,562
1861 | 1,601 1,501
1862 | 1,492 1,492
1863 { 1,466 | 1,185.4 66 16.8 | 1,532 1,202,2
1864 | 1,089 725.9 L67 252.2 | 1,556 97¢.1
1865 349 165.8 | 1,294 | 1,126.,5 | 1,643 1,292.3
1866 297 154.8 | 1,634 1,476.3 1 1,931 1,631.1
1867 272 151.9 | 1,636 1,h0L.5 | 1,908 1,646,4
1868 o4y 54,6 | 1,6 1,572.1 | 1,887 1,726.7
1869 259 156,0 | 1,619 1,564.1 | 1,878 1,720.1
1870 325 2015 | 1,612 1,565.7 | 1,937 1,707.2
1871 DY) 259.6 | 1,723 1,703.4 | 2,175 1,963.0
1872 566 264.5 | 1,853 1,770.8 | 2,419 2,035.3
1873 277 178.9 | 1,968 | 1,851.2 | 2,245 2,030.1
1874 368 237.4 | 1,983 | 1,851.8 | 2,351 | 2,089.2
1875 535 95.2 | 2,076 1,913.2 | 2,562 2,308.4
1876 671 05.9 | 2,091 | 1,825.7 | 2,752 | 2,231.6}
1877 631 506.9 | 2,078 1,774.3 | 2,799 2,281.2| 2,432 | 5,141
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Table I - Commercial Banke and Trust Companies in the United States
1834-19%1 (Continued)

(resources in willions of dollaxs)

s o ! State and Private | All

Year State banks Fationsl banis nationsl banizs banks banizs

Nuxnber | Resources |Mumber |Resources {Nuagber | Resources | Nuaber | Number
1878 510 388.8 | 2,056 1,770.4 | 2,556 2,159.2 | 2,586 5,152
1879 clg Yp7.6 | 2,048 2,019.8 | 2,696 2,bu7.4 | 2,545 5,241
1880 650 481.8 | 2,076 2,035.4 + 2,726 2,517.2 | 2,573 5,299
1881 083 575.5 2,115 | 2,325.8 | 2,798 2,901.3 | 2,799 | 5,597
1882 70k 63i.8 2,239 | 2,344.3 | 2,943| 2,978.1 | 3,107 5,050
188 788 724,5 | 2,417 | 2,364.8 | 3,205| 3,089.3 ! 3,306 | 6,511
188 852 760.9 | 2,625 | 2,282.5 | 3,477 | 3,043.4 | 3,458 | 6,935
1885 | 1,015 802.0 | 2,689 2,421.8 | 3,704 3,223.8 | 3,456 7,160
1886 891 807.0 | 2,809 2,474.5 | 3,700 2,281.5 | 3,689 7,359
18871 1,471 1,003.9 { 3,014 | 2,637.2 ! 4,485 3,641.1 | 3,966 | 8,u51
1838 | 1,523 1,055.4 | 3,120 | 2,731.4 | 4,543 3,786.8 ,064 | 8,707
1889 1,791 1,237.3 | 3,239 | 2,937.9 | 5,030 y175.2 | ¥,215 | 9,245
1890 | 2,250 | 1,374.6 ! 3,u84 | 3,061.7 | 5,734 | 4,436.3 | 4,305 }10,0%9
1891 2,743 1,4h2.6 , 3,652 | 3,113.k | 6,355 L,556.0 | 4,230 |10,625
1892 3,773 1,999.5 | 3,759 | 3.493.8 | 7,5321! 5,493.3 | 4,004 11,536
189 4,188 2,168.7 | 3,807 3,213.3 § 7,995 5,382.0 4,031 12,026
189 4,188 | 2,071.7 | 3,770 3,422,1 | 7,958 5,493.8 | 3,844 111,802
1895 | 4,369 2,251.6 { 3,715 3,470.6 | 8,084 | 5,722.2 | 3,924 |12,008
1896 | L,279 | 2,255.9 | 3,689 | 3,353.3 | 7,968 | 5,609.7 | 3,810 |11,77s
1897 4,420} 2,273.9 | 3,610 | 3,563.4 | 8,030 5,837.3 | 3,806 [11,83%c
1898 | 4,486 2,534.0 | 3,581 | 3,977.6 | 8,067} 6,511.6 | 3,853 |11,9520
1899 | 4,738 | 2,957.7 | 3.582 | §,708.6 | €,320| 7,666.3 | 4,168 |12,lLes
1900| 5,007 | 3,375.3 | 3,731 | u,9%.0| 8,738 | &,319.3 | 5,187 |13,925
1901| 5,651 ,034.6 | 4,163 | 5,674.2 1 9,814 9,708.8 | 5,060 |1L,874
1902 | 6,171 4,557.4 | 4,532 6,007.0 | 10,703 | 10,564.4 | 4,976 {15,679
190 6,890 5,084.3 | 4,935 6,284,7 111,825 | 11,369.0 | 5,417 |17,24
1904} 7,970 | 5,558.5 | 5,327 | 6,653.3 13,297 | 12,211.8 . 5,48l [18,781
1905| 9,018 | 6,417.0 | 5,664 | 7,325.2 | 14,682 | 13,742.2 | 5,291 (19,973
1906 | 10,220 | 7,0u8.6 | 6,046 | 7,780.5 | 16,266 | 14,829.1 | 4,823 121,089
1907 | 11,469 7,657.1 | 6,422 8,472.0 117,691 | 16,129.1 | 4,947 [22,833
1908 | 12,303 7,330.6 | 6,817 8,710.0 | 19,620 { 16,040.6 | 4,576 {24,196
1909 13.&21 8,031.3 | 6,886 9,364.0 { 20,307 ; 17,395.3 | 4,bo7 {24,71k
1910 | 14,348 g,684.4 | 7,138 9,891.9 | 21,436 ! 18,576.3 é 3,609 125,155
1911 | 15,322 g,237.0 | 7,270 | 10,378.5 | 22,592 | 19,615.5 ' 3,683 {26,275
1912 | 16,037 9,923.2 7,366 10,856.9 | 23,403 | 20,780.1 | 3,406 26,809
1913 16,841 | 10,321.9 | 7,467 | 11,031.5 | 24,308 | 21,353.4 | 3,213 {27,521
191k | 17,49¢ | 10,967.2 | 7,518 | 11,476.8 | 25,016 | 22,h4k.0 | 3,062 {23,078
1915| 17,748 | 11,433.8 | 7,597 | 11,789.8 | 25,345 | 23,223.6 | 2,737 {28,082
1916 | 18,253 | 13,510.4 | 7,571 1 13,919.7 | 25,824 ! 27,430.1 1,968 |27,792
1917 | 18,710 15,69&.3 7,599 | 16,283.% {26,309 | 31,977.6 | 1,852 25,161
1918 | 19,404 | 17,119. 7,699 | 18,346.3{ 27,103 £5,u65 7 | 1,846 |23,949
1919 | 19,646 | 20,664.7 | 7,779 | 21,226.1 | 27,425 1,890.8 | 1,817 |29,242
1920 | 20,635 | 23,490.3 | 8,024 | 23,401.6 23,659 | 46,891.9 1,7;60) 30,395
1921 21,267 | 22,627.7 | 8,150 | 20,509.5 | 29,417 | 43,137.2 | 1,242 |30,6%9
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Table I - Commnercial Banks and Trust Companies in the United States
1834-1931 (Continued)

(resources in inillions of dollars)

Year

State and Private All
national banks banls banks
Number |Resovrces fMumber | Resources | Number | kesources | Number | Number

State banks National banks

1922} 20,789 | 22,912.5 | 8,244 | 20,697.9| 29,033 | U3,610.%| 1,157 | 30,190
1923 | 20,654 | 25,191.6 | 8,236 | 21,502.2| 28,890 | 46,693.8| 1,080 | 29,970
1924 | 20,028 | 26,783.3 | 8,080 | 22,555.3| 28,108 { 49,338.6| 1,008 | 29,116
19251 19,573 | 29,352.7 | 8,066 | 24,338.8| 27,639 | 53,691.5 915 | 23,554
1926 | 18,994 | 30,688.4 | 7,972 25,302.6] 26,956 | 55,991.0 860 | 27,826
1927 18,119 | 32,082.5 | 7,790} 26,566.5) 25,905 | 58,649,0 792 | 26,701
1928 | 17,440 | 32,899.3 | 7,685 | 28,492.9| 25,125 | 61,392.2 737 | 25,862
1929 | 16,728 | 34,217.6 ; 7,530 27,425.2| 24,258 | 61,6k42.8 685 | 24,943
1930 15,798 | 34,219.0 | 7,247 | 29,072.4{ 23,045 | 63,291.4 98 | 23,6u43
1931 | 14,323 | 30,981.0 | 6,800 27,598,6 21,1231

58 ,579.6 o4 | 21,627

|
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(1) Includes 386 private banks in Illinois, most of whicih converted to State

banks before the end of the year because of a law pronibiting private
banks after Jamuary 1, 1921.

Sources of Figures in Table I

National Banks. - Figures for national barnks are taken from the
anmual reports of tihe Comptroller of the Curreancy, 1931, pp. 3 and 5 (for
years 1863 to 1891, inclusive); 1920, pp. 279 et seq. (for years 1892 to
1920, inclusive); and 1921 to 1931 (for yeors 1921 to 1931, inclusive).
Banks in Alaska and insular possessions are excluded.

State Banks. ~ Figures for State banks are taken from the anmal
reports of the Comptroller of the Currency, 1909, p. 912 (for years from
1834 to 1862, inclusive, the figure for 1852 being interpolated); 1931, pp.
3 and 5 (for years from 1863 to 1891, inclusive); and 1892 to 1931 (for
years from 1892 to 1931, inclusive). 3Banks in Alaska and tae insular pos-
sessions are excluded. Mutual savings banks are excluded. lLoan and trust
companies and stock savings banks are included, save that stock savings
banks do not appear to be uniformly included prior to 1892,

For most of tihe earlier years tihe figures both of rumber and re~
sources are lower than the true figures, on account of tine incompleteness
of reports by State authorities to the Comptroller of the Currency. There
are, moreover, differences among the States in the itypes of institutions
under State supervision, and therefore in tae bases of the reports; and
many States had no department or official responsible for banking statis-
tics until recent years.

For the years from 1877 to 1909, inclusive, more complete figures
than those given in tais table are available for the mumber, but not for
the resources, of State banks, in the Publications of the Hationsl ifonetary
Commission, Vol. 7, p. 248, The figures of the Monetasry Comnission have not
been used here because of the desirability of using figures for tue number
of banks which correspond with those for resources.

Federal Reserve Bank of St. Louis
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Private Banks. - The figures for private banlzs are for most years
only approximations. Those for 1877 to 1909, inclusive, are talken from the
Publications of the National Monetary Commission, Vol. 7, P. 250, and are
based on lists in Homang' Bankers Almanac, otiaerwise entitled, The Bankers
Directory: Eomang' and Sharp & Alleman's Edition. The figures given in
this directory are stated to include "bankers and brokers at New York City,
Chicago,; Boston, Philadelpinia and Baltimore!; but in most years tiue figures
given by the National Monetary Comnission are smaller than those given in
the directory, indicating that an effort was made to omit those doing only
a brokerage business., Figures for the years from 1910 to 1319, inclusive,
are taken from the Rand McHally Bankers' Directory. The sharp decrease be-
tween 1909 and 1910 is apparent ratier than real, being due to tue fact that
after 1910 the EKand McNally directory listed a smaller muamber of private
banks toan Homans's. Figures for the years from 1920 to 1931, inclusive,
were collected by the Committee on Branch, Group, and Chain Banking with the
cooperation of the Federal reserve banits and the State banking departments,
The marked decrease from 1920 to 1921 is due primarily to the outlawing of
private banks in Illinois on Jamuary 1, 1921.

For all banks, figures are as of June 30, or the nearest reporting
date. 1In the early years, however, no uniform date can be assumed; and
those relating to private banks for soime of tiue recent years have been ob-
tained by averaging year-end figures.
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1909 and 1929-1932(1)

Table II - Thne Status and Powers of State Supervisory Agencies

1. Supervisory agencies

(a) Separate or virtually separate

(b) Under other departiment

1909 1929-~193%2 1909 1929~19132
California New Jeisey Alabama Nevada Alsbama Florida
Colorado New York Arizona Wew Hampshire | Arizona Illinois
Connecticut HWorth Dakota Arkansas New Jersey Delaware
Idaho Ohio California New Mexico Florida
Kansas Oklahoma Colorado New York Georgia
Louisiana Oregon Connecticut Yorth Carolina | Illinois
Maine Pennsylvania Delaware Forth Dakota Indiana
Massachusetts Rhode Island Georgia Ohio Iowa
Michigan South Carolina | Idaho Ok lanoma Kentucky
Minnesota Vermont Indiana Oregon Maryland
Missouri Washington Iowa Pennsylvania Mississippi
Nebraska iest Virginia | Kansas Rhode Island Montana
Nevada ilisconsin Kentucky South Carolina | New Mexico
New Hampshire Wyoming Louisiana South Daizota North Carolina
Maine Tennessee South Dakota
Maryland Texas Texas
Massachusetts Utah Utah
Michigan Vermont Virginia
Minnesota Virginia
Mississippi Washington
Missouri West Virginia
Montana Wfisconsin
Nebraska iyoming
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Table II - The Status and Powers of State Supervisory Agencies
1909 and 1929-1932(1) (Contimued)

2., Type of supervisory aunthority

(a) Single official in charge of banking(2)

(b) Single official supple-
mented by banking board

1909 1929-1932 1909 1929-19732 -
Alabama Mississippi Arizona Vicanigzan l¥hode Island|Alabama
Arizona Missouri Arkansas Minnesota Iowa
California Wontana Californis Miseissipni Kansas
Colorado New Jersey Colorado Missouri New York
Delaware New liexico Connecticut Kontana Nortn Caroline
Florida New York Delaware Yew Hamoshire Oklalioma
Georgia Onio Florida New Jersey Rhode Island
Idaho Oklahoma Georgia Ohio South Dakota
Illinois Pennsylvania | Idaho Pennsylvania Texas
Indiana Soutii Carolinal Illinois South Carolina Wisconsin
Iowa Souti Dakota | Indiana Tennessee
Kansas Texas Kentucky Utan
Kentucky Utan Louisiana Vermont
Louisiana Vermont Maine Washington
Maine Washington Maryland flest Virginia
Maryland West Virginia | Massacimsetts wyoming
Massachusetts Jisconsin
Michigan Wyoming :
Minnesota i
— ———
{F)_Slngle official, ag— (1) Board, or two or . .
pointed by or under control three comnissioners (e} No specific arrange-
of an executive banking s ) o ment for supervision
board or other board in chnarge of departaent
1909 1929-1G9132 1909 1929-15732 - 1909 1929-1972

Yevada Xebraska Conneeticut Arkensas
North :Dakota] Nevada Nebraska Tennessee
Oregon New Mexico New Hampshire

Nortih Dakota | North Carolina

Oregon Virginia

Virginia l
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Table II - The Status and Powers,o
1909 and 1929-1932(1

,{f/

State Sunervisory Agencies
(Continued)

37, Method of gselecting commissioner or supervisor

(a) Appointment by governor (») E;ectiggeby popular
1909 1929-1932 1909 1929-1932

Arizona Washington Alabama Hebraska ¥orth CarolinajFlorida
falifornia Wyoming Arizona Nevada Illinois
fansas Arkansas New Hampshire
Louisiana Califoraia New Jersey
.assachusetts Colorado New ilexico
iinnesota Connecticut New York
jontana Delaware North Carolina
Jevada Georgia Horth Dalota
Jew Hampshire Idaho Chio
Jew Jersey Indiana Oklahoma
Vew Mexico Iowa Penngylvania
New York Xansas Rhode Island
Pennsylvania Xentucky South Carolina
Yhode Island Louisiana South Dakota
South Dakota Waine Texas
Jtah liaryland Utah
Tirginia Hassachusetts Vermont

Michigan West Virginia

:imnesota Wisconsin

iissouri Wyoming

iiontana
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(¢) Selection by banks or
from panel named by banks

(d) In other ways

1909 1926-1932 1909 1929-1932
Mississippi Nebraslka Oregontﬂi’
Tennessee Oregon Virginia‘“}
washingtonJV
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Table II - The Status and Powers of State Supervisory Agencies
1909 and 1929-1932(1) (Contimued)

|, Term of office of supervisor

(a) Three years or less (b) Four years
1909 1929-1932 1909 1929-193%2

Arizona Idaho California Alabama North Carolina
Haine Massachusetts| Colorado Arizona North Dakota
fagsachusetts | Michigan Connecticut Arkansas Oklahoma
Minnesota New Jersey Idaho Colorado QOregon
Hevada New Mexico Kansas Connecticut Pennsylvania
New Hampshire | New York Louigsiana Delaware South Carolina
New Jersey Ohio #ichigan Florida South Dakota
New Mexico Rhode Island | iissouri Georgia Tennesgee
New York Texas Montana I1linois Utah
North Dakota | Vermont Chio Indiana Washington
Rhode Island Oklahoma Towa West Virginia
Vermont Oregon Kansas Wyoming

Pennsylvania |Kentucky

South Carolina |Louisana

South Dakota [Maine

Washington Maryland

West Virginia |Mississippi

Wyoming Montana

(c) Five or six years

(4) Indefinite term

1509 1926-1932 1909 1929-1932
North Carolinajiinnesota Utah California
Wisconsin Nebraska Missouri

New Hampshire Nevada
Wisconsin Virginia
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Table II - The Status and Powers, o
1909 and 1929-1932(1

I3

-

State Supervisory Agencies
(Continued)

F. Salaries of supervisors

(2) Under $5,000 per year (b) 85,000 to $10,000 per year
1909 1929~-1932 1909 1929-1932

Alabama Delaware Massachusetts | Alabama Tennessee
Arizona Idaho Minnesota Arizona Texas
Colorado Kentucky Nevada Arkansas Washington
Connecticut Maryland New Jersey Colorado West Virginia
Idaho Minnesota New York Connecticut Wisconsin
Kansas Missouri Ohio Florida
Louisiana Nevada Pennsylvania | Georgia
Maine New Mexico Indiana
Michigan South Carolina Iowa
Missouri South Dakota Kansas
Nebraska Utah Louisiana
New Hampshire |Vermont laine
New Mexico Virginia liassachusetts
Oklahoma Wyoming Montana
QOregon Nebrasia

Rhode Island
South Carolina
South Dakota
Uteh

Vermont
Washington
West Virginia
Wisconsin

New Hampshire
New Jersey
¥orth Carolina
Worth Dakota
Ohio

Oklahoma
Oregon

Rhode Island
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(c) $10,000 or over ver year

1909

1929-1932

California

Califoraia
Illinois
Michigan
Mississippi
New York
Penngylvania
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Table II - The Status and Powers of State Supervisory Agencies
1909 and 1929-1932(1) (Contimued)

6. Method of selection of examiners

(c¢) By supervisory

(:irsiz:l (b) By supervisory agency solely agency with approval
of governor or board
1909]1929~-191%2 1909 1929~1932 1909 1929~-1932
€2){CaliforniajArizona Alabama. Missouri Maryland|Arizona
Colorado |Califorania Arlansas Montana Indiana
Maryland |Florida Connecticut Nevada Louisiana
New Jersey|{Illinois Delaware New Hampshire Nebraska
New York (Indiana Florida New Mexico North Dakota
Ohio Iowa Georgia North Carolina Oklahoma
Minnesota Idaho Oregon Pennsylvania
Missouri Illinois Rhode Island South Dakota
New Mexico Iowa South Carolina, Utah
New York Kansas Tennessee Vermont
North Carolina|Kentucky Texas 7 Wyoming
Ohio Maine 6 Virginia( ){)
Oregon Massachusetts(l) Washington
Texas Michigan West Virginia
Virginia Minnesota Wisconsin
Mississippi
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Table II - The Status and Powers of State Supervisory Agencies
1909 and 1929-1932(1) (Continued)

7. Powers relative to the organization of new banks

(a) Principal discretionary powers in passing

_on applications for new charters ‘
" glg Exercised Py commissioner _ (2] Exercised by banking board
1909 , __1929-197%2 1909 1929-1932
California Alabama Nevada Massachusetts |Arizona
Florida Arkansas New Jersey Nebtraska \{Connecticut
I1linois Califoraia New Mexico North Carolina|Indisna
Maine Colorado North Carolina | Rhode Island ||Kansps
Michigan Delaware Ohio 7 |Massachisetts
Minnesota Florida Oregon y ‘IMinnesota
New Jersey Georgia Pennsylvania(§) Mississippi
New York Idaho South Caroliné {Nebraska
Ohio Illinois Tennessee jNew Hampshire
Oklahoma Iowa Utah [New York
South Dakota |Kentucky Vermont Notth Dakota
West Virginia | Louisiana Washington jOklahoma,
Wisconsin Maine West Virginia JRhode Island
Maryland Wyoming South Dakota
Michigan iiTexas
Missouri Virginia
Montana dWisconsin
(b) Must be assured of legitimate (c) Must take into consideration the public
purpose and/or integrity of applicant |need and convenience for banking facilities
1909 1929-1932 1909 1929-1932
California Alabama New Mexico Maine Alabama, Nebraska
Florida Arizona New York Massachusetts| Arizona Nevada
Illinois Arkansas North Carolina|New Jersey Arkansas New Hampshire
Michigan California North Dakota |New York California New Jersey
Minnesota Florida Ohio Rhode Island |Comnecticut New Mexico
Nebraska Georgia Oklahoma South Dakota |Florida New York
New York Idaho Oregon Georgia North Carolina
North Carolina|Illinois South Carolina Idaho North Dakota
North Dakota |[Indiana South Dakota Indiana Ohio
Ohio Kansas Tennessee Kansas Oregon
Olklahoma Kentucky Texas Louisiana Rhode Island
South Dakota |Louisiana Utah Maine South Dalota
West Virginia [Maryland Virginia Maryland Tennessee
Wisconsin Michigan Washington Massachusetts Texas
Minnesota Wisconsin Michigan Utah
Missouri Minnesota Vermont
Montana Misgissippi Virginia
Nebraska Missouri Washington
Nevada liontana Wisconsin
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Table II - The Status and Powers of State Supervisory Agencies
1909 and 1929-1932(1) (Continued)

&. Powers relevant to banking operations

(2) Examinations

Digitized for FRASER
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(1) Required to conduct (2) Required to conduct examinations
annual examinations more than once a year
1909 1929~1932 1909 1929-1932
Alabama Arkansas California Alabama, South Dakota
Arizona California Colorado Arizona Tennessee
Florida Connecticut Connecticut Colorado Texas
Idaho Delaware Georgia Florida Utah
Illinois Illinois Kansas Georgia Vermont
Maine Kentucky Louisiana Idaho Virginia
Maryland Maine Michigan Kansas West Virginia
Massachusetts [Massachusetts |Minnesota Louisiana Wyoming
Misgsouri Missouri Nebraska Maryland
Montana Montana Nevada Michigan
New Hampshire |New Hampshire |New York Minnesota
New Mexico North CarolinalOhio Mississippi
North Carolina |Pennsylvania |Oklahoma Nevada
North Dakota |Washington Rhode Island | New Mexico
Oregon Wisconsin South Dakota | New York
South Carolina Texas Horth Dakota
Utah Vermont Ohio
Washington Oklahoma
West Virginia Oregon
Wisconsin Rhode Island
Wyoming South Carolina
(3) Authorized to conduct examinations at any time
1909 1929-1932cF
Alabama New Mexico Al abama Montana
Arizona New York Arkansas Nebraska
California North CarolinafCalifornia Nevada
Colorado North Dakota {Colorado New Hampshire
Delaware Ohio Connecticut New Jersey
Florida Oklahoma Delaware New Mexico
Georgia Oregon Florida New York
Idaho Pennsylvania |Georgia North Carolina
Illinois Rhode Island |Ideho Ohio
Indiana South Dakota |[Illinois Oklahoma
Iowa Texas Indiana Oregon
Kansas Utah Iowa Pennsylvania
Maine Vermont Kansas Rhode Island
Maryland Tirginia Kentucky South Dakota
Massachusetts Washington Louisiana Tennessee
Michigan West Virginia |Maine Texas
Minnesota Wisconsin Maryland Vermont
Montana Massachusetts Virginia
Nebraska Michigan Washington
Nevada Minnesota West Virginila
New Hampshire |Mississippi Wisconsin
New Jersey Missouri Wyoming




Table II - The Status and Powers o§
1909 and 1929-1932(1

State Supervisory Agencies
(Continued)

8. Powers relevant to banking operations (contimed)

(b) May require stockholders to make good (c) May limit borrowing
impairment of capital by banks
1909 1929-1932 1909 1929-1932
California Oregon Alabama Missouri Kansas Arizona
Colorado Penngylvania | Arizona Montana Michigan California
Plorida South Dakota ; Arkansas Nebraska Okl ahoma Idaho
Georgia Texas  yo California Nevada, South DakotajKansas
Idaho Utah(#) Colorado New Hampshire |Wisconsin |Michigan
Illinois Virginia Connecticut New lexico Montana
Indiana Washington Delaware New York North Dakota
Iowa West Virginia; Florida North Carolina Oregon
Kansas Wisconsin Georgia North Dakota South Dakota
Kentucky Idaho Ohio Virginia
Louisiana Illinois Oklahoma Washington
Massachusetts Indiana Oregon Wyoming
Michigan Iowa Pennsylvania
Minnesota Kansas South Dakota
Missouri Kentucky Tennessee
Nebrasks Louigiana Texas
Nevada Maine Utah
New Mexico Maryland Virginia
New York Massachusetts Washington
North Dakota Michigan West Virginia
Ohio Minnesota Wisconsin
Oklahoma Mississippi  Wyoming
(d) May require removal of undesirable (e) May order removal of officers or
and/or illegal assets employees
1909 1929-1932 1909 1929-1932
Yorth Dakota | Alabama Ohio Kansas Florida Oklahoma
Ohio Arkansas Oregon Nevada Georgia Oregon
Delaware South Dakota |[Oklahoma Idaho South Dekota
Florida Utah South Dakota | Kansas Wyoming
Idsho West Virginia Montana
Montana Wisconsin Nebraska
Nebraska Wyoming New Hampshire
North Dakota North Carolina
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Table II - The Status and Powers of State Supervisory Agencies,
1909 and 1929-1932(1) (Contimed)

8., Powers relevant to bankingz operations (continued)

(£) May order removall(g) May recommend removal| (h) May recommend
of directors of officers or employees {removal of directors
1909 1929-1932 1909 1929-1932 1909 1929-1932
Florida Missouri | Arkansas Massaciusetts
Idaho Colorado Missouri
Montana Massachusetts ‘New York
North Carolina Missouri
Oregon New Yoric
South Dakota Utah
Washington
Wisconsin
9. Powers relevant to insolvent bankscgsl/
(a) May liquidate the bank (b) May appoint a receiver
1909 1929-1932 1909 1929~1932
California Alabame Minnesota Oregon Kansas Florida
#dichigan Arizona Mississippi Pennsylvania{Maryland Illinois
dinnesota Arkansas Missouri Rhode Island|West Virginia|Kansas
Jew York California Montana South Dakota West Virginia
Jklahoma Colorado Nebraska Tennessee
thode Island | Georgia Nevada Texas
South Dakota | Idaho New Jersey Utah
Yexas Iowa New Mexico Vermont
disconsin Kentucky New York Washington
Louisiana North Carolina Wisconsin
Maryland Ohio Wyoming
Massachusetts Oklahoma
(c) May apply for the appointment of a receiver
1909 1929-1932
Alabama Iowa Nebraska Oregon Alabama Missouri
Arigona Kansas Nevada Pennsylvania | Connecticut Nebraska
Colorado Kentucky New Hampshire Rhode Island | Delaware New Hampshire
Connecticut Louisiana New Jersey Texas Illinois New Mexico
Delaware Maine New Mexico Vermont Indiana North Dakota
Florida Massachusetts New York Virginia Iowa Rhode Island
Georgia Michigan North Carolina Washington Kentucky South Carolina
Idaho Missouri North Dakota West Virginial|laine Tennessee
Illinois Montana Ohio Wisconsin Michigan Texas
Indiana Minnesota Vermont
Virginia

(1) Sources:

1909, Barnett, State Banks and Trust Companies Since the Pasgage of

the National-Bank Act, and Welldon, Digest of State Banking Statutes, Publica-
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tions of the National Monetary Commlission, Vols. VII and III, respectively;
1929-1932, State Bank Division, American Bankers Association, Results of
Questionnaire on Bank Supervision, 1929, prepared by the various State bank-
ing departments; and banking statutes of tie various States.
In many instances data for 1909 were only partially available,
(2) Several of these States have charter boards, whose sole function is to consider
. applications for new charters,

(3) Appointed by State banking board.

(L) Appointed by State corporation commission.

(5) Appointed by director of taxation and sxamination,

(6) In 1932, appointment is by supervisory agency with approval of the director
of personnel.

(n Deputies and other employees appointed by corporotion commission.

(&) In North Dakota discretionary power was exercised by the Secretary of State,

(9) 1In 1932, new charters must also be approved by the goveraor.

(10) Secretary of State could apply for receiver if capital was impaired.

(11) In several States the supervisory autnority has the option of ligquidating the
bank or of applying for the appoiantment of a receiver, while in one State the
option is between appointing and applying for the appointment of a receilver,
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Table IV - Banks with Loans and Investments of $5,000,000 and over Lost to the
National and State Banking Systems by Consolidation and Conversion,
by States, 1921-1931

(in taousands of dollars)
National charters; State charters
Year Ziven up £iven up
Location and name of bank of By By By By
change |consolida~ | conver- |consolida~ |conver-
tion sion tion sion
‘EW ENGLAND STATES ~ TOTAL 75,7841 8,109 178,955 20,568
MAINE
Bangor
First Nat'l Bk, 1928 7,387
Portland
Chapman Nat'l Bk, 1929 8,109
Total 7,387} 8,109
MASSACHUSETTS
Boston
Am, Tr. Co. 1930 24,999
Beacon Tr. Co. 1930 34,458
Comnonwealth Tr, Co. 1923 29,607
Federal Tr, Co. 1923 20,568
Internat!'l Tr. Co. 1923 44,769
Jamaica Plain Tr. Co. 1931 5,884
Mass. Tr, Co. 1925 20, 347
Nat'l Union Bk. 1925 15,156
Fall River
Massasoit Pocasset Nat'l Bi. 1928 5,619
Worcester
Park Tr, Co. 1922 6,532
Total 20,775 166,596 | 20,568
RHODE ISIAND
Providence
Natfl Exch, Bk, 1926 19,180
Total 19,180
CONNECTICUT
Bridgeport
City Nat'l Bk, & Tr, Co. 1929 13,976
Hartford
Phoenix Nat'l Bk. 1926 14,466
U. S. Security Tr. Co. 1927 12,359
Total | 28,4k | | 12,359
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Table IV - Banks with Loans and Investments of $5,000,000 and over Lost to the
National and State Bankting Systems by Consolidation and Conversion,
by States, 1921-1931 (Continued)

(in thousands of dollars)

National charters

State charters

Yeax £given up given up
Location and name of bank of By By by By
change |consolida~ {conver—{ consolida~{conver~
tion sion tion sion
MIDDIE ATLANTIC STATES - TOTAL 2,305,403 20,476 | 1,137,202 15,83
NEW YORX
Albany
First Nat'!'l Bk, 1926 10,899
Buffalo
Commnity Nat'l Bk. 1929 20,980
Lafayette Nat'l Bk. 1924 8,075
Mfgs. & Traders Nat'l Bk, 1925 46,614
Jamestown
Am, Nat'l Bk. 1931 5,330
Lockport
Nat'l Exch. Bk, 1926 6,067
Mt. Vernon
Am, Nat'l Bk, & Tr. Co. 1930 7,380
New York City
Am, Exch.-Pacific Nat'l Bk, 1926 167,089
Am, Express Bk. & Tr. Co. 1931 32,381
Atlantic Nat'l Bk. 1922 16,408
Bank of America 1928 94,883
Bank of N. Y.--N. B. A, 1922 4o,6kLg
Battery Park Nat'l Bk, 1923 12,347
Bowery Bank of N. Y. 1925 5,069
Broadway Nat!l Bk. & Tr. Co, 1530 5:920
Brooklyn Nat'l Bk. of N. Y. 1931 8,162
Bronx Nat'l Bk, 1928 7,671
Capital Nat'!l Bk, & Tr. Co. 1928 23,795
Central Nat'!'l Bk, 1930 12,643
Chemical Nat'l Bk. 1929 205,865
Coal & Iron Nat'l Bk. 1926 21,040
Com!'l Exch. Bk. 1921 8,496
Com'l Exch., Bk, of N. Y. 1928 19,899
Com'l Tr. Co. 1924 10,700
Equitable Tr. Co. 1930 496,351
Fifth Nat'l Bk. 1925 19,420
First Nat'!'l Bk. (Brooklyn) 1928 20,669
First Nat'l Bk, (Jamaica) 1926 8,014
Fordham Nat'l Bk, in N. Y. (Bronx) 1929 5,365
¥Franklin Nat'l Bk, in N. Y. 1927 5,375
Gotham Nat'l Bk, 1925 17,082
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Table IV — Banks with Loans and Investments of $5,000,000 and over lost to the
National and State Banking Bystems by Consolidation and Conversion,
by States, 1921-13931 (Contimued)

tin thousands of dollars)

National charters

State charters

Year Ziven up given up
Location and name of bank of Ey By By By
change! consolida~ |conver- | consolida~ |conver-
tion sion tion . sion
New York City (Contimed) 5
Oreenwich Bl ) 1927 24,655
Hamilton Nat'l Bk 1928 174362
Hanover Nat'l Bk, 1929 143,182
Importers & Traders Nat'l Bk. 1923 35,016
Industrial Nat'l Bk, 1931 7,662
Interstate Tr. Co. 1930 . 45,360
Irving Nat'l Bk. 1923 194,782
Italian Discount & Tr. Co. 1927 5,673
Liberty Nat'l Bk. 1921 103,203
Lincoln Tr. Co. 1922 22,546
Longacre Bk. 1928 7,256
Longacre Nat'!l Bk. 1928 8,181
Mercantile Tr. Co. 1922 18.977
Metropolitan Bk, 1921 43,031
Metropolitan Tr. Co. 1924 39,909
Murray Hill Tr. Co. 1930 11,345
Matual Bk. 1927 15,248
Nat'l Am, Bk, 1926 9,661
Nat'l Bk. of Commerce 1929 532,191
Nat!l Butchers & Drovers Bk, 1926 14,213
Pacific Bk. 1925 35,760
Peoples Tr. Co. (Brooklyn) 1926 62,383
Ridgewood Nat'l Bk. (Queens) 1921 7,615
Seaboard Nat'l Bk. 1929 162,533
Seventh Nat'!l Bk. 1928 12,152
Seward Wat'l Bk. & Tr. Co. of N. Y. | 1931 6,287
Straus Nat'l Bk. and Tr. Co. of N.Y. {1931 9,006
United Nat'l Bk. 1928 14,033
W. R. Grace & Co.'s Bk. 1924 8,519
Tew York City - Total 1,876,592 992,666 | 15,835
Niagara Falls
Bank of Niagara 1927 6,677
Nat!l Bk. of Niagara & Tr. Co. 1929 11,145
North Tonawanda
State Nat'l Bk. 1926 7,719
Rochester
Nat!l Bk. of Rochester 1928 17,881
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Table IV - Banks with Loans and Investments of $5,000,000 and over Lost to the
National and State Banking Systems by Consolidation and Conversion,
by States, 1921-1931 (Continued)

(in thousands of dollars)

National charters| State charters
Year given up given up
Location and name of bank of By By By By
change| consolida~| conver~ | consolida- [conver-
tion sion tion sion
Utica
First Mat'l Bk. & Tr. Co. 1926 16,433
Utica Nat'l Bk, & Tr. Co. 1530 5,785
Yonkers
Yonkers Tr. Co. 1929 10,181
Total 2,027,114| 13,786{1,009,524 | 15,835
NEW JERSEY
Bloomfield
Bloomfield Nat'l Bk. 1929 6,420
Elizabeth
Peoples Nat'l Bk, 1930 7,582
Hoboken
Second Nat'l Bk, 1926 6,690
Jersey City
Lincoln Tr. Co. of N. J. 1929 7,404
Union Tr. Co. of N. J. 1923 9,129
Newark
Am, Nat'l Bk, | 1927 16,u4l3
Guardian Tr, Co. of N. J. 1523 23,188
Merchants & Mfgs. Nat'l Bk, 1927 21,433
North Ward Nat!'l Bk, 1930 12,749
Union Nat!l Bk, 1921 28,527
Pasgsaic
Passaic Tr, & Safe Deposit Co. 1922 11,207
Paterson
Paterson Safe Deposit & Tr. Co. 1921 - 6,115
Total 93,154 | 6,690 | 57,133
PENNSYLVANIA
Philadelphia
Am, Bk, & Tr. Co. 1929 5,655
Bank of North Am, (Nat'l BEk,) 1923 23,400
Broad Street Nat¥l Bk. 1928 9,479
Nat'l Bk. of Commerce 1927 9,058
Nat'l Bk. of North Philadelphia 1928 5,270
Nat'l Security Bk. & Tr. Co. 1930 10,417
Ninth Nat'l Bl, 1923 11,551 }
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Table IV - Banks with Loans and Investments of $5,000,000 and over lost to the
National and State Banizing Systems by Consolidation and Conversion,

by States, 1921-1931 (Contimed)

(in thousands of dollors)

National charters| State charters
Year #iven up given up
Location and name of bank of By By By By
change |consolida~ | conver- [consolide~ |conver~
tion sion tion sion
Philadelphia (Contimued)
Nortaern Nat'l Bk, 1929 9,262
Oxford Bk. & Tr. Co. 1928 7,964
Tenti Nat'l Bk, 1929 9,012
Textile Nat'l Bk. 1930 5,874
Union Bke & Tr. Co. 1929 27,786
Union Hat!l Bk, 1927 18,903
Pittsburgh
Farmers Deposit Svgs. Bk. 1928 12,435
Scranton
County Svgs. Bk, 1927 7,120
Wilkes-Barre
Iuzerne County Nat'l B, 1923 5,217
Williamsport
West Branch Nat'l Bk. 1927 8,304
Total 125, 747 60,960
MARYLAND
Baltimore
Drovers & Mechanics Nat'l Bk, 1930 13,179
Faraers and Merchants Nat'l Bk, 1930 6,543
Nat'l Bk. of Baltimore 1930 15,953
Nat'l Bxch. k. 1923 17,930
Natt!l Union Bk, of Md. 1929 9,383
Total 59,388
DISTRICT OF COLUNMBIA
Washington
Merchants Bk. and Tr. Co. 1930 9,585
Total 9,585
NORTH CENTRAL STATES - TOTAL 1,031,693 826,269 | 31,06L
MICHIGAX
Detroit
Central Svgs. Bk. 1928 33,700
Griswold-Pirst State Bk. 1929 39,318
Griswold Nat'l Bk. 1927 15,0965
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Table IV ~ Banks with Loans and Investments of $5,000,000 and over Lost to the
National and State Banking Systems by Consolidation and Conversion,
by States, 1921-1931 (Continued)

{(in thousands of dollars)

National charters| Stats charters
Year given up given up
Location and name of bank of By By By By
change |consolida~ | conver~| consolida~| conver-
tion sion tion sion
Detroit (Contimued)
Guardian Detroit Bl. 1931 91,701
Merchants Nat'l Bk, 1929 2h,878
Peoples Wayne County Bk, 1931 301,125
Grand Rapids
0ld Nat'l Bk. 1929 13,672
Port Huron
Federal Com'l & Svgs. Bk. 1930 6,852
Total 5L,6U6 472,696
WISCONSIN
Milwaukee
Am, Exch. Bk, 1924 10,713
Second Ward Svgs. Bk. 1928 34,126
Total 34,126 | 10,713
ILLINOIS
Chicago
Cont'l and Com'l Tr, and Svgs. Bk. 1927 96,332
Cont!'l Nat'l Bk. & Tr, Coa of Chicago | 1929 490,823
Corn Exch. Hat'l Bk, 1924 81,960
Haugan State Bk, (State Bz, of Chicago) | 1929 53,417
Nat'l Bz, of Commerce in Chicago 1927 5,773
Nat?l Bk, of the Republic of Chicago 1| 1931 93,382
Peoples Stock Yards State Bk, 1929 14,892
Rawson State Bk. (Union Tr. Co.) 1929 68,558
Standard Tr. & Svgs. Bk. 1928 16,111
Straus Tr. Co. 1928 5,459
Total 671,938 234,418 | 20,351
INDIANA
Fort Wayne
Lincoln Tr. Co. 1928 6,001
Tri-State Loan & Tr. Co. 1929 9,929
Total 15,930
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Table IV - Banks with Loans and Investments of $5,000,000 and over lost to the
National and State Banking Systems by Consolidation and Conversion,

by States, 1921-1931 (Continued)

(in thousands of dollars)

National charters| State charters
Year Ziven up given up
Location and name of bank of By By By By
change iconsolida~| conver- |consolida~ {conver-
tion sion ticn sion
CHIC
Akron
First-Second Nat'l Bk. 1923 18,125
Nat'l City Bk. 1929 13,220
Cincinnati
Citizens Nat’l Bk, & Tr. Co. 1927 16.792
Fifto-Third Nat'l Bk, 1926 41,743
Fourth Nat!l Bk. 1923 8,786
Cleveland
Engineers Nat'l Bk. 1930 17,761
First Nat'l Bk, 1921 60,768
Union Commerce Nat'l Bk, 1921 63,729
United Bkgs, & Tr. Co. 1929 33,157
Columbus
First Citizens Tr. Co. 1931 29,794
First Nat'l Bk. 1928 11,322
Dayton
City Nat'l Bk. & Tr. Co. 1930 15,365
Oity Tr., & Svgs. Bk. 1928 6,148
Toledo
Nat'l Bk, of Commerce 1921 14,703
Northern Wat'l Bk. 1924 10,478
Second Nat'l Bk, 1924 12,317
Total 305,109 69,099
IQUTHERN MOUNTAIN STATES - TOTAL 57,356 19,585 | 26,309
VIRGINIA
Norfolk
Citizens Bk, 1928 7,061
Trust Co. of Norfolk 1927 6,423
Ricamond
Am. Hat'l Bk, 1928 16,437
Nat'l State and City Bk, 1922 11,668
Planters Nat'l Bk. 1926 16,319
Total Ly, Lol 13,484
KENTUCKY
Louisville
Loulsville Nat'l Bk, & Tr. Co. 1929 12,932
Total 12,932

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




/37
T o

Table IV - Banks with Loans and Investuents of $5,000,000 and over Lost to the
Hational and State Banking Systems by Consolidation and Conversion,

by States, 1921-1931 (Contimued)

(in thousands of dollars)

National charters State charters
Year given up given up
Location and name of bank of By By By By
change |consolida~| conver- jconsolida~ |conver-
tion sion tion sion
TENNESSER
Chattanooga
Chattanooga Sves. Bk. & Tr, Co. 1929 6,101
Memphis
Union & Planters Bk. and Tr. Co. 1929 26,309
Total 6,101} 26,309
SQUTHEASTERY STATES - TOTAL 47,062 61,237| 74,645
YORTH GAROLINA
Greensboro
Am, Nat!l Bk, & Tr. Co. 1929 7,610
Raleigh
Citizens Nat'l Bk. 1929 7,149
Wilmington
Murchison Nat'l Bk, 1929 9,460
Total 24,219
SOUTH CAROLINA
Charleston
Peoples-First Nat!l Blk. 1930 9,132
Total 9,132
GEORGIA
Atlanta
Atlanta Tr. Co. 1929 5,34k
Lowry Bk. & Tr. Co. of Ga. 1924 22,629
Lowry Nat'l Bk. 1923 13,711
Savannan
Citizens & Southern Bk, 1927 50,754
Total 13:711 27»973 503?5)4‘
FLORIDA
Miami
Com'l Bk, & Tr., Co. of Miami 1926 6,088
Miami Bk. & Tr. Co. 1926 14,864
Total 20,952

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




/58

Table IV - Banks with Loans and Investments of $5,000,000 and over Lost to the
National and State Banking Systems by Consolidation and Conversion,
by States, 1921-1931 (Contimued)

(in thousands of dollars)

National charters | State charters
Year given up _g&iven up
Location and name of bank of By By By By
changd consolida-|conver-| consolida~{conver-
tion sion tion sion
ALABAMA
Birmingham
Am, Tr, & Svgs. Bk, 1927 12,312
Mobile .
Merchants Bank 1927 10,878
Total 12,3121 10,878
MISSISSIPPI
Clarksdale
Planters Bk, 1922 13,013
Total 13,013
SQUTHWESTERN STATES - TOTAL 29,682 20,192
LOUISIANA
New Orleans
Canal-Com'l Nat'l Bk, 1921 10,514
Total 10,514
TEXAS
Dallas
Guaranty Bk. & Tr. Co. 1922 6,426
Mercantile Bk. & Tr. Co. 1925 6,416
Mercantile Nat'l Bk, 1929 10,867
Galveston
Texas Bk. & Tr. Co. 1924 7,350
San Antonio
City Nat'l Bk, 1929 &,501
Total 19,368 20,192
ESTERN GRAIN STATES - TOTAL 186,766 95,395 | 21,447
MINNESOTA
Minneapolis
St., Anthony Falls Bk, 1922 5,334
St. Paul
State Svgs. Bk. 1931 8,560
Total 13,894 |
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Table IV -~ Banks with Loans and Investments of $5,000,000 and over Lost to the
Hational and State Banking Systems by Consolidation and Conversion,
by States, 1921-1931 (Continued)

(in thousands of dol

lars)

National charters| State charters
Year given up given up
Location and nome of bank of By By By 3y
change |consolida~ {conver- |consolida~; conver~
tion sion tion sion
IOWA
Des Moines
Des Moines Svgs., Bk. & Tr., Co. 1929 6,863
Total 6,863
MISSOURI
Kansas City
Nat'l Bk, of Commerce 1921 51,852
St. Louis
Boatmans Blk. 1926 20,473
Central Nat'l Bk, 1921 20,808
Farmers & Mercihants Tr, Co. 1928 5,760
Franklin-Am, Tr. Co. 1931 29,098
Internat'l Bl 1928 7,740
Liverty Central Tr. Co. 1929 37,800
Merchants-Laclede Nat'l Bk, 1929 17,745
Nat'l Bk, of Commerce 1929 66,673
Nat'l City Bk, 1930 12,268
State Nat'l Bk, 1929 17,420
Total 186,766 74,638 26,233
KANSAS
Topeka
Banz of Topeka 1925 5,214
Total 5,214
{0CKY MOUNTAIN STATES - TOTAL 8,970
COLORADO
Denver
Am, Bz, & Tr, Co. 1924 8,970
Total 8,970
PACIFIC COAST STATES - TOTAL 253,824 891,944 {541,517
OREGON
Portland
Ladd & Tilton Bix. 1925 18,195
Total 18,195 |
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Table IV - Banks with Loans and Investments of $5,000,000 and over Lost to the
National and State Banking Systems by Consolidation and Conversion,
by States, 1921-1931 (Continued)

(in thousands of dollars)

Yational charters| State charters
Year given up given up
Location and name of bank of By By By By
change {consolide~| conver-| consolida~| conver—
tion sion tion sion
CALIFORJIA
Fresno
First Nat'l Bk, 1921 8,922
Long Beach
First Nat'l Bk, 1929 5,043
Long Beach Nat'l Bk. 192k 6,225
Los Angeles
Citizens Tr. & Svgs. Bk. 1928 39,793
Hellman Com'l Tr. & Svgs. Bl 1926 65,420
Merchants Nat'l Tr, & Svgs. Bk, 1928 123,896
Nat'l City Bz, of Los Angeles 1928 8,624
Pacific-Soutiawest Tre & Sves. B, 1927 179,033
Security Tr. & Svgs. Bk, 1929 230,788
QOakland
First Nat'l Bk, 1924 9,445
Oakland Bi. 1929 53,767
Sacramento i
Faramers and Mechanics Bk. 192¢ i 7,143
Peoples Blz. 1927 7,460
San Diego
First Tr. & Svgs. Bk. 1927 5,629
San Francisco
Am, Nat'l B, 1923 18,434 ;
Bk. of Am, of Calif. 1930 g 28h,716
Bk. of Italy 1927 | 841,517
Merchants Nat'l Bk. 1923 g,024 |
Wells Fargo-Nevada Nat'l Bir. 1923 | 70,211}
Total 258,82ui 873,749 {541,517
|
TNITED STATES - TOTAL 3,992,770 28,565 |3,210,567 {770,547

Sources: Data on banlt changes collected by Committee on Branca, Group and Chain
Banking, supplemented by records of Federal Reseive Board, Division of Bank
Operations, and Rand McNally Baniters Directory. Since the Directory figures
appear only at sixz-month intervals, loans and investments at time of consoli-
dation or conversion may have differed from those given above in some cases,
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