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Branch, Group and Chain Banking

Three methods may be distinguished by which the same interests
operate a banking business at more thau one office -- branch, group
and chain systems. In a branch system there is but one legal entity
of which the several offices are a part. A group system comprises
geparately incorporated banks,l/With or without branches., which are
owned or controlled, directly or indirectly, by a corporation, busi-
ness trust, association, or other similar organization. Chain banking
is similar to group banking except that control is held or exercised by
an individuval or a group of individuals.

On December 31, 1935 g/each of 804 commercial banks was operating
one or more branches.l/ Of the total of 3,11“ branches included in thesec
branch systems, 1,617 were located in the same cities as the head offlices
of the banks, bl7 outside the head office cities but in the same counties
as the head offices of the banks, 348 in contiguous counties, and 532 in
noncontiguous counties. During the past decade there have becn numerous
liberalizations in the laws with respect to branch operation and the
pfoportion of commercial banking facilities represented by branches has

increased considerably.

1/ Official statistics on group banking have always been confincd to
groups comprising 3 or more banks.

2/ A statistical analysis of branch and group banking as of December 31,
1936 will be undertaken later, if desired. The data necded for such
an analysis usually do not btecome available for several months after
the end of the year.

%/ Section 5155 U.S.R¢S. defines the term "branch" as "any branch bank,
branch office, branch agency, additional office, or any branch place
of business ... at which deposits are received, or checks paid, cor
money lent " The term "branch" is used in that sense in this meuoran-—
dum, although it is recognized that soms Statve laws malze a2 distinction
betwern "branches" and certain other types of "additional offices
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Because of the difficulty of determining the essential facts, par-
ticularly where nonmember banks are inveolved, fully comparable statistics
are not available with respect to group banking., However, a recent sur-
vey shows that on December 71, 1935 there were 61 group btanxing systems
consisting of 3 or more banks operating under some form of corporate or
similar control. There were 53 banks embraced in these groups. Nearly
all of the banks were located in cities other than those in which the
principal places of business of the respective groups were located and
correspond in many respects, therefore, to branches operating ocutside
the head office cities of their parent banks. Since 1930 numerous
group banks have been converted into branch offices of affiliated banks,

No recent survey of chain banking has been made, It would be im~
possible to determine the extent or degree to which chain banking exists
without data ottalnable only tnrough questionnaires returned by banks and
special reports by the Federal Reserve banks and other superviscry authori-
tiese At the end of 1931, when the last survey of chain banking was made,
176 chains comprising % or umore banks each were reported. The total num-
Pter of banks in these chains was G808,

Under existing laws branch operatlon is not permitted in some States,
In others branches are permitted only in the head office city, the head
office county, or in groups of countiess In still other States a bank
is peramitted to operate branches anywhere within the State.

This situation with respect to branch operation is to be contrasted
with that of operating a rultiple office systen through .roups, many of
which operate baniks in two or more States unrestrained by any legal limita-

tions in this respect, Some groups operate in nore than one Federal

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



_.3...

Riserve district, and there is no legal bvarricr to their spread across
the country. Many of the groups were formed after 1927 and obtained
some of the advantages of rmultiple office banking which were denicd by
the restrictions placed upon branch opecration. Numerous conversions
of group banlks into branches have occurred in recent years after laws

were liberalized with respect to branch banking.
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Growth of Branch Banking

Increasing Roatio of Branches te RBonkse - The proportion ol coumercial

banking facilitics rerrescentod by branches is much grester today thun it wes

a decc ago and appears to be increasing., The increose in the ratio of
bronchas to total banking offices of commercial henks in recent yeurs s
compared vith the condition 15 yeors azo ls strildng, as is shown by the

following table:

: ; Ratio of
i Totzl ¢ branchos to

I Nwibor of % banking . total hunking

if branches | offices ' offices
June 50, 1980 'R, 65¢ & 1,081 29,940 4e5
Junc 30, 1925 27,650 ,/a,u:i 30,16% 8.4
June 50, 1930 25,045 3,518 26,563 13.2
Dec. 3L, 1931 18,187 3, 554 ?N,uol 14.5
Dee. 51, 1952 17,330 5,101 20,821 1545
Dec. 31, 1933 14,334 2,750 17,086 16.1
Dec. 51, 1934 15,218 0,07 19 ,192 16.5
Dec. 31, 1935 15,158 5,114 ,¢7° 17.0
Nov. 50, 1936%/ 15,010 3,194 13,No& 17.5

l/Exclusive of Mutuzl Savings Ranks ond privoete bonks; inclusive of such
Morris Plan and industriszl banks, trust companics without deposits,
=nd other banking iustitutions as are included in State banking
abstracts,
°/Tno figurces of branches of individual banks are not as of any wiforn date.
_/Enu—ofﬁjem figures; data not available as of Junc 30.
_/Eotlmutou.

o

The taeble shows that branches conprisce 17.5 percent of total banking
offices, compared with .5 percent in 1320. The decreasing number of banking
offices is, of course, sccounted for principally by tie large number of bank

sugpensions and nergers. Lergely becocuse of susponsions and imergers of some
the branch systenms, the nucber of hranches alse declined during the

depression period 1930-19533. The net reduction durins 1330-1937 in the
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number o»f bpranches, however, was only <2 percent, cempared with a ?& per-~
cent reducticn in the number of banks, It is significant that of recent
months since the stabilization of danking the number nf individual banks
continues %o decrease and the number of branch offices to increases Dur-
ing the 11 months ended November 30, 1975, for example, the number of coi-
nercial btanks has decreased bty about 148 while branch offices of commer~-
cial banks have increased by about 80, principally as & result of the con-
version of 58 bhanlks into branches,

A large part of the recent growth in the number of bhranches has taken
place in States in whiclhi the establishment of branches was not permitted
a few years agoe. For example, in Ilowa there were 175 branch offices 1/
on December 31, 1935, in Wisconsin 105, in Indiana 47, and in Cregon ¢
The establishment of tranch offices in these States has served to replace
in part the baning facilities of which many comrmenities were deprived by
the disturbances which culnminated in the baning holiday of 197%3.

Distribution of Rranches., - There were 3,11 branches in operation on

December 31, 1935, 1,729 being operated by national banlzs and 1,785 by
State banks,

Of the tmtal, 1,617 branches were located in head nffice cities.,
This figure is but slightly larger than it was 17 years ago. On the
other hand, the number of branclies outside the head office cities, 1,497,
is alrost double that of 1974, Wearly 400 such branches were established

during 19%4% and 1935,

;/ The laws of Iowa, Wisconsin, Arlansas, and New Mexico permit the estab-
lishment of offices that have only linmited banizing functions. These of-~
fices are not terned "branches” by State law; in fact the law of Iowa
prohibits "branch banizing."
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The number of branches located outside of the county of the head of-
fice was &80. Of this number 224 were locnted 2h miles or less from
their head offices, 166 from 26 to 50 miles from their head offices, 142
fron 51 to 100 miles from their head offices, and 348 more than 100 miles
from their head offices. Of the latter number all but 67 were located
in Celifornia, wherc State-wide branch banking has had its greatest
development .

Colifornia accounted for more branches then any other State, 794,
locnted for the most part outside the head office cities. In New York,
where branch systoms may now opcrate in arcens larger than counties but
not State-wide, thore werc 606 branches, ncarly all confined to hend
office cities. In Ohio, where branches nmny be cstablished in contiguous
countics, 169 branches were in operation, confined mostly to head office
citics. In each of § other States, lMichignn, Iowa, New Jersey, Massa-
chusetts and Wisconsin, there were in opcrntion in excess of 100 bronches.
In ench of 22 other States the number of brrnches ranged from 10 to 91.
In ench of 9 other States the number of bronches in operation was less
thna 10, while in the 9 remaining States 1o branches were operated.

The total number of branches in oporation at the end of 1935 and

the number outside the head office citics, by States, were as follows:
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Number out-

Number out-

Total side head Tctal side head
number office city number office city

California 794 553 Diste of Col. 30 0
Wew York 50 15 Kentucky 30 11
Ohio 169 39 Idaho 26 26
Michigan 141 21 Georgia ol 14
Iowa 125 125 Alabama 22 19
ew Jersey 11k 2% Arizona 21 21
Massachusetts 110 15 South Carolina 21 18
Wisconsin 105 &7 South Dakota 15 15
Pennsylvania a1 6 Delaware 12 10
North Carolina &9 82 Vermont 12 12
Marylend 76 41 Utah 10 Q
Virginia 6l 4z Connecticut 9 5
Maine 58 55 Nevada 7 6
Louisiana 51 28 Arixansas 6 6
Tennessee Lg 20 Minnesota 6 0
Indiana L7 o8 New Mexico 5 5
Oregon Lo 3L Test Virginia 2 1
Washington Ul 30 Nebraska 2 0
Mississippi Lo 4o New Hampshire 1 1
Rhode Island 38 21 North Dakota 1

Total 3,114 1,497

There were no branches reported in operation in the following States:
Colorado, Florida, Illinois, Kansas, Missouri, lontana, Oklahoma, Texas,
and Wyominge In one of these States, Montana, the State law permits
establishment of branclhies in the head office county and adjoining counties
upon consolidation of bankse The limited area to which branch operation

would have to be confined, as well as anti-branch banking sentiment, has
operated against the establishment of branches, The Northwest Bancorpora-
tion and the First Bank Stock Corporation control most of the larger banks

in Montana and, in this manner, provide the substantial equivalent of

branch banking,
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Status of Group Banking

It is perhaps only nutural thot the holding company should have found
its way into banking ag it has into othor fields of business enterprise,
ginece in the absence of legislation permitting State-wide “wranch banking the
banl nerger or consolidation movement in the 192013, so pronounced in some

of the larger cities, could be approdinoted in the rural secticons only by

o holding company. Before the enactment of legislation in recent years

"

pertiitting the extension of branch banking or broadening toe branch banking

areus, sone group interests expressed the belief that group banking in sone
respects was o better forw of multiple offfice banking than branch banking.

Most of the group heuds, however, conceded that zroup banking was merely an
altecrnstive to branch banking, The wide distriltution of group systens in
non-branch States, and the eonversion during 1233-1835 of uany group banks
into branches in States that have liberalized thoelr branch laws, substantiate
this view.

Distribution of Group Dunks. - A survey made as of December 31, 1935

on the basis of data avallablic in the rccords of the Doard and the Federal
Reserve banks digclosced that there were 61 group banking orgrnigations in

/
cperation at that tioe, each couprising 5 or more banksl/+ Thesc 61 sroups

cmbraced 314 national bankes, 59 State bonlk wenmbers, 155 insured nonnembor

banks and 15 non-ingured banks, or a tobal of L43 menber and nonnember banke.
3

1/ The survey covercd: (1) Banks controlled by a "holding corpany aftili-
ate? as deflinced in Section 2(¢) of the Banking Act of 1933, as smended;
(2) banks which would have been undor the control of o holding company
atfiliate if the Reconstruction ¥inance Corporation ca ital investment
wore disresorded; (3) other bonks included in what is generally regarded
us a bank group, cven though +h, affilictl ¢ not technicslly con-

Tortn to Section 2(c) of the Danking Act or LI%9,
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Some of the banks in tiliose groups operate branches, notably th
Bank of America National Trust and Savings Association, San Fran-
cisco, which has over 400 branches. A total of 874 branches were
being operated by 71 of the 543 banizs included in the 61 groups.

Group banking has had its greatest development in States in
whicih branch banking either has not been permitted at all or only
under narrow restrictions. The extension of branch banking privi-
leges in recent years has resulted in tae conversion of many
group banks into branches. In recent months some group systems
have enlarged their ficlds of operations by purchasing additional
banlkts and converting them into branches,

States in which Branch Baniting is Proiibited. - At the end of

1935 there were 154 group banks in 7 of the 9 States in which the

establishment of branches is prohibited, distributed as follows:

Kinnesota &9 West Virginia 5
Florida ol Illinois i
Texas 14 Kansas 0
Nebraska 11 Colorado 0
lissouri 7

Total 15H

ne Northwest Bancorporation controlled 44 of the group banks
in Minncsota and the First Bank Stock Corporation controlled U41.
Both of these holding companiss operate in several States. In
Florida 8 of the 24 group banks belonged to the Almours Sccurities
group, | to the Atlantic National Ban!i group of Jac:sonville,

Florida, and 9 to © other groups. In Texas & of the 14 zroup banis
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belonged to the Republic National Banit group of Dallas and 5 to
e Mercantile National Bank group of Dallas. In Nebrasiza 7 of
tize 11 group banks belonged to the Northwest Bancorporation,

The laws of Kanses, in which there are no group bancss although
branch banlking is proliibited, autiiorize the banizing authorities to
exairine any corporation holding as much as one~fourt: of the stock
of any banlz or trust company. This factor and the agitation of
unit banks against both branch and group banzing may account for
thie fact that group banking has had no developrent therc, The
laws of Colorado, where there also are no group banks, appear to
contain no provisions which might tend to provent the operation
of group banking systems.

States Whose Baniting Laws Contain No Provision with Respoct

to Branch Banking. - There were 43 group banks at tiae end of 1935

in four of these States, distributed as follows:

North Dakota 30 Wyoring 3
Kentucky b Oxlahoma 0
New Hampshire 4

Total 43

The 30 group banizs in North Dakota were all controlled by
the Northwest Bancorporation and tihe First Bank Stocl: Corporation.
Althougs therc are no group banits in Qklahoma, there appoars

to be motliing in the laws of the State that would prevent tha
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developrient of group banking. Tihere was in fact a fairly large
group there before the banking holiday in 1933, and there is a

"chain" of 9 banks controlled by Thurmond Brothers.

States in Waich Branch Banking is Restricted to the Head

Office City or County. - There were 83 group banks in five of

these Statcs, distributed as follows:

Massachusctts 23 Indiana 3
Tennessec a2 Delaware 0
New Joersey 18 Louisiana 0
Georgia 17 Alabama 0

Total &3

In Massacnusetts the 01d Colony Trust Associates group
controlled 15 banks and the National Shawnut group 7. In
Tennessec the Hamilton National Associates controlled 12
banks, besides 6 banks in Georgzia where branches may be
established only in the head office city. In New Jersey
the 18 banks belonged to 5 different groups.

There appears to be nothing in the laws of Delaware,
Louisiana and Alabama, in which there are no group banks,
preventing the developmnent of group banking. A group of 7
banks in Alabama, headed by tae First National Bank of Bir-
mingham, was converted into a branch system in 1935 upon the
enactment of enabling legislation.

States in Which Branches May Be Established Beyond the

Head Office County but Not Throughout the State. -~ There were

172 group banits at the end of 1935 in six of these States,

distributed as follows:
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New York L0 Chio 13
Pennsylvania 4 LArkannas ¢
Wisconaln 24 Hicelssiypl £
Y rtdnu o7 New Hexico O

In New York, vhere a State bonl: ney cstablish brancaes only within thoe

banking district, as defined by statuts,in which ito
there vore S0 group banks, of which &0 belonged to the Marine Midlend Corpore-
tion and the renainder to b different groups. In Dennsylvanis the 47 croup

o

~ecounted for orincipally by the ilolli

barks ot the ond of 19356

woration and Unlon Trust Conpany which controlled 25 Lanks.  The stotus of

the ellhank

P\
)
g
58}

Corporation as o holding cunpony alffiliate hos since heon

torninated by distritution of stock of the gubsidisry tanks, but the Union

Trust Conpniy, controllod by the Hellon
interests, is still a holding conpony affiliste with £ subgidinry bonks,

Seven other groups in Pennsylvonia econtroliod o totad of 22 henks ot the on?

of 188b,

seonsin 15 of the ¥4 grou. henkes belonged to thoe Wisconsin

53]

Donkshares Corporation. In Hontana the £7 group banks all belonsed o the

First Tank 3tock Corporation and thoe Northiest Dancornoration. In Chio all
" \r\

of the 10 group banle: bolonsed to the DancChio forooration. T Towa ¢ of the

11 greu, banks belonged to the Jares Fe Toy groun and 5 to the Horthivest

e e Ve et oy I steraey oyt tlﬁ N O T N B PR
DOANKNS 3y ohonng An SOLIG OL 10 PR VIC IS ST AR NS

that the beonech banking area, as Jelined by

tly wice to permit the conversion of sonc of tha
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group vanks into branches. In New York, for example, some of the bank-
ing districts fixed by statute are relatively small, comprising as few
as three or four counties, while the banks in the Marine Midland group
are located in a number of the banking districts, In Wisconsin and Ohio
the limitations of the branch banking area effectively prevent the Wis-
congin Bankshares Corporation and BancOhio Corporation, respectively,
from converting some of their banks into branches. The high capital re-
quirements applicable to national banks establishing branches outside

of their head office cities also retard the conversion of banks into
branches,

Mississippi, which has no group banking, prohibits the incorpora-
tion in the State, or admission to business in the State, of any corpora-
tion to operate banks in groups or chains, Arkansas prohibits any per-
sonn who owns 50 percent or more of the capital stock of three or more
banks from borrowing from such banks. There appears to be nothing in
the laws of New Mexico to prohibit the development of group banking

theres

States in Which State~wide Branch Banking Is Permitted. - There were

91 group banks at the end of 1935 in States which permit State~wide branch

banking, distributed as follows:

Washington 22 Connecticut 3
California 17 Michigan 1
South Dakota 17 South Carolina 1
Idaho 15 Arizona 0
Utah 7 Maryland 0
Nevada 1 North Carolina O
Oresgon 1 Vermont 0
Maine 3 Virginia 0
Rhode Island 3

Total 91
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These banks were distributed through 12 States and belonged to 19
different groups. The existence of group banks side by side with branch
banks in some of the States listed above, notably the Western States, is
explained partly by the existence of two or more holding companies, each
having subsidiary banks, some with branches. It is due also to the fact
that legislation permitting State~wide branch banking was not enacted in
some of these States until 1933%. Since that time many of the banks be-
longing to groups in these States have been converted into branches. Cer-
tain factors tend to postpone the conversion of group banks into branches,
such as minimum capital and other requirements made by supervisory authori-
ties, especially with respect to member banks; personnel problems; the de-—
sire of the holding company to acquire additional stock of the contrelled
bank before converting it into a branch; the nced of determining whether or
not the inteéerests of the holding company would best be served by the con-
version; and the existence of strong anti~branch sentiment or desire to
test gradually the state of public feeling with respect to branch banking,

In summary, of the 5@3 banks belonging to groups at the end of 1935,

154 were locsted in 7 States in which the extension
of branch banking was prohibited;

43 in 4 States in which there is no statutory pro-
vision for the establishment of hranches;

8% in 5 States in which the establishment of branches
is restricted to the head office city or county;
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172 in 6 States in which branches may be established
beyond the limits of the head office county but
not throughout the State;

91 in 12 States in which State~wide branch banking
is permitted.

Interstate and Inter-district Group Bankinge - Only 2 banks in the

United States, both national, have interstate branches, All of the 4
branches of these banks were established many years ago, before the op-
erating banks became national associationse In contrast with these
isolated instances of interstate branch banking, there are a number of
group banking systems that cross not only State but also Federal Reserve
district lines,

At the end of 1935 the Northwest Bancorporation controlled 94 banks
scattered through Minnesota, North Dakota, Montana, Nebraska, Wisconsin,
South Dakota, and Iowae These banks were located in 3 Federal Reserve
districts, Minneapolis, Chicago, and Kansas City, and in 4 differeant
Federal Reserve bank or branch zones, namely, those assigned to the Fed-
eral Reserve Banks of Minneapolis and Chicago and to the Federal Reserve

branches at Omaha and Helenas

The First Bank Stock Corporation had 83 banks located in Michigan,
Minnesota, Montana, South Dakota, and North Dakotas All of them were in
the Minneapolis Federal Reserve district, but some of them were located

in the zone (the entire State of Montana) assigned to the Helena branch,

The Transamerica Corporation controlled & banks operating in Cali-

fornia, Oregon, and Nevada at the end of 1935, Since then it has ac-

org/
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guired control of a national bank in Fashington and additional banks in
California and Nevada. The principal bank in the Transamerica group
has over 400 branches. The banks and branches in the Transamerica group
are all in the San Francisco Federal Rescerve district. Some of them are
located in the territory assigned to the head office of the Fedsral Re~
serve bank and others in the fterritories assigned to the Los Angcles,
Portland, Salt Lake City, and Scattle branches.

Some of the important groups confine their operations to a single
State. The Marine Midland Corporation of Buffalo, for instance, has
20 banks, all in the State of Hew York. Some of them, however, are
locatad in the Buffalo branch zonc, and others in the Federal Reserve
bank (head office) territory.

The BancOhio Corporation controlled 13 banks at the end of 1935,

all located in Ohio. Some w:ra in the Cleveland Federal Reserve bank

zone and others in the Cincizn-%1 Lranch zene.

The Tisconsin Banksharcs Corporation of Milwaukce controlled 18
banks, all in Visconsin. Somo were located in the Chicago Faderal
Regerve district and others irn the Minneapolis district.

The following summary tablc shows the groups which on Docesbor 31,
1935 comprised 5 or more banks and which operated In more than one

State, in more than one Fadoral Reserve district, or in more than one

Federal Reserve bank or branch zone,

Federal Reserve Bank of St. Louis
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lorthwest ,nco¢)h“atlon :
Iiinneay , Minnesota 94 60 e 7R 7 4 g
First E;nk wtock Corporation
Pinnea: ullo, Minncsota 83 66 1 i8 5 2 1

{Ironsancrd CO“)Ordt¢UD;/

San P?&HCLQCO, Calif, 14t 10 1 3 4 5 1
Jaues F. Toy Lonk Stock Trust

Sioux rFails, 5. Dak, 3 5 - 3 & 3 5
First Security Corporation

Cgden, Utah 5 2 1 2 5 2 2
Rawling Securltics Company

wnd J, E. Cosgriff

Salt Loke City, Uta 7 € - 1 3 2 2

Vollmer Securities Compony

Lewiston, Idaho 3 e - 8 P 1 1
0id Netionsl Corporatio

Spokane, Washington 3 4 - 2 2 1 1
Anzlo National Corporation

San Francisco, Californiz il] i - 1 4 2 1
Windber Trust Company groun

Windber, Pennsylvenia 3 3 1 g “ 3 5
Citizens & Southern Nat, Bank

Savonnsh, Georgia 5 3 - 3 2 3 £
Homilton Nationul group

Chattanooga,; Tennessce 18y 12 - s 2 2 i
Marine iidland Corporaticn

Tuffzlo, Mew Yor L R0 3 2 3 L 4 1
DaneOhio Corporation

Columbug, Chio 13 9 4 - 1 2 1
Wiscongin Darksharcs Corp.

Milwaukes, Wisconsin 131 10 1 7 1 ) ©
First National Dank group

Louisville, Kentucky 6 5 2 1 1 P P

1

1/ In the case of this group the statement shows the current situation rather than

the situstion on Decenbor
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Chanzes Sinece 1931, - The latest mrevicus survey of group bonkins,

. . ' /
nade as the end of 1031, indieated thot there were 27 Lank grous st/ in

operation comprising a total of 478 bunks, DIy the end of 1935, the

=)

o

affiliations in nany of these cases had been terminated by the dissolution

of the heolding corpany, by disposing of eontrol of subsidiary banks, by

s
cloging of gonme or nll of the banks in the grou) systen, or by converting

5

sone of the subsidiary banks into branches. In the lratter class are the

folloving:
Nurber ol banks
i o
Lusl
H rtford Connecticut Trust Co. group, Hartiord, Conn. 2
Firgt National Bank group, Birrdnghan, Ala. ¢
Plrst National Lank sroup, Seattle, Wash., 5
United States National Corporation, Portland, Ore. 1t
Worcester County Bank & Trust Co., YWorcester, Mass. 7
First National Investment Co., Toise, Tdsho 10

1.

Subsidiary banks in all of these groups were converted into branches
upon the enactnent of legiclation during recent years permitting the establish-
ey . 3/ T laa N et e (YT T G 1 | p—— . gt T
nent of branchess/ . The iast two were coaverted into branch systewns partly
incident to the reorganization of constitueont banks nceessitated by thelr

woakened condition.

l/ As proviously indicatbed, the current definition of a "henk group® as used
in +this memcrandum is practically the statutory definition of thiolding
company affilinte" comtained in the Brnking Act of 1233, rr‘he“ﬁ Wwas 1o
such legal definiticn in existence at the end of 1931, snd accordinsly
gone of the bank groups surveyoed abt that time did not necessarily conform
to the current definiticn. In gencral, however, the 1051 survey, like
the present one, covered those situaticns vhere 3 or nmore banks werc
associated wder a centraliued corporzte or gindilar control, as
distinguished from control exercisod by an individual or group of
individuels, a relationship comuonly termed "chain bonkingt,

g/ Legislation providing for the esteblishment of branches, or extending the
territory in which bronches night be cstablished, wos enacted during

1951-1038 in 22 Stotes.
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iditiorn to the group banking affiliations which have been comnpletely

tervinated sinec Lu3lL by convorsion of subsidisry bunks into branches, a

muibor of syoups whlch are stlll in existence have converted sorc bunks

LJ.

inte branches since the emaectnent of encbling branch legislation., For

W

OXOLL e
Muabor of hanks
converted into
brenches during
1032-1938

5l Colony Trust Assoclates of Doston, Messcchusetts,

associated with the First National Dande of Loston 5
Northwest Boncorporotion, Minneapolis, Minuncsota 15
First Sccurity Corporstion, Ugden, Utah en
Marine Dancorporation, ncuuule, Hashington 5
Cld dational Corporation, Suokang, quhjnvbon J
Anglc National Corporation, San Francisco, Californis 31
Viiscos Rankshares Corporation, Milwoukee, Wisconsin 13

The novenent for conversion of zroup banks into branches is still in

Drogresse  In recont wonths ecouie groups have acoulred additional banks
which have been converted into bronches.
y

smong the group relationships thot howve been terminated since 1831

beecause of dissclution of the holding corpany or hecocuse of the cloging of
£ H J )

sotie or all of the afi arce the followings
Number of henke and
branches 1
Deconber 31, 1931

Danks Dranches
Detrolt Dankers grouy J 158
Guurdien Detroit Union group Q7 s
Exchonge National Dank groun, Tulsa, Cklahonma 21 —-—
Fina 1(14i Institutions grow:, Auzusts, lMaine 12 31
igser, Inc., Deeorah, Iowa é e
Reyublic Dank & Trust Conpany groun, Chicago, 11, 10 ——
Republic Pancorporation, Chicaro, Tll. 8 —

The relationship between the bunks in thoe Llast two groups wns sonewhat
tenususe.  However, the faet that nearly all of the afiiliated banks suspended

incieator the existence of a close relationsiiy betweon thon.
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Drauch Ranking Statutes

Federal Law. - The National Dank Act has becn liberalized with respect to
branch banking twice in the past decade. By the McFadden Act of L1927
national banks were given power to establish branches in the head office city
in thoze States where State institutions had such powers, in additicn to
continuing the operation of existing branches wherever located. No special
coyital reguirenments were stipulated by the MceFadden Act for the establish-
nent or operation of branches,

The Banking Act of 18933 cxtended the power of national banks so that
they may establish branches within any arca in the State in which the national
bonk is situated provided that establishment of branches within such area is
authorized to State banks by affirmctive provisions of State law. They nay
also continue to operate any branches which were in lawful operation on
February 25, 1927, when the McFadden Act was passed.

The Banking Act of 1833 also included certain stipulations with respect
to minimunm capital for banks cestablishing branches ocutside the head office
city. These provisions, which have had the ¢ffect of reventing the establish-
nent of branches by naticnal banks in some cascs, arce discussed elsewhere in
this menmoranduii.

State bank menbers of the Federal Reserve Systen may establish branches
under the same conditions and linitations as national banks. A State bank
epplying for unembership nay continue tc operate any branch which was in lawful
operation on February 25, 1327, without regard to location, but as to any
branch cstablished after tnat dete the bank must comply with the capital and

other requircenents governing the establishment of branches by national banks.,
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State Lawse - Surveys and digests of State statutes relating to branch
barking have bteen prepared from time to time since 1924 by the Board's
Counsel. These surveys show that the number of States authorizing some
form of branch banking has increased from 16 in 1974 to %4 in 1936, and
the numbter of States either prohibiting or without provisions regarding
tranch banking has decreased from 22 in 1974 to 1+ in 1936, 1

As is brought out below, the growth in the number of States authoriz-
ing branches has been due to an increase in the number of States permit-
ting branches on a State-wide basis and in the number of States permit-
ting them in areas beyond the city of the head office. These changes
in the direction of literalization have taven place largely during 19%1-
1926; in such cases the year in which the present provisions were enacted
is shown in parentheses after the name of the 3States 2/

State-wide Branch Rankinge. - Branch systems could under the law

operate on & State~wide basis in § States in 19%4e In June 197A there

were 1]/ such States as follows:

Arizona larylard South Carolina
California Michigan (1923 South Dakota (193%%)
Connecticut [1973%) Wevada {1973%) Utah {19%7)
Idaho (1G3%3% Hortn Carolina Vermont
Yeaine (1973) Oregon (1977 Virginia

Rhode Island Washington [1933%)

1/ Branches or additional nffices have also btecn permitted throaghout this
period in the District of Columbia, the political boundaries of which
are the same as those of the city of Washington,

2/ The classification of States in 192 and 1936 is not exactly comparable
in some instances, due to differert interpretations in 1924 and 19}6 of
the provisions of State branch laws; these differences do not, however,
affect the conclusions in an important degree. In Virginia, for example,
a bank may establish branches in the head office city without regard to
population and in other cities with a peopulation of 50,000 or moree. In
addition a2 bank may open branches in the head office county or adjoin-
ing counties by purchasing other banks,
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Only 2 States, Delaware and Georgia, whose statutes in 1924 author—
ized State-wide branch banking do not permit it now. The establishment of
new branches iin both these States is restricted to the head office city.
Actions of a restrictive character taken in the years before 1930 were
associated among other things with popular sentiment against the chain
store movement and with bitternvss resulting from a spectacular failure
of a branch or chain banking systems There were 12 head office city and
24 other branches in operation in Delaware and Georgia at the end of 1935,

Beyond County of Head Office but Not State-wide, — In 1924 branches

could under the law be established beyond the county of the head office
but not on a State~wide basis in 1 State, Maine, where State-wide branch
banking is now permitted. In June 1936 there were 9 States in which

branches could be established beyond the county of the head office but

not on a State-wide basis, as follows:

Arkansas (1935)* Montana (1931) Ohio (1931)
Iowa (19731 )% New Mexico (1935)* Pennsylvania (1935)
Mississippi (1934) New York (193&? Wisconsin (1932)*

*Thege States authorize only limited power "offices,"
Ag previously indicated, however, these are referred
to in this memorandum as "branches," in view of the
provisions of Federal law.

Head O0ffice County Only. - Branches were permitted by law to be

established within but not beyond the limits of the head office county in

1 State in 1924, In June 1936 there were 6 such States as follows:

Alabama (1935) Louisiana* New Jersey (1932)
Indiana (1931) Massachusetts (1934) Tennessee

*Banks in Allen, Calcasicu, and Jefferson Davis parishes
may operate branches in any one or more of these parishes,
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Head Office Jity Onlye. ~ Branches were permitted by law to be estab-

liched within but not beyond the limits of the head office city in 5
States in 1924, In June 1936 there were only 2 such States, Delaware
and. Georgia, both of which permitted State-wide branch banking in 192k,
0f the 5 States which limited branches to the head office city in 1924,
Mississippi, New York, Ohio, and Pennsylvania by June 1936 permitted
branches or additional offices beyond the county of the head office
but not on a State-wide basis and Massachusetts permitted them within
the county of the head office city.

Prohibited, -~ Branches were prohibited by statute in 17 States in

1924 but in only the following 9 States in June 1936:

Colorade Kansas Nebraska
Florida Minnesota Texas
I1linois Missouri West Virginia

No Statutory Provision, - In 1924,15 States had no statutory pro-
visions with respect to branch banking, This situation was limited to
the following 5 States in June 1930:

Kentucky North Dakota Wyoming
New Hampshire Oklahoma

In 6 States in which establishment of branches is either prohibited
or not provided for by statute, some branch offices existed for one
reason or another on December 31, 1935, There were 30 such branches
in Kentucky, 6 in Minnesota, 2 each in West Virginia and Nebraska, and
1 each in New Hampshire and North Dakota. The establishment of the 30

branch offices in operation in Kentucky on December 31, 1935, has been
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made possible by a court ruling to the effect that a State bank may
establish offices separate and apart from its main office for the pur-
pose of receiving deposits, paying checks and keeping records of such
transactions,

Branches with Limited Functions, ~ The laws of Iowa, Wisconsin,

Arkansas, and New Mexico permit the establishment of offices that have
only limited banking functions., They may recelve and pay out deposits
but not make loans. It is not Mmown to what extent, if any, these of-
fices receive applications for loans and arrange with the parent bank,
by telephone or telegraph, to have the proceeds of the loan credited
immediately to the deposit account carried by the applicant at the
branche In any event they are not termed "branches" by State law;

in fact the law of Iowa prohibits "branch bankinge" In South Dakota,
North Carolina, and Mississippi full power branches are authorized
under some circumstances and limited power offices under other cir-
cumstances,

Conditions Under Which Branches May Be Established. -~ The law of

Montana provides that no branch may be established except by consolida-
tion of banks, and the laws of 4 other States contain a similar restric-
tion with respect to branches to be established in certain circumstances,l/
The laws of Arkansas and Iowa provide that no branch may be established in
a place where there is already a banldng office, the law of Wisconsin pro-
vides that no branch shall be established where there are already adequate
banlkking facilities, and the laws of 5 other States contain a similar re—

striction with respect to the establishment of branches in certain cir-

1/ For cxarple, if thc branch is outside the head office city, in 2
place under a certain population, ctc.
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cumstancese The statutes of 10 States provide a somewhat less severe
restriction to the effect that no branch may be established except by
consolidation or in a place where there is no banking office, but in
most cases this applies only to branches to be established in certain
locationse Some States have one requirement for the establishment of
branches in certain circumstances and a different requirement for the
establishment of branches in other circumstances, and thus there is a
certain amount of duplication in any such compilation. However, 22
different States have statutes which, in at least some circumstances,
restrict the establishment of branches to consolidations, places without
another bank, or an alternative between these two,

The statutes of 10 States contain provisions restricting the
establishment of branches to places of a specified population, In
some cases these population restrictions practically confine branch
banking to the places in which it now exists, For example, the law of
Alabama »rovides that a State bank may establish a branch at any place
within. the county in which it is located, but another provision of the
law restricts the establishment of branches to counties having a popu-~
lation of over 250,000, This effectively restricts branch banking to

Jefferson County, in which the City of Birmingham is located.

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



Digitized for FRASER

- 2h -

Statutes Affcecting Group Dunking

1

Federal Law. — DBefore the cnactnent of the Banking Act of 1333, Federal
law, which has closcly restricted the cxteonsion of branch banking, contained
no provision whatover designed teo control the other forns of multinle office
hanking, namcly, group banking und chain banking. The Danking Acts of 1935
and 1935 contain nrovisions which bring sroup banking under soue degree of
Federal control, but they do not restrict the area of operctions of a bhank
proup and a Phelding company affiliate!, accordingly, may operate banks in
any part of the country.

The nrinecipal restrictive provision in Federal law with respect to
holding company affiliates is the requiremsnt that such an orgonization must
obtedin a voting pernit frowm the Board of Governors before it can legally
vote the stock of newber banks controlled by it. In order to obtain such a
permit, the holding company affiliate must agree to certain conditions. The

prineipal conditions prescribed in the law nre that the holding company affil-

iate must subnmit to exmmination by Federal authoritics and must agree to

build up a sortfolio of readily marketable asscts, other thon Lank stocks,
cqual to a certain percentage of the bank stocks controlled by it. The

Doara of Governors also prescribes specilic conditions in connection with

cach voting pernit, all designoed to strengthen or to maintain the strength

of the holding company and the banks controlled by it and to improvs their
cperating practices.,

The law also imposes cortain restrictions on the amount and conditions
under which credit may be exbended by a nmembor bank to its holding conpany,
regordless of whether or not the holding cow any chooses to apply for

voting pernit. Helding company affiliates are aloo reguired to submit

4
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reports as of the same call dotes as condition reports wendered bty nenbor
banke. These reports mst be published the nember banks in the soue
nanner a2 their condition reports.

These provisions of Federal law and the conditions prescribud pursunnt
thereto do not, however, prevent the acquisition of additional wembor rd non-
nenber banks, no natter wherse located. Thus, if 2o given bonk group connot
cxvpond its field of orerections by establishing branches becouse of jronibitory

provieions of law, it may acconplish essentially the sune thing by aca 3
and opercting additional banks, provided only that it complies with provision s

a1

of law pert

aing to voting

pern

ak
Cormanics=,

State Lows with Regard to DBank Holding - Unly in the following
5 coses do State laws appear to be designed to prevent the control of
- holding c
State Prohibition
Mississippl Fornation of any carﬁoratlon, r the adnission
of any forcign corporation to do business
in the State, for the pur ose of operating
henks In Zrouss.
West Virginia Holding of bank stock by a corporation to
verfect control of a bank. (The owicrship
oi honk gtock for investoent jurposcs is
not | rohibited,)
Now Jersey Holding by a corporation of nore than 104 of
the stock of norce thon 1 bank or trust con-
BT
Vashingrton Acguisition by a corporation orgeniszedl or
lieonscd o transact business in the State
of norc than one-fourth ol the stock of any
Lank or trust company.
Kentucky fHolding by any person of more than one-half of
the stock of any bank or trust company.
1/ Discussion based on [rovisions of State banking laws witiout regurd to

other
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the acarent intent of tuce low, there are sone group Lonis

L.

in ench of tho above Statoes oxcept Missisesincdl. It may Lo that contral oves
the benke in such States 1s held Uy a mothod not specliically

1

trustees hold control over sceversal bunks. In Washing

sonc group bhanking possibl 7othie Tact that the law anpoonrs to

5

wronlclt o corporation org

to transact business in the Stase

-

from acqulring control over additional !

conbrol over bonks. It 1s understood from nowess

roports, norecver, thot

the Tronsanerics Corporation during acquired control of the National

Bink of Tecona, VWeoshington. In view of the provisions of State lav roeferrcd

to above, control of this bank moy be held by an individnal in beholf ¢ he
Corporation, or the Corporation noy hold it dircetly on the ground thot such

holding doee not constitute the tronsaction of bhusiness in the Shate. In

Jegt Virginia ond Now Jerscy the oxistones of sone sroup bonking perhis is
portly by the foet that the 7o orovisions of law are not

very clear, particularly with resuoct to the acquisition of control ol bhanks

and trust companics Ly other banks and trush co

Tha laws of the following b otuor 3tates contain niscellanecus rrovisions
designed to afford sowme mensure of supervision of the operations of bank
holding conpanics or to control sovnewhat the reloations betueen the holding
company and the controlled banks:

Indiana hequires ¢ holding company to obtain a veting
permit, as the Fedoral statute does, before
it noy vote the stock of controlled hanka.
Kansaos suthoriszes the banking authoritics to exenine ony

cororation holding as much as one-fourth of
the stock of any buank or trust coupany
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Arkanasas A person owning 50 percent of the capital stock
of three or nore banks or trust companies nay
not obtain loans frow such institutions.

Oreoon hestricte dealing boetween hank holding companics
and their benking affiliatos.

Wisconsin Prohibits the holdin,s of nore than 10 worcent of
the stock of any bank or trust corpany by any
corporation unless 75 porcent of tdu stock of
both the corporation and thie bank or trust cou-
pany is voted in fovor of such relzations i,

A cornoration controlling o najority of the stock
of any brnk or trust company 1o subject to
supervision and exauination, must file reports,
is subject to double liability, and may be
required to correct unsound practices.

o

When rnore than 10 percent of the stock of a bank is
controlled by nufh er corjoration, the bhonk nay
not vetallish ~ eceiving and paying station,
the substantial uAUlValcnt of a branch office

innesota law recognizes the existence of group banking by prohibiting
any bank from advertising in any woy thot it derives any finoncial strength
fron association with any other bank or banks by way of a holding conpany

S
obhcr sinilar structure. Pennsylvania recognizes the exdstence of groun
banking by providing that any corporation cwning banlk stock may vote the
stock by its president. No provision, however, for supervision of holding
colpanics existy in eilther of thesce States. There adpears to be nothing in

tho laus of tho 36 other States relating to the acquisition of bank stock by

holding companics or relating to chain or zroup banking.

Ovnership of Zank Stoek by Eanks and Trust Componic m}/ The laws of sonc

States also contain vrovisions with respect to the acoulsition of bank or
trust company stock by banks and trust compenics. These provisions vary

widely from State to State and arce difficult to swwmarisze.

1/ Tiscussion bused on proviﬂiops ol State bankins Luvs without regard to
other provisions of State lai,
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In general, it appears that commercial banks in approximately half the
States are prohibited from acquiring any tank or trust company stock or are
limited as to the amount that may be acguired; the laws of 1) other States
contaln no provisions with respect teo the acquisition of such stock by com~
mercial Panizs; and the laws of Arizona, New Jersey, Pennsylvania, and South
Caroline vermit commercial banlts to acquire such stoclt apparently without
limitation, although Arizona requires the approval of the Superintendent of
Banks.

The laws of about half the States (though not always the same States
that impose similar restrictions on commercial banzs) prohibit trust com-
panies from acquiring bank or trust company stock or limit the amount that
mey be acquired; the laws of 12 States apperently contain no provisien with
respect to the acquisition of such stock by trust companies; and the laws
of Arizona, Arkansas, Colorado, Loulsiana, Maryland, Michigan, Montana,
Nebraska, New Jersey, Ohio, Oklahoma, Pennsylvania,and Utah pernmit trust
companies to acgquire such stock apparently without limitation, although
Arizona and Utah require the approval of the State bankzing department.

Insofar as State law is concerned, therefore, there is no reason why
trust conpanies in a number of States may not acguire control of ranks and
operate group banking systems. Therc are, in fact, a numbter of bank groups
that are headed by trust companies which own the controlling interest in
the stock of other tanks, There are alsc some groups which are headed
elther by a national rank or by a State bank, which controls other banks
through trustees, subsidiaries or otherwise, mong these two types of group

systems are the following:
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Nunber of banks
in group on
Deceuber 31,1935

Groups controlled through owncrship of

bank stock by trust comvwonics

Ledensburg Trust Co., Ogdensburg, N. Y.
Union Trubt Company, Pilttsburgh, Pa.
Commonwealth Trust Co., Pittsburzh, ro.
Peoples-Pittesburgh Trust Co., Pittsburgh, Po.
Fastern Trust % Danking Co., Bongor, lee
United States Trust Company, Paterson, Ne J.

Groups controlled by a bank throush trustces,

compony, or by intercsts

subsidiarics, or othorwisc

Atlantiec National Dank, Jacksonville, Fla.
Mational Shawmut Dank, Doston, Mass.

Reoublic National Bank & Trust Co., Dollas, Tow
Morcantile National Dank, Dallas, Toexas
Citizens & Southorn National Dark, Savannah, Ga.

v

f_"

D

LYW U Ut

W~

It will he noted that some of the groups controlled by a bank or trust

still do sov. The group systens in nosgt of these casces coubtles

for the purpose of providing a form of multijple office banking.
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whichh control the dominont bark or trust company,

operate in States which have »rohibited or rectricted branch hankinsz, or which

were forned



Capital Reguirements
for Establisnment of Branches

Present Capital Requirements of Federal Law. - The National Bank

Act contains two provisions which stipulate special capital require-~
ments for banks establishing branches outside the head office city.
One of these provisions fixes a minimum capital based on the popula-
tion of the State and of the largest city in the State for banls

establishing branches outside their head office cities. It reads as

follows:

"o such (national banking) association shall estab-
lish a branch outside of the city, town, or village in
which it is situated unless it has a paid-in and unimpair<d
capital stock of not less than $500,000: Provided. That in
States with a population of less than one million, and which
have no cities located therein with a population exceeding
one hundred thousand, the capital snall be not le¢ss than
$250,000: Provided, That in States with a population of less
than one-~half million, and which have no cities located therein
with a population exceeding fifty thousand, the capital shall
not be less than $100,000."

The second provision requires the capital to be fixed also with
reference to the number of branches operated and the number of places
in which they are situated. It reads as follows:

"The aggregate capital of every national banking asso-
ciation and its branches shall at no time be less than the
aggregate minimum capital required by law for the establish~
ment of an equal number of national banking associations
situated in the various places where such association and
its branches are situated."

Both of the above provisions are applicable also to State bank

members of the Federal Reserve System.
The scecond provision of the National Bank Act quoted above has

been construed to mean that a national bank operating one or more
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branches outside its head office city must have one "unit" of capital
{that is, the same as is required for a non-branch national bank) for
the head office city and for each other city in which it has one or
more branches., This interpretation is consistent with the ruling that
a national banit with branches only in the head office city is not re-
quired to have any more capital than one with no branches whatcver.

Capital Requirements of State Laws, - Capital requirements for

State banks operating branches vary so widely that it 1s difficult to
analyze them authoritatively. A survey of the applicable State laws
indicates, however, that in only 14 States is there a minimum capital
requirement for branch systems, apart from a requirement based on the
number of brancihes or the amount of deposits; in only 5 of these States
(Maine, Oregon, Washington, Alabama, and Connecticut) is the require~
ment as high as $500,000. 1In 11 States the aggregate minimum capital
must be the amount required to organize banks located in the head
office and branch cities. In about 10 States there are no statutory
provisions whatever requiring additional capital to establish branches.

Effect of Present Requirements. - The present provision of the

National Bank Act, that no national bank located in a State with a
population of 1,000,000 or more may c¢stablish any branches outside
the head office city unlcss it has a capital of at least $500,000,
effectively prevents the establishment of national bank facilities
in small communities, even in the same county, which are deprived

of all banking facilities. It does so, furthermore, in spite of the
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fact that, except in five States, State banks are not subject to such
high capltal requirements. In Arkansas, Iowa, and Wisconsin, State
banks may establish additional "offices" for the receipt and payment
of deposits without bveing required to increase their capital at all,
In contrast, 2 national bank in any of these States with a capital

of $50,000 would have to increase its capital tenfold to establish

a branch office in an adjoining town.

The effect of this provision of law is not so restrictive in the
case of a national bank located in a State with a population of less
than 1,000,000 and no city larger than 100,000, and even less restric-
tive in the case of a State with a population below 500,000 and no city
larger than 50,000, In the latter case a national bank located in a
small - city and having a capital of 3100,000 may establish a branch
in another small city without increasing its capital, if State tanks
are allowed to estazblish such branches. Tihe law as 1t stands not only
discriminates seriously against national as compared with State barks,
but as between national banks which happen to be located in different
Statess

0f even greater iumediate importance is the fact that some State
banks are precluded from joining the Federal Reserve System solely
by reason of the fact that State bank members may establish branches
outside their head office cities only on the same terms as national
bankss PFurthermore, no State bank being admitted to membership may
retain any such branches established after February ©hH, 1977, the

date of the passage of the McFadden Act, unless it meets the capital
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reguirements above referred to. The Federal Reserve Banlk of Clilcago
recently advised the Board of an informal application for membership
that was dropped as soon as the restrictive provisions of law woere
called to the attention of the inquiring banlz. A recent survey indi-
cates that out of something over 400 nonmember banks{other than mutual
savings banks) operating one or more branches outside the head office
city, over 300 are ineligible for membership by reason of the special
capital recquirements applicable to such branch systems. is figure
includes 93 banits in lowa, ziostly with only one branch office, which
would have to increase their capital stociz from the present aggregate
amount of $4,570,000 to an aggregate of $46,500,000, in spite of the
fact that their deposits amounted on December 31, 1935, to only $71,-
0C0,000. In Wisconsin thore are 59 nonmeswmber banizs in the same situa-
tion, in North Carolina 27, in Indiana 21, and in Virginia 20.

Somie of thie nonuiember branca operating banlis nave deposits of
over $1,000,000 and would, tacrefore, be automatically deprived of
deposit insurance after July 1, 1942, because of being ineligible for
Federal Reserve mcmbership unless the Board waived tie high capital
requirementss If, for example, a State bank in Iowa with a capital
of $100,000 and deposits of 31,000,000 and operating one branch in
an adjoining small city wished to have its deposits insured after
July 1, 1942, it would have to becorc a rienber of tle Federal Ressrve
System. In order to be eligible for membership from the standpoint
of capital requirements, it would have to increase its capital from

$100,00C to $500,000 unless the Roard waived the capital requircment.
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If the Board did waive the capital requirement and admitted the bank
with a capital of only one~fifth of the minimum prescribed by law, the
bank apparently could continue to operate the branch it already had,
but after becoming a member bank it could not establish even one addi-
tional branch without increasing its capital to $500.0C0.

Furthermore, although the Board could, under tac existing provi-
sions of law, waive the capital roguirements for a bank with deposits
of $1,000,000 or more, it could not do so in the case of a bank having
lower deposits. As & consequence, another bunll in Iowa with a capital
of $100,000 and deposits of, say, $500,000 and operating an ocut-of-city
branch could not come into membership under the waiver provision; that
is to say, the smaller bank would te reguired to have a capital of at
least $500,000 to be admitted to membership, while the larger bank
might, through the exercise of the waiver by the Board, be admitted
with a capital of only $100,000,

There are abvout 400 nonmember banks operating one or more branches
cutside the head office city, 300 of which would be prevented from
joining the Federal Reserve System because of the special capital re-
guirements applicabtle to branch systems. hese requirements also dis—
criminate against n=tional banks as compared with State banks, and
against a national bank in a populous State as compared with a national
bank in a State with less population. These provisions, moreover, defi-
nitely make it impossible for both national ard State member banks to
establish branches in locations where it might be desirable to provide

such facilities either de novo or in replacement of existing small bankse.
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Possible Modifications in Coxitnl Reguirements of Federal Law. -

Beeause of the inequities with respect to the capital requirements for na-
tional and State member banks which cst-blish branches, modifications in
the 1o have been suggested from time to time. For example, it has been
nroposcd that the law be amended eliminating the requirements: (1) that a
nntionnl or State member bank which establishes branches outside the head
office city have a minimum capital of $500,000, $250,000 or $100,000, dc-
vending on the size of the State of locntion; nnd (2) that the aggregate
croitnl of o bank and its branches shall not be less than the aggregate
minimm cepital required for the estnblishment of an equnl number of no~
tional benke in the various places where the bank and its branches are
loc~ted. For the provisions eliminated, the wroposal would substitute
the legnl requirements: (1) that o bank having branches shall have capi-
tal adequate in relation to its deposit licbilities and other corporate
rognonsibilities; and (2) that such capital shall not be less in any

cose than the amount required by State law of Stnte banks orcrating the
snme number of bronches in the places vhare the bank's dbranches arc
loc~ted.

Provisions of the character provosced are arpropriate if the Foderal
Government continucs its policy of peraitting cach State to define the
extent to vhich nationnl banks may oporate bronches within its borders.
If, on the other hand, the Federal Government should determinc upon a
national policy with respect to broanch banking, 1t would not be con-
sistont to allow individunl States to specify capital requirements with
rosvect to nationnl banks operating branches. In such o circumstance

~ny State could effectively prevent tho establishment of branches by o
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nntional bank within ite boundarics by setting unreasonably high cnpital
requirenents. If Federnl authoritics werc required to fix diffcrent
crpital requircnents in different States bocause of provisions of Stnte
1~ws, the cnpital requirements would not be determined solely on the

bnsis of ndeguncy.
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Branch Banking Extension

National Policy for Branch Banlting Areas. - Because of the develop-

ments of thie past fow years, the possibilitics of branch systems opera-
ting on a State-wide basis exist in a considerable portion of the country.
hie outlook at present is for a continucd opening up along State lincs,
if the Federal Governnent continues to allow the States individually to
define the branch banking area for botll State and national banks., It
would seenm appropriate to consider waether it would not be sounder from
a national point of view for the Federal Govermicnt to adopt a logical
ar¢a for operation of branches by national banks regardless of State
laws. The proiibition or restriction of branch banizing has been circun-
vented to sone extent by group banking, which at best is erely a cumber-
sonie style of branch banking.

The Need anc Advantages of Additional Branch Banwing. Tere is a

steady novenent in the direction of converting siall unit banks into
branches of larger banis. Some that cannot be converted into branches
because of logal restrictions are being nerged into other banlls or are
being acquired by banit groups. A large proportion of all cormercial
banks, howcver, continues to be in the swmaller size groups. As of Decoen~
ber 31, 1935, wore taan 9,000 of the 15,000 cormercial banlks had total
loans and investuents of less than 3500,000 each. Many of these, of
course, are well nanaged and year after year malze excellent roturns on
their invested capital, but they are tie exceptlon wiich proves the rule.
The rate of faillure among banks of tils size hias been relatively higd

and their sarnings record has been so poor on the average as to sugoest

that their econonic justification is dubious. During the decade and a
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half ending in 1935, 53 such bvanks failed for cvery 100 in existence
at the beginning of the period. Tals record rnay be contrasted witl a
rate of failure of 30 per 100 for all banks with more than $1.000,0C0
of loans and investrments. It is true, however, that the Ligh rate of
failure ariong small banks is associated with the fact that they were
rost numerous in agricultural areas, wiich have been affected by seriocus
difficulties of readjustment since the war.

It is believed by wmiany that the substitution, slowly and under ful:
control, of branciies of strong, well managed banks for weal independent
banlzs saould result in a stronger banlting structure., A structure changing
in this way should bring to the geoneral public (1) greater safety and in-
creased mobility of funds; (2) more uniform and lower rmoney rotes; and
(3) wore efficient baniking services, incluiing greater availability of
banlz credit to borrowers and to local co:zunities. Baniis operating
branches have greater opportunities for diversification of assets and
deposits, better banlz management, and econonics in operation than snall
unit banlzs have., If there were ore opportunity for branch operation,
the urge to operate groups would be legsencd.

There are iany localitilcs which today are without banlzing facili-
ties, especially in the States where the law does not periiit branch
operation, These corrzunities cannot supply a sufficient arcunt of
business to support a separately incorporated bank. However, branches
with either full or linited banting powers could serve ther: econonically.

Because of legal restrictions against dbranch banking, the only way
that bankzing facilities could be provicded in nany localities was by the
establisiyient of independent unit banlts, even when there was considerable

doubt whether the comrmunity could support a bank or whether there would
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be a permanent nced of banizing facilities. Once cstablished an indepen-
dent bank often is continued in operation long after it has ceased to

be a profitable venture until finally it becomes insolvent, entailing
losses to depositors and stockholderss A branch in siiiilar circum-
stances not only costs less to establish and operate but 1s easier to
discontinuec when the facilities are no longer needed, thereby aveiding
the heavy losses that come from continued operation of an obviously
unprofitable undertaizing. Tais would be particularly useful in newly
developed fterritories or in corzmunities into which new industries have
rnoved,

If it is found that a glven country banit is too small to operate
successfully, arrangerients sonetines can be wade to sell its business
to a bank in another coirmunity, but in many States under present laws
there is no way to replace the first ban: vy a branch. 0On the other
hand, wherc tae law perniits, it is possible to forn country branch
systers through merger of banks in different corzmmities, thereby
strengthening the banking structure and yet continuing to provide
bankting facilities wherever necded,

Cbstacles to Additional Branch Banking. -~ Tue outstanding obstocles

-

to obtaining legislation for the ecxtension of branch banizing ape t e
opposition of unit banks to being subjected to the competition of
branch operating banlzs, the fear of local interests that foreign con-
trol of credit facilities night be used as a means of stifling legiti~
riate local enterprise, and the general objection to any tendency towards
nonopolistic powers Opponents of branch bankzing raintain that a bank

locally controlled is more fauiliar witi local credit needs and rislks,
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tliat in the final analysis no branclh systcii is better than tlhie units
which nmake i1t up, and that the failure record of branch systers is

no better than the record of unit banks. They <o not adnit that

branch banlting results in better managenent or nore econonical opora-
tion. Trney argue tiuat the Canadian banizing structure derivesg its
strength not from the fact that it is composed of a few large branch
systems but from the fact that these systers adhere to sounder banliing
principles. It is maintained also that the people of caci State should
continue to have the right to decide the c¢xtent, 1f any, to which there
should be branch banking in the State; that the greater rwobility of
credit provided by a branch systen will makze it easier to transfer
funds to the larger centers to the detriment of the local corrunities;
and that a branch systen should not be periitted to discontinue banking
facilities at will as soon as 1t appcars unprofitable to operate a
branck. Soue of the large city banks that cppose an extension of the
branch banling arca doubtless are influenced by the fact that soue of
the business which they derive by reason of their relationships with
nurierous country banks would be transacted ty the head offices of
branch systense.

Bvery student of banking, however, is conscious of the hagzard
which wduld accompany a too rapid amalgamation of banks into branch
systerise Supervisory authorities siiould have and exercise adequate
vower to prevent this,. hey should also have adequate power to cur-—
tail unneeded banking facilities, wiether they be provided by unit

bankzs or by btranches.
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Advantages and Disadvantages of Group Banking

Adventages. ~ Many of the advantages over unit banking claimed for
branch banking are also urged for group banking, A group system affords
a better opportunity for improving tank management; for a wider range of
services to its banksT customers, particularly those in outlying towns;
and for the shifting of surplus lending power from one community to
another,

The investments of the banks in a group may be better managed
through the employment of expert investment counsel by the head office
of the groups A4 well managed group can effect economies in operation
and increased efficiency by centralizing the purchase of supplies and
equipment, by prescribing a uniform accounting procedure for all banks
in the group, by centralizing audits, as well as by maintaining central
or at least uniform credit files, It is possible for seneral credit
and operating policies to be formulated at the head office of the group,
making it unnecessary for each bank to go into these matters and eliminat-
ing the need of certain experienced, high salaried personnel at each of-
fices Where the management is cooperative with supervisory authorities,
the uniformity of operating methods and accounting procedure, centrali-
zation of auditing, periodic credit inspections, and general supervision
by the holding company make it easier to examine the banks in a group
and examiners! criticisms can be rendered more effective through the
group management,

All of these advantagzes of group banking, however, are also
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caaracteristic of branch banking and usually in greater degree.

There are some who feel that group bansing affords more local
indepcndence than branch banking--that a baniz acquired by a group
will continue to be operated ty a local board of directors and of-
ficers familiar with local problens, while if converted to a branch
it will be operated by a manager or other officer wao 1s definitely
subject to the orders of the head office., Such a disztinction in
op-rating policies does obtain in some cases, at least for a time,
after acquisition of a bank by a holding companye. It is not uncommon
for a branch system to afford a considerable degree of autonomy to its
branches, particularly tihose located outside of the head office citye.
On the other hand, in order to achieve the advantages peculiar to
any maltiple office banking system, the vank group must sconer or
later bring all of its comnstituent baniks under a substantial measure
of central control. When such a situaticn is reached, the group bank
is not much morc than a branch except that it usually is more expensive
to operate.

A group system should be able to survive periods of strain better
than a unit banit without branches although this cannot be substantiated
from available statistical evidence. During the recent baniiing crisis
some of the largest bank groups were closed and some were kept open only
through large amounts of Government capital and other assistance., The
peculiar character of the period during which group baniZing developed

mekes this record inconclusive. In the final stages of the deflation
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ending in March 1933 many banks failed-~banks with and without branches,
members and nonmembers of groups-—which had been well regarded before the

depression began.

Disadvantages and Evilse = The fact that many of the large groups

comprise not only national and State bank members of the Federal Reserve
System but alsc nonmember banks is one of the most unfortunate character
istics of group bankinge In order to effect a simultaneous examination
of 21l banks in such a group, there must be cooperation among a number of
supervisory authorities——the Comptroller of the Currency, Federal Reserve
banks, Federal Deposit Insurance Corporation, and State banking depart-
mentss The administrative probtlem of organizing such an examination is
considerable, and even if a satisfactory Jjoint examination is made it is
almost impossible to enforce uniform standards of correction with respect
to the different classes of banks in the group.

The existing statutes, particularly those of States, do not afford
adequate control over bank holding companies, though the banks them-
selves are, of course, subject tc at least as much control as non-group
banks, The Board of Governcrs has power to grant or withhold permits to
the holding companies to vote the stock of member banks controlled, If a
holding company finds it unnecegsary, howvever, as some apparently have,
to vote the stock of member banks in order to influence their operating
policies, it is under no compulsion to obtain such a permite In such an

event the holding company cannot be subjected to conditions imposed by the
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2ll «ffilictos of meibor banks,

The organizers of bank helding companics in some instoancos have
been charged with having cvineed too ruch intercst in promotional
profits, as well as in the subscquent payments of substantial divi-
dends by the subsidiary barks, In the race for "bigness" the prices
paid for bank stocks by holding companics somctimes have been con-
siderably out of line with assct valucs and coarning capacity. In such
circumstances the managemcnt of the heolding company is undcer tenmptation
to influence the paynent of dividends by contrclled Lanks not justificd
by earnings, The dividends of the helding company depend directly on
the dividends paid by the contrelied brnks and the narket price of the
holding company stcek 1s affectoed by the ancunt of dividends paid.

£

Moreover, in order te maintaln the price cof the holding company stock,

ncentive to use the credit

e

the promcters in the past have had o strong
of contrelled banks Tor loans on such stock. This is tontcmount to the
lending of rmoncy by bunks on their own stocks, a practice that is both
improper and 1llegal., The active troading in holding company stocks,
especially if listed on a national cxchan-e, is associnted with the
danger that sharp rarket breaks in the pricc of such stock ray lecd to
loss of confidence by depesitors irn the safety of the crntrellced banks.,
The wide distribution of the stock of the larger helding companics
rmakes it possible for o minority sroup of stockholders to hold effuctive

control, In sone instances alsc holding corpanies havs becn capitalized

EREL N
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by the issuance of both voting and non-voting shares, with the result
that the holders of a small proportion of the shares are able to con-
trol the operations of the holding company. In either case a minority
group may, by a comparatively modest investment in the shares of a hold-
ing company, control the loan, investment and operating policies of many
bankse

The possibilities of improper relationship between group banks and
other subsidiaries or affiliates of the holding company are also a
source of danger, Inter-bank borrowings by means of certificates of
deposit, not properly reflected in condition statements, have been
charged to some group systems in the paste Various kinds of business
enterprise are sometimes affiliated either directly or indirectly with
bank holding companies, One or more of the more prominent bank hold-
ing companies, for example, are directly or indirectly affiliated with
a realty firm, coal company, industrial bank, joint stock land bank,
fire insurance company, life insurance company, title insurance company,
mortgage company, etc.

A group system has an unfair advantage over an independent national
bank in expanding multiple office operations, In most States a national
bank cannot establish a branch outside its head office city unless it
has a capital of at least $500,000, but a group system can organize and
operate a new national bank similarly situated with a capital of as low
as 350,000, Thus a group system may by indirection and subterfuge pro-
vide multiple banking facilities without complying with the conditions
set by Congress,

If Congress should authorize Felor~l Rescrve district-
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wide branch banking, for examplc, the wossible field of operations

of some of the existing bank groups would be tremendous unless the law
provided that no group could operate banks or branches in more than one
Federal Reserve districte For example, if national banks were authorized
to establish branches at any point in the Federal Reserve districts in
which their head offices were located, the Northwest Bancorporation pro-
sumably could establish a branch system in each of the three Federal Re-
serve districts in which it now operates. These districts (Minneapolis,
Kansas City, and Chicago) embrace all or parts of 16 States, have an
aggregate population of 32 millions, and have more than one-third of the
total area of the United Statess It would be but a short step from

such a combined group and branch banking system t¢ Nation-wide branch
banking,

Some of the unfavorable considerations with respect to group banking
are not the fault of group banldng and gome hold true also of branch and
unit bankinges In any event legislation might be enacted correcting the
important defects of group bankings For example, consolidation of Fede
eral supervision over banks would rectify one of the principal problems
of group banking, and Federal authorities might be given additional power
to supervise bank holding companies or to regulate their cperations with-
out regard to whether or nct they choose to apply for voting permits.

The danger of overvaluling a bark is also present when one bank absorbs
anothier for the purpose of converting it into a braanches The terms of
such mergers, however, either have to be approved by supervisory authori-

ties or are more closely scrutinized by such authorities than the purchase
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of bank stock by a holding company. Improper relationships between banks
and affiliated organizations are not confined to group systems. Even
in the case of a large unit bank or branch system a minority group may
control the bank if the stock of the bank is widely distributed, It may
be conceded that if adequate supervision and regulation has a salutary
effect on the practices and soundness of unit banks and branch systenms,
the same thing might be achieved with respect to group banldng by appro-
priate legislation, The fact remains, nevertheless, that under the
exlsting laws and the existing division of responsibvility for bank ex-
amination and supervision, group banking is a much less desirable moans

of providing mmltiple office banking facilities than branch banking.
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Restrietion of Group Zanking

The circumstances under which group bonking has develeped ond
continues to be an important factor in the bonking structurc of the
United Statcs suggest that if Congross wishes to place effective
restrictions on the arca covercd in multiple office operation, it
should establish o reasonable arca in which banks may operate branches
and then cither prohibit group bonking or restrict its areo of oporo-
tion to that of the legel branch arca,

It might be made unlawful for a corporation, busincess trust, asso-

1/
ciation, or similer orpenization which holds a working control,™ dircet
or indircect, over any insured bank to acguire o working control, direct
or indirect, over any other insured bank located boyond the same limits
with respect to the vrincipal place of business of such corporation,
business trust, association, or similnr organization as the limits pre-
scribed by law for the estoblishmcut of broanches of a national bonk,

Boeause of certain undesirable characteristics of sroup bonking,
public policy would do well to loclk towards the ultimate disappearance
of that form of rultiple office operation from the banking structure,

To this ond it might bo mode unlawful cfter the expiration of 5 yoars
from the enactment of the legislation for o corporation, business trust,

association, or similar orgonizotion to rotain working control, dircet

or indirect, over more than one insured bank, Proponcnts of the exton-

i/ Ev ”workiv~ control™ is meant control of & majority of tne shieres ol
capital stock of the bank or 01 ,J percert of the nuuber of ghares
voted for tae election of ite directors at the lust preceding elec-
tion; control in any other menner of tie election of the majority
of the directors of tae bank; or o situation where all or subsisn-
tielly oll of the capltal stock of the bonk is neld by trustees
for thc benefit of t.e controlling organization.
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sion of branch banking might, however, argue in good faith against such
a drastic prohibition against holding companies. Some of them feel that
conversion of banks into branches can be facilitated by permitting a
holding company to acquire control of banks which are to be converted
into branches, rather than by confining the branch system to direct ac-
guirement of controle It would be necessary, however, to define the
privilege very clearly in order tc avoid the indefinite continuance of

holding company operation as a substitute for branch banking.
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A Proper Prarch Banking Arca

Varicus suggestions have been made from time to time as to the

arco within which a national banl should te allowed to operate branches

[¢]

ardlegs of State laws governing opercticn of branches by State banks,

All of these sugrestions contemplate that a national bank should be
allowsd to establish a branch at any point within the arca in which
the hecd office of the bank is located, rcrardless of how that aren
may be described. Among tho sugrosted bronch banking arecs arc the
following, or combinations of sonc of the following:
(1) The entire country.
(2) The Federal Roserve district.

i) The territory assigned te the head office of

—~
()]

a Federal Reserve bank or to a branch

{4) The Stote.

(5) Adjoining countics, rcgardlcss of State or
Federul Reserve district lines., Some
sugoest o previsce that the agrregate
pepulation of the hcad officc county and
of the cdjeolning county must not oxcocd
o given number of persons, c.g., 100,000,

25

O

Y 4 -
0 O, CTO .,

(2]

s

(6) The head office county.

(7) Any point not more thon a ziven numbor of
miles from the head office of the national

bank, repgordless of count

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



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

- 93

sorvs districe 1

by sowe is 60 nile
(£) The "trode arca" of t

crea’ bDelne loft

senking authoritic
ction for the cst
(%) A stotutorily defined

vihich is ncarer to

notional thon

populaticn, e.g

[N ]

(10) Anv poirt, rerordluss

distriect lines, wi
head office of the

of persons. The p

conncetion ie somctimes 100,000, sorwtincs 250,-

00C, ote,

1CT o

The distance suggestod

s and by others 100 ni
he head officoe city, the "trode
or detorrnination by the Federal

s in tho cese of cach oppli-

2 U1lishnon o branch,.

"trede area", such os the arco

to any other city with a given
100,000, 50,000, 25
of State or Federal Rescrve

thin such a distonce from the

national bank thit the coun-

outer point would not have an
in sxecoos of o glven nuunbor

opulation wenticued in this



Digitized for FRASER

- 7 -

Considerations with Respect 1o
Various Branch Banlding Areas

Nation~wide branch banking in this country scarcely appears to be
a practical consideration in either the near or the distant future. For
one thing decades would be regquired to build up management and personnel
to handle a branch banldng system operating in all the diverse areas of
this countrys. Mereover, such systems would imply a degree of banking
concentration vhich would not be generally favorede hese observations
are applicable, although to a lesser extent, to dn arca for branch op<r-
ation defined by the boundaries of a Federal Reserve district,

The boundaries of Federal Reserve zones or territories have been
fixed with reference to economic and financial rather than political
factors and are in a sense homogeneous trade areas, 1/ If an attempt
wvere made by Fcderal legislation to give national banks the right to
operate branches anywhere within the Federzl Reserve banlk or branch
ZOone, there‘wOuld be numerous pessibilities for national banks to cross
State linese This, ¢f course, would meet determined opposition, par-
ticularly from the Statesg! rights elements, Conversely, if Federal
statutes should stipulate that an insured State bank could not operate
a branch outside of the zone of the Federal Reserve branch, conflicts
would arise in certain States which are divided as to zone tut in which
the State.law permlts a State banlz to operate a branch anywhere within
the State, Some of the States now permitting State-wide branch banking

vhich would raise the question are thie following:

1/ Branch "zones" in the St, Louis Feleral Reserve district are not
marked by State and county boundary liness
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Arizona —— divided between Los Angeles and El Paso
California —~-~ divided between San Francisco and Los Angeles
Connecticut —— divided between Boston and New York
Idaho -- divided between Spokane and Salt Lake City 1/
Michigan —- divided between Detroit, Chicago, and Minneapolis
Nevada ~—- divided between Salt Lake City and San Francisco
North Carolina —— divided between Richmond and Charlotte
South Carolina —- divided between Richmond and Charlotte
Washington -~ divided between Portland, Spokasne, and Seattle ;/
If some policy were adopted with respect to branch operation in
zones, it would appear that a branch operating bank should be permitted
to establish an office at any point within 50 or perhaps 100 miles of
the head office in order that a bank located at the edge of the zone
as othervise defined would not be prevented from serving a natural
trade area which might otherwise be just outside of the zone, Trade
areas so defined should be large enough to provide considerable diver—
gification of loans and depositse
The operation of branches throughout contiguous counties would in
some areas of the United States allow a national bank to serve an area
with a diameter of as much as 300 miles, In other parts of the country
it would mean little more than 25 miless It is gquestionable whether in
many parts of the country a contiguous county area would serve to pro-
vide mach diversification in the banldng businesse
Areas defined by county boundaries or boundaries of a territory
assigned to a Federal Reserve bank or branch zone might vary from time

to time and raise problems. For example, if a given Federal Reserve

branch were discontinued and its territory either reassigned to the

l/ Recently the Spokane Branch territory, except the city of Spokans,
was reassigned to the Seattle Branch.
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head office or divided among other branches, this might bring about an
important change in the ficld of operation of some bankse Presumably
in such circumstances a bank would be permitted to retain any branches
previously established no matter if they were outside the new zoue
limitse Similar dJdifficulties probably would arise more frequently,
though they would not be as important, in connection with changes in the
boundary lines of countiess. Sometimes a given county is subdivided, but
more recently there has beon considerable agitation for comsolidating
counties in the interest of more economic administration of State govern-
mentse  Such consolidations would, of course, expand tixe business field
of operations of banks located within the counties that consolidated.
Any branch vanking area defined in torms of a certain distance from
the head office city would raise a number of individual problems. For
example, 1f the area were 50 miles from the head office city, a national

-

banic located in Baltimore might operate a branch in Wasiington, or vice

.

versae Several of the largest cities in tihe United States are within
100 miles of another large city, for example, Now York and Philadelphia,
and Chicago and Milwaukee, Problems of this character might be met by

allowing branches to be operated in other cities the population of which

4id not exceed 25,000 or 50,000, A branch banking area limited to a

o

)

distance of 50 miles from the head office city would provide little
opportunity for rmltiple banking facilities in the sparsely settled
regions of the countrys It takes no account, furthermore, of the dif-
ferences in accessibility. Places 50 or 100 miles apart by airline
distance but separated by a mountain range are rmch furtiier apart for all

practical purposes than places in the prairie sections that arc mony more

miles aparts
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