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SPEECH

or

HON. EDMUND PLATT.

The House in Committee of the Whole House on the state of the Union
had under consideration the bill (H. R. 7837) to provide for the estab-
lishment of Federal reserve banks, for furnishing an elastie currency,
affording means of rediscounting commercial paper, and to establish a
more effective supervision of banking in the United States, and for other
purposes. X

Mr. PLATT. Mr. Chairman, I hardly expected to come in so
soon affer the gentleman with whom I so violently agree and
disagree, the gentleman from Georgia [Mr. Harowick], but I
want to congratulate the gentleman on his loyalty to his party
in spite of hiis opposition to the bill. I am afraid I shall have to
disagree in part with some things that have been said by some
of my colleagues on this side of the House in regard to the long-
continued secret-caucus process to which this bill has been sub-
jected. If I belonged to a party which included so many men
who believe in fiat money, in coining cucumbers and corn tassels,
in chasing bogie men, and in other forms of idiocy, I should be
in favor of getting the bunch together in secret caucus and in ad-
ministering chloroform and discipline, too. And, furthermore, in
spite of the fact that I have been roasting here in Washiangton
all summer waiting for an opportunity to do some work with
the members of the Banking and Currency Committee, I feel
like congratulating the gentleman from Virginia upon the suc-
cess of the chloroform and discipline which he has administered.

On the 23d of June the President of the United States came
into this House and delivered a message on the currency ques-
tion, which, boiled down and stripped of ils rhetorical setting,
was, in substance, as follows:

This tariff bill, which you are about to pass in fulfillment of the
pledges of the Democratic platiorm, is likely to cause trouble. and there-
fore it is necessary to pass as soon as possible a currency Dbill to relieve
the situation.

In pursuance of the recommendations of that message we are
now considering a currency bill.

Mr. Chairman, I congratulate the gentleman from Virginia
[Mr. Grassj and the Democratic majority in this House on
having annexed so much of the Hon. Nelgon W. Aldrich. This
banking and currency Dbiil before us is none other than the
much-discussed “Aldrich plan ™ in disgnise, so disguised as to
make it geem to harmonize with the IDemocratic platform and
with the financial ideas of the distinguished Secretary of State,
who has won his present exalted position by being always wrong
on all currency questions that have come before the people up
to this time. The disguise is pretty thin in gome places, a sort
of X-ray disguise, so thin thnt you can see right through it to
the motive back of it without spectacles. Thus what are really
in effect bank notes  purport on their faces” to be greenbacks;
that was the language of the Bill as it was first introduced, but
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“purport on their faces’ was a little too much of a joke and
was stricken out. In its place we find the statement that * the
said notes shall be the obligations of the United States”; yet
they are in fact made the obligations of the Federal reserve
banks, which are required to keep a reserve of 33% per cent
against them and to mortgage all their assets for their security.
The explanation of this contradiction lies in the fact that the
Democratic platform and Mr. Bryan have declared that “all
money must be issued by the Government,” and Mr. Bryan
regards bank notes as money.

The Democratic platform and Mr, Bryan also declared in no
uncertain tones against a central bank and against the Aldrich
plan, yet this bill creates a central bank just the same. You
can not see it easily—it is disguised so as to fool the good
people who believe in Mr. Bryan and in the Democratic plat-
form—but it is there just the same. The central reserve
association of the Aldrich plan has been split up into not less
than 12 regional or Federal reserve banks in order to get votes
and to disguise the fact that their main features are borrowed
from a wicked Republican measure; but, horrible as it may
seem, the central bank peeps through the cracks, the spaces
made by splitting up the central reserve bank into regional
banks. It is a Government-controllied central bank, to be
sure, and confined to the rediscounting of notes and the issue
of paper currency, but no less a central bank—a bank within or
behind a group of banks.

A careful comparison of this bill with the bill introduced
by the National Monetary Commission—the Aldrich commis-
sion—will show that more than half of the former is taken
from the latter. All the main outline ideas of the bill come
from the Aldrich plan—the idea of organizing for the pooling
of reserves, to be available for aiding individual banks through
rediscounting their short-time commercial paper; the idea of
obtaining capital for the banker’s bank or banks by subserip-
tions from the national banks themselves; the 20 per cent sub-
scription idea, with 10 per cent to be paid in and the other 10
per cent to be subject to call; the idea of having the Secretary
of the Treasury, the Secretary of Agriculture, and the Comp-
troller of the Currency serve as an organization committee and
also serve on the board of control—all these and many minor
ideas are borrowed from the Aldrich plan.

This bill obtains much of its strength and some of its weak-
ness from the Aldrich plan. Some ideas that were good if
applied to a single central reserve association are sources of
weakness as appilied to a series of comparatively small Federal
banks, with a ecapital no greater than $5,000,000. Doubtless
$5,060,000 looks like a good deal to many of us. It did to me
until I reflected that there are in cvery one of the large cities
of the United States single buildings that are worth as much
or more than that, and in some cities a great many such build-
ings. Now, a $5,000,600 institution in a city which has a reve-
nue from taxation of $150,000,000 would not seem like a very
large or a very imposing or even a very substantial institution.
In such a ecity many business firms and corporations, and doubt-
less some banks, would have far larger capital than the mini-
mum capital of the Federal reserve bank. I do not suppose
there will be more than one Federal reserve bank in the city of
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New York and the surrounding metropolitan district, but under
the terms of this bill there might be three or four of them
there, as the capital of the national banks alone of the city of
New York is about $120,000,000, You would need to add only
a few of the great State banks to bring it up to $150,000,000.
Even one Federal reserve bank with a capital of $15,000,000
it New York City would be overtopped by five national banks
of the great city, and a $20,000,000 Federal reserve bank would
be overtopped by three of them.

This points to one of the weaknesses of this adaptation of
the Aldrich plan to the Democratic platform. It was all well
and good to obtain capital for a central reserve association by
subscription from meniber banks, with the provision that in-
creases or decreases should be in proportion to increases or
decreases of capitalization of member banks, but with the cen-
tral reserve association split up into not less than 12 Federal
reserve banks this plan of raising capital becomes a source of
weakness.

The failure of a member bank decreases automatically the
capital of the Federal reserve bank of the district and might
impair its capital just when its assistance would be most
needed. The National City and the Bank of Commerce of New
York City alone will own $5,000,000 of the capital in the New
York City Federal reserve bank, or one-third of it, supposing
that the Federal reserve bank will have $15,000,000 of capital,
or one-fourth if a $20,000,000 capital. Now, what would happen
to the IPederal reserve bank of New York if those two national
banks should fail? Perhaps you will say they can not fail.
Well, then, they are safer banks to-day in which to keep coun-
try reserves than the New York Federil reserve bank will be.
What would happen if one of them should fail? Would the
Federal reserve bank be able to extend any help to the other
banks of the city? It would not; and its inability to help would
cause other failures and the suspension of specie payments in
New York and probably all over the country. There are at
least 10 -other banks in New York whose failure would cause
serious embarrassment to a local Federal reserve bank in that
city.

Now, let us look at this weakness of the split-up Aldrich plan
in another light. The New York City national banks combined
have a capital of $120,200,000 and the banks of New York State
a capital of $171,600,000. Add the capital of the New England
banks, $105,776,000, and you have $277,376,000, or about one-
fourth of the capitalization of the banks of the whole United
States. Add the capitalization of the banks of Pennsylvania,
$118,034,000, and you have $395,410,000, or considerably more
than one-third of the capitalization of the whole United States.
Your Federal reserve banks in New York, New England., and
Pennsylvania then will have a capitalization of $39,541,000, out
of a total of about $105,000,000, without counting any State
bank or trust company capitalization. Call it $40,000,000 for
convenience of figuring, or $45,000,000 with New Jersey, Dela-
ware, Maryland, and the District of Columbia fignred in. Now,
vou have only $60,000,000 left for all the rest of the country.
Suppose three Federal reserve banks to be orgunized for this
territory and nine for the rest of the country. Those nine
would have an average capital of less than $7,000,000 each, and
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as the Chicago Federal reserve bank would certainly have a
capital of $15,000,000 all the others would be held down pretty
close to the minimum; there would be scarcely $6,000,000 left
for each of them, and as St. Louis, a central reserve city, would
probably have a bank of $10,000,000, most of the rest would
be $5,000,000 banks and of no great strength.

In all probability neither the banks nor the people would
have any great confidence in these numerous reserve banks—at
least not until they had demonstrated their soundness and use-
fulness. If even a small number of the national banks in some
of these districts should elect to take out State charters, and
if none of the State banks should choose to come in, some of
the districts could not organize Federal reserve banks at all.

All that were organized would be greatly overtopped by the
Iederal reserve bank in New York City; and in case of a seri-
ous financial disturbance we should probably have a recur-
rence of the breakdown of the check-collection machinery that
we saw in 1907, for each individual Federal reserve bank
would be under the same inducements to strengthen its own
reserves at the expense of the Federal reserve banks of other
districts, as the individual, National, and State banks have
to-day in a crisis. In the end there mizht even be a resort to
the great clearing-house associations for help, and clearing-
house certificates might have to be issued despite the prohibi-
tion on page 36, line 7.

It will be noted that the bill provides that not less than 12
Federal sreserve districts shall be created. There may be as
many more as can obtain a capital of $5,000,000, the apparent
purpose being to create as many as possible of these Federal
reserve banks and make them as small and as weak as possible.
Jt has been stated that Mr. Bryan wanted to create as many as
50 of them and that a well-known Senator wanted one for every
State.

The effort in this bill to compel national banks to contribute
to the capital of the Federal reserve banks follows as a neces-
sary corollary to the effort to organize as many as possible of
the reserve banks. The Aldrich plan provided for voluntary
subseriptions from the banks, as, obviously, sufficient capital
could be obtained in that way to start a single strong central
reserve association; but without compulsion certainly sufficient
capital can not possibly be obtained for 12 or more Federal
reserve banks. I believe this effort at compulsion is, never-
theless, one of the most inexcusable and most dangerous fea-

_tures of the bill. It may disrupt our national banking system

and is, in my judgment, entirely unnetessary to the carrying
out of the general scheme of the bill. Inough capital to or-
ganize two or three strong Federal reserve banks can un-
doubtedly be obtained without compulsion, and the system
would develop naturally and gradually without the compuisory
feature and without the provision for not less than 12.

The framers of the bill seem to think that if they take out
the “not less than 12" provision the result will be a single
central bank, because bankers generally favor that plan. I
think they have not reckoned upon the force of local pride and
enterprise. Certainly each of the present central reserve cities
will want a Federal reserve bank. San Francisco and other
large centers will not be far behind in their demands if they
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can raise the capital. Doubtless there is some polities in the
plan of having not less than 12. It is expected to obtain votes
and local faver, and the same force would coperate to create
more than one bank by voluntary subscriptions. It would
furthermore be easy to insert a provision that there should be
not less than 4.

I believe the single reserve association provided for in the
Aldrich plan would be very much superior to the plan of this
bill, but I should have no serious objection to a division of the
country into five or six Federal reserve districts, In fact, the
latter plan has some advantages, especially in facilitating the
redemption or recall of Federal reserve notes or currency
issued. I regard the provision on page 31 that no Federal re-
serve bank can pay out the Federal reserve notes of another
Federal reserve bank as onhe of the most valuable features in
the bill. It is, of course, borrowed from the Canadian banking
system, and should work to produce real elasticity in the is-
sues of Federal reserve notes, if such issues ever amount to
anything. It would be difficult, if not impossible, to arrange
such a system with a single central reserve association with
branches, and the scheme of taxing the issues provided in the
Aldrich plan, borrowed from the German Reichsbank, is dis-
tinctly inferior.

On the other hand, the central association with branches
would provide for more nearly uniform interest rates through-
out the country, even if the rediscount rate were not fixed by
law at a umiform rate. The Democratic Party, by breaking
down the old United States Bank, and by persistent opposition
to a really national system of banking, has condemned the
South and West to the payment of much higher rates of inter-
est than they should be paying.

Mr. CALLAWAY. Will the gentleman yield for a question?

Mr, PLATT. Yes.

Mr. CALLAWAY. The gentleman spoke of the Democratic
Party breaking down the national banks

Mr. PLATT. The old United States Bank. .

Mr., CALLAWAY. Did not the Southwest get along all right
until the Republican Party passed this banking act? We never
suffered from 1836 to 1860.

Mr. PLATT. The gentleman can answer that question as well
as I can.

Mr. CALLAWAY. DBut have not I answered it better?

Mr. PLATT. That is for the gentleman to judge, or the
House. 1 shall have a further answer later.

We have really no national banking system in this country.
Our national banks are local institutions. Doubtless there are
great advantages in our free banking plan, as it has been called,
as there are also great disadvantages, particularly for rapidly
developing sections like the West and South. We have no safe,
easy means of loaniug the money which accumulates in the res-
ervoirs of capital in the East, where it is often most in demand
in the West and South, as Candda has.

I was very much surprised to find that a small country bank
in my district, a bank with only $25,000 capital, located in a
little village of about 2,000 people, was loaning a considerable
part of its deposits to cotton planters in the South. This bank,
like many other country banks in the long-settled portions of
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the country, has much larger deposits than it can possibly loan
at home. It is making its loans to cotton planters, however, not
directly, but through middlemen; that is, by purchasing guar-
anteed notes through note brokers and guaranty associations,
who, of course, make a profit. The cotton planters pay 7 per
cent or 8 per cent for their money, and the bank gets 6 per cent.
Inasmuch asg considerable of the money in my district is still
loaned at 5 per cent, the transactions are profitable to the bank,
but if we had some safe way of loaning directly in the West or
South the borrowers would pay a lower rate through elimination
of the middleman.

If you should go through North Dakota or Montana, you
would find people paying 8 per cent on perfectly well secured
notes, though right over the border in Canada people are bor-
rowing at 6 and 7 per cent from the great Canadian banks.

The Bank of Montreal, the Dominion Bank, the Canadian
Bank of Commerce, and other Canadian banks collect the money
which aecumulates in the East and loan it through their own
branches where their greatest demand for it is in the West,
and the differences in rate between Montreal and Manitoba or
Saskatchewan are, I am told, seldom more than 1 per cent.

Mr., WINGO. Would it disturb my friend for me to ask him
a question?

Mr. PLATT. Not at all.

Mr. WINGO. The gentleman meintioned a few moments ago
that he was surprised to learn that a small bank in a small
village in his State was loaning its deposits indirectly to the
cotton planters of the South. Has the gentleman any data to
show the size of the notes which this bank handles?

Mr. PLATT. No; I have not. That is something

Mr. WINGO. They were to the large cotton planters, were
they not?

Mr. PLATT. I suppose they were, because they came from
guaranty associations that would not be likely to guarantee
notes unless they were the notes of large planters.

Mr. WINGO. What per cent did they get?

Mr. PLATT. The bank got 6 per cent.

Mr. WINGO. Has the gentleman in his experience found
any banks in New York State that loan to the small farmers of
the South at 7 per cent?

Mr. PLATT. Directly?

Mr. WINGO. Directly or mdnectly

Mr. PLATT. Not excepting in that once 111§ta1‘ce in which
I understood the cotton planters paid 7 per cent. Thev may
have paid more. I do not know exactly what the rate of inter-
est was.

Mr, WINGO. That is the extent, ig it, of the gentleman’s
information as to the rate of interest that the small farmers of
the South pay?

Mr. PLATT. I think they were large farmers.

Mr. WINGO. They were land notes, were they not?

Mr. PLATT. They were loans that were made on the cotton
crop. They purchased the notes in the early spring, and they
were paid off in the fall, I think in November.

Mr. WINGO. The gentleman will recognize that there is
quite a difference between the problem that confronts the small
farmer who makes only 8 or 10 bales of cciion a year and the
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large plantation that produces 10,000 bales. The gentleman rec-
ognizes the difference that confronts them, does he not?

Mr. PLATT. Yes; and those conditions ought to be taken
care of by local associations, something of the kind that was
spoken of by the gentleman from Indiana [Mr. Moss] last night.
There should be farm credit associations all over this country
that would loan directly to the farmers and that would have
control, so that they would know that they are loaning safely.
There are something like 50 granges in my district, where the
farmers are largely dairymen. They all know each other and
they know what every man is worth, but for some reason or
other they have not formed such a credit association yet. They
are talking about it, but so far they have not got busy.

Our individual banking system, with its multitude of small
local units, is better for the East, which gets a very low rate,
but unfortunate for the West and South, where the rates are
sometinies double those that prevail in New HEngland and New
York. The banks in most eastern cities, small and large, at
times have deposits much larger than are needed at home, and
this is particularly true of the country banks in neighborhoods
that are attractive as places of residence, as in my district.
Nearly all such eastern banks invest their funds largely in
bonds, railroad bonds, municipal bonds, State bonds, and so
forth. This they do partly to obtain liguid assets, to be consid-
ered a secondary reserve, and bankers in my district have told
me that they consider it good banking to invest about one-third
of their deposits in bonds; but as these bonds never yield more
than 5 per cent, and often do not yield as much as 4 per cent,
such investments would not be made if there were a steady de-
mand for their funds on the security of good commercial paper
at home. Of course they purchase such commercial paper as
comes into the market from time to time through the note
brokers, but here again the middle man intervenes and gets
part of the profit.

In my own city, a city of about 30,000 inbhabitants, the de-
posits in the banks—four national banks, a trust company, and
a savings bank—amount to about $25,000,000, the savings bank
alone having on deposit about $15,000,000. Naturally no such
enormous sum can be profitably employed at home and the sav-
ings bank has made a great many of its loans in New York
City on mortgages bearing as low as 4 per cent interest. Our
national banks all have large investments in bonds.

I might say that their statements show that nearly all of
them have their capital and surplus invested in bounds. The
average bank of this kind, when it wants help, dces not take
commercial notes for rediscount, but the method is to take some
bonds down to New York and get money on collateral in that
way at a low rate of interest. The same thing is true of a great
many other eastern communities, and the most notable example
I know of is to be found within 75 miles of Washington, at the
little city of Frederick, Md., a city of scarcely over 12,000 people.
One of the four national banks in that city, a bank with a capi-
tal of $100,000, has deposits amounting to $3,300,000 and owns
bonds to the amount of $1,300,000.

Now, the point I am getting at is that if President Andrew
Jackson and the Democrats of his day had been wise enough to
know how to reform the old United States bank, instead of de-
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stroying it, even if they had not been willing to give it national
competition by allowing the great eastern banks to establish
branches in other States, much of this wealth that accumulates
in eastern centers could easily and naturally be spread through-
ouft the country, without the intervention of middleman, at
lower rates than those which have prevailed and are now pre-
vailing throughout the West and South.

I think there are some valid objections to the provision in the
Aldrich plan for uniform rediscount rates, regardiess of local
conditions, but they are objections which appeal more to the
student of banking than to the people at large, and I should
think the Democratic Party would have pretty hard work de-
fending them among people who are paying from 8 to 10 per
cent on good paper. Even without the legal provision that the
rediseounting rates should be uniform, a single central reserve
bank or association would undoubtedly automatically operate
toward greater uniformity and toward lower rates for the West
and South than can possibly be the case with the scheme pro-
vided in this bill of not less than 12 Federal reserve banks.

Mr. HARDY. Mr. Chairman, will the gentleman submit to
one question?

The CHAIRMAN. Does the gentleman yield?

Mr. PLATT. Yes.

Mr. HARDY. If this central and branch bank system is so
clearly the right thing, why in the world has not the Republican
Party put that system into operation during the 60 years of its
reign?

Mr. PLATT. I will say to the gentleman that the same
prejudices that built up the opposition in the Democratic Party
have prevailed to a certain extent in the Republican Party and
have only recently been cleared away a little.

Mr. HARDY. The gentleman thinks his party is tarred with
the same feather?

Mr. PLATT. I think if the people understood that you could
go over to Canada and borrow money for 2 per cent lesg than
it can be had on this side of the line they would know
that there is something wrong about the present system. It
is because now you can not spread the capital that accumulates
in the East over the West safely.

Mr. HARDY. 1 understood the gentleman to criticize the
Democratic Party for not providing a remedy for the conditions
he speaks of, and yet there has been a delay of 60 years under
the Republican administration to bring about these reforms.

Mr. PLATT. Really the Republicauns led to the views ex-
pressed in the bill that is hefore as.

NOTE ISSUES.

I have said that the currency provided for in this bill is
really bank currency, though on its face it appears to be
United States Government currency. I have also said that
the Federal reserve board, which is to issue it through and
to the banks, has Dbeen constituted practically a central bank
of issue under Government control. You will notice on page
32, lines T to 10, that the Fedecral reserve board is given dis-
cretion with regard to the issues of Federal reserve notes to
applying Federal reserve banks, and you will also notice on
the same page that the Federal reserve board or the local
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Federal reserve agent is authorized to charge *such rate of
interest on faid amount as may be established by the Federal
reserve board, which rate shall not be less than one-half of 1
per cent per annum.”

This, of course, is said to be merely the equivalent of the
present tax of one-half of 1 per cent upon bank notes, but it is
not called a tax but a “rate of interest,” and may be fixed at
any point above one-half of 1 per cent which the board shall
determine. The word ‘*interest” is apparently used with
malice prepense. In other words, the board is given full
powers of a bank except the receiving of deposits. It issues
notes on collateral security, practically rediscounting the once
rediscounted notes of the Federal reserve banks applying to it.

Now, apart from the question of the advisability of issuing
these notes as Government notes, and apart from the danger
of allowing them to be redeemed in lawful money—green-
backs—it is certainly a clumsy means of getting notes into
circulation in response to the demand, almost as clumsy in
fact as that provided in the Vreeland-Aldrich emergency cur-
rency plan, and there is clearly the possibility that politics or
favoritism to some particular locality for political effect may
at some time become a factor.

Tt may be said also that if the Government, or a board ap-
pointe:d by the President, is going to be given full discretionary
powers of note issue on collateral security, it should also be given
the right to receive deposits. In other words, the Federal reserve
board might as well become in every respect a central bank
with full power as to be merely a bank of issue half concealed
behind the reserve banks, over which it is already givei so
much control as to make them little more than branches.

I agree fully with what has been said by my colleague from
California about the folly of issuing these notes as Government
obligations. They should be bank notes, pure and simple, de-
pendent wholly upon good banking and a sufficient reserve for
their security.

It seems to be particularly difficult, as has already been said,
to make many people understand that a bank note is not money
any more than a certified check is money. A bank note, like a
check, is merely a promise to pay on demand. To make it read
on its face as the obligation of the United States, like a green-
back or a Treasury note, is to he guilty of practicing a certain
amount of deception, and may lead to defeating in time to come
one of the chief purposes of this bill, the establishment of an
elastic currency. Checks provide an elastic currency so far as
they go. They are issued when wanted, and come back to the
bank for cancellation naturally when they have fuifilled their
mission of transferring credit from one person to another.
Bank notes ought to come back in a similar fashion after fulfill-
ing their mission in order to be elastic. Being issued for uniform
small amounts, they naturally pass through more hands than a
check drawn to pay only a particular account, but they are none
the less instruments of credit and not money. Nor is there any
considerable increase in profit to a bank from issuing notes
which regularly come back to if, as in Canada through the clear-
ing houses, than there is from giving credit on the books of the
bank upon which to draw checks or drafts. The difference in
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profit is mostly caused by the greater bookkeeping involved in
collecting the checks and transferring the credits on the books.

In other words, the much-discussed note-issue privilege is
not a privilege, as banking goes to-day, of any great value to a
bank. It does not give the bank the right or privilege of con-
trolling the money of the country, nor does it give to private
indjviduals the right of “coning paper,” as it is said by so
many cranks.

UNFAIR TO COUNTRY BANKS.

This bill though improved in its sections applying to reserves
is still unfair, in my opinion, to the country banks, and in
spite of some efforts to create a contrary impression it is the
country banks which are the real objectors to the bill rather
than the big city banks. Every Member of this House whose
constituency lies in a country-bank distriet knows this from
the letters he has received. Secarcely a single country bank
can be found that is in favor of the plan. Most of them resent
particularly the effort to force them to subscribe to the capital
of the Federal reserve banks on pain of forfeiture of their
charters, and some have declared flatly that if this provision
is retained they will give up their charters as national banks
and reorganize as State banks. In my own city all but one of
the four national banks were formerly State banks, organized
before the national banking act passed, and they are still
known by the same names they took as State banks. They
would lose little or nothing in prestige by going out of the
national system, and two of them would lose little through the
sale of the bonds they hold to secure circulation.

Mr. MURDOCK. Will the gentleman yield?

Mr. PLLATT. Yes.

Mr. MURDOCK. When those four banks reorganized as
national banks, did tbey include in their names the word
“ national ”?

Mr. PLATT. Yes; but here is a strange thing: You will
find in nearly every old town a First National Bank, and that
First National Bank is generally the bank that was organized
last. The first national banking act, passed in 1863, did not
allow the State banks to organize with their old names, and they
would not come in. They did not want to give up their old
names. They thought the new system was something of an
experiment, Consequently in every town a group of men got
together and organized the IMirst National Bank, which, of
course, was a younger organization than any of those already
in existence. So the First National Bank in my town is the
last bank that was organized in that town.

In 1865 the law was amended go that State banks could come
in with their old names. and the Merchants’ Bank reorganized
as a national bank and was called the Merchants’ Naticnal
Bank, and the Farmers’ Bank was reorganized as the Farmers’
National Bank, but in popular language the word “ National”
is not used except with regard to the First National Bank.

Mr. MURDOCK. In ordinary banking circles what is the
advantage that a national bank has over a State bank?

Mr. PLATT. I think to-day it is very little. Of course origi-
nally, when Government bonds bore 6 or 7 per ceut interest,
there was quite a profit in the note circulation, but to-day, with
2 per cent bonds, there is very little. One of our banks has 3
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per cent bonds, and the cashier of that bank told me: “ We can
get out of this system and not lose a cent on our bonds.” To-
day there is practieally no profit in circulation, except when the
needs for currency are a great deal more than any ordinary
demand.

Mr. YOUNG of North Dakota. I understand the gentleman
to say that he believes that most of the country banks are
opposed to this measure.

Mr. PLATT. 'That is true in my district, and so far as I have
heard in many other districts.

Mr. YOUNG of North Dakota. Does not the gentleman think
that it is confined very largely to banks where the demand for
money is not as great as the deposits and other resources, to
banks where the deposits are very large, and where the local
demand for money is not sufficient to take up or utilize all their
deposits?

Mr. PLATT. I hardly think so. Of course that is true of my
district and of many of the country bankers with whom I have
talked. I have talked with the country bankers in parts of
Maryland, more or less, and I know they feel just as our
bankers do at home. I should like to ask the gentleman whether
his country bankers, in his district in North Dakota, are in
favor of the bill or against it?

Mr. YOUNG of North Dakota. 'The majority of them are in
favor of it, and that leads me to believe that where the demand
for money is greater than the supply, where the deposits are
not sufficient to take care of the needs of the locality, the banks
are in favor of this Glass measure.

Mr. PLATT. In other words, some of them have an idea
that this measure is going to draw money out of New York and
deposit it where they can get at it, I suppose?

Mr. YOUNG of North Dakota. No.

Mr. PLATT. I am afraid they are going to be dlsappomted

Mr. LINDBERGH. The gentleman said that formerly the
banks made more mouey on their circulation than they now do.
Is it not a fact that formerly they had to pay such a high pre-
mium on the bonds that they did not like to take out circula-
tion?

Mr. PLATT. When they first went into it that was hardly
true.

Mr. LINDBERGH. You mean formerly, under the State
banking law.

Mr. PLATT. When the State banks were reorganized as na-
tional banks there was quite a profit. They bought bonds with
greenbacks and got them below par, sometimes.

Mr. LINDBERGH. I did not understand that that was what
the gentleman meant at first.

Mr. PLATT. Then there is a special injustice in requiring a
20 per cent subscription, of which 10 per cent is to be paid in,
for a 5§ per cent stock, from country banks as compared with
city banks, because it represents from country banks generally
a larger percentage of their actual working capital than from
city banks. It should be remembered that surplus and undi-
vided profits are a part of the working capital of all banks.
Now, the 37 national banks of New York City have a surplus
larger than their capital, and the same is true of the Philadel-
phia banks and of the banks of several eastern reserve cities, like

9455—12322

Federal Reserve Bank of St. Louis



Digitized for FRASER

13

Albany. In Boston the bank surplus is more than two-thirds
of the capital, but outside of New England, New York, New
Jersey, and Pennsylvania the surplus item in bank statements
generally shows less than one-half the capital. In only two -
States, Pennsylvania and New Jersey, is surplus greater than -
capital. In 12 others, including the District of Columbia, it is
more than one-half the capital In Iowa, a typical agricultural
State, the national-bank surplus is less than one-third of the
capital, in Oklahoma it is only a little more than one-fourth, and
in Florida and North Dakota just over one-third. Obviously
the banks of Iowa, Oklahoma, Florida, and North Dakota must
contribute a considerably greater proportion of their resources
to the capital of the Federal reserve banks than the banks of
Pennsylvania and New Jersey or New York City. The New
York City, New Jersey, and Pennsyivania banks are called
upon for a paid subscription of less than 5 per cent, while the
Jowa, Oklahoma, Florida, and North Dakota banks must pay
from 7 to 10 per cent of their working capital. Some of the
big New York City banks have surplus funds much larger than
their capital, and will subscribe considerably less than 5 per
cent, one of them, the Hanover National, less than 2 per cent
of its working capital. Country banks generally have smaller
surplus funds than city banks, and this is particularly true of
the West and South. The forced subscription of 20 per cent,
with 10 per cent paid in, is particularly unjust to recently or-
ganized banks, which have had no opportunity to accumulate
any surplus.

Mr. AUSTIN. Has the gentleman any figures with relation
to Tennessee or the Southern States upon this point that he is
just upon?

Mr. PLATT. The gentleman will find them in the report of
the Banking and Currency Committee, on page 92, I think.

Mr. YOUNG of North Dakota. Will the gentleman yield?

Mr. PLATT. I will.

Mr. YOUNG of North Dakota. I would like to ask the gen-
tleman whether any bankers from the large reserve centers
have made any complaint along the lines he mentions respect-
ing the basis upon which the banks come in; that is to say,
the percentage of their capital which must be paid in toward
the capital of the regional reserve banks?

Mr. PLATT. 1 think the complaint of the large city banks
has been exaggerated. They do not like some sections of the
bill, but I think the chief complaint is from the country banks.
The New York City banks will not suffer as much as the coun-
try banks from the terms of the bill.

Mr. GLASS. Will my colleague yield?

Mr. PLATT. I will

Mr. GLASS. Can the gentleman account for the fact that
the American Banking Association, without a dissenting vote,
swallowed whole, without a grimace, the Aldvich bill, which
required precisely the same thing in the way of capitalization?

Mr. PLATT. I have said that this provision was copied from
the Aldrich bill.

Mr. GLASS. Yes; but that does not explain why they were
willing to go in under the provigions of the Aldrich bill and
are not willing to go in under the same provision in this bill.
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Mr. PLATT. I think the gentleman must admit that the
Aldrich bill was voluntary.

Mr. GLASS That does not explain why they were willing to
come in under precisely the same conditions, indorsing that pro-
vision of the Aldrich bill and bitterly complaining against the
same provision in this bill.

Mr. PLATT. You mean contending against having to pay 10
per cent?

Mr. GLASS. Yes.

Mr. PLATT. I can not reconcile those views. I do not think
the present opposition of the big banks to that feature of the
bill is of any great account.

Mr. YOUNG of North Dakota. Is it not a fact that the small
country banks have not in the past or up to this time, {o any
extent, been represented in the American Banking Association?
Is it not a fact that the association is composed largely of men
from the stronger banks, either from the great cities or the
larger banks in the rural commaunities?

Mr. PLATT. I presume that is a fact.

Mr. GLASS. The smaller banks are largely represented in
the association. I will agree that the larger banks speak for
the smaller banks.

Mr. YOUNG of North Dakota. I do not think the country
banks. have been heard from, at least not officially before the
committees, The large, powerful bankers have assumed to
speak for them.

Mr, PLATT. If the gentleman has received as many letters
as I have, he has heard from them.

Mr. YOUNG of North Dakota. Yes; I have heard from them,
and most of them in my district are in favor of this bill. Some
of them are opposed to the bill in toto, and some of them would
like to see certain amendments made. They would like to have
the Federal reserve board made nonpartisan, and they realize
that they will be required to pay in more than their share of
ihe capital of the regional reserve banks, because the percentage
of 10 per cent is figured only on the capital. Tlhe item of surplus
is not considered. In the country banks the surplus is usually
much smaller in proportion to capital {han the large city banks,
as the gentleman from New York [Mr. Pratr] has already
pointed out.

And if the courteous gentleman from New York will yield for
a couple of minutes longer, I will say that I have also lheard
from a large number of my counstituents, and almost all of them
who have written to me are in favor of this bill; but many of
them are much more interested in the establishment of & system
of rural credits, and some of them have criticized the present
leaders of Congress for delaying the consideration of the estab-
lishment of a system of rural credits or rural banks designed
to lighten the burdensome rates of interest which the farmers
now pay.

Mr. PLATT. Then the compulsory terms of this bill are
unjust, because forcing country banks to give up relations with
their city correspondents, which, generally speaking, have been
profitable and pleasant. If your constituency is one in which
there are only country banks, as is the case with mine, T will
venture the assertion that you have rarely heard of any com-
plaints on the part of those banks of their treatment at the
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hands of their correspondents in the reserve and central re-
serve cities. They have generally been very well treated. ¥Yor
my part I think it exceedingly unwise to attempt to break up
these relations, and I should so amend the bill as to allow at
least 2 per cent of the reserve of the country banks to be de-
posited with their present correspondents, or would cut down
the reserve requirement of country banks to a flat 10 per cent,
which is high enough for safety if the new Federal reserve
system proves at all sueccessful.

Now, the gentleman from Ohio [Mr. BuLkLEY] showed that
the central reserve city banks would have to rediscount in order
to comply with the reserve requirements of this bill. The re-
serve city banks are accustomed to rediscount and the country
banks are not. I talked with one banker in my district who said
he had not rediscounted a note in 12 years and he did not in-
tend to. e considered it a source of weakness. You have got
to break up the whole trend of American banking customs ta
make this bill work. The ecity banks, through the clearing
houses, are accustomed to rediscounts, and will fall into the
thing easily, because they think they are likely to get some
benefits from it.

Mr. Chairman, if it is the expectation of those who framed
this bill that they are going to drain New York of money and
so prevent loans upon stock-exchange collateral, I fear they are
doomed to disappointment. You can not prevent capital from
seeking the best and safest investments, wherever they offer
themselves, any more than you can prevent water from flowing
downhill. Stock-exchange loans are the safest and, generally
speaking, the most liquid that can be made. The Canadian
banks bave something like $150,000,000 on call in Wall Street
for that very reason. Such loans, however, because they are
the safest, are made at low rates, and if higher rates on
equally safe collateral can be obtained in the West and South
some of the funds now loaned in Wall Street will be drawn
away. A central reserve bank would do this Dy providing
greater facilities for loaning at points of greatest demand, but
I am afraid the divided regional scheme of this bill will have
just the opposite effect.

I have here an item from a New York newspaper which I cut
out, showing the money conditions in New York yesterday. It
is as follows:

Time money was inactive and steady. Rates were 4 to 4% per cent
for €0 days, 4% to 43 per cent for 90 days, 5 to 5% per cent for 4, 3,
and 6 months.

That leoks as though money was at a pretty low rate in New
York., A central-regerve hank, in my opinion, would tend to
spread these low rates all over the country.

Mr. CONNELLY of Kansas. In speaking of the safety of
loans on stock-exchange collateral the gentleman mentions that
that ig the safest form and the most liquid. As a matter of fact,
in time of great stress and financial flurey, does not the gentle-
man think that a bank, for instance. like a State savings bank
in the Middle West would have a large portion of its money
on land?

The CHAIRMAN. The tinie of the gentleman from New York
has expired.
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Mr. HAYES. Mr. Chairman, I yield 10 minutes more to the
gentleman. . : :

Mr. CONNELLY of Kansas. As a large part of their money
is invested in farm lands on’the basis of 50 per cent of the
actual value of the land, is not that a better form of security
or just as good security as when stock fluctuates from 10 to
20 and 30 points a day? L

Mr. PLATT. I should doubt that. That may be true of
farm mortgages in Iowa, where lands are quickly salable; but,
as a matter of fact, Auctuations on the stock exchange are not
very large. They go up and down some, and in the case of panic
they go up and down a good deal. I do not see any material
difference between loaning money on divided property like
stocks and bonds—which mean simply divided ownership—than
on loaning money on whole property. Most of us can not go
out and buy a bank or a factory or a railroad, and the best
that we can do is to raise a little money and buy a part of
one. We can go to the bank and borrow part of the money.
I will say this, that as a basis for issuing notes commercial
paper is better than bonds. Commercial notes are supposed
to be based on actual goods on the way to market, goods which
will pay the notes at maturity. As a matter of fact, they do
not pay themselves off. They are frequently renewed.. This
idea of commercial paper is largely based on the old-fashioned
idea that when people buy goods they give notes for the goods.
That is not done to-day nearly as much as formerly. We pay
nowadays by discounting our own notes and pay the bills in
10 days to obtain a reduction or discount. The notes so made
are on their faces accommodation paper. Whether they are
negotiable under this bill or not I can not say. It is doubtful.
The use of that class of paper is increasing all of the time,
and the old class of paper where people gave three months’
notes to those from whom they bought goods is going out of use.

Mr. Chairman, I shall not touch upon the possible effect of
the initial contraction and final expansion and inflation prob-
able under this bill, as others will cover those points, but shall
conclude my remarks by saying that if this bill could be
amended to take out the compulsory feature and to make the
note issues distinetly bank notes, I believe I should vote for
it. Without those amendments I must vote against it, for I do
not believe there is any reason for rushing through an im-
perfect bill of this kind at this time even though it does contain
many good features. [Applause.]
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ADVANTAGES OF BRANCH BANKING

Branch banking means larger stronger country banks through re-
moval of the restrictions that prevent their consolidation over a territory
lsrge enough to afford diversification.

Banking is like insurance. Who would insure a house in a com-
pany that had all its risks in one town? Safety for depositors and adequate
service depends upon diversification, with banking corporations operating
in a number of towns and serving a number of industries.

Branch banking by providing larger country banks in each state
would enable each state to finance at home many large local industries
which must now go to New York for their funds. It would thus tend to de-
centralize credit.

Branch banking stopped bank failures in England. In Canada the
last bank failure occurred almost ten years ago. Since that failure there
have been ncarly ten thouscnd in the United States.

We have tried every conceivable remedy for benk failures in the
United States, except the remedy which has been successful in other coun-
tries - braanch banking.

Banks have a common law right to establish branches, which in
the early years of American banking was generaly recognized, and generally
exercised. The eastern banks, those of the financial centers - the Wall
Street banks - were the first to give up branch banking, which continued
in most of the Southern and Western states down to the Civil Var, or (in
Ohio and Indiana) until state benk notes were taxed out of existence in
ig€é6,

Virginia never had a bank failure before the Civil War., There
were five or six large banks with the smaller places served through
branches.

Under the Glass Bill branches would be permitted only where
found by the Comptroller or the Federal Reserve Board tc be in the pub-
lic interest. Branches would be obtained only through consolidation
with existing banks except where there are now no banking facilities,
Many counties are now entirely without banks.

As Senator Glass has said hundreds, perhaps thousands, of =mall
banks are today in danger. Their depositors can be saved from loss and
their stockholders can be saved from assessment by branch banking. At
this time it is impossible for them to raise new capital to teke cere of
impairment, but they cen be taken over by stronger banks.

EDMUND PLATT.
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I am glad to have an opportunity to speak to a body of trained professional
men Who are not bankers. I meet bankers rather too often and have not enough
contacts with the men who are planning the enterprises that call the money of
the bankers into use and circulation. I am not a banker myself and never was a
banker, and though I have owed bankers a good deal at various times, both in
money and in experience, and am now in a position giving me some supervision
over bankers I do not always look at banking from the banker's point of view.

As engineers are practical men planning for the future I have wondered
somewhat whether you have asked me to speak this evening under the belief that
members of the Federal Reserve Board are endowed with an insight into the future -
the gift of prophesy - with especial reference to the stock market and the
revival of business. I want to assure you that we have no such gift. We don't
know, or at least I do not know, how much higher stocks are going to go, nor
whether the boom in stocks foreshadows a contimued and still greater boom in
industry. We can only judge the future from the past. History has a way of
repeating itself. Economics is called a science by economists, but it is not a
science in the mathematical sense. It has its laws and its formmlas, but they
have by no means the exactness that characterizes the physical sciences. Their
working is often obscured, and interfered with by forces not fully understood
or by political movements or legislation.

There has been a revival of confidence and a revival of business following
a period of several months of depression. I doubt whether the business world
fully eppreciates how considerable the slump of the early part of this year was.
The charts of production, of employment, of prices, etc. make a showing that

would have been regarded almost as a crisis before the war. The decline in
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production amounted to about 22 per cent and the decline in prices to about 9
per cent. The curves of employment and of factory pay rolls both show an abrupt
drop from about February to the middle of July. At that time the decline ended
and a month or so later revival began. The curves have been sharply upward since
early September. Business, Mamfacturing particularly has come up out of a valley
ut production has not yet reached the position occupied last year at this time.
The improvement is by no means all due to improved sentiment or to cheap money.
The position of agriculture is notably better than last year or at any time since
1920. A large cotton crop is bringing very satisfactory returns to a great
producing section of the country and at the same time selling at a price low
enough to give encoursgement to the great textile industries on which another
section depends. A fairly large wheat crop because of foreign conditions is
bringing high prices and renewed hope and confidence to another great section,
without so far causing any very serious increase in the cost of food to the great
mass of comsumers in the cities. The picture would be better if the corn crop
had been mofe satisfactory, and if the live stock industry had been able to make
greater progress towards recovery - but on the whole it is very much better than
we had reason to expect in the spring and early summer. It forms a substantial
basis, apart from the improvement of sentiment, and the low money rates, for a
substantial recovery. In a few spots recovery was retarded by unfortunate con-
ditiong, such as the drouths in New liexico and on the Pacific Coast, and there
have been some brakes on the wheels of progress that may be mentioned. Since

the beginning of the present year almost 700 banks have failed, nearly all small
institutions serving agricultural commnities in the West, and failures of several
such institutions are still reported every week. These are an aftermath of

agricultural depression, but that doesn't in my opinion tell the whole story.
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They are due in large measure to a bad banking system = to a multiplication beyond
all reason of small, weak often badly managed institutions. Bankers will tell

you that our Americaﬁ banking system is the best in the world. If efficiency

and safety and service to all classes of customers in small as well as in large
commnities at reasonable rates are requisites of a good banking system our

American system instead of being the best in the world is not far from the worst.

In no other great commerical nation is there so great a contrast between rates

for loans in the financial centres and fstes for loans in the agricultural sections.
We have 2 per cent money in Wall Street and 10 or 12 per cent money in the Dakotas.
The little country bank - Senator Glass has called some of them toll gates - is
nevertheless regarded as a sacred American institution, little less sacred than the
little red schoolhouse. It can fail in great mumbers just at the time when every-
thing else is recovering yet no one thinks of questioning the institution itself

or of suggesting that a better system of serving small commmnities could be devised -
that is no one except a few economists and theorists who don't count. Bankers are
all for increasing the number of banks, and they have a bill before Congress mow that
will permit the orgenization of smaller national banks in the large cities. A good
system of banking for small commnities should provide banks large enough to afford
good management, and serving a territory wide enough to include a variety of crops
and industries, so that the safety of a bank would not be put in jeopardy by depression
in any one industry or by a mere local calamity. This means larger banks, and less
banks and would probably make necessary the extension of banking facilities to some
of the smaller commnities by means of branches. Branch banking comes under the
condemnation of the American Bankers Association every year, but it is the system of
every other great commercial country, and in spite of various efforts to suppress it
bas made considerable progress in the banking systems of about a third of our states.

You are a2ll familiar with the fact that money rates, in the financial centres,
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have been abnormally low during much of the present year. They have been
lower than at any time during the past ten years. Doubtless you are familiar
also with the chief causes for the low rates - the enormous imports of gold and
the slackening of demand, the open market investments of the Federal reserve
banks. The banks of the larger cities, members of the Federal Reserve System,
at first used their increased funds “ the result of gold imports - to pay their
indebtedness at the Federal reserve banks until they brought the total loans
of the Reserve banks down to their lowest point since the summer of 1917 -
about $220,000,000. Having no further indebtedness to pay) contimed gold
receipts were used as a basis for expanding loans, investments and deposits,
until the total loans and investments of these reporting member benks has now
reached a point $1,000,000,000 higher than at the peak of expansion in 1920.
The growth, however, has been mostly in investments, as since the high point
of 1920 the commercial loans of these banks have decreased roughly $1,500,000,000,
while loans on stocks and bonds have increased about $500,000,000. Commercial
loans have, however, begun to pick up with the revival of business and have in-
creased since the first of September about $375,000,000.
Gold imports have been so enormous in amount,j 290,000,000 in the first

" ten months of 1924 ¥ 40,000,000 larger than in the seme period last year, though
the amount: received in September and October were greatly less than in earlier
months - that European economists have expected they would force a considerable
increase in the price level here - so-called gold inflation. Mr. J. i. Keynes
and some other English writers have pretty frenkly said that it wasn't necessary
for England to meke any further efforts towards restoring the pound sterling
to par, as a rise in prices in the United States due to the inflow of gold would

of itself restore parity. When they found that no such rise of prices was taking

place -~ in fact that prices during the months when the imports of gold were
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largest were falling they declared the Federal Reserve Board was locking up the
gold and preventing it from having its natural effect.

More recently there have been criticisms of a directly opposite character.
Mr. Anderson, of the Chase National Bank pf New York, followed by some of the
writers for financial Jjournals have accused the Federal reserve banks with con-
tributing money to an already saturated market by investing some $500,000,000
in short term government securities. Were the English economists right, and
can the Federal Reserve System prevent inflation by locking up gold? What the
foreign critics failed to understand, I think, is the fact that the Federal
reserve banks are not run for profit. Profits are sometimes forced on them
and then teken away from them in taxes - the so-called franchise tax - but
they are under no necessity or temptation to keep their funds invested as a
commercial bank must do. The resources of the Federal reserve banks are mch
greater now than they were in 1920. The reserve deposits of member banks did
not reach two billion dollars at the peak in 1920 - now they are about two
billion, one hundred and fifty million ($2,150,000,000) but the loans of the
System to member banks are only about one tenth of the loans at the peak in
November 1920. The Reserve banks could have invested their idle funds in govern-
ment securities and in acceptances so as to earn large profits, and if they
had done so would have forced money rates down to an umprecedénted low level.
Whether that would have caused general price inflation I think isn't quite proven,
but many economists think it would have had that effect.

What the Reserve banks actudlly did when they found their loans at a low ebd
and found themselves out of touch with the market was to buy a moderate amount of
open market paper enough to give themselves an income sufficient for bare support,

with the idea mot so much of obtaining earnings as to have something to sell in

case inflationary tendencies should develop. This did have the effect, as
Digitized for FRASER

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



Mr. Anderson of the Chase Bank pointed out, of increasing to some degree the

¢ funds in the market and doubtless made rates lower than they would have been if
the Reserve banks had gone out of business - but the very low rates also had the
effect of slowing up gold imports greatly and of facilitating American investments
in foreign securities - thus helping to furnish funds for the purchase abroad
of our own exports particularly of agricultural produce, and helping to rehabili-
tate the war torn nations of Europe. No price inflation resulted and if the very

low rates were an encouragement - a factor in the revival of business which has

" Ei.?’f'

been in progress for the past two months certainly no harm wes done. Increasing
business demand and probably decreased gold imports should gradwally produce
interest rates more nearly normal. I can meke no predictions for the future -
tut clearly some of the causes of the depression from which we suffered in the

summer have passed.
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"BLANCH BANKING AS A MEANS OF PREVENTING BANK FAILURES"

ADDRESS TO BE DELIVERED BY EDMUND PIATT, VICE GOVERNCR OF THE
FEDERAL RESERVE BOARD, BEFORE THE ROBERT MORRIS ASSOCI-
ATES, JUNE 9, 1925.

Branch banking has not been in favor among American bankers, as a rule,
and when from time to time they have found branches appearing here and there,
after periods of financial depression, they have usually denounced them and
haye sought through their associations to procure the passage of legislation
to supopress them, or to limit them to as narrow a territory as possible.
Occasionally the argument has assumed considerable heat and has brought forth
assertions that branch banking is un-American, and pepresents merely ah effort
of the big banks to ascquire a monopoly of banking and to gobble up all the
country banks.'

On the other hand a recent study of branch banking in the United States -
the first comprehensive study ever made ~ has shown that in some sections of
the country branch banking has been in existence.for a good many years. I think
it a fair conclusion that it has been giving satisfactory service and extending
itself so slowly as to give rise to no serious apprehensions of monopoly, in spite
of the general prejudice of bankers against it. Furthermore this stud&'has
ghown that the country banks engaging in branch banking far out-number the city
banks - 397 banks located in cities of less than 100,000 maintaining branches,
as compared with 284 in cities of more than 100,000. The preponderance of country
banks in branch banking is much more strikingly shown if we compare only banks
which maintain branches outside the city of the home office - the banks against
which Section 9 of the recent McFadden Bill was directed. Of the 310 banks which
have branches outside the home city 229, or almost seventy-five per cent are lo-

cated in cities of less than 25,000, and 129, or more than forty per cent arc in
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"cities" cf less than 2,500 inhabitants. The study, in fact, sppears t0 me to
show that banks in large cities have rarely sought to establish branches in
smaller outside towns, save in one state where conditions are exceptional be-
cause of its great extent north and south, the grest contrasts between its sec-
tions in climate, in rainfall and in crops produced.

All this suggests that perhaps some of the prejudice among American bankers,
and particularly among country bankers, is unwarranted. The facts seem to show
branch banking as it has so far developed in this country to be chiefly a
country bank proposition. It is evident that branch banking comes forward
after every financial depression, often modestly and unobtrusively so far as the
number of banks with branches is concerned, but enough to command some a’.ctention,
and to suggest that there may be some good reason for it, some reason related to
sound economics and safer banking. The panic of 1893 brought a flood of small
bank failures and was follecwed by the establishment of branches by a few insti-
tutions still maintaining branches. The panic of 1907 with its attendant bank
failures not only brcught to a focus the agitation that led to the establishment
of the Federal Reserve System, but gave an impetus tc¢ branch banking in several
states that led to the enactment of several state laws relating to the subject -
notably the California Bank Act of 1909 recognizing and regulating state~-wide
branches, and the New Y;fk Act of the same year recognizing and limiting
city branch banking. The business depression that followed the great war
has brought the question again to the front, with much more general discussion
then ever before, so that there is prospect that the discussion may not only
lead t0 further State legislation but to federal legislation in the direction of
branch banking for national banks within limited territery.

My subject is "Branch Banking as a Mesns of Preventiugz Bank Failures" and

I must not get too far afield. I am nct going to state the arguments for or

.org/
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against branch banking, excepting as they relate tc the metter of bank failures.
You are all familiar with the fact that we have had in this ccuntry & tremendous
number of Lank failures during the past few years - mere than 2,000 since 1920,
and no less than 753 last year, a year of plentiful credit supply and, genorally
speaking, of business reccvery. Furthermcre these failures of banks are continu-
ing this year a{ the ratc of eight or ten a week - there were 295 from the first
of January down to and inqluding May 29th. The situation is highly discreditable
and diséraneful tc us as a commercial nation. We have had recurring periods of
bank failures ever since the early days of our history, ret have been unable or
unwilling to adopt a remsdy, . though the experience of every other conmercial
nation clearly showsthat thefe is a remedy. We seem to regsrd bank failures as’
something inesvitable, an epidemic nct tc be avoided, and no adsquate study of .
their cemses has ever been made. We have, it is true, adopted various palliatives -
required reserves, pooling of reserves in Federal reserve barks, legal restric-
tions of various kinds, particularly with referecnce to loans, and governmental
supervision - but they have not prevented bank failurss, they have only made

them less excusable.

The Federal Reserve Bulletin for Februsry contained an analysis of the 753
bank failures that occurred last yesr, 1924, showing that no less than ?5 per cent
of them were banks with a capital of $25,000 or less, and only 10 per cent of them
were banks with a capital of more than $100,000. One of the Federal Reserve
Agents, who has been making a study of his own, informs me that only 4 national
banks out of about 2,000 with a capital of $250,000 or more have failed since
1920. These figures in themselves present strong prima facie evidence of the
greater stability of the larger banks, and it seems to me rather remerksble that
more of the larger banks have not been dragged down by the great number of small

bank failures. Every bank failure has elements of tragedy for some of the people
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and frequently‘for the whole neighborhood where it occurs, and every bank
failure locks up a portion of the purchasing power of the people. I think it
not too much to say that the bank failures of the past year and of the past
five months have been a factor of great importance in preventing the business
of the country from responding as it should have responded to the favorable in-
fluences that have been evident for the past ten months.

The question will doubtless be asked - doesn't the Federal Reserve System
prevent bank failures? Of course it does. It prevents the failure of sound,
well managed banks by prevent&ng panics. Without it 20,000 banks instead of
2,000 might have been forced to close their doors since 1920, and a large ma-
Jjority of them would have been sound banks forced to close because of inability
to realize on good security in an emergency. But the Federal Reserve System
can do little for banks which have no good and eligible security, whether their
condition has been the result of bad management or of unavoidable involvement in
neighborhood disaster. ZEven when they have ecligible security it is often mﬁ%e
than doubtful whether loaning money to an already over extcnded institution does
good or does . harm. The Federal reserve banks can't make the loans of the
member banks and can't supply good management to banks which are not well managed.
Furthermore, of the 753 bank failures of the year 1924 no less than 78—1/2 per
cent in numbers and 66-1/2 per cent in capital were non-member state banks. The
Federal Reserve System cannot provide a remedy for bank failures in their case,
The underlying banking system must be sound in order to give the Federal Reserve
System a chance to render adeguate service.

Surely if there is a remedy for bank failures the credit men and particu-
larly the Robert Morris Associatgg&éhould be interested in advocating its
adoption. It seems to me thaf the remedy is clearly suggested by the evidence

presented. ¥e must have larger banks, banks large enough to afford good manage-
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ment and large cnough to spread their risks over a variety of industries and over
a considerable territory. The larger banks have a better chance to weather finan-
cial storms because they arc able to sccure, and generally do secure, good manage-
ment, and also because they are not under the same temptation to put all their
eggs in one basket. The large bank serves, as a rule, a greater variety of indus-
tries than a small bank and often spreads its loans so widely that it cannot be
vitally affected by disaster to any one industry.

In fact the largest banksvof our great cities do a national business in
spite of the fact that they‘are not allowed to have branches. Every large manu-
facturing industry and every large mercantile establishment wherever located

. carries an account in New York, and frequeatly also in Chicago and Boston or
Philadelphia. The big business of the big city banks has recently been augmented
by the formation of cooperative marketing associations in the great agricultural
states - associations so large that tﬁey cannct obtain banking accommodation
from local banking institutions but must go to the great benks of the great cities,

Little banks cannot go outside their own territory for business in this way.
They are neighborhood institutions and frequeatly are compelled by force of cir-
cumstances tq make all of their loans not only in a very narrow territory, but
to persons dependent upon one industry, or at most to persons depending upon a
very few industries. Such banks are seriously affected when the neighbo?hood
industry suffers depression, and if that industry is agriculture if frequently
happens that the local bank fails and ties up the farmer's funds just when the
industry itself is recovering. That is what happened last year. Agriculture
made a notable recovery, but 753 banks failed in the United States, nearly all of
them in our agricultural states. With agricultural conditions exactly the same -
or if anything not quite so good - Canada had ne bank failures.

The large bank has another marked advantage over the small bank - it can
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rarely be ruined by a defalcation. It is physically impossible for the officers
of a very large bank to get their hands on enouch of the bank's money to affect
its solvency. Fraud isn!t a major cause of bank failures today, but it is

a rather inportant cause of the failure of small banks. Too many small banks are
one-man banks, the ornc man having control of cash, sccurities and cven in some
ceses of the keys to safe deposii boxes. Human nature is human nature and it
isn't fair to put too meny temptations tefore the best intentioned persoxs.

If wo must have laréer banks in order to afford good mansgercut and to give
the manngement a fair chance for success then we must eithor subject mony people
living in small comrmunities, or in rather thinly secvtled agricultural communities,
to great inconveniences or we must provide them with banking accommodation
through branches - not necessarily on ary very large scale as in Canada, but on a
scale large enough to serve the people adequately and safely. Probably in many
comrinities branch banking by counties would answer. County branch banking has
been in vogue in Iouisiana for a consideratle muber of years and appears to have
been rezasonably successful. Tennessee has receantly adopted it not as an origin-
al scheme, but as a limitation. Maine has branch banking in the county of the
parent bank "and an adjoining county" which gives more latitude. Several other
states permit state-wide branch banking, with results that appear to be
éatisfactory.

I have recently made a visit to California and am convinced that state-wide
branch banking in that state works well, and certainly makes for safety. There
have been very few bank failures in California since 1909 and state banks have
made a better record in this matter than national banks - something which I think
cannot be said of any other state.

Several Southern states have had branch banking for many years and have not

sought to restrict it to counties or localitics. Most of the Southern branch
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banking institutions arc ncvertheless small - averaging less than two branches to
a bank. With the exception of a few such institutions as the Citizens and South-
ern of Savannoh, and the Wachovia Banking and Trust Company of Winston-Salem the
banks with branches in the South are distinctly country banks - in some cases
groups of small banks consolidated under one corporatc management. In spite of
the comparatively small size of these institutions there have been almost no fail-
ures among them - so far as I know only one in 1924. Here again the evidence ap-
pears to t that the additional spread of risk and the ability to pay for better
management than a small unit bank can afford make for safety.

So much for the fundamental safety of branch banking as compared with small
unit banking. There is more than this to be said in favor of "Branch Banking as
a Means of Preventing Bank Failures", I have heard a State Superintendent of
Banking quoted as declaring that one of the great advantages of branch banking
lies in the opportunities it affords for preventing failures through consolida-
tions. Both the Comptroller of the Currency and the State Superintendents fre-
quently advocate the taking over of a weak bank by a strong one in order to pre-
vent a failure, but obviously you can't consolidate two banks located at a dis-
tance from each othe?, as a rule, unless you can keep them both open - one as a
branch of the other. A considerable part of the recent growth of branch banking
has been due not so much to the desire of certain branch banking institutions to
expand, és to the economic pressure of the times - in many cases to the direct
request of the banking authorities.

Branch banking, as I have already said, has started to develop after every
financial reverse, after 1893, after 1907 and now again after 1920, The estab-
lishment of branches is a natural, common law right, where no legal restrictior
exists. Iaws relating to branch banking in the states where they cxist were
passed after branches had bogun to appear, and were passed for the purpose of

limiting or regulating the establishment of branches as a rule, or in some cases
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to prohibit further branches. The prohibitions of branch banking have proven
unfortunate and the states which have permitted branches under proper rogu.latioh
and supervision have fared better than those which have prohibited them - under
similar conditions,

I believe it is unfortunate that the National Banking Act has been generglly
interpreted as not authonizing branch banks. It contains no prohibition of branch
banking and in fact specifically authorizes branch banking through conversion of
state banks with branches, Historically, it seems to me, the evidence is clear
that the Congresses which passed and revised the National Banking Act, from 1863
to 1866, did not intend to prohibit branch banking. They certainly did not intend
to prohibit branch banking within city limits, and it appears reasonably clear
that they did not intend to prevent National banks from having the same privileges
with relation to branches that State banks have,

National banks have made a much better showing than state banks in the matter
of failures during the past four years, but that again is in large measure because
they are generally larger barnks. There were nevertheless 127 National bank
failures in 1924, which is altogether too many. The proportion of failures of
banks with a capital less than $50,000, was fairly large - 55 out of the total
of 127. The National banking system would be much stronger if we could provide
that in the future no banks should be chartered with a capital less than $50,000
(as in the National Banking Act before 1900) or better $100,000, which is no more
than $50,000 represented in the early days of the National Banking Act. Where
smaller banks are necessary to accommodate the people branches should be

permitted.

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



- G
SPEECH DELIVERED NASSAU COUNTY BANKERS ASSOCIATION, MAY 12, 1926.
R

H
I have been asked to spesk to you this afternoon on "Branch Banking', though

I should think the subject might be considered rather academic so far as having
any present application to Nassaum County is concerned unless you have in mind
possible changes in the New York State laws governing the sabject, I am a stfong
believer in branch banking for some sections of the country, particularly for the
great agricultural sec@iﬂfs where there is little diversification of industry, but
I think that the people of :each state should determine through their own legislatures
whether they want branch banking or not, and if they do want it under what limitations.
I believe that national banks should be given the same privileges in the matter of f;
establishing and maintaining branches that are given by the states to state banks,
but I do not believe that Congress should undertake to "declare a policy" in this
matter through amendment either to the National Banking Act or the Federal Reserve
Act with the purpose of influencing state legislation. That has been one of my
chief objectioﬁs to the pending McFadden Bill, particularly in the form in which it
passed the House of Representatives. "Several sections of the bill declare a
Federal Govermment policy with reference to branch banking", says the report of the E
House committee, and although the bill has been greatly modified and in my opinion ' |
greatly improved by the Senate amendments, Senator Pepper's report contains a
similar phrase.

The branch banking sections of the bill were written to satisfy the Americsn
Bankers' Association, which has year after year passed resolutions condenning all
branch banking, in what I rezard as a useless effort to prevent an inevitable and
to some sections of the country a very necessary economic development. The small
baﬁkers, particularly from sections where there is no branch banking end where it
is most needed, have been rallied against breanch banking almost to o men in the
Americen Bankers' Association, and I think 211 of them believe that the National City

Bank of New York or the Illinois lerchants Trust of Chicago would at once gobble them
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up, if there should be any relaxation in the prohibitions and limitations of
present laws.

They ignore entirely, and refuse to give any consideration to the actual
facts, first that the big banks of our large cities, banks like the National City,
the Bank of Commerce and the Guarantee Trust of New York, the First National of
Boston, the Illinois Merchants and the Continental and Commercial of Chicago,
already do business all over the United States without the expense of maintaining
branches, and second that branch banking as it has so far developed in this country
is a country bank, rather than a city bank proposition. Deputy Comptroller Charles
W. Collins in his excellent little book on "Branch Banking in the United States®
admits that the big city banks did not seek to establish branches outside city
limits when they had opportunity, and also admits that the existence of country
banks with branches was scarcely known at the time the Comptroller's office made its
recommendations in favor of the restrictions and "declaration of policy" that led to
the provisions of the McFadden Bill.

He might have added that the banks of at least one big city in a s%ate where

there are no restraining laws have not to this day undertaken to establish any

'4 j,’_')

S
'j /ﬂ outside branches. I refer to Baltimore. Banks in Baltimore have branches within @
A »,b/ # ¥
{ng;; ithe city, but they have not yet undertaken to "gobble up" any country banks, yet

(Pl in lMaryland

?‘ﬂ there were/ in 1924, when the Federsl Reserve Bulletin (December) published a study
o

;Parv of the subject, 15 banks with branches outside the so-called home "c1ty" all of
A
S

Tl them country banks, and operating in all 48 branches. One of these country banks,

~

the Eastern Shore Trust Company of Cambridge, has 20 branches, but I doubt if amny
of you ever have heard of Cembridge as a city in Maryland. One of the branches of
this institution is within ten miles of Washington and others are not very mach
further from Baltimore.

California may seem to present pretty strong evidence in another direction

but even there, where there has been the most rapid development of branch banking,

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



most of the banks with branches are country banks. 1In 1924 53 out of the 99
banks with branches were operating only one branch each, and only 13 had more
than 5 branches. There has been some change in these figures since 1924, but
not enough to change the general picture. It is worthy of note also that state-
wide branch banking was not started by any of the big San Francisco hanks, but
by a comparatively small institution ﬁnder the leadership of an enterprising man
of Italian ancestry, who had spent most of his early life in the provision
business. The big San Francisco bankers didn't want to go into branch banking
outside of San Francisco themselves and didn't believe that Mr. Giannini could
succeed at it. When the Bank of Italy had taken over some of their best
correspondents among the larger country banks their opposition to branch banking
outside city limits became rather pronounced. When I was in California a year
ago I got the impression that the "California league of Independent Bankers,"
which opposes further extension of branch banking, though ostensibly a country
bank organization, is really backed by some of the big bankers of San Francisco
who obt{a:.n a cons:.derable part of their deposits from country correspondents.
su e /| heses of frignedd wit Jarcale ax et
I might add that'banks like the Hanover /a:nd the Park, in New York, to mention
only two that maeke a special'ty of country bank accounts, are not, if my information
is cerrect, found among the advocates of branch banking outside of a limited
¢ ‘territory. Such banks could not esteblish outside branches without competing with
their own correspondents, and they can probably make mor+nney by loaning their
country bank accounts and by meking occasional loans to their corresponding banks
than they could 5y going into country banking themselves. ‘You may of course say
that New York City banks might easily esteblish branches in contiguous territoery,
such as Nassau County, if the law allowed and so they might and probably would.
The Chio law permits contiguous territcry branch banking, anékboth Cleveland and
Cincinnati banks have established a few branches in adjoining municipalities outside
the city, but I don't believe the New York State Legislature would grant any such
Digitized for FRASER
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extension in this State, if the Nassau and Westchester County bankers were
opposed to it. I was somewhat interested inthe fact that representatives of
Group VI, from Westchester County, appeared before the Banking and Currency
Committee of the United States Senate in February to oppose ranch banking
in contiguous territory. These representatives of Westchester were H. B.
Vinson, George S. BEdie, and W. F. Bleakley of Yonkers. Just why they should
oppose the amencdnent in the Senate draft of the McFadden bill giving Netional
Banks contiguous territory branch bankingvhere state banks have that privilege
I can't quite understand. It won't do Westchester County any good to prevent
national benks in Chio or Californis from having equal privileges with State banks.

Nor do I see why the Cook County Bankers of Chicago should be taking the
lead in opposition to any and every kind of e xtension of branch banking, or why
they should be excited over branch banking in California. The State of California
has an enormous extent notrth and South, a great variety of climmtes, and of
crops maturing at different periods, and undoubtedly presents a more favorable
field for State wide branch banking that any other State. To some extent branch
banking has been made necessary there by the development of great co-operative
marketing'associations handling citrus fruits, reisins, prunes, English walnuts,
long staple cotton and other products grown mostly under irrigation, from the
Imperial Velley in the extreme south to the upper Sacramento Valley in the north.
The Pbusiness of these associations is much too large to e handled by local banks,
and the branches oithe Bank of Italj of San Francisco and of the Pacific Southwest
and other.bgzkg7:rgn52%§:ring a service that appears to me to be essential to the
prosperity of the great agricultursl sections of the State. A study of the state-
ments of these banks with wide-spread branches shows that their profits come not from
any merked economies over unit banking - the branch menagers often receive higher

salaries than are paid the cashiers of unit banks doing the seme volume of local
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business - tut from 2 more continuous use of their funds and from a lower

percentage of losses. Local banks have their periods of stress when they have to
" borrow heavily to meet local demands, followed by periods of glut when their funds
pile up in city correspondent banks or are loaﬁed in Wall Street. 1In order to
meet what asppears to them to be urgent local demands they frequently borrow too
mach and if crops fail or prices are low, get themselves in serious trouble. The
branch banking organizations rarely have to borrow and they use a surplus of funds
in one place to meet a peak demend in another, without the necessity of loaning at
rates usually mch lower, in Wall Street.

It does not follow, as I have already intimated that state-wide branch banking
in other states would be as successful as in California, but it is worthy of note
that California in spite of agricultural ups and downs as serious as any in the
grain and cotton growing states has had very few bank feilures.

My interest in braﬁch banking as a country bank proposition comes from the
effort to find some means of preventing bank failures, which are peculiarly an
American institution, and an institution of which I am sure none of us are proud.
Even in the best years we have always bank failures somewhere - mostly in the West.
For the purpose of serving an agricultural community adequately and safely I am
convinced that the section of our country between the Mississippi River and the
Pacific slope has the worst banking system in the world. The states of this section,
¥  and some other states also, have permitted the establishment of benks with a capital

as smé.ll as $10,000, in a few states $5,000. Charles F. Dunbar decl'ared as long ago
as 1892 that this was an effort to diffuse banking accommodations as widely among

the people of sparsely settled neighborhoods as other countries did by branch bank-
ing. Professor Dunbar seemed to consider these little banks as necessary under our
unit system, but declared that these small commmities could be much better and more

® safely served by branches. The experience of the country since that date has several

times clearly demonstrated that he was right - but nothing has been done about it
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in the section where conditions are the worst except to try the experiment of
guaranteeing deposits, an experiment which has been abandoned in Oklahoma where

§ it first started, and now has few advocates anywhere.

Bank failures have been so numerous during the past few years, most of them

in the grein and cattle sections of the country, that the bankers' magazines have
been forced to take notice of them, and articles with some such title  as "Can
Benking Be llade Safer" have been frequent. The 0ld American idea that such bank
failures as have occurred in the West are a negessary outcome of agricultural de-

4 ©Pression - a sort of Act of God - for which there is no remedy, has been giving way
to more enligiuiened ideas. The fact that agricultural depression under exactly the
same conditions cansed no bank failures in Canada has forced itself upon the atten-
tion of bankers and state bank superintendents, as well as upon the economists and
students of banking., Several state superintendents have contributed to the dis-
cussion in the financial journals. Nr. Roy L. Bone, Commissioner of Banking in Ka:ﬁsas
said in "Trust Companies" for April "There have been something over 100 bank failures

in Kansas since Jamuary 1919 and there are few that can be attributed wholly to

economic conditions. Most of them have been due to bad banking, lack of knowledge of
credits and over-banked conditions." OQOthers have expressed similar opinions, and

they are confirmed by offigers of the Westen#and Southern Federal Reserve banks with
whom I have talked. mapm Recent writers on the subject declare that there
are too many banks in the agricultural West, and that many of them are too small for
adequate, safe service and good management. When it comes to recommendations, however,
they do not seem to want to go Deyond the minimam limit of the National BDanking Act

as to capital. Most of them declare that no banks should be chartered with a capitel
less than $25,000 - that people in a town which camnot support a bank with a capital
of $25,000 can in these days of Ford cars easily go to the next town. Doubtless that

® is true of most places, but even with $25,000 as the minimum capitalization there will

be some neighborhoods left without banking accommodation which could with reasonable
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safety be given accommodation through branches. Apparently the state superin-
tendents who have written on the subject of safer banking stop short of recommend-
ing $50,000 as a minimum cepitalization becsuse fhey reglize that at least some
branch banking would then become necessary. They say we must have fewer banks and
larger banks, that present small banks in western and southern states should be
consolidated, but because of the prejudice against branches they are not willing
to advocate the merger of two banks in places ten miles apart with one of the banks
becoming a branch of the other, Yet that is, in my judement, what has got to be
done to make any real progress. $25,000 banks are better than $10,000 banks, but
they are too small to afford the sort of management that banks ought to have or

to give the service that should be given. During the year 1924 191 banks with a
capital of $25,000 failed, and 135 more closed their doors in 1925.

Some interesting studies of bank failures have been made during the past year
or two including one by Professor 0. M. W. Sprague of Harvard for the Federal
Reserve Board, and another by Dr. H. Parker Willis, Professor of Banking at Columbia.
Dr. Willis presented the results of his study at the hearings in February on the
pending McFadden Bill before the Banking and Currency Committee of the United States
Senate. A good deal of his information is published in the hesrings in tabular form,
and covers the &ears from 1900 to 1925 inclusive. According to his figures there
have been 4,167 bank failures in this country during those 25 years - certainly not
a creditable showing for a great industrial nztion. The smallest number of failures
was in 1918 when there were 20 and the greatest in 1924 when there were 613. His
fizures, tekxen from R. G. Dunn's Review, are low, according to the Federal Reserve
Board's reports. Our figures for 1924 are 777 or 164 more than Dr. Willisjy and for
1925 Dr. Willis's figures are incomplete covering only nine months. According to

our figures, as published in the April Federal Reserve Bulletin, there were 612

failures last year, or a total of 1,389 for the two years.

- 2 4
As bearing on the cuestion whether accommodetions can safely be given vo very
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small places by mesns of very small independent banks the Federal Reserve Bulletin
shows that 40 per cent of 21l the bank failures of the past two years were of

banks in places of less than 500 population, and over 61 per cent in places of less

than 1,000 population, while only 20 per cent of the total failures occurred in

urban commnities as defined by the Census Buream, i.e., places of 2;500 population

or over. 63.4 per cent of all bank suspensions during the two years were banks
and under,

with a capital of $25,00q1and less than 10 per cent were banks with a capital of
$100,000 or more. The averége capital of suspended banks was $38,243 and the

€ average of their deposits $281,182.

Some of you will say that it is no wonder these banks failed - that it is

impossible to make anything in banking with deposits as small as that aversge. So

: it is in the East, as a rule, tut in the West and South most of the country banks
get 8 pef cent and 10 per cent interest on their local loans, and in a few states
as high as 12 per cent. Even that represents some improvement over earlier days.
I have talked with me who remember well when counfry bank loans in the West and
South were generally at 2 per cent a month, and I think there are places today where
they manage to get 16 per cent. These high rates are partly justified by the risks
taken (though in many cases the risks ought not to be taken at any rate) but are
in my opinion largely due to the high overhead and wasteful competition for deposits
incident to our system of multitudious small independent unit banks. There are no
such great contrasts in rates between the East and the West in Canada as there are
in this country, though Canada is a newer and poorer country than the United States.
The Canadian benking system is certainly better for the agricultural West than

' our system tut probably not so good for the Bast. The money deposited in Eastern

sections is very readily loaned in the West where the demand is greatest, especially

in the fall when the mEmamixkexzreaxtEgt harvesting and crop moving season is on.

’ e do the same thihg through our banking cystem, baut not so directly, Our Western

banks obtain their money for crop moving largely by borrowing from eastern banks, and
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before the mbney reaches the small banks in the Dekotas it sometimes goes

through two or three borrowings. The Federal Reserve System has enabled
. to borrow
mernber banks in the West/directly from their regional Reserve banks, but
they still have to borrow, and as many of them carry balances in New York
they still do a part of their borrowing in New York.

Unit banking works very well in the East and there appears to be no wry
strong reason for brench banking, so far as the security of depositors is con-
cerned, in any of the eastern states. Most of our eastern country banks have
more money on deposit than they have demand for at home, and z2lmost all of
them are large holders of bonds, and are also purchasers ;f co.r:mﬁercial paper
from brokers. There is so mch diversification of industry in phe East that
few of our country banks are under much temptation fo loan an undue proportion
’ of their funds to one industry. They obtain their spread of risk largely

in their own territory and partly through purchasing commercial papér and

bonds, and through collateral loans. BEanks in the great agricultural sections &

the country have surplus funds seasonally, btut are also ‘seasénally short of

funds to an even greater amount, Some of them are a2lmost constant 'borrowe

;,r 1t @borwacly Qo A e peneld, / ""Z ~HoaY
and few of them own bonds. ‘ﬂ‘xere are altogetheﬁf too many smal bam:s/ in/ most
of the western states. There is xmomk one bank to about 7,300 people in New

York and New England, while in the six states in which bank failures were most

namerous in 1924 and 1925 - Iowa, Missouri, Minnesota, North Dekota, South

Dakote and Qklahoma - the average mumber of people to each bank ranged from

about 800 in North Dskota to 2,100 and 2,400 in Missouri and Cklzhoma. In
i the country as a whole the average is one bank for sbout 4,000 people. The

problem, as I see it, is to consolidate the small banks in the West into groups,

so as to make larger}banks end so as to give them if possible some chance to

spread their xxxk loans over a variety of industries, or at lead over a variety

of crops. The South has done something in' this direction. ' State-wide branch
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banking is permitted in Delaware, Maryland, Virginis, North and South Carolina
and Georgia, and there are a few banks with branches in Alabama and Mississippi.
Iouisiana and Tennessee under present laws have branch banking within county
limits.

It may surprise you that branch banking does not run wild in the South.
There are some 250 banks with branches outside the town of the parent bank,
but they scarcely average two branches each, although two banks, one in Georgia
and one in Maryland have 20 branches each, and there are several with from 10
to 15 branches. They are nearly all country banks, and ineach state there is
a growth of only a few branches each year. The largest bank with branches in
the South, and it is one of the largest Dbanks in the South, is the Citizens and
Southern of Savannah, which has branches in Atlanta, Augusta, Macon, Athens and
Valdosta. It has an application pending for a branch at Albany, but has shown no
disposition to go into the smaller towns. The Wachovia Bank and Trust Company of
Winston-Salem, North Carolina, is another example of a bank with branches only
in the larger towns. Benks with branches in small towns are generally rather small
benks - some of them with a capital of not more than $100,000. I think that many
of them are too small for the best results, but they have stood up well during the
past four years and have demonstrated, I think, that they have some advantages

over the small unit banks. .

A good deal of the recent growth of branch banking, outside the cities, has
been due not so much to desire for expansion on the part of the officers of branch
banking organizations, as to pressure for consolidation to prevent failures. A
mamber of the branches of the Bank of Italy and of the Pacific Southwest in Califor-
niea were obtained because they were urged by the Superintendent of Banks, and in one

or two casés 2lso by the Comptroller of the Currency, to take over banks in weakened

condition. A few such cases have occurred in Arizona, in Georgia and in North and
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South Carolina. Such consolidations have been common enough within city limits
in the VWest and many a bad situation hes been taken care of in that way. What
good reason is there why similar consolidations should not be made when the banks
are located in small places twenty-five miles from each other, or even further.
Even if no new industries are covered by the extension of loans over a wider area
the advantage of larger size and broader outlook appears to be worth while.

The ﬁsual arguments against so-called state-wide branch banking - such as lack
of interest of branch managers in the locality, or "absentee baniking" - do not at all
apply to these country branch banking systems in the South. Every branch tcwn or
village is represented on the board of directors, and even in systems with ten or
fifteen branches, the branches are seldom more than a two hour drive from the head
office. One of the best examples of such a bank is the Calcasieu National Bark of
g Lake Charles, Louisiana, a bank with eight branches, a1l outside the city of the
so-called "parent bank", This bank has a capital of $1,000,000, and no one in the
territory served by it will deny that it provides much better service than would be
possible for nmine little independent banks. . This bank was originslly, of course,
& State bank, but nationalized bringing its branches into the National system a
mmber of years ago under an amendment to the National Banking Act which has been on
the Statute books since 1865. The pending lcFadden Bill as it passed the Hﬁuse of
Representatives would have repealed this provision of the law - without the slightest
reason, except to "declare a Federal Government policy" against branch banking. The
Senate draft retains the provisions of the Act of 1865 so far as branches in exist-
ence at the time of the passagze of the Dill are concerned, which is better, but wiil
discourage to some little extent the formation in the future of such countiry branch
5 banking systems.

Another excellent example of a country bank with branches is the Grenada Bank of
Grenada, Mississippi, a bank with 12 branches. MNr. J. T. Thomas, President of this
Digitized for FRASER
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. bank, has recently published a very interesting pamphlet entitled "Eranch Banking,
the Best System for Agricultural Countries! which is in large measure a history
of his own bank. This bank established its first branch in 1898 and has had all
of its present branches since 1906. It is therefore no experiment. Still another
southern institution which has been operating branches for more than twenty-five
years is the "Tennessee Valley Bank" of Decatur, Alsbama, with 15 branches. Tﬁe
Grenada Bark is 2 member of the Federal Reserve System, but the Tennessee Valley
Bank is a2 non-member. Nearly all of the smaller banks with branches in the South -
and the same is true of liaine - are non-members.
The licFadden Bill as it passed the House would have prevented them from ever
‘ becoming members of the System unless they gave up their branches outside so-called
Weity" limits. Such a2 provision would certainly not attract these little banks,
some of which were operating branches long before the Federal Reserve Act was passed,
to the System. Its only effect would be to deprive the Federal Reserve System of
v some very desirable members. If branch banking is an advantage it cannot be dis-
couraged by any such clumsy exhibition of narrowness and prejudice. The Senate
! draft of this provision would admit these banks to the Reserve System with the
branches they now have. That is better, tut in all probability its passage will
simply become an additional argument against joining the Federal Reserve System, as
it will mean surrendering a charter right, which is of value and is in accordance
& with the best banking principles. QOccasionally these non-member banks with branches
consolidate with a nationsl bank and maske it a branch, to the discomforture of the
Comptroller of the Currency. A recent case was the tzking over of the First National
Bank of lrfreesboro, North Carclona, by thé Farmers Atlantic Bank of Ahoskie, North
Carolina, in January last. Ahoskie appears to Te 2 city of some 1,500 people and
the Farmers Atlantic Bank now hag two branches, certainly not a serious menace to the
¢ liberties of the American people.

I might go into the question whether branch banking is un-American, a phrase
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mich in use by the Anti-branch benking associations, but will only take time to
say that before the Civil War branch banking prevailed in nearly =2ll the western
and southern states, but was either very rare or non-existent in the East. 1In
short the sections of the country which pride themselves most on their Americenism
were the sections in which branch banking prevailed. Of these old time branch
banking institutions the Bank of Indiara, of which Hugh McCulloch was President,
wes the best example. I think there has always been some branch banking in the
South from that day to this - except in so far as the Civil War may have destroyed
banking in the South.

In conclusion let me say agein that branch beanking is a country bank proposi-
tion. City branch benking is a matter of convenience, like city branch post
offices, but can hardly be said to be of muc]g economic importance. Country branch
banking affords a means of providing larger, better managed and generzlly safer
banks to the agricultural sections where banking units have been and still are the
smellest and weakest. Where such branch banking is permitted by law it has not run
wild but develops slowly, mostly in response to demand for larger organizations and
better service. There appears to be no compelling reason, so far as safety is con-
cerned, for branch hanking in the eastern states, but branch banking limited to
counties would have some advantages and might be tried. Whether you favor or oppose
branch banking for Nassau Oounty‘there is no reason why you or any other eastern
bankers should favor the enactment of Federal legislation for the purpose of dis-
couraging the development of a sound system of benking which has been established

in other States and is telieved by the people of those States to be of &advantage

to them.
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ADTRESS TO IE DULIVIRSD JUNE 15th, 1926
NIV TNGLAYD BANFERS' AS:OIATICY
YEY¥ IONDOY, CON¥,

Since the decision to publish the so-called "street loans" or
broker's loans made in Hew Yorl as a wart of the regular weelzly statenent
of condition of rovorting member banks there has not been very much in the
functioning of the Federsl Reserve System to attract attention. Apart from
the rovanping of the criticisms of 1920-21 in the Iowa primary campaign the
System has been gonerally'free from political attack, and I think mey al-
most be sald to be in more danger today from the cxtravagant encomiums of
its friends than from attacks of its enemies, The charters of the Federal
reserve banks have been extended 50 years by the McFadden banking bill, al-
most without owposition - in fact without any cxpressed opvosition at all
in the Senate, which was rather surorising.

The decision to publish brokers!' loans was the result of mature
considcration, and had been discussed informally in the Federal Reserve
Board and in the Fcdoral Rescrve Banlz of New York for more than a year,

The Wew York Reserve bank had been receiving reports from a group of the
leading banks of the city showing their loans to brokers on demand and on
time, both for their own account and for the account of correspondents.
This gave sonme indication of the amount of credit absorbed by the stock
market, and it appeared that most of the banks furnishing these reports
were willing to have the totols made public., The governors of the Stock
Exchange, when consulted were also favorable to publication and as you know

decided to obtain the figures from the borrowing brokers and publish thom,
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so that the public would have the information as coming both from the chief
lenders and from the borrowers who arce menvers of the Exchange.

The nublication of these loons to brokers was well reccived, though
the size of the fund was cvidently o surprise to many people. It isn't the
business of the Federal Reserve System to regulate the market for securities,
but it is a part of its busincss to krnow how and where credit is being useds
During the laticr vart of last year the Federal Rescrve Board and the directors
of many of the Federal reserve banks looked with some apprehension upon the
gatherihg force of speculation in securities and in real estate. Rafos were
réised in four of the Reserve districts, as you know, beginning with this
district, the Boston district, one half of one percent,'followed by an in-
crease in the lew York district soon after the first of Januvary. The Boston
incrcasc in November was hailed as a turning point by scme of the speculators
in the Btock Market, and though insignificant in itsclf was used as a signal
for a sharn break in the price of securities, I may say here in New England
that the directors of the Boston Federal Reserve Bank voted that increase

of one half per cent in September and it might have been better if it had

been apnroved and put into effect then. There was more or less criticism

of the delay in the increase of some of these rates, but that criticism, if
valid at all, does not hold against the Federal Reserve Bank of Boston.

It appeared that Federal reserve funds were indirectly used in
e call loan market and the spread between call loan rates and Federal
Reserve rates at 3-1/2 ner ceat was clearly, in my opinion, too great. The
slight increpses of rates, however, did not prevent the prices of securities
from recovering rapidly and from reaching new high levels early in the year
only to be followed some two months later by a scvere period of readjustment,

Just how much Federal Reserve nolicics have had to do with all this it is
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difficult to say, though it has given the financial uriters ample owportunity
for cxpressing their opirions and has doubtless stimulated study of the state-
ments of the Reserve banks nublished from week to week,

It secems novw to be the cousensus of opinion that the break in
socuriticé in March did not foreshadow any very serious decline in the business
of the couantry which has mairtained itself at o rather surprisiugly high level
ever siance, while the outstanding volwie of Federal Reserve crédit has been
continuously higher than at the same veriods a year ago, and was on June 10Oth
about $84,00C,000 more than at the same time last year.

The Federal Reserve Foard and the Federal Reserve System have been
criticised for many things and have been praised for many things, and I
sorietimes thinlk: that the oraise received is likely to do it quite as mwch
harm as the adverse criticism., Foreign economists have credited the Federal
Reserve Board with accormlishments little short of miraculous, ~They have
credited us with preventing the great gold importations from producing another
inflation of prices and declarcd that we nractically control the destinies
of the world in the matter of prices as well as credit.

I 30 not know how much the rank and file of bankers who are members
of such an organization as the New England Bankers Association may have read
about the hearings on the bill introduced by Representative Strong of Kansas
directing the Federal Reéerve banks and Poard to use all their powers to
prorote a stable nrice level, dut from a Federal Reserve point of view
these hearings have been rather the most interesting thing that has taken
place in Washington during the past session of Congress, much more inter-
esting in fact than the hearings and debates on the McFadden bill and on

the branch banlzing controversy.
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The idea of a stoble arice Level i a cantivating oac vhich has
becu given widesnread interest by the Stable lLoucy Association at the head
of which is Profucscr Irving Figher of Yale University. It was in fact
Profescor Fisher aad Yr. Lombard of this Association vho scized unon the
Strong bill as a zmeans of sorcading their ideas that gave the hearings a

)

standing. So far as I Imow uone o

i

these hearings, although they started
in March and mroceeded through April and for a weelr or two in llar, have yet
been orinted, but the testimony has beon so voluminous that it will »Hrobabdbly
be a good while Teforce all of it can be revised and Hublished.

In the coursec of their testirony expovnding their thcories,
Professor Fisher and cther economists who hold substantially the sawe views,
declared that the Strong bill merely gove to the Federal Reserve 3Board and
Bants the dircction to continue doing what they had alrcady becn doing,
Thesc economists declared that the Federal Reserve Systom was and is pro-
noting a stable nrice level as shown by the commarative stability of »rices
since 1922, and they cited charts and statements from the reports of the
Tederal Reserve Poard and from the Federal Reserve Bulletins in support of
this belief, They called uvnon the operating officials of the Federal
reserve banks, notably Kr, Benjamin Strong, Governor of the Federal Reserve
Bank of New York, and lr. Norris of the Federal Reserve Bank of Philadel-

for

nhia, Governor Strong was lent before the Committee day after C&V/SOMO—
thing like two weelzs and the Cormittee took occasion to question him not
only as to the operations of a bank that might nerhaps have had an effect
upon the price level, but as to every detail of operation. The Cormittee

wanted to ¥mow not only all the cousiderations which nove the directors
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in advancing or lowering discount rates, and the purchasc of Joverrment
sccuritics or acceptances through open market operaticns, but they wanted
to 1now how acceptances arc drawn, just how they finance the moveoneant of
goods in import and export and in domestic transactions, How they get into
the hands of dealers and how they come into posscssion of Federal reserve
banls,

Governor Strong was flanlted by Deputy Governor Harrisoa, lir.
Burgess and somc of the othor officials of the Federal Reserve Banlz of
New York and went very patiently into details of all these opcrations. He
explained fully how the acceptance rarket was built up, stating that it had
to be built up from the bottom and showing that it was necessary to have
dealers in the financial centers carrying porffolios of bills to be dis-
tributed to member bazls or corporations having surplus funds 3o invest.
Such aealers or brokers have for many years existed in London and in fact
the Bank of England almost invariably deals with ther and not directly
with the Joint Stock Banks which carry their reserves in the central bank,

The Federal Reserve Act provides for member banks carrying re-
serves in the Federal reserve banks and provides that member banks only
may rediscount their paper with Federal resérve banks, but it also gives
Federal reserve banlts the authority to make contracts and authorizes the
purchase of government securities,'drafts and bills of exchange in the
open market., Under this authority the Federal Reserve Bani of New York
and occasionally other Federal reserve banks take short term govermment
securities and acceptances from dealers on repurchase agreements at times
when money rates malke it impossidle for the dealers to carry their port-

folios on call money without serious loss. Governor Strong and others
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w0 have studliocd the bill merket carcfully counsider this scorvice absolutely
escential to the continued ovcraticns of the dealers and the dealers them-
selves are, of course, essential to the building up in this couwitr: of en
acceatance or bill nmarlzet., Some of the menbers of the House Banling and
Currency Cormittec questioned the legality of these onmerations ot wopcared
to be satisfied as the hearings orogresred that they are not only essential
wt legal. It would sec: that it could nct hove been the inteantion of
Cougress to prohidbit operations with the declers in bills of exchange and
accentances vhich are the very backbone of such central bank operations as
have been carried on by the Barlr of Enzland for gencrations,

I may soy in massing that the questicas aslred of Governor Strong
and other representatives of the Federal Reserve Bau of Mew York amounted
alnost to a searching investigzation not only of its operations but of its
expenses in every direction, and Goveramer Strong subtiitted charts showing
the organization of the Banlt and the functioning of every department to-
gether with ruch of the detail of its exvenses. When these things are pub-
lished they ray be of interest to some of you. Those of us who have watched
its operations from week to week, from nonth to month and from year to year
arc satisfied that the Federal Reserve Bank cof New York as well as the
Fecderal Reserve Bank of Boston and the cther banks in the System arc well
organized and officercd by men of high type, who conduct then with an eye
single to the nublic welfare.

Besides Governor Norris and Governor Strong Mr, Adolph C. Miller,

Member of the Federal Reserve Board, has tcestified at considerable length

beforc the House Corxtittee with relation to the Strong bill and has explained
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by means of charts aad othorwise the technique built un by  the Federal Reserve
Board to cnable it to form some judgrent with relation to credit and business
conditionsﬁ and the desirability from time to time of changes in policy whether
in rates or in open market riatters. The open market operations of the Fed-
‘cral Reserve Board werc first explained in some detail in the Board's anmial
report of 1923, a report which attracted an unusual amount of attention from
econonists and financial writers. Some of them Jurped to the conclusion
that open market operations were of far rorc importance than discount rates
and that herec lay the sceret of the Board's success in maintaining, as some
of then believed, a fairly stable price level., I think it may be said,
nevertheless, that the open rarlzet policy of the Board was not instituted with
any idea of promoting a stable price level theugh price indexes are of coursc
anong the cvidences of busincss conditioms consulted.

Federal rescrve banks on their own initiative in 1921 and 1922
began to purchase short torm government securities with the idea of maintain-
ing their earning asscts at a time vhen their rediscounts were rapidly run-
uing off, The Federal Rescrve Board at first conten#ed itself by pointing
out to them that by purchesing these short term govermments in considerable
apounts they were not really adding to their earning assets but were merely
transferring thom from rcdiscount to investments as they were actually fur-
nishing the ricney to the rarlet with which the rediscounts were paid off,
The total volume of these govermment securities held by the Federal reserve
vonl:s approached $600,000,000 in the swrer of 1922 and it seemed timc to
call a halt, as the Reserve banks were absorbing so large a volume of these

securities as to give them an artificial martet. The fund was then gradually
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liquidated in large measare snd in Loril 1223 an Open larket Comittee was
formed under suvervision of the Feleral Descrve Board with the statement
that its operaticns ware to be governed with primarv regard “to the accormo-
dation of comrerce and business and to the effect of such vurchases in the
general credit situation."

In general I thinlz it may be said that this expressed purpose has
been well carried out, Several meetings of the Open Mariet Committee are
held every year arnd with particular regard to the effect of purchase and
sales of securities in connection with the quarterly Treasury operations that
come at the time income taxes are paid. At these veriods the opcrations of
the Cpen Market Cormittee have certainiy served to prevent extreme fluctuations
of noney ratses in the leading financial narkets., How this is donc was well

explained in the Federal Reserve Bulletin for April last with refereance to

the llarch 15th Treasury operations. On that date the Treasury was called
upon to pay out over $700,000,000 for the redemmtion of maturing security
issucs and for interest on the »ublic debt, and during the following weck

it purchased over $100,000,000 of Third Liberty bonds for account of the
sinkking fund. At the sane tinme the Treasury received rmore than $400,000,000
in incore taxes and about $500,000,000 in the proceeds of the new refund-
ing issuc of Urited States Bonds.

Doubtless rany of you remenber the extrene fluctuations in call
roney rates that uscd to take place around these tax paynent dates, The
Treasury would disburse a large amount of money on the 15th of the month
but the checks in payment of income taxes could not 21l be collected prompt~-

ly on that date and consequently money rates for a few days would be ex-

tremely easy followed by a gradual tightening up. The Treasury has obtained

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



Digitized for FRASER

its funds for mayments on the 156th of each moenth in part from overdrafts at
the Federal reserve barks covered by the sale tothe Federal roserve banks of
speceial certificates of indcbtedncss. 1 Now York on the 15th of last March
it amountcd to $190,000,000 =with $19,000,000 additional o the Federal Re-
serve Banlz of Chicago. These certificates were cut down each day following
as the proceeds from income tax payments were brought in and the last por-
tion was taken up by the Treasury on March 19th, Treasury outlays excecded
reccints for a day or so by about $130,000,000 and to €ffset this in part
the New York Reserve Bank on March 13th and 15th sold government securities
under repurchase agreements to the banks in the city, thus preventing any
violent fluctuations in money rates.

Undoubtedly this is a valuadble service, as such fluctuations in
the money rates are always misunderstood by some pcople and may cause them
to make cormitments which they otherwise.would not make, This is a simple
casc of the use of open market facilities in stcadying short time interest
rates. Something can be done and has been done along the same line over
longor veriods but it is caéy to exaggerate the effects of such operations
and it is not easy always to bring into thec picturc other contributing
factors which those who are watching the thing from day to day cannot in
fact always sce until afterwards., That the open market operations of the
Federal reserve banks have had scme effect in the dircction of steadying
the gencral price level is probably true, but to infer from this that in-
tercst rates can be so manipulated through open market operations as to
promotc continuously a stable price level is an inference which secms to

me unwarranted.
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The thecry itself upon which the wroposal for Federal Reserve ac-
tion to stabilize nrices is based is not by any means universally accepted,
and among the econumists who were called before the Banking and Currency
Cormittec Professor 0. M. W. Spraguec of Harvard and Dr. Walter W, Stewart,
who for several years was Chief of the Division of Analysis and Rescarch of
the Federal Reserve Board, called it seriously; into question. Professor
Sorague, I suppose, will be generally admitted to be the lcading authority
on the eccnomics of brnking in the United States. He said in his testimony
before the Committece "I am very certain in my own mind that it is not possible
to handle the ordinary oscillations of vrices effectively by means of Reserve
bank operaticms®., Ho stated that he thought a marked inflation developing
into a scller's market could be checked in somc measure by Federal Reserve
operations, but he did not believe that moderate variations in price "such
as we find at the present time" could be directly attacked by Federal Reserve
policies to any advantage. Citing the fact that there had been a decline in
the general price level of about 7 points in the last few months he asked how
anyonc could tcll what would be the effect of injecting arbitrarily addi-
tional credit into the situation. Open market operations he étated would
nercly put additional money in/tge New York market and there was no good
reason for supposing, for instance, that this would have tﬁe effect of ad~
vancing the prices of the cormodities that are lowest. It would be more
likely, if it had any effcct upon prices, to advance the prices of the com-
modities that had at the time ﬁhe strongest tone in the market. "No central
bank" sald he "so far as I know has ever assurmed the responsibility for the

stabilization of prices."
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Both Professor Soraguc and Dr. Stewart attacked the statements of
Professor Fisher and other cconomists who had declared the comparative
stability of the price level from 1922 to the present time was due to the
policics of the ¥ederal Reserve Systen. Profossor Sprague said "I do not
believe that that degrec of stability is to be in the main attributed to
the managerient of tlie Federal reserve banks., I consider it primorily duc
to the attitude of the business corrmunity which continued to recall the
losses which it had cixnerieanced in 1920-21,  The business corrmnity has
been in the state of mind ready to teke in sail at very short notice indeed."
He disagreced strongly with the opinion which had been expressed to the ef-
fect that the upward moverient of prices which culminated in the soring of
1623 was checked primarily by Federal Reserve policies and declared that
agricultural prices were at that time out of line with industrial prices
and stated that he knew "of no instance of o decided inflationary corndition
develoving which did not start with a fairly sound situation as regards
prices between agriculture and industry, end a fairly complete liquidation
in agricultural regions of the wreckage from the previous period of
inflation."

Dr. Stewart referred in more detail to the situation in the spring
of 1923. Prominent econonists at a meeting in Chicago toward the closing
of the year 1923 had declared that there would be an increase of prices
during 1923 amounting to something like 25 per cent, When this predicted
incrcase did not take placc they declared it was duc to the action of the
Federal Rescrve Bank of New York in increasing its discount rate and in re-
ducing open market holdings. Dr. Stewart declared that "with Burope out of

the picture in 1923 so far as being an active purchaser of goods in this
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“

rarket was conceorncd, the foreign buyinz tover teing at a very low level,
we did not have a businese situotion vhich could have given rise to any
.mafked inflation no matter how abundant the volume of credit was", and

he cxpressed the oninion that the turn of cormodity orices in 1923 was

not due to a change in credit conditions but to the fact that the level of
output in iadustry "had been carricd to a wmoint wherc it was not possible
to sell at the nrevailing level of prices", and he called attention to the
fact that after prices had dcgun to recede the volume of credit continued to
increase, Dri Stewart showed that for the neriodsof which he had made
particular study an incrcase in the volume of credit did not precedec price
increascs. The order was, first, production, then prices, then crcdit,
When »rices were advancing and when prices were decliniang in 1924 the order
vas the same,  Increased credit frequently is grantcd to toke care of in-
flated inventories which recsult from declining wrices. This would seem t0o
a layman to be a reversal of the procedure indicated by the theory that
prices arc always stimulated by increasc of credit.

Now to turn %o another subject. Just bofore I left Washington
word came that the Conferees had agreed on the McFadden bill and it seemed
likely to pass in substantially the form in vhich it was passeld in the
Senate, i.e., with the so-called Hull amendments eliminated, I do not know
how largely New England bankers allowed themselves to be used in support of
these Hull amendments, but it seemed to me that they were utterly illogical
and probably would not have done anything towards accomplishing what their
proponents vrofessed to expect. It is a little hard to understand anyway

why the storm center of opposition to any kind of branch banking should be
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centered in the city of Chicago. New York and Boston and Philadelphia and
Baltimore and Buffalo and Clevecland and Detroit and New Orleans and Atlanta
all have a certain améunt of branch banking. In most of these cities it is
c&hfined to city limits, though in Cleveland it extends to immediately con-
timuous territory. This branch bahking is wholly the result of state laws
and if Illinois does not want branch banking it is the glorious privilege

of her bankers to prevent it through the Illinois Legislature, There would
appear to be no good reason why they should seck to control the matter
through Federal legislation or why they should seck to influence State legis-
lation by Federal legislation, The Hull amendnents, as you remember, pro-
vided that if states where branch bankiﬁg is not now permitted should change
their laws so as to pefmit state banks to have branches national banks should
not be given thc same privilege. The thcory was that national banks and
statc banks would not then have an induccment to go to the state legislatures
and ask for a change in state laws, This theory ignores entircly the fact
that the present branch banking situation has been brought about bty state
laws passed at the instance of state banks without any cooperation from
national banks. It would certainly appear that one of the chief motives of
the present state laws in states which favor branch banking was to give

state banks a certain advantage over nationsl banks. The branch banking
features of the McFadden bill were drawn to correct this situation, but

they would rcpeat it in the states which do not at present permit branch
banking. Inasmuch as state banks outnumber national banks considerably

more than 2 to 1 it would appear that with the Hull amendments in force the

inducement to obtain an advantage in the matter of branches over national
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banks in these states would be very strong. Vhat standing would national banks
have before state legislatures in opposition to bills granting privileges to
state banl.s? They would be told, I should think, to obtain their relief from
Washington. The advantages state banks could obtain are o»vious. If MHissouri,
for examnle, should change its laws in favor of branch banking while Congress
was not in session state banks desiring to establish branches could obtain all
the best sites in St. Louis before Congress so much as had a chance to act

for the national banks,

Some of the bankers who advocate the Hull amendments seem to have no
idea what they are, judging from the letters they write to Members of Congress,.
Senator Carter Glass vpaid his resvects to this class of letter writors in no
uncertain terms in his rccent address to the stockholders of the Federal Rcserve
Bank of Richmond., He declarcd that the man who drew the Hull amcndments
"a little stockyards banker out in Illinois" was asked by the Scnate Committ&e
to justify thc proposition, but "never came within a thousﬁnd miles of justify-
ing it." "I have failed to find an American banker who says it is o sound
proposition," said Senator Glass, and hec added cmphatically that the Senate
will not accent the bill containing it., Now Scnator Glass knows what he is
talking about and unless thc Hull amondmcnts go out the bill will fail of pas-
sage. It comes up again in the Houst next Tuesday, I undcrstand.

As I have suid on several occasions I consider branch banking a
country bank proﬁosition rather than a city bonk proposition, and I consider
it a proposition for the agricultural West rather than for the industrial
East. Unit banking works very well in the East, We have nonc of the very
small banls that are so numcrous in the West and cven our smallest banks

arc nearly all situated in territory where they have morc funds at their
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disposal than they cad loan at home and where they are not under any serious
termtation to loan an undue proportion of their funds to ome industry. We
have had a tremendous number of bank failurcs in this country during the
past few years, so many as t0 constitute it scems to me a disgracﬁ‘to a great
nation so strong as we arc in financial matters. In 1924 there were 777
failures, in 1925 there were 612, and in this year down to the lst of June
there were 183, A study of the Yonk failures of 1924 and 1925 made by the
Foderal Reserve Board shows that the great majority of these failures were

in the section bptwocn the Mississinni River and the Pacific slope, a section
which in my opinion, for the purpose of serving an agricultural corrmunity
adoquately and safely, has the worst banking system in the world. 40 per
cent of all the barnk failures during the past two years were in places of
less than 500 population, and over 61 per cent were in places of less than

1,000 population, while only 20 per cent of the total failures occurred in

towms that are defined by the Census Bureau as urban communities, i. e.,
piaces of 2,500 population or over, 63.4 per cent of all bankr susdensions
during the past two years werc banks with a capital of $25,000 and under,
and less than 10 per cont were banks with o capital of $100,000 and over,
The average capital of suspended banks was $38,243.00 and their average
denosite $281,182.00. Thousands of western banks have a capital of less
than $25,000. The conclusion is inevitable, it scems to me, that they are
too small to afford good management, and operate in too narrow a territory.
The resources of very many of them are too small to take care of their
home demands in peak seésons and they frequently have to borrow heavily.

I can see no reason at all why they should not be consolidated into little

systems of some size with the smaller places served by branches. It is not
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at all necessary to build u» big systeus, and if big systems are feared it
might be a good plan to wrohibit banks in rescrve cities froﬁ having branches
outside their limits, or it might even be Drovided that no cities of more
than 25,000 or 50,000 inhabitants should be allowed to have branches outside.
As outside branch banking has so far developed in this country most of it
proceeds from cities of less than 10,000 inhabitants and the banks scarcely
average < branches to a bank. Such littie systems are very common in the
South and appear to have done something to strengthen the banking situvation.
The lcFadden bill discriminates against these little country
branch banking institutions most of which are not members of the Federal
Reserve System. Their branches are as a rule all outside of so-called city
linits for the very good reason %hat they are not in cities and have nothing
to do with cities, The largest of them, in number cof branches, is the
Eastern Shore Trust Company of Cambridge, Maryland. I wonder if any of you
ever neard of this Cambridge. Another, almost as large, has its headquarters
at Decatur, Alabama, and another at Grenada, Mississipni, The McFadden bill,
as it passed the House, would have barred these little country brgnch bank~
ing institutions from the Federal Reserve System. In the Senate form it
will admit them with their present branches. They take on new branches only
occasionally, but they seem to value the branch banking privilege, and now
and then they prevent bank fsilures by consolidations that could not be
made without the branch banling »rivilege. There apvears to be no reason
whatever for refusing them admission to the Reserve System with the privi-
leges given them under State laws, and my belief is that they will in time

demand the removal of the discrimination against them. The McFadden bill
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does nct settle the branch baniiing controversy. It can only he settled by

giving to national banks the sawe privileges with resmect to branches that

4

are given to State banks, thus leoaving the matter of branches wholly to

the States,
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In 1892 there was a good deal of agitatidn in the West and South - the
agricultural states - in favor of the repeal of the tax of 10 per cent on state
bank notes, a tax which had been in effect since 1866 and had resulted in a
uniform well secured national baunk currency. This cgitation was the popular
form for the time of "ferm relief,” «nd there was much said about the stress
of low prices of cgriculbursal products., It wes one of the recurring phases
of the cheép money idesz thet hod previously menifested itself as greenmbackism,
and finclly lost out o« few ycurs later whoen the frece coinage of silver was
defouted., We may find it ¢ little difficult to belicve ¢t the present time
thet this stoate bunk note agitation was regarded as at all sorious but a
generation had pésscd since the deys of hoterogoncous state bank note currency
and its tremendous disudvountiges had been largely forgotten., 4Lt ony rate a
considercble list of bills repocling the 10 per comnt tex had booen introduccd
in Congress, «nd the peges of the Congreossioncl Record heve prescrved o good
deal of orctory on the subjcet,

This wgitation gave risc to « papir by Professor Chorles F, Dunbor of
Harverd on "The Bank Note Gucstion,” published in the Jucrterly Journcl of
Economics of Octobur 1892, The rapid inercosc of stahe bunks, porticularly
in the West, wes cited ¢s an offort to diffusc or distributc berking freilitics
s widely as possible, The minimum of copitel cllowod ot thet time in the
netioncl banking‘systom wes $50,000, but stocte systoms in semc coscs sct & minimum
of $25,000, as in New York wnd Iows; in others s low cs $10,000, c¢s in Missouri;
end in some cuises oven ¢s low os 35,00, &5 in Hebrosle, Kenscs and the Dekotes.
"No doubt," scid Professor Durber, "meny of the banks thus osteblished arc bolow
the minimum of s¢foty. With their trifling resources, it is impossible that they
should commend for thuir scrvicc such cxperience cnd capreity cs their oporations,
although on « smcll scale, rcelly require in the intorest of the community.”
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Professor Dunber docs not doproecte "the obvious tondency to carry benking
feeilitics further end further from the great centres cnd to open the way

for thoir morc gorercl usc by the community ot lerge,” but points out thet
there is ¢ much botter wey to do it. He scys "the grectost possible

diffusion of bernking facilitics, under an cdmircbly guorded system, might

bo sceurcd if csteblishment of branchos wore cncourcged cnd focilitated by lew,”
He suggests that this should be donc through cmendment to the Wotional Banking
Let cnd recognizes the foet thet they would probibly hove to centond with

somc loccl jewlousics, but cdds, "It is abvious, clso, thot, if the mul-
tiplication of brunches were onee frirly reeognized cgrin in the United Stotos

¢s the ncturel method, os it hos boen in the pest," it would be as aveilcble

for bonks undor steote systoms cs for notioncl banks.
In rceding this csscy, which is includcd in Dunber's Economic Essuys,
cdited by Professor O, M. W, Sprcguc‘and publishcd in 1904, I wes cspeeially

1

abtroected by the word "cgein" wnd by the words "es it hes beon in the pest)
and began studying the carly history of Jmcricen bonking with the idesa of
finding out how gcnor:elly branch bonking wes rocogniscd in the past "as the
neturel mothod" of cxtonding bonking scrviec to the smaller communitics cnd in
agriculturel stotes. I found thot meny of the corlicst .mericon benks had
branches, ineluding tho two cerly nctionel banks, the first and sccond Banks
of the Unitcd Stoates, and thot the chearters of & consideriblc number of ecrly
imericen beanks required thom So ¢stablish branches, I slso found that bronch
benking had pretby gencrelly fellen into disfuvor in the northern cnd eastorn
commoreial states soon cfber the Wer of 1812, for two recsoms: first, branches
worc difficult to manege cnd in the deys whoen therc werc not only no railrocds
and no telegreph or tclephones but when the wrgon ronds themsclves to interior

tewns wore frequently impeasscble for days ot @ time beceuse of floods, washouts

end windfalls; cnd, sccond, becasuse the bilg banks of the financicl ceontros were
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finding thoat they could do botter os corrospondents of country banks then by
compcting with them through bronches. Philodelphia wes the finenciel centre eof
the country until scvercl yeors oftor the Wor of 1812, I have scen no record

to show whother the Bank of North ‘merica, cstablishcd undor the Jrticles of
Confcdgration before the Constitution of the United Stitcs wos cdopted had
brenches or not but two of the carly Philadelphia banks, the Bank of Pennsylvenia
chertored in 1793, and the Philadclphia Benk, churterod in 1804 were specifically
cuthorized to csteblish brenchos cnd did ostablish ¢ fow. Such towns as Harris-
burgh, Sercnton and Weshington had their first bonking scrvico through brenches.
These brenchos, however, gove a lot of trouble., Tho busincss of the branches

of tho Philadclphic Benk “"ozeccded thet of the perent institution cnd gave 1t
much conccrn,” They incurrcd too mony losscs cnd by 1817 afrangomonts werc mede
to disposc of them, mostly by rcorgonizetion under independont charters. There
tppecrs to be no cvidence thot cny bank in the city of New York cover tried to
cstoblish outside brenches cxeept the Benk of tho Morhatton Compony, which head
brenches in Poughkecpsis end in Ubice, i8taims® ., Thc rocords of tho Benk of the
Menhetton Compiny wemmmimmesse show thot thesc brenches worc cstablished in 1809
end closcd in 1819, lconmwhile in 1811 the Middlc District Bunk wes chertered in
Poughlcepsic with < branch in Kingston., It wes in 1811 thet the first bank of
the United Stotes wont out of cxistonce, Congress hoving feiled by o very close
votc to poss the recharter bill, With its restroint upon the issuc of state
benk notes removed there wos in cvery stobe a comsidereble incrcosc in country
bank cherters. The now country borks in mony coscs appeer to have purchosed

the business of tho brenches of city banks, the letber finding it morc profit-
tble to et ¢s their corrcspondents. In New bnglend I hove found no cvidoncoe
thet the Boston banks ever ctbtompted to osteblish branches outside of the city
but ot « little locter period some of the country bénks opcned egencics or branches

in Boston znd rcccived deposits :nd discountcd nobes therc, The Boston bonks

org/
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objeeted to this end legislotion wes posscd to put « stop o it. In New York

cs country binks were from time to time chorterced by the Legisletburce some of
thom csteblished bronches. The Middle Distriet Benk, for insbonce, maintainced
its branch in Kingston from 1811 until 1829, The Bunk of Nowburgh mcintained
for ncerly twenty years ¢ brench in Ithcea., Onc of the Utico bonks hod o branch
in Conendcigue cnd there swere doubtless others that went unrccorded in the
lists of benl's published from time to time by the Bonkers!' Magezine. There
cppears to hive been no particulor prejudicc cgeinst bronch bonking s such

but there wes ovidently o fucling in the tovms scrved by bronches thot they
should htve independent benlis of their oswn cs soon as they became lirge cnough.

There wes ol

1]

o ¢. genorel fouling thot the chertoring of bonks by specicl ccts
of the leogisleturcs confurr.d somothirg ckin to monopoly or spucicl privilege
vpon « fuwr people, wnd there wcs cn ocersioncl bonk charter, covon os corly cs
1811, which provided that the bonk must confine its busincss to the place whore
it wes orgenizod. This scoms o heve boon morc wn offort to prevent the
"sheving" of notes, however, thon to prevent broanch benking,

In 1838 this cgitction cgoainst nmonopoly snd spoeinl privilege in bonking
resulted in the prssage of thoe fre. benking cet by the Legisliture of the Steote
of New York, cnd there grodw lly grew up the idec thet cvery little town lorge
cnough to rcquire tny kind of bonking sorviece must hrve o scporately incor-
porcted iudcpendent bank of its owm. This ider, howover, wes not firmly cs-
teblished until mony years lptcr’and in the mearntime, clthough bronch bonking
clmost dicd out in the hrst, it took firm root in nccrly ell the nowly orgrnized
wostorn stotus cnd in the Soubh wherc it continuscd until the deys of the Civil

The Benkers! legrzine for Fobrucry 1848 hes ¢ list of "Banks of the United
Strtes" from which we find thot in Ohio out of 48 bornks, 29 were bronches of tho
Ohio Stcse Brplz, Indicmne lists 17 brenchos of the Stete Berk of Indinnc end no
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indcpendent banks Missouri hed onc benk cnd five bronches, Kenmtucky 3 beonks end
iS broenches, Tonesses 3 benks cnd 17 brrmches, Virginia 6 bonks and 30 branches,
North Ccrolinc 4 borks end 14 breanches, South Carcline 12 bonks cnd 2 braonches,
Georgic 13 bonks ond 7 brenches, Delowoerc § barks ond & bronchos cnd Llebemo 2
benks cnd 4 bronches. Illinois, Iows, Mississippi, Florida cnd Lrkenses come
under ¢ speeinl heeding as "Strtes cnd Territorics Without Banks," while

Wisconsin hed onc bonk and Michigen four. It may therefore be said thet so.far

£3 benking hod developed in the West broneh bonking wos the rule, and was genor-

¢l «lso in the South, The only bronches listcd in the Eistern stotes cre two

in thce Stite of New York, onc of them the bronch of the Bunk of Utice ot Conun-
deiguc, clrcedy mentioncd, cnd two in New Jerscy. Two or threc brinches worc

‘elso listed in Morylend cnd Delewere. The Federcl Roscrve Boord has obteined =
list of 11 bonks with branches cnd es neorly os possible has ascerteined the

detes of the cstoblishmont of the branches, and I wos porticularly intercsted in
noting thot three bronchos hove survived from the very corly doys .of imericcn
benking until the present timc. One of thesce branches wos ostoblished es corly

s 1807 ot Georgetown, Delowerce, cnd cnother ot MNew Costle in 1813, bobth of them
broanches of the Farmers Bonk of Dover, Delawere, They cpporontly have boen in
continuous cxistence from thet time to this, the New Castle branch hoving been
moved to Wilmington. The third is « bronch of the Cimden Notional Bank cnd Trust
Compeny of Cecmden, New Jerscy, c¢stoblished in Philcdelphie in 1818, The Camden
Netloncl Benk cnd Trust Compony wos originclly ¢ stote institution in which the
stete hed ¢ lorge intercst s ¢ stockholder. -mong its corly cetivities wes the
fincncing 5f southern Now Jorscy firmers whose producce was morketed in Philedelphia,
cnd the brench in Philcdelphic wes cstoablished for the purposc of financing this
movement of crops. spperently the Stote of Penmnsylvenie nover mede cny objection

to the business of the bronch, cnd Mr. Justin, of the Federcl Reserve Bank of

o Philadelphic, tells mc thet the breanch hes beon loccted almost in the scme spot
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from the corly deys of the State bank until the prousent, Yhen this benk became
t. netiornal bunk, not very long after the Nationcl Bonking .ct wos posscd, it
retained its bronch under thoe cuthority of the cmendment to the Bonking et in
1865, which permittcd cny stote bank to notionclize ard bring its branchcs into
the Notbionel System., This wmendment wes cvidently cdopted in 1865 to afford en
opportunity for thc western bronch banking systoms to come into the Notional
Benking Systom cnd retein their bronches. The Comdon, New Jerscy, bank already
montioncd took ceorly wdvantoge of this opportunity, but the western bonks, with
the excepbion of the Bonk of Coliffornic which nctionclized much leteor, did not,
Onc of the chief roosons why the Western brench burking systems did not tole
cdventige of this cmendmont appeers to heve boen the feet that they morc necrly
rcsemblod vhet we now cell group bonking systems than bronch benking systems,
The brenches, in other words, wrure so ncorly independent thot they could very
cesily be converded into independent benks,

In the corly diys of Jmoricon binking perticulerly in the West cnd South
the stotes themsclves freoquently bocome stockholders in banks cnd sometimes
csteblished erd controllcd them. Dr, Dewey in his "Stete Banking Before the
Civil Wer," drows o distinetion in motive between the stote ownorship of benk
stock in the Bast, end in thoe West end South. In the East, stotes frequently
resurved for themsclves stock in the benks they were choertering cs on invest-
ment while in the West end South where copitel wes scorce the stotes gencrally
took o port in reising copitbel for new banks, frequently by sclling bonds, and
ths banks so sstoblished wore froquently stote owmed cnd controlled., The
Fermers Benk of Dover, Delsiwerso, is still controlled by the stote of Delewore,
which owns, I undcrstond, 56 per cont of its stock. Inasmuch cs this benk has
becon in cxistence éinca 1807 I prosumc the sbtoek his beon a profiteble invest-
ment for the state. L1l or nerrly r1l of the banks c¢steblished with state funds
cnd with stote ownership cither osteblishcd brorches or were cuthorized to
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csteblish them, cnd in some stoites tho chorters provided that bronches should be
opencd in sboted towns or countics, the objcet being to distribute bank notos or
currency throughout the stote. It wes nob clweys possible to cstablish all thesec
brenches os the Legisloturcs locoicd souwe of them in counbics or towns that
oxistcd only on poper end somotimes in pleccs which did not grow cnoush to ro-
quirec bonking scrvicc for mony yorrs. Mot cll of the state owned banks were
successful. In Illinois and ..lebrme they wore discstrous foilures, duc to too
much politics in their mancgoment cnd to cfforts to promote verious cnbterpriscs
cend publie improvements long beforc they were ncceded or in plcoces wherce they

could not bc mede to pay. The Bank of Indicnc end Bunk of Keontucky wero cminently
successful, purticularly the Buank of Indicne which wes celled by Mr, L, B, Hopburn,
in his "History of the Currcney of the United Stotes,” o model broanch bonking
institution, well illustreoting the advertoges to be obbeincd by branch banking,

I hove clrecdy scid thet some of these corly orgenizetions of statc buonks
with brenches more neerly rescmbled whet we todey call group bonking thon whet
we ccll broanch benking., The bronches of the Bonk of Indicne heod soparate stock-
holdeors who clceted the brench dircetors, with the coxecption of threc who werce
appointed by the cenbreal organizotion, and the stockholders of coch branch were
cntitled to most of the cernings of that branch., Originclly the contral organ-
izetion wes o board of dircctors with o boollkecping office cend not o brnk.

It wos not o« holding compeny in the modern scnsc, but the central bonrd oxcrciscd
e. ccrtein amount of control cnd supcrvision over the brenches. The history of
the Benk of Indicne compriscs two or threo orgenizetbions, duc to changes in the
cherter or to r.cherter, the lonst of which, chortercd in 1855, was known s the
Berkk of the Stote of Indienc ond wics presided over by Hugh lMeCulloch, who beecome

the first Comptroller of the Curroncy eftor the Hetional Bunking dot wes passod,
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This bonk weathored the Ponic of 1857 successfully end continucd in existence
until its ﬁotos were tuxcd out of cxistencc in 1866, when its branches were ro-
orgenizod to bucamc individual nctional benks. The Bank of Ohio which wes celled
¢ brench berking orgonizetion wes purcly o group orgonizotion of indepedent benks,
eoch required to be liable for the notos of cvery other bonk in the group and ccch

,
contributing o porcentoge to o common fund uscd to pey the notcs of any bank in
the group thet might feil, It wes modeled ofter the New York Stfoby Fund bonking
system but wes organized morc compactly cnd undor sounder logisleative requircments.
This benk czlso conbinued until its notes were toxed out of cxistence in 1866,

I hove never very carcfully studicd the carly southcrn branch benking systems
with rclction to their structurc, but em under the impression that in most of thom
the brenches were not ncorly so indcpendent os in the two northern institutions
mentioned, The Benk of Richmond chartered in 1792 wos cuthorized to establish
brenches and branch benling in Virginia continucd until the Civil Wer, In 1848
thero were six banks in Virginie with 30 bronches, HNorth Carolinz has been ¢
brench bonking state from the dete of its first bonk cherters. I 1860 there were
16 benks with 26 bronches ir different parts of the stote and ot the ond of the
yeer 1929 there wore 66 bronches opercoted by 34 of the 370 banks of the steote.

The southern benks were preetically o1l put out of cxistenece by the Civil ¥Wer,

but when banking rovived in tho South branch brnking grodually crme baek, ond
thoro arc brauch barks todoy in protty necrly overy onc of the southern states
oxcept Texts, though ilcboma, Floride tnd Georgic hove prohibited the further
ocxtension of brenches, the Georgic stobute to thet _ffcet hoeving been possed about
the time of the LieFodden .ot in 1927, The lorgest brorch brrking esteblishment in
tho South (incspitcl ond rosourcss but mot in muber of brenches) is the Citizons
and Southern of Scvermch, now n novionrl brnlk, This is I believe the seccnnd
lergest bork in the South, end, ccoording to the Foderal Reserve Board's rccords,
onc of its brenchos, thet a4t Luruste, dobtes from 1865,

org/ Every fiponcicl prnie his been cttonded by numcrous foilurcs of small benks,
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by cconomists and somctimes by Comptrollers of the Currcncy. Two Comptrollers
in succession, lir, Ecklcs ond Mr; Chrrlecs G, Drwes, rccommondcd cmendment to
the Netionel Benkine lct bo pormit benking scervice by brenches in the smallor
towns, after the Penic of 1893, Congress did not respond but the dotes of the
¢steblishment of bronches by stobe benks in the branch beanking states oppeor
to hove some relotion to thesc rocommondations.‘ Six of the fiftcon broanches
of the Tennesscc Velley Bonk of Decotur, Jlobome, were cesteblished in 1892 and
the scventh in 1900, Two morc were csteblished in 1901 cnd cnother in 1902,
This institution, thorcforc, hos been continuously in breneh banking for morc
then thirty yeors. Scvercl of the twelve branchos of the Greoncde Benk of
Groncde, Mississippi, wore cstoblished before 1907, cnd two ot lcast of the
brench benks in Rhodo Islond heve been in oxistenec for thirty yeors or morc.
The seme is true of ot lecst one in Forth Coroline cnd of onc irizonc branch
benk. Four of the twenby bronches of the Eostern Shore Trust Compony of Com-
bridge, Morylond, were csteblished in 1901, 1902, 1903 ond 1904, ocnd o consid-
crtble number of brenchos werce cstablished in neorly cvery bronch bonking stete
before 1907, Mcinc banks costeblished ten bronches in 1906 ond 1907. The
number of bonks with brinches imcrcoscd from 28 in 1900 to 110 in 1907 and the
number of brenches from 50 to 228, The smell bronel benks in the southern states
end in Moine were oll brenchus of counbdry bexlss cnd were scorcely known until
the Federel Rescrve Boord begrrn looking the subjcet up ot ebout the time of the
eoitetion for the posscge of the McFoddon Jet. The principal rcecnt develop-
ment of brench benking in the United Stotcs mey perhops be scid to date from
the possoge of the Celifornic Bonk Jet of 1909,

The epidemic of bonk foilurcs following the Ponic of 1907 led to the ndoption
of lcws purrentecing deposits in scvercl middle western stobes, bub California
heppily resisted this papular fallocy cnd determined upon bronch bonking insterd.

Celifornic is o stote peculicrly cdepted to stoto-wide bronch bonking. Its

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

north cnd south cxtorsion, its differences of elimstc and its srect arca moke



- 10 -

in Englend cnd Scotlond cnd most Europcrn countrics. Unit benlzss in Ctlifornia
hcd often hed urhoppy oxpericnces by getting too much involved in the fortuncs
of loccl crops, prrticulorly fruit erops, ond o5 the verious crops come to
meturity ot diffcrent detes it is possible in thot stote through bronech banking
not only to obtoin o wide diversificotion but to finence the ncoeds of onc
neighborhood after the nceds of cnother nuighborhood heve posscd their peck.
€clifornia hed lqng been somewhet fomilicry with the idec of bronch banking
through the old Brnk of Colifornis which hed cnd still hrs its hoeadquertors in
Son Froneisco, doting from the deys of the pold cxeitoment before 1850. This
bonk hos brenches in Portlond, Orcgon, tnd in Teecoms ond Sceobtle, Weshington,
ond onec hod o broanch in Neveda. Thero hoad olso beun esboblished in Ser Froneisco
o bronch of thoe Conedicn Bonk of Commerec which is still cetive, ond there were ¢
few bronches of loccl borks in cxistonece before 1909, The first development cfter
thet dote wos prineipclly from Los .ngoles bhonks, but it wes not long before
My, i, Pe Gignnini scw the possibilitics of the now low cnd beopon to orponize
his wido=sprcad systom which becamc known rs the Bonk of Itely, cnd finclly
throuzh o scrics of consolidetions in 1930 is now known os the Bonk of smeriec
Netionel Trust and Scvines Lssociction with cbout 438 offices, including the heed
offices in San Francisco cnd Los Jnecles,

The development of bronch bonking in Crlifornic did not ctrroet much gencrel
cbtention until ofter tho busincss depression of 1920-21. In thoe HMiddle Vest
cnd South this scrious deprcssion storted rn cpidemic of bonk foilurcs which,
cecenbuated by such cconomic chenpes s the growbth of chein stores cnd the in-
crcescd use of the cubtomobile, hos continucd from thet time to the prescnt -
with the grectest number of feilurcs up to 1930 occurring in‘1926, o yeor of
comparctively satisfactory busincess conditions for thu country cs o wholc.
Coliforniec met the situction through ban): consolidotions and ¢ rrpid incrccsc in
brenches, the Bonk of Itcly in Sen Frencisco ord the Froific Scuthwest Trust ond

Sevings cnd the Sceurity Trust in Los Zinrscles being locders in the movemont,
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Economic nccessity wos os much the cousc of this cxprnsion as the embition of
some of the chicf benkers, snd «n opprecisble number of the country bonks token
over cnd converted into broinches of big bonks of Sen Frencisco and Los Jnpoles
were token over to provent their feilurc, s o reosult, clthoush cgriculturcl
distress was ©s scevere in Colifornic os clscwhore the record of the stotec in bonk
feilures has boon cxcoptionclly good., From 1920 until 1923 thce numbcr of bronch
benks ir the United Stotes inercoscd from 947 to 1740 cnd ¢ very lorge port of
the increosc, particulerly of bronches outside of the home office eity, was in
Californic., Betweon Deecmber 31, 1922, cnd Docomber 31, 1923, tho‘numbcr of
brenches in Celifornic inercescd from 417 to 528,

It wes the very ropid development of stote wide brinches in Colifornir. thet
clermed the unit borkers of thoe imoricon Bonkers! Zsscociction cnd led to the cgie-
tction which first rosulted in the prssoge of o resolution Novembor 7, 1923, by
the Federal Rescrve Boord for the purposc of curbing the increcsc of bronches
by Stote membor banks boyond the limits of thu city or town of the porent benk
and contipuous territory; cnd finelly in the prsscpe of the licFodden Let in Fob-
rucry 1827, which prohibit.d the cstoblishment of cny further brinches by bonks
belonging to tho ﬁédoral Reserve Systom "beyond the limits of the eity, town or
villege in whieh the perert bonk is situcted.™ Until 1923 the Fodercl Rescrve
Borrd hed siven some oncourcgement to brinch bonking, In its scecond annucl report,
thet for the yeor 1915 - the first report cofteor o full yeor of operation of the
System - thc Boord rocommonded broneh bonking for lirpge benks within city limits
tnd for smellor bonks within county limits, cnd in <Lupgust 1916 o bill cmbodying
its rccommendotions weos posscd by the Scnote, but wos lost ir confercnee with tho
Housc of Reprosontotives. Theso recommendetions in substonticlly the scme form
wore reported in the Bocrd's rceports for 1918 tnd 1919, The 1922 report re-
commended on amendment to the Hrbionol Brnking et ollowing notional banks the
seme brench bonking privileges given to Stoate bonks. In Mey, 1923, however, thore
wes o considerable chenge in the membership of the Federcl Rescorve Boord, Mr. Henry
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the Currcnecy cnd an cx-officio member of the Reserve Botrd; hr, Crissinger, pre-
viously Comptrolleor, beesme Govornor of the Boord; Mr. George R, Jomes of Tenn-
¢sscG succccded Ir, Mitchcoll of Minncrpolis cnd Mr, Cunninghrm suceceded Mr,
Cempbell who had ceburlly served only onc weck. The rosult wos o chonge of scn-
timent on the pert of the Boerd, cnd the prssing of the resolutions of November
7th cbove roforro& to - the rescolubions to boeome offcctive s Boord poliey on
Februery 1, 1924, Comptroller Drwics wes the lecdor ir this movoment, his purposc
being to hold the sibuction in sbtotu quo until Congress could cet. licenwhile his
officc preporced the bill which weas introduccd by Mr, MeFodden, Cheirmen of the
Housc Committce on Banking rnd Currcney, Fobrucry 11, 1924. The Colifornic
bronch benkors vigorously protosted the resolutions of the Fedoranl Rescrve Boord,
doclering thot the Borrd hed no right to imposc limitntions ond conditions on thom
in contrcvention of their chortor rights which were guersnteed them under on
cmendment o the Foderel Reserve ot pesscd Junc 21, 1917, :nd they clso vigor-
ously fought the MceFadden Bill, .. sorics of hocrings wes held in the spring of
1924 end the bill mede rother slow progross, lorrmely beeruse the ‘mericon Bankers
Lssociction fought - throusgh the Hull cmondments - the logrlizotion of Netionel
Bank bronches within city limits in Stetes which permitted Stote bonks to cs-
teblish bronches, Finclly in 1926 the bill pesscd both houscs, the [imericen
Benkers! Jssociction withdrew its suppert of the Hull amondmonts, the Scnote ond
Housc sanc to cgreermont cnd the bill bocome o low Februcry 25, 1927,

The MeFrdden dwet, in my opinion, wis ¢ most unfortuncte step beckwerd, It
is truc thet it lepolized the cstoblishment of brrnches by nobtioncl bonks within
the limits of sizcable citicvs whore s ate brnks woere ¢ llowed to cstoblish bronches,
but the cet discrininnted cgrinst bronch benking by country bonks where it wes
most nocded. Outbside of Celifornic, mest of the bronks with brenches beyond the
limits of the bowm or oity of the porent bank wwere country bonks with their heod

of fices in comporetively smell ploces, ond the low instecd of prohiblting the
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furthor cxtonsion of such branehcs within the Federal Resorve System should have
cncourcged it, so ¢s to promotc consolidctions of smell banks into branch bonlking
systoms groupcd cbout county scits or other koy towns. Thoere was slowly develop-
ing ¢ tendoncy of this kind which wos cbruptly ehcckod by the McFadden «ct, ol-
though in o fow stotes, notebly Scuth Coroline, benks heve withdrewvn from the
Foderel Rescrve System, sinece the possope of the MeFadden .ct, in order to cs-
tchlish bronches or to bucome brenches of lorscr non-member bonks. HMeonwhile,
the feilures of smell bonks porticulerly in crriculturcl stetes which hed been
distressingly lorge in ©ll the yeors from 1920 te '27, continucd. .s Comptrollcr
Polc scid in his rcport for 1929, comprchensive study-of the Eanking situction
clearly indiceted thrt the system of banking in rurcl communitios hed "broken
dovm through ccuscs boyond the control of the individunl bonker or the loccl
community.” Ieny bonkers felt thot some wey would heve to be doeviscd of bringing
the country boenks porticulerly in cgriculturcl ncighborhoods under somc sort of
centrel grouping or mentgemont, henes the dovoleopment of whet hes reccnﬁly been
ccllcd proup benking., Choins of bonks owned by individuals or by groups of in-
dividucls, or controllcd throush interlocking dircetors or in onc casc by contrect,
hed been in existonce for o pood meny veors ond there were not wenbting ¢ fow ine
stoenecs of holding comprny control, but group bonking cs defined by the Comptroller,
cich group centercd cround o c¢ity or motropolitcn bonk throush moens of o holding
compeny "theroby creiting o system more or less integroted with the contrel brnk
of the group", is ¢ very roeont devolopment., The chief diffcrence between the
cheins cnd the receenmt groups is ir the integrotion with o large bank cround which
the rroup contres. Chrins wore usuclly strinps of small bonks, without any con-
trel institution, Thoy were not clweys controlled by bankers. ... P. Banks who
controlled through an insurcnce compeny r chain of smell banks that were closed
reeently in irkenscs, is o luwmber men. On tho othor hend some of the choins were
menaged by bankers cnd sometimes well menrged. They woroe most frequent in states
Digitized for FRASER .
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instance in Texes ¢ choin of banks wes orgenized to tole the place of o branch
banking systom, the bronches hoving heon declored illogel., The territory tri-
butery to the Twin Citics, St. Poul ond Minncapolis cnd the middle Western stotes
to tho southword proved ¢ mest fortilc ficld, ond chein banking in the Northwost
begen to develop cbout 1890 end sprecd repidly without crousing mueh opposition.
Miss Hertsough who made « study of the subjeet ¢bout 1924 for the University of
Minncsote stotes thot the crrlicst instonees were in North Dokots, "o purcly
cgriculturcl district which was just being scttled wherc berking frcilities were
scenbily distributed crd where the copitel to increcsc thom wes mostly in the
hoends of o fow men." Boginnin: cbeut 19680 corporcticns bepen to be formed for
the moin purpeosc of holding stock in country banks, ond os thesc corporctions
devcloped somc of them bore comsidercble roscuablonce to the receent sroup bonking
idee, They pmenerclly supcrviscd to some cxtent the bomnks they controlled ond
functioned in voricus desrecs s menogoment corporctions, but in no caéc Wes
there o really lerge centrel bonk ot the heod of ond interrrted in monegeoment
with the chains of smell banks. Thoe lorsest chein of borks in number of bonks
wes the Withem chein, the headquorters of which were in Jtlante, Georpic. Its
cenirel institution, Imown os the Brnbkers Trust Compeny csceped supcrvision on
tho ground thet it did no barking business, This institution wos unique in thet
its bunks were controlled by coutreet and not by stock owmership cnd hence variecd
somewhct in numbers from yeor to yoars Its benks were mestly in Georpis, £lobome
cnd Floride but it extended into other stotes including New York., For twenty
yeurs or morc under Mr. Withem's mrnopgement it eppears to heve been very success-
ful end is seid to hove hed ot ono time os meny os 300 banks under controct, Its
feilure in July 1926 wes duc to crimincl mismoncmoment for which some of its
officers werc eonvieted and impriscncd.

The Foderel Rescrve Boord first bean to collees informetion chout chein
benking through reports from Foder:sl Resorve Zrmenbs in 1922, but did not publish
cnything unbil Decembor 1929, ns it wes difficult first to detcrmine upon o

o definitinn and sccocond to obtein informetion of sufficicont acccurcey about the
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control of smell bonks., The Boord published its first study of branch benking in
the United Stetes in the Fedorol Roscrve Bulletin of December 1924, the sccond

in Junc 1926, cnd the third in Moy 1927, the fourth in Fobrucry 1929, Meeonwhile
intercst in chein and mroup borking hed grootly inercised cnd the informetion
csscmbled wes cpprocching sufficicnt cecurcey for publication, and was #iven to
the public in the Decciaber 1929, Bulletin wnder the title "Broneh cnd Chein Bonlz-
ing Developments, 1929." This wes followed by similar crticles in Jpril end
finclly in Decombor 1930, Tho 1930 crticles for the first time meke usc of tho

word "group" in the titlcs - "Breneh, Chein end Group Benking,'

implying some
distincetion between chrin cnd sroup bonking, but with the cxplenction: "The werd
teroup! is usud in the toxt of this crticle teo include cheins cs well, Three
typcs of chain or group systoms hove been reperted with rofceronce to the con-

trelling cpeney os follows.

(1) Instences ~here conbrol is cxoreiscd by o holdin; cor-

porction, which hes usunlly buon formed by interests
conncoted with one or more of the prineipnl benls be-
lonsiry: o the systonm.
(2) Instovcos where cortrol is cxcrciscd by the principel
benk of the system, cither threush dircet cwncrship
of sbock by the bonk, or throush owncrship by the stock-
holdcors or dircctors of the brrk.
(3) Instrzcos of owncrship of conbrolling or substonticl
intercst in o numbor of benks by cn individucl, fenily
or sroup of individucls,"
The Comptrollct's dofinition of "group bonking" ineludcd only the first typo.
It should be nobted, howevsr, thot the sceond type is not uncommen cs in severcl
svetes bonks or trust comprnics arc permitted to purchose bonks stocks cven to
the oxtent of controllirg other benlzs. This is true, for instonec, in Ponnsyl-
viric and Vipsinic whore scverel groups of thet kind hove buen storted.
Using tho definition of group benking cdoptod by the Comptrollcr of the
Curreney which omphrsizes the croction throush o holding compony mencped by

benkors of ¢ system of benks "morc or less intoorated in nonnpoment with the

contrel bark of the group,” = dofinition which scems in substenticl cprocment
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with thosc of Mr, Wokeficld, llr. Rond cnd other lecding gwoup benkers, it mey be
scid I think'that the formetion of psroups bepon within o yeor ofter the passage

of the McFadden ict cnd took definite form in the last six months of 1928, Formel
corporate organizotion moy be said to dete from thoe filing of the crticlos of in-
corporction of the Norbthwest Boencorporction of linneanolis on Jenucry 24, 1929,
The First Ban% Stock Corporaticn, clso of Hinnerpolis, wes orponized  somcwhot
Irter, The Guerdion-Detroit Group wes incorporated ey 10, 1929, cnd the llerine
Midlard in Soptombor 1929, Ilost of tho other notionally known proups werce in-
cerpor:ted during the last six months of 1929, with somc rdditions in 1930. I%

is true that the bonks compriscd in some of thesc groups hod been closcly affilict-
c¢d tnd werc somectimes controlled by the brganizcrs of the ;yvoups or by investment
corporations for o number of yoors,

The 0ld Hetionel Corporctlon of Spokone, for inshbanco, wrs preccded by the
Union Sccurities Compeny, orgonized in 1909, which built up « chiin or group of
25 bonks, and somewhot similcr organizations prcecded the formel launching of some
of the other widely known groups.

The Fod&ral Reserve Bullectin for Decombor 1930, asscmbling figures for «ll
cheins and sreoups, soys "While chein cnd proup bonking dovelopmonts have not been
generclly roestricted by provisions in Staete bonking codes, the croa within which
these devclopmends hove been rolotively more consideroble in oxtent is composcd

lorgely of Stotes which hove prohibted the estacliisbment of “ranch banking ofiices

offices - as, for example in dnnesota, Nordh-DEkoba, Kansas, Iowa, ,Illinois,,
Okialoma and Texas." The Bulletin gave the mmeber of chains or groups at the end
of Dacerber, 1229, as 287, edbracing 2,065 banks with tétal loans and investments
in excecs of 11 billion doilars or Maprroximaiely one~fifth of total louns ard in-

. . 1 ’ - . o . M .
ments of 211 -bonks in the-counkry. Banls opersding in echsin or group systems
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June 1929, and June 1930, from 1,802 to 2,144, It should be stoted here that the
Federal Rescrve System bases its figures on the essociction of thrce or more banks
in chains or proups. There orc other compilations which includc groups of two
banks, which, of coursec, greoatly inereascs the numbor. Using threc as o bosis, the
cheins and groups were classificd os of December 1, 1929, with relation to the

number of benks included, as followss

Numbcr of

bhnks ceessessenssssascsssaneabd
bon Ciaesosessasessancsasssb
bcnks . 2
0 9 bonKSececoascoocorsscoeell
t0 19 DTS eeeecoroconcsenassdi
Or TOrC benkSe.oeovcevccansseell
TOt2l  vevenvenooooeesBB87

3
4
5
6
10
20 o

The Decembor 1930, Bulletin says: "Forty-four importent sroups, nonc with less -
then six boenks, hed among thom 902 of the totel numbor of 2,144 banks essccciated
with groups in the ooundry os o whole, In ecdditicon, the members of these large
groups’had 1,037 branches in £ll, 621 in the homo=-officc city and 416 outside the
home-office city. One lerse grouﬁ in the Nerthwest hod os meny cs 108 boank menmbers,
enother in the Northwest 100, whilc an imporbent sroup with its head office in New
York City, oporating chicfly in thet city ond in Celifoeornic, reported 22 bank mom=-
bers having 475 brenches.”

The lost roference is, of course, to the Trons~imerice Corporation, which
controls the lerpust brorch bonkins systom in Colifornic end also contrels bonks
in New York City. This corporction, however, stonds by itself, is in larpe measurc
en investment trust cnd docs not conform to the definition of "group bonking"
adopted by the Comptreller ond agrecd to by mest of the bonkers of the large groups.
Just how much group banking hos grown during the whole yecr, 1930, will not be
known until the Foderal Rescrve Beard publishes its next study, probably in Feb-
rucry. Up to cbhout the first of Decomber, however, 16 new groups hed beon reported,
of which, only 7 compriscd more than 3 brnks coch cnd only threc hed os meny as

Digitized for FRASER eight. Thec most importonmt of thesc was the lelboenk Corporcation of Pittsburgh which
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included & group of 8 banks in thc territory tributary to Pittsburgh.

Whother group banking is or is not to be regarded as o transitional stape to be
supcrceded by breneh benking is o matter upen which proup bankers arc not agreed,
Some of them,perticularly in the Minncapolis territory claim advantages for group
benking over branch bonking, so for ot least ¢s the larper bonks arc cencerncd.

They csscrt thot most of the banking probloms of their territory could be solved, if
they were pormitted *o csteblish brenches within county limits from their largoer
banks. Tho Comptroller, however, scys: "Thosc holding comprnics cre attempting to
do under the sanction of cxisting lcws, which cre orudcly adapted to the pnrposoc,
what should be made possible in ¢ simpler menncr by now' legislation. If branch
banking werc poermitted te be cxtended from the adequoately cepitolized lorge city
bank to the outlying communities within the ceconomie zone of operations of such
banks there would be no logicol recson for the existonce of the local holding com-
peny end it would give woy to c system of bronches oporoted dircetly by the central
benk of the group.”

It will be pgonerclly cgrecd, I think, thet group borzing hos beon subjocted to
o severe test during the trying yeor, 1930, and hoas demonstroted its cssonticl sound-
ness ond uscfulness, Neorly 21l of the notionclly known groups werce organized dur-
ing the last fow months of the poriod of.spoculation prceeeding the croash of Oectobor-
November, 1929, and somc of them did not complcete their orgenizotion until ofter
the ponic. Thet thoy heve proven o stoadying end stebilizing influcnec since thot
time ceonrot be doubted. The two lecding liinncepolis proups cnd the disconsin Berk:
Shere Corporction coch cdded more than 20 banks to their system in 1930. The so=
ccllcd groups or cheoins oporeting in Tonnossee, Kentucky cnd Jrkcnscs have collepsed,
but they were known to be involved in the highly speculetive enterprises of on in-
vestment house which falled carly in November. This regrettoeble affeir could pro-
bebly have been avoided hed the Comptrollcer of the Currency cnd the state banking
superintendcnts beoon éivon cuthority to exomine holdiné compenics cs woll as the
bonks controlled by thom. Legel sefegucrds ought to bo cxtended to sroup bonking,
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The average newspaper comment on bank failures, and this coament 1s free
guently to be found also in banking pubiications and in publicetions making &
speclialiy of economic cuestions is that we nced more restrictive legislation
and better supervision. In my opinion, neither of these things would accomnlish
much, We need more than anything else to unde some of the legislative restrictions
already placed upon basking. So far as supervision is concerned it can't be
fairly meintained I think that the supsrvising suthorities do not as a rule
discover the weak gpots. They generally know long in advence of z failure that
a bank is in a weakened condition, The public seems to have an idez that all
you have to do i to discover that something i1s vwrong in order to right it, but
the problem of the supervising suthorities is not so much of discovery but vhat
to do about it vhen discovery has been made. A great mary banks have undoubted-
ly been pulled through and saved because of the effort= of the supervising
suthorities, The Comptroller of the Currency hag made some definite statements
with relation to the banks saved and has said thet more of them ocowld have been
saved if he had had authority to mske certain corrections, such as the removal of
officers and directors who have been mismanaging their banks., The only eactual
penalty the Comptroller can assess is to bring action for the forfeiture of a
charter, and generally speeking that is the only penslty which can de sprlied
by state banking supervisors, The penalty is too drastic and the threat of its
exercise is not always effective, The Federal Reserve Board may ex.el a
recalcitrant member from the System. This pemalty is curiously emough some'imes
too drastic and sometimes not effective at all. A few cases are on record where

member banks have been expelled st their own request because they did not vent

to wait for the expiration of the six months that used to be required before a2 recent

ﬁ{%t}ﬁfg’sﬁ%,u the law, for voluntery withdrawal., On the whole supervisiom
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accomplishes sboul all that can reasonably be expected wunless ve are sllling to
glve pupsrvisory agthorities further disciplinary powers,

it is perhaps unfortunzte that the pational banking system has not beem
naintadned o8 it used to be before the passage of the Peders®! Res.rve Aet, 1. 6.,
primarily as a commercial bunking svstem without authority to take savings de
puig or to make loans on real estate, amd with no distimeti-n 20 far aa reserves
are concsrned Letween time and demand deponits. Hr. Owen D. Young has voiced
this gentiment - bui the suthority to iske saviigs decosits was grented more
than seventeen years ago in the Federal Raserve Aet, togother wilh some anthority
to make louns on resl =giate zud thi. anthority to mike loans on real estate was
axtended by the ¥elaiden Aot of February 1927, These chamges were possibly,
as I hve scid, wnfortuncte, but I am not sulte cleer that they ought/::wbo undone,
It secms Lo me that banking functiens shich sre necessary and vhich may be pere
formed by banks uynder siate charters need not nseessarily he pyohibited to banke
mdaf federal charters. I think thal such safeguirds as are thrown about the
genuine savings de.osits of the smaller depositors by the best of the state bunking
gystess, should probably be incor;varated' in the pational bunking sct if the suthority
to reccive such deposils subject to notice shich msy prevent thelr withdrael for
%0 or G0 days is 1o be retained, Such leglalation, hovever, 1 & not belleve
would have auy very marked effect in preventing benk fallures. Segregation of
saviags sccounts is, of course, only L:portant in csse of = failure, and 1s
important then nol 50 zuch because of Lhe arogregation or because of investnent in a
particoular class of assets but bacauoé it gives the suvings depositors a preference
in case of liculdatlion.

Busines: men it sesms to me should tae more interest {an bonking 1-gislation
and should come more clearly to reslization of the faet that bank fsilures are

. peouliar to America. That is to0 some extent am over-ststenent becsuse there are
Digitized BEGSERally fallures in other sountries, Fe have recently resd of a very serious
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failure in Austr:lia, due however not so much % bad banking as to lack of con=
fidence in the Stete government, which had threatened default of its obligations.

As the Comptroller of the Currency has several times polnted oud, we have
in our big cities generally strong, well manzped institutions, doing & widely
diversified business, & business exteanding throughout the Unlted States and so far
as some of the large institutions in New York are concermed throughout theé world,
¥e do not prevent a New York bamk. - from taking asccounts from other sections
or from making loans in other sections of ‘he United States, but we do prevent the
banks of our large cities from offering the convenience of local offices in other
sections, The effect of this is to permit big business and people of wealth
to transact thelr baesking buasiness with the strong institutions of our largest
cities but to prevent small business and the smaller class of depositors from having
any access to them, This 1s peculiarly American. In Fnglund or in Canadae a farmer
whose business is sufficient to werrant s bank account may carry his sccoumt with the
largest bank of London, lontresl or Toronto, Many of our bankers assembled from
time to time in their banking associations have declared that the smaller depositors
do not receive the same attention from the big benks in thoge countries that our
pecple do from the small banks in their om commwmities, FParliamentary invesiigations
seem to phow pretty clearly that there/ist mach truth in this accusation and even if
to some extent true it would seem to me to be clearly more then offset by the fact
that their banks do not fail, In every time of depression Canada comes off a litile
better than the United States, and conditions in Canada todey are rather better
than they are here, in spite of the fuet that the low price of agricultural staples
like wheat is of much more importance in Canade thon in the United States.

I am not advoeating the Canadian banking system but 1 am strongly convinced
that we need & relaxation of the legislative restrictions which prevent our comntry
banks from combining and from uniting through combinstion with strong banks in the

cities - not necessarily the largest cities. It should be understood that banks
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have a common law right to estabilsh branches and that branck bsmking in the early
history of the United States was not ai all uncomnnon, part.im;larly in the South and
Hest, Several eminently successful stuto branch banking systoms within states went
out of uﬂ.sﬁmm with the Civil War or with the estadlishment of the national
banking syatem an’ the prohibitive tax on stabe bank notes, Bamking got iic stert
in the United Staotes mostly from stute charters aad perhaps would not have developed
on nstion-wide linos even 1f the lows had favored it, bud it casanot be doudbted

that the smaller ploces sould generally have heen served by branches »ithin state
lines or poasibly w=ithin sometiing like trade areag if it had not beem for ree
strictive legialation, It is = curious fact that o few branches est:blished in the
very osrly days of the Zepubliec are etill in existence - two of them in Delaware,
catablighed in 1807 and 1813, and smother in Philadelphia, established in 16135,

The last mentioned branch is interesting ss it is a branch of a mstlonal bank
located in Canden, New Jersey. This Camden bonk, of course, wag oricinslly a state
institution, and among its early aciivities was the financing of southern Bew Jersey
farsers whose produce was marketed in Philadelphia. The braneh was established for
the wrpou of finsneing this mcvement of crops, Apparently ihe state of Peannsylveania
saver nade any objection to the busines of this branch mnd it was an interesting demon-
Btration of the fact that brneh banking eould extend across stats lines even

vhen there was no netionsl authority for branches, shers sach extoasion sorved the
purroses of commerce., Generally speaking, today ve would not need to est~blish

de nove branches. We probably have emouch banking offices sné nearly all necessary
branches could be obtsined by consolidation with existing institutions »hich would
sisply be kept opem as a part of and with the suprort of and prestige of strong
institutions, The restrictions of the law have been 20 oppressive in some nelgh-
borhoods that group dapking hes been devised 28 & means of Secomplishing somevhat

; as branch banking
the game purpose,/ snd it 1s clesrly evident that in some sections of the commtry

group banking has performed splendid service. It does not, however, cuite take the
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generally spesking of the smaller places, Just vhat areas branch banking should be
limited to I am not prepared to say, but the are4s should not be so restricted 2s

to prevent nedessary diversification. The recommendations of the Comptroller are
sound, No bapk or banking system should have its operations limited to amy one
industry or eany one set of allied industries, nor shounld a bank be forced to by
commercial paper in order to obtain diversification in nommsl times, or %o have the
greater part of its portfolio in bonds, It should have an opportunity %o =0

diversify its loans among its owmn depositors that the failure of one erop or one
W or even the depression of a whole industry, such as agriculture, would not
ruln the bank a;nd chuse tremendous additionsl logses on top of the losses due to
depressed prices in that industry,. '

It is not necessary for me to repeat the figures showing the tremendous number

of bapnk failures #E we have had in the last temn years. There were 1,545 of them,
aceording to the Pederal Regerve Bulletin, in the year 1830, and there were 370

in the first three months of the present year, One thing I want to emphasise, however,
is that these fallures even though some of the banks are reopened again canse a
tremendous locking up of purchasing power, According to the Federal Resorve Bulletin,
the deposits in the banks that closed during 1929 and '3Z0 alome, were £1,098,000,000,
of which §865,000,000 were in the year 1920, This was on top of a tie-un of
. $1,500,000,000 in round numbers for the years 1921 to '28, inclusive, or a total

of more tham %2,500,000,000 for the ten years, Some of the banks which closed were
reopened and not all the funds tied up were lost by any means, but the stoppage of
purchasing power must have been & much greatsr factor in my opinion than has gemerally
been maiul in bringing about the businegs condition in which we find ourselves toiay,
It 13 a disgrace %o us as 2 aation thet we do mot find s remedy, and especially

disgraceful it seems to me that we do not bring ourselves to give a fair and full trial
ummmu%mmm«mm having tried at some time
or other every other rmesdy imaginable remedy without success,
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«n»sx After studious, if not prayerful,
consideration of the problem during the
period which has elapsed since the adop-
tion of the Federal Reserve system, I
have very reluctantly come to the con-
clusion that we ought to authorize state-
wide branch banking by member banks
of the system. I know very plausible
objections are urged to the contrary,
but in my view they are only plausible;
they were that when used by me in op-
position to the system years ago; they
are that now.****

“One objection is that to authorize
branch banking would be an invasion
of the sovereign rights of the States. I
do not think the Interstate Commerce
Commission and the Supreme Court of
the United States have left the States
with any sovereign rights; but it seems
to me, Mr. President, rather an unten-
able argument to insist that the Con-
gress may authorize the establishment
of a national banking system in all the
States, but that it would be an inva-
sion of the sovereign rights of the States
to authorize such banks to establish
branches and to conduct their business
in various parts of the States rather
than in one place.

“The Congress, sustained by a deci-
sion of the Supreme Court of the United
States, completely swept away the
rights of the States in matters re-
lating to the banking business when
it imposed on State bank circulation
a 10 per cent tax, which was pro-
hibitory, and under existing law, as
confirmed by the courts, no State
bank may issue its notes; only national
banks and Federal reserve banks have
the power of issuance except under pro-
hibitive taxation.  Therefore, I have
come to the conclusion that it is no inva-
sion of the rights of the States for Con-
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gress to authorize a national bank to es-
tablish branches; certainly it is no
greater invasion of the rights of the
States than the 10 per cent tax on State
bank issues or than the original author-
ization for the establishment of a na-
tional bank. Only by sanction of Con-
gress may a State tax a national bank.

“Moreover, Mr. President, when we
take the practical view of branch bank-
ing and the problems involved, the sys-
tem appeals to the common sense of some
of us who have thoroughly investigated
the question; and so I am thoroughly
convinced not only of the equity and
feasibility of branch banking but of the
real necessity for it in order to save the
situation that now confronts the coun-
try.**’

“Mr. President, I have been now for
nearly 32 years a member of the Bank-
ing and Currency Committees of the
other branch of Congress and of the Sen-
ate. I have been an intent listener and
observer to all measures of importance
that have been considered; and | assert
here that never in the whole period has
any merchant or business man having re-
lationship with banks ever protested a-
gainst branch banking. @ No man who
has wanted credit, no man who wanted
to borrow funds with which to conduect
his business has ever in that whole
period raised his voice against branch
banking. It has only been done by the
bank which wanted a monopoly of credit
in its community.****

“Mr. President, the committee’s study
of the banking situation showed us con-
clusively that the system of banking in
the rural communities had broken down
largely through causes beyond the con-
trol of individual bankers or of the com-
munity interests. These causes are of
a basic nature and have many ramifi-

3
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cations, brought about through economic
and social changes which have occurred
in the United States since 1914; and in
a large part the economic movement of
a large number of independent local
utility and industrial operating units
toward a stronger and more centralized
form of operation in the large cities has
curtailed the opportunities of the coun-
try bank for diversity and extension of
business, while broadening these oppor-
tunities for the large city banks.

“Senators know that we have in this
country hundreds of one-crop banks, so
to speak. The diversity of their business
is inappreciable; and if that one crop
fails, the bank fails. That would not
so actually apply to a branch banking
system. A large bank in the cotton ter-
ritory would be very much more apt
to have a diversity of business than a
weak bank in a small community of that
territory; so that when the cotton crop
in the far South, or the tobacco crop in
Virginia, the Carolinas, Tennessee, and
Kentucky fails, it does not necessarily
follow that the bank in the larger com-
munity, with greater resources, would
fail, as so often now occurs with the
small banks in small communities.

“Two fundamental causes are at the
root of the small bank failures—lack
of diversity and necessarily lack of earn-
ing power. Most of the small banks
are what may be termed, as I have
stated, one-crop or one-enterprise banks.
Where the loans of a bank are made
to the community which depends upon
cotton, and cotton prices are low, or a
crop fails, the bank is unable to stand
the shock, and the amount of losses can
not be absorbed, due to the lack of earn-
ings, and it eventually fails. And so
if it is in a tobacco community; so if it
is in a coal-mining section.

4
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“Many of the banks in the coal-mining
section of the country have failed be-
cause coal mining has been tremendously
arrested, and people who own coal-
mining stocks have been literally impov-
erished. They no longer are getting any
dividends. My own small town of 45,
000 inhabitants has many million dol-
lars invested in coal stocks, and not one
of them is now paying a dividend; and
if the banks of that community had to
depend upon the coal-mining business
they would all fail.

“We have thousands of communities
in this country now that are absolutely
destitute of banking facilities.

“If we had branch-bank authoriza-
tion, the strong banks that have sur-
vived this catastrophe could open up
their branches in those communities and
afford them not sparse but ample credit
facilities—banks sound, expertly man-
aged, with the full responsibility of
stockholders’ liability. As it is these
communities are without banking facili-
ties, and they are unable to raise suffi-
cient capital in the communities to or-
ganize unit banks ****

“Moreover, the Comptroller of the
Currency points out that there are hun-
dreds, if not thousands, of communities
in the United States where banks have
become so weakened by this frightful
depression as to make it improbable
that they can much longer stand alone.
Under the branch banking system pro-
vided by this bill, hundreds if not thou-
sands of these weak banks might be taken
over by strong banks, and their activi-
ties and usefulness continued as
branches of the strong banks. Who that
desires credit, who that needs and is
seeking bank accommodations objects to
that? I have never known a business
man or a merchant to raise an objec-

b
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tion. Only the little banker who wants
a monopoly of his territory objects.

“There is interposed here the sugges-
tion that a bank having a branch in a
distant community of its State can not
altogether sympathize with the require-
ments of that community and would not
so readily respond to the commercial
and industrial demands upon it. Why
would it be there, what would it have a
branch there for except to do business,
and to do all the business that its re-
sources would permit it to do? I grant

“you that it might be that the sound and
sensible man or men in charge of a
branch would not be so eager to grant
favors and privileges arising out of per-
sonal contact and friendly association;
but that would be to the credit of the
management rather than to the detri-
ment of the community. How many
banks have failed utterly because of that
sort of favoritism, and because of un-
businesslike loans made for the accom-
modation of bank officials themselves, or
their personal friends?

“There is no argument against a
sound system of branch banking. The
comptroller assures me that hundreds of
banks might have been saved in this
exigency—and that is a mild statement
of the case—might have been saved and
taken over by the stronger banks if we
had had a branch-banking system.”
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BRANCH BANKING
HISTORICALLY
AN
AMERICAN
INSTITUTION

HE United States is the only country

in which separately incorporated or
“unit” banks are found in the villages and
smaller towns. Banking with us is usually
regarded as a local business. In other
commercial countries it is usually regarded
as a national business. We restrict bank-
ing offices by Federal law and by many of
our state laws to one place or city. We
do not prevent banks in one place from re-
ceiving accounts from and making loans to
persons or industries in another place, and
some of our great city banks do a national
business in spite of the theory and the re-
strictions as to offices.

Banks in smaller cities, however, are
compelled to do a local business and are
prevented from combining with banks in
other places so as to serve a wider range
of territory and a larger number of in-
dustries.

Branch banking may therefore be said
to be un-American or at least not the usual
American practice, while it is the usual
foreign practice at the present time.

But it was not always so. The records
of early American banking show that
branch banking was for many years—
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down to the Civil War—not only a com-
mon American practice, but the usual
banking practice in many states. In 1848
(Bankers Magazine, February) Ohio had
48 banking offices, 29 of which were
branches of the Ohio State Bank; Indiana
had one bank with 17 branches, Missouri
one bank with § branches, Kentucky three
banks with 13 branches, Tennessee 3
banks with 17 branches, Virginia 6 banks
with 30 branches, North Carolina 4 banks
with 14 branches, South Carolina 12
banks and two branches, Georgia 13 banks
and 7 branches, Delaware § banks and 3
branches, Alabama 2 banks and 4
branches. A few branches were listed
also in New York and New Jersey and
Maryland. In most of the southern and
western states branch banking continued
until the Civil War or the tax on state
bank notes drove them out of existence.

Branch banking was not then consid-
ered “foreign” or un-American, and in
fact a few branches have continued in ex-
istence to this day—more than 100 years.

Furthermore, there are now (Decem-
ber 31, 1931 Federal Reserve records)
753 banks in the United States operating
3,451 branches, of which 1178 are out-
side the home city or town.

soop s meatllD) - @ < G e+

Epmunp PLATT,
Vice President, Marine Mid-
land Corporation, Formerly
Vice Governor, Federal Re-
serve Board.
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BRANCH BANKING
and

BANK EMPLOYMENT

T

E have in the United States many more incor-

porated banks than we should have for safe
and adequate service particularly to the smaller
communities,—but we have not nearly enough banking
offices for proper and convenient banking service to
our people.

Branch banking as provided for in the Glass Biil
would give employment to several thousand more
men and women than are now employed in banking.
Not only could branches be opened in many places
now deprived of banking service because of bank
failures, but many places that never have had banks
because unable to support separately incorporated
institutions could be and would be served by
branches.

This is not pure assumption. It is supported by
the facts in branch banking countries. Canada has
a population of about 10,000,000 and about 4,000
banking offices, or one banking office to every 2,500
people. In the United States we have about 20,000
banks and 3,500 branches for 120,000,000 people, or
one banking office for every 5,000.

On the same basis we could maintain twice as
many banking offices as we now have. A conserva-
tive estimate would give the United States if the
Glass Bill becomes law at least half as many addi-
tional banking offices as we now have or 11,500.
These could give additional employment to at least
34,500 people, allowing an average of only three per-
sons in each new branch, and this estimate is doubt-
less far too low, for many branches have full
banking staffs.

The enactment of the Glass Bill by preventing
bank failures would prevent more bank officers and
clerks from losing their positions, would restore
their jobs to many men and women now out of work
because of bank failures, and would give employ-
ment to many men and women who never have had
banking positions.

EpMUND PrATT, Vice President
Marine Midland Corporation,
Formerly Vice Governor,
Federal Reserve Board.
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NE of the stock arguments against
branch banking is that a branch bank
manager in a small town would have no in-
terest in his community and would seek
only to obtain as much money as possible
from it in order to send it off to some dis-
tant city for investment. This argument
implies, first, that bankers are so foolish as
to prefer to loan money where the rates are
lowest, and, second, that a branch could be
successful without rendering adequate serv-
ice. Inquiry of the managers of any of
the branch banking systems whether in this
country or Canada brings out at once the
fact that there are many branches where
more money is loaned than the total amount
of deposits received in those places. In
Canada there are many branches in the west
where this is almost continuously true. The
deposits come from the comparatively
wealthy eastern provinces, principally from
Ontario, and are loaned where the demands
are greatest, viz.: in the prairie provinces.
Seasonally when the crops are good there is
a surplus in the prairie provinces just as
there is in our own western states which
flows eastward for temporary investment
just as it does in this country, but the Ca-
nadian system undoubtedly serves the west
on balance better than our system and at
lower rates.

Another point constantly raised by op-
ponents of branch banking is that it is
absentee banking, that all the larger loans
must be referred to a distant head office
where there is nobody who would know
anything about the conditions or the de-
mands of the country towns. |t should be
obvious that this argument can not possibly
apply to branches limited to the boundaries
of states or even to trade areas. State-
wide branch banking corporations have on
their boards of directors representatives
from every section of the state in which
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they have branches and have men at their
head offices who are intimately acquainted
with every part of the territory. Further-
more, except in such large states as Cali-
fornia and Texas, every point is overnight
or within a few hours of the head office.
The argument was pretty good half a cen-
tury ago but ignores entirely the fact that
we have railroads, automobiles, airplanes,
the telegraph and telephones.

If the opponents of branch banking
would so much as look at the list of direc-
tors of great Canadian banks they would
find that even there with branches hun-
dreds and thousands of miles away from the
head office there are representatives of al-
most every section on the boards. Further-
more, at the head offices of Canadian banks
there are always men who have served in
the branches who know the requirements of
each section and who know many of the
people personally.  Certainly that would
be more true of branch banking limi-
ted to states. Anyone who has ever at-
tended a state bankers’ association conven-
tion knows that the bankers generally know
each other’s problems, and that many of the
larger bankers know something about the
conditions in every county of the state. Un-
der branch banking it would be their busi-
ness to become intimately acquainted with
every county.

oo et > @ e

By
EDMUND PLATT, Vice-President,
Marine Midland Corporation,
Formerly Vice Governor,
Federal Reserve Board.
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ADVANTAGES of BRANCH BANKING

Branch banking means larger, stronger country banks through removal of the restrictions that prevent
their consolidation over a territory large enough to afford diversification.

Banking is like insurance. 'Who would insure a house in a company that had all its risks in one town?
Safety for depositors and adequate service depends upon diversification, with banking corporations
operating in a number of towns and serving a number of industries.

Branch banking by providing larger country banks in each state would enable each state to finance at
home many large local industries which must now go to New York for their funds. [t would thus
tend to decentralize credit.

Branch banking stopped bank failures in England. In Canada the last bank failure occurred almost
ten years ago. Since that failure there have been nearly ten thousand in the United States.

We have tried every conceivable remedy for bank failures in the United States, except the remedy
which has been successful in other countries—branch banking.

Banks have a common law right to establish branches, which in the early years of American banking
was generally recognized, and generally exercised. The eastern banks, those of the financial
centers—the Wall Street banks—were the first to give up branch banking, which continued
in most of the Southern and Western states down to the Civil War, or (in Ohio and Indiana)
until state bank notes were taxed out of existence in 1866.

Virginia never had a bank failure before the Civil War. There were five or six large banks with the
smaller places served through branches.

Under the Glass Bill branches would be permitted only where found by the Comptroller or the Federal
Reserve Board to be in the public interest. Branches would be obtained only through consoli-
dation with existing banks except where there are now no banking facilities. Many counties
are now entirely without banks.

As Senator Glass has said hundreds, perhaps thousands, of small banks are today in danger. Their
depositors can be saved from loss and their stockholders can be saved from assessment by branch
banking. At this time it is impossible for them to raise new capital to take care of impairment,
but they can be taken over by stronger banks.

EDMUND PLATT, Vice-President
Marine Midland Corporation
Formerly Vice Governor
Federal Reserve Board
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The following quotations from hearings or
debates in the House of Commons at Ottawa,
and from reports by officers of the Canadian
Bankers’ Association constitute first hand in-
formation with relation to the Canadian
branch banking system. The Canadian bank
act comes up automatically for revision every
ten years and their system has therefore been
subject to more searching inquiry and discus-
sion than any other banking system in the
world. Naturally there have been advocates
of local banks, and at times even of small
“unit” banks, at these hearings but the su-
periority of the branch banking system has
always been successfully demonstrated.

It should perhaps be kept in mind that
there are many other differences between the
Canadian banking system and our system (or
lack of system) than the matter of branches.
Canada has no Federal Reserve Bank, or cen-
tral note issuing bank. All of her chartered
banks issue notes, under careful regulation,
and they appear to get along very well without
a central bank. Real estate loans are made by
mortgage banks and savings banks and not by
the chartered banks, which do a business al-
most exclusively commercial. Trust com-
panies are also separate institutions, chartered
by the provinces. Finally the Canadian
Bankers’ Association is recognized by law and
is given important duties to perform in the
line of supervision. Bank examinations by
government officials were not made until after
the failure of the Home Bank in 1923, and are
not now nearly as important as in our system.
On the other hand bank directors are held to
a strict sense of responsibility.

The Canadian banking system is much more
flexible than our system and acts much more
quickly in developing new territory. Branches
can be opened almost at the beginning of a
new mining or other development, and if not
successful can be closed without any painful
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process of liquidation.  Such branches are
sometimes opened in tents, or in temporary log
buildings. Churchill on Hudson’s Bay, at the
end of the new Hudson’s Bay Railway, has
already several branches, although not yet
fully established as a shipping port.

The Canadian system enables funds to be
loaned where they are most needed, regard-
less of the deposits of the neighborhood, and
the Canadian banks have frequently loaned
and are loaning today more money in the west-
ern agricultural provinces than the total de-
posits received in those provinces. While the
number of the chartered banks has been re-
duced through the years by consolidation to
ten, there are 4,000 banking offices or
branches, about twice as many banking offices
per capita as we have in the United States.

EDMUND PLATT,
Vice President, Marine Midland
Corporation, Formerly Vice Gov-
ernor, Federal Reserve Board.
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(1) INTERESTING QUOTATIONS FROM
TESTIMONY BEFORE COMMITTEE OF
HOUSE OF COMMONS OF OFFICERS OF
THE CANADIAN BANKERS ASSOCIA-
TION AND OTHERS. OTTAWA, 1928.

s ) > G G o0

MR. CHARLES E. 8. TOMPKINS—
INSPECTOR GENERAL OF BANKS.

In answer to a question referring to the vast size of
the country and the fact that inasmuch as nearly all
loans must be submitted to headquarters the concerns
near at hand might thereby receive more consideration
than concerns which were more remote from headquar-
ters, Mr. Tompkins said that the supervisors of the
banks in the different districts or provinces have very
substantial loaning limits within which they may grant
credit without reference to the head office, which, in his
opinion, tended to meet the sitmation adequately. He
further stated that there is a tendency to place more
responsibility upon local managers during recent years
and that the amount that the local manager could loan
on his own responsibility varied according to the indi-
vidual.

He said further that there was no control to the inter-
est rates in general but that they found their own level,
and that competition was much keener in the banking
field than ever before.

When asked if he thought it would be wise to have
a similar institution to the Federal Reserve System
having control of price of money in Canada, Mr. Tomp-
kins answered that he did net believe it was necessary
under their system. He said that he believed it a very
necessary thing in the United States where there was a
multitude of small banks and no coordination in finan-
cing. He said that the competition in the United States
in banking was net necessarily greater than in Canada
regardless of the fact that they had more banks because
these banks were largely local affairs with a very, very
narrow scope., Mr. Ernst, one of the members of the
Banking and Commerce Committee, interrupted here
to say, “and monopolistic in their area.”

MR. A. E. PHIPPS, PRESIDENT,
CANADIAN BANKERS’ ASSOCIATION.

Mr. Phipps in a statement to the Committee said:

“The centers of population must supply banking
capital for the outpests—hence branches.”
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In discussing the feasibility of establishing independent
banks in Canada supported by a national central bank,
Mr. Phipps made the following statement:

“The record in recent years of small banks in
the United States in agricultural communities is one
of disaster. In the first place the banks with the
small capitalization rarely, if ever, have securities
which measure up to the rediscount requirements of
the Federal Reserve System, so they cannot take
advantage of the system. Between the years 1921
and 1926 inclusive, 2,687 State banks failed in the
United States, the most of these in agricultural
communities with conditions comparable to those
in the prairie Provinces.”

In referring to this subject, Mr. Phipps quoted Ed-
mund Platt, Vice Governor of the Federal Reserve
Board, Washington, from an article in the Trust Com-
panies Publication of June 19, 1925, as follows:

“It seems to me that the remedy is clearly sug-
gested by the evidence presented. We must have
larger banks, banks large enough to afford good
management and large enough to spread their risks
over a variety of industries and over a considerable
territory. The larger banks have a better chance to
weather financial storms because they are able to
secure, and generally do secure, good management,
and also because they are not under the same temp-
tation to put all their eggs in one basket. The large
bank serves, as a rule, a greater variety of industries
than a small bank and often spreads its loans seo
widely that it cannot be vitally affected by disaster
to any one industry.

“BRANCH BANKING AND SAFEGUARD.—If
we must have larger banks in order to afford good
management and to give the management a fair
chance for success then we must either subject many
people living in small communities, or in rather
thinly settled agricultural communities to great in-
conveniences or we must provide them with bank-
ing accomodation through branches—not necessarily
on any very large scale as in Canada—but on a scale
large enough to serve the people adequately and
safely.”

MR. HENRY T. ROSS, SECRETARY,
CANADJAN BANKERS’ ASSOCIATION.

Mr. Ross stated that the banks are competing, as
never before, for a good class of business; that the
solvent concerns, in a liquid shape, can get all the
money they desire, or reasonably desire, for legitimate
purposes; and that all the business that is solvent can
be financed. In answer to the question, “The fact that
the local branch manager has absolute authority over
small loans and must not refer them to headquarters,
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you think does not mean a diserimination against locali-
ties at a distance?” Mr. Ross replied as follows:

“I do not think so. There might be an individual
manager who has very bad judgment. It is impos-
sible that all of the four thousand managers over the
country are perfect in their judgment. One man-
ager might turn down quite legitimate loans, but
if his head office or his management knew he was
turning down legitimate loans he would be repri-
manded. Banks are anxious to make legitimate
loans, legitimate loans that will be repaid in the
ordinary course.”

In reply to the question, “You do not think the fact
that the head office is so far away puts it out of touch
with the local needs?” He said, “I do not think so.
They have superintendents travelling about the areas
who are in constant touch with local conditions.”

(2) EXCERPTS AT RANDOM

From
“BANKS AND BANKING,”
issued by the Canadian Bankers’ Association, 1923.

“Under the Act banking facilities have been extended
to the uttermost parts of the Dominion. About forty-
five hundred banks cater to the public, affording in
every city and town and in many villages the same fa-
cilities as are enjoyed in the largest commercial com-
munity. No loss can now be sustained by the holder
of a Canadian bank note, and only in remote contin-
gency by a depositor, under the existing law.”

“The Canadian banks have loaned in the three Western
Provinces more than the sum total of the deposits re-
ceived in these provinces. They have taken money de-
posited in Eastern Canada, and lent it out in Western
Canada, but there is a limit even to the resources of
banks, and in view of recent experiences in North Da-
kota it should not be asked of our local banks to
pursue the policy which proved calamitous in that state.”

“One assertion can be definitely made, namely, that
money advanced by banks is cheaper to the farmers
in Southern Saskatchewan than it is to the farmers in
Western North Dakota.”

“But, broadly speaking, the American is a unit sys-
tem, the Canadian a multiple system, and the superior
merit of the latter has been amply demonstrated by
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events. Indeed, it is only the jealousy and influence of
the small State banks in the country to the south that
prevents adoption of the Canadian plan.

“The principle argument employed in support of unit
or local banks is that they can better serve their com-
munity, have deeper sympathy with its aspirations, fuller
knowledge of its wants, and especially that the local
bank lends in its locality all the deposits there de-
rived. Fact controverts the essentials of this argument.
There is more money loaned by Canadian banks in the
three Prairie Provinces than the amount of the local
deposits. That statement is made upon authority. What,
then, is the inference? Clearly that if wnit or local
banks supplanted in the Western provinces the present
chartered banks, there would actually be a contraction
of loans. The loaning resources of banks are derived
from deposits, and a system that enables the surplus
deposits of one part of Canada to be loaned to another
obviously gives advantages to the latter community
which merely local banks are incapable of extending.

“The small local U. S. Bank must of necessity be in
most cases a one-man concern and it cerresponds very
closely to the Canadian Private Banker of thirty years
ago.

“The branch bank system does more than permit of
the transfer of money from where it is not required to
where it is most needed. That system becomes a reser-
voir for the loanable liquid capital of the country, and
by the facility of transfer tends to equalize the rates
of interest. That system permits of the extension of
banking facilities to hundreds of places where capital
is too meagre to permit of the establishment of a local
bank. There is scarcely a village, certainly not a town
in all Canada without its branch bank. Moreover, the
Canadian system creates strength. One parent bank
with, say, 250 branches, is more solid than 250 small
institutions with exclusively local operations. The old
fable of the bundle of faggots illustrates that statement.
A small-town failure ruinous to a local bank of limited
resources does not disturb an institution of large re-
sources and widely extended operations.”

“A long experience has clearly demonstrated that the
branch bank system is the one best suited to the needs
of this country.”
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From “The Washington Evening Star,” issue of
April 3, 1932.

“By Robert P. Webber.

“TORONTO.—The stability of Canadian banks in a
period of world depression is an economic fact, attract-
ing continent-wide attention.

“In the financial stress following the market crash of
1929 thousands of United States banks have failed, mil
lions in deposits have been wiped away, and many more
millions have been withdrawn from the sound banks
in the United States and hidden away because of un.
founded fear, by depositors, of the solvency of these
institutions.

“No Canadian banks have failed since the beginning
of the depression, or for many years before; no bank
scares have occurred, and no bank has had serious
difficulties.

“Annual reports of the 10 Canadian banks in January
were scrutinized with interest on both sides of the
boundary line. They disclosed that banking in Canada
was not as profitable now as in the years immediately
preceding the market crash, and bank shareholders had
to be satisfied with only regular dividends in 1931, with-
out the bonus usual at the end of the banking year.

“From the viewpoint of the depositor, however, the
banks stand as strong and sound as ever.”

“In a system of independent wunits as in the United
States, each bank depends entirely upon its own re-
sources and the prosperity of its section of the country.
If the community served is engaged chiefly in one occu-
pation the stability of the bank depends upon the stability
of this industry. For this reason there were frequent
bank failures in the United States even when the country
generally was prosperous.

“The Canadian system eliminates this. A bank with
branches covering many thousand square miles is not
disastrously affected by crop or industrial failure in one
section. Losses in scattered sections are absorbed by
the whole without the interests of the depositors of the
unfortunate section or any other section being injured.

“While small depositors in the United States may
worry abeut the solvency of the indépendent banking
unit in which they are interested, the Canadian deposi-
tor in the small community realizes that the assets of
the whole huge banking system lie behind his deposits.
Back of the little one-story bank in a cross-road Canadian
town bulks the head office of the Bank of Montreal at
Montreal. Behind the bank in a tent in a mining camp
towers the 32-story head office of the Bank of Com-
merce at Toronto.”
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From “The Times Trade and Engineering Supple-
ment,” June 29, 1929,
“Branch Banks.
“The Canadian banks followed from the earliest times
the branch banking system, which owes its origin to
Scotland. A branch banking system is particularly

suitable for a large sparsely populated country, as it
enables branches to be opened in small towns, which

could not possibly support the overhead charges of a
unit bank. For the same reason, branches of competing
banks can be opened, giving even a small community
the advantages of competition. Perhaps an even more
important fact is that these branches are parts of a large
and powerful institution, with offices spread all over the
country, and consequently the bank is not subject to the
fortunes of any one district of industry, Canada’s south-
ern neighbors in the United States of America have de-
veloped on entirely different lines, and in that country
there are some thousands of separate banks in existence.

“The Canadian banking system has enabled the banks
to follow closely the ever-advancing frontier of settle-
ment, and so to supply the needs of newly developed ter-
ritory from the surplus of the older parts. In this way,
the deposits of Eastern Canada have assisted materially

in the subduing of the Western Prairies.”
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(3) EXTRACTS FROM DEBATES IN THE
CANADIAN HOUSE OF COMMONS ON
THE CANADIAN BANKING SYSTEM,

MAY 13, 1931.

RIGHT HON. R. B. BENNETT (PRIME MINISTER)

“We have a banking system in this country of which
I think we may be fairly proud. That banking system
is predicated upon the assumption that the amount of
money borrowed from the people—who are the deposi-
tors—by the banks will enable the banks to so use it
as to have it safe for the depositors when they require
it and furnish a maximum of service to the people who
are served by the banks. Can anyone say that in a
broad and general way that is not the Canadian experi-
ence? I think not. In other words, the chartered banks
of Canada, deriving their corporate existence from this
parliament, and exercising the functions conferred upon
them by law, are borrowing money day by day from
those who deposit their money with them at their several
branches, and that money is in turn being loaned to
those who are able to satisfy the banks that there is a
likelihood of their paying the money they borrow back
to the banks that lend it. I need hardly point out that
sometimes there has been a tendency to induce people to
believe that banks should lend money regardless of se-
curity. How can banks lend money without regard for
security if what they lend is only what they borrow?—
for the capital of the banks is utilized almost entirely
in the legal tenders which they acquire under the stat-
utes and in bank premises. It therefore follows that if
Canadian banks were to lend money under such cir-
cumstances as would place the loan in jeopardy, or under
such conditions as would ensure that the loan would not
be repaid, the credit would be frozen and the bank
would not be able to meet the demands of its depositors
and would fail,”

Referring further to frozen loans he said: “Do we
want that condition in this country, or do we not? That
is the real question at the very threshold of any inquiry
we may make, and all this complicated discussion which
sometimes takes place with respect to banks and their
place in the community in my judgment must always
resolve itself in the end into this simple, single inquiry:
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Has the bank, through its management, had due regard
in lending money to the fact that it may be called upon
to repay that money to the source from which it was
borrowed?”

* * * *

“That is the problem, Mr. Speaker, and the whole sci-
ence of banking is the maintenance of an equilibrium
between time deposits and time loans on the one hand
and demand loans and demand deposits on the other,
and if for a single moment you disturb that equilibrinm
to the point that you overloan on the demand side,
it is obvious that you cannot meet the demands of the
depositors. It is equally obvious that if you make loans
for longer periods of time than the life of the deposits
you will find yourself in a similar position. Our bank.
ing system has defects; no one will deny that. If you
are hypereritical you may be able to say that our system
has not done all that we would like it to do, yet our
system of branch banks, with the mobility that is possi-
ble in the movement of credit from one portion of the
country to the other, makes possible loans being made
on a large scale by a branch with very indifferent de-
posits, insured by the easy mobility of credits from a
point where there may be an excess of deposits and
very limited loans to the point where there is a de-
mand for loans with limited deposits.  That is the
strength of our branch bank system.”

* * * *

“There is no lack of supervision of the operations of
banks in this country. The inspector general would re-
port to the minister anything out of the ordinary, and
the minister, sensible of his respensibility, would take
immediate action if it was disclosed that there was such
a condition in a particular bank as to cause apprehension
on the part of those whose fortunes were linked up with
it, namely, the depositors. Most hon. members of this
house will realize that neither the inspector general
nor the auditors are greatly concerned with the share-
holders; that is not a matter of great public concern,
which is purely a question of safeguarding the interests
of the depositors.

* * * *

“All I can say to my Hon. friend and the house is this;
that without stating for a single minute that the system
is perfect, I claim for it the following: First, that for a
population of ten million people we enjoy the privileges
of a banking system that gives as great security to deposi-
tors as it is reasonably possible to have—and unless you
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have security for depositors, you have no banking sys-
tem at all and there is no development of the country;
that is clear—secondly, that the use to which the banks
may put the securities required for the protection of
depositors ensures such an expansion of credit as enables
our banks to meet évery demand that has been made
upon them.”

* * * *

“I am not, however, closing the door to convictions
which may come to my mind with respect to the matter.
I want the hon. member for Macleod and the house
generally to realize that. I am conscious of the fact that
for the last one hundred years the great desire of people
on the American continent has been to secure a stable
and safe banking system. Think what this means to a
country! Think what has happened to the United States
in that regard! No theorists’ lectures on credits will
get away from the simple, single fact that we have had
a more stable and safe banking system than most other
peoples in the world and the tribute to it which I have
just read to the house should convince us we have some
reasons for the faith within us with respect to the present
system.”
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Personnel of Committee

I't is understood that the Committee on Banking, Chamber of
Commerce of the United States, as presented below, is composed of
one business man and one banker from each of the twelve districts,
covering the United States, which compose the Federal Reserve

System :

Harry A. WHEELER, Chairman

First National Bank Building,

NaTHAN ApaMms, President,
American Exchange National Bank,
Dallas, Texas.

W. M. BaLpwiN, President

The Union Trust Company,
Cleveland, Ohio.

Warter S. BuckiiN, President,
The National Shawmut Bank,
Boston, Massachusetts.

J. Paur CrayroN, Vice President,
Middle West Utilities Company,
Chicago, Illinois.

WaLrtoN L. CrROCKER, President
John Hancock Mutual Life Insurance Co.,
Boston, Massachusetts.

J. J. CuLBErTSON, Vice President,
Southland Cotton Oil Company,
Paris, Texas.

WiLLiaM J. Dean, President,
Nicols, Dean & Gregg,

St. Paul, Minnesota.

E. W. DEecCkER, President,
Northwestern Bancorporation,
Minneapolis, Minnesota.

Paur DiLLarD, President,

Dillard & Coffin Company,
Memphis, Tennessee,

Junrtus P. FisHBURN, President,
Times-World Corporation,
Roanoke, Virginia.

Davio M. GoobricH, Chairman of Board,
The B. F. Goodrich Company,
New York, New York.

Aisa B. JoHNsON,

Packard Building,

Philadelrhia, Pennsylvania.

Percy H. JounsTtoN, President,
Chemical Bank & Trust Company,
New York, New York.

Chicago, Illinois.

Georce T. Lapp, President,
United Engineering & Foundry Co.,
Pittsburgh, Pennsylvania.

J. B. LEevison, President,
Firemen's Fund Insurance Co.,
San Francisco, California.

Howarp A. Logg, Chairman,
T'radesmen’s National Bank & Trust Co.,
Philadelphia, Pennsylvania.

Joun G. LonspaLg, President,
Mercantile-Commerce Bank & Trust Co.,
St. Louis, Missouri.

OuLwver G. Lucas, President,
Canal Bank & Trust Company,
New Orleans, Louisiana.

Joun M. MiLLER, Jr., President,
First & Merchants National Bank,
Richmond, Virginia.

W. S. McLucas, Chairman of Board,
Commerce Trust Company,
Kansas City, Missouri.

FeLix M. McWHIRTER, President,
The People’s State Bank,
Indianapolis, Indiana.

W. L. PeTrikiN, Chairman,
The Great Western Sugar Company,
Denver, Colorado.

Hexry M. Rosinson, Chairman,
Security-First National Bank,
Los Angeles, California.

P. G. SHook, President,
Shook & Fletcher Supply Co., Inc.,
Birmingham, Alabama.

Joun J. O’ConNoRr, Secretary,

Manager, Finance Department,

Chamber of Commerce of the United States,
W ashington, D. C.
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EXTRACTS FROM REPORT*

COMMITTEE ON BANKING
CHAMBER of COMMERCE

OF THE

UNITED STATES of AMERICA
MAY, 1932

GENERAL CONSIDERATIONS

The grave and complex economic derange-
ments of recent years have been responsible for
the emergence of many of the present problems
in the banking field, although some of them are
aftermaths of deep-rooted conditions of long
standing.

The regrettable record of the past ten yearst
of the suspension of 9,166 banks in the United
States, 4,315 of these suspensions having oc-
curred since the beginning of the acute depres-
sion, clearly indicates the persistence of the
need of providing better protection for deposi-
tors’ funds. The gravity of this problem is re-
flected in numerous ways. The actual losses
to depositors and others, the disturbing distrust
of banks and the resultant contraction of credit

#* The Report of the Committee on Banking, Chamber of
Commerce of the United States, which was published in
June, 1932, deals with a pumber of important proposals for
banking legislation which have been pending in Congress.
The report, comprising some thirty printed pages, should be
considered as a whole (including reservations and 2 minority
statement) if the reader desires to ascertain the points of
view of the Committee members concerning the legislative
proposals. While these extracts from the report do not con-
tain all the references to the subject of branch banking that
are made in the report, it is believed that they fairly reflect
the major conclusions of the Committee members upon that
subject.

It is understood that the report, which is printed for the
information of the members of the Chamber of Commerce
of the United States, has as yet no binding effect upon that
organization. It remains to be determined whether or not a
referendum, based upon the report, will be submitted to the
Chamber’s membership for determination of its policy.

+ April 1, 1922, to March 30, 1932, inclusive.

have produced far-reaching injuries. Strong
depositaries are an imperative need. This ne-
cessity has been foremost in the Committee’s
considerations.

No selfish interest of stockholder or bank
officer, no narrow view of what constitutes the
credit requirements of business, and no popular
prejudice must be permitted to delay such ad-
justments in our banking structure and methods
as will protect the savings and other deposits of
our people. Effective means must be found of
fostering the general development of more
strong institutions under the supervision of men
of proved integrity and ability.

Banking fundamentals and not surface symp-
toms or superficialities are the true key to im-
provement. Legislation alone will not insure
good banking. It may curtail some undesir-
able practices or open the way to improve-
ments. Neither law nor public supervision can
be depended upon to correct all abuses in bank-
ing, prevent bank failures, or save the com-
munity from personal or business mishaps.
Good banks are mainly the products of prop-
erly equipped, far-seeing men of high profes-
sional standards with a keen sense of public
interest.

The human element in banking is a principal
factor. Capacity for good management and
improved efficiency of bank executives cannot
be supplied by law. Indeed, rigid prescription
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of statutes that would seek to insure automatic
safeguards presents the danger that bankers
may be encouraged to feel that practices not
definitely prohibited are to be defended solely
because they are legally permissible. The regu-
lation of banking upon the assumption that the
lowest standards of practice may prevail can
cause injuries as surely as failure to discounten-
ance practices admittedly bad.

The business of banking is far too important
to be subjected to partisan strife or longer to
be an open field of adventure for the poorly
equipped. The development of sound manage-
ment of banks is more a charge upon business
and professional associations, and upon con-
servative banking and business leaders, than
it is upon legislative or administrative agencies.

BRANCH BANKING

It is proposed * that national banks having
capital stock of $500,000 or more should be
permitted with the approval of the Federal Re-
serve Board to establish and operate new
branches at any point within the state of the
location of the parent bank. If by reason of
proximity of the parent bank to state boundary
lines, its ordinary and usual business should be
found to extend into an adjacent state, the Fed-
eral Reserve Board could permit it to estab-
lish branches in the adjacent state to a limit
of fifty miles. A national bank with less than
$500,000 capital would be permitted, under
certain conditions, to establish branches within
the city of its location.

Under the proposal it would be required,
moreover, that the aggregate capital of the
national bank and its branches should at no
time be less than the aggregate minimum capi-
tal required for the establishment of an equal
number of national banks situated in the vari-
ous places where the bank and its branches are
located.

* Section 19, Glass Bill, as reported to the Senate, April
18, 1932.

It is also proposed ** that nothing in fed-
eral law should prevent a state member bank
from establishing and operating branches on
the same terms and conditions and subject to
the same limitations and restrictions as are ap-
plicable to the establishment of branches by
national banks.

In the same measure it is proposed that no
national bank could be organized with less capi-
tal than $100,000 except it be located in a place
with a population of 6,000 or less, in which
event it would be permitted to have capital of
not less than $50,000. It is also provided that
no state bank applicant for membership in the
Federal Reserve System could be admitted un-
less it possesses an unimpaired capital sufficient
to entitle it to become a national bank in the
place where it is situated. If located in a city
with a population of more than 50,000, capital
of not less than $200,000 would be required.
Except that in the outlying districts of such a
city, where state laws permit the organization
of state banks with a capital of $100,000 or
less, national banks now organized or hereto-
fore established could, with the approval of
the Comptroller of the Currency, have a capi-
tal of not less than $100,000.

This proposed grant of right to a national
bank to establish, under limitation, statewide
branches anywhere within the state of its loca-
tion, even though the state banks of the state
may not be permitted so to do by state law, is
viewed with favor by this committee, which
at the same time supports protection of the un-
doubted merits of our strong unit banks.

Unit banking has made notable contributions
to the economic development of the country.
Unit banking which continues to develop credit
facilities in step with the growth of commerce
and agriculture, is certain to maintain an im-

** Section 15, Glass Bill, reported to the Senate, April 18,
1932,
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portant place in our banking system. The
country, however, is rightly critical of the
weaknesses that have been developed in our
banking situation, as evidenced by the suspen-
sion of 9,166 banks, with deposits of $4,332,
000,000 during the past ten years. This rec-
ord, in which all kinds of banks—member and
non-member banks of the Reserve system, unit
banks as well as branch banks—have been in-
volved, points to the imperative need of a
stronger banking structure to safeguard the in-
terests of depositors and of general business.

Notwithstanding the problem of overcoming
deep-seated prejudices in favor of the exclusive
development of unit banking, your committee
believes that one road to improvement of our
banking situation is the carefully regulated de-
velopment of branch banking. The loss of the
independent status of some banks not now in
a position to protect fully the safety of the
bank depositor, to whose welfare all too little
attention has been paid, or to furnish adequate
banking facilities to their communities, would
produce benefit if these banks should be con-
verted into branches of strong banks. It has
also become generally recognized that there
must be careful avoidance of the creation of
unnecessary institutions whether they be unit
or branch banks. These observations upon the
failures of banks have been made with full rec-
ognition of the fact that unprecedented busi-
ness conditions, and some lessening of public
confidence, are in large measure responsible
for the severity of the tests to which many
banks have been subjected.

Considerable hardship has been experienced
by some communities because of the partial or
complete break-down of their banking facilities.
In instances it is difficult, if not impossible, for
local interests to assume the entire burden of
re-establishing needed banks or to protect ade-
quately the capital structure and deposits of
existing banks. In a regrettable number of

cases, also, weak national and state banks con-
tinue because no available means, in the absence
of branch banking offer to affiliate them with
strong institutions. Branch banking would pro-
vide a solution to many of these problems
through enabling strong, well-managed institu-
tions to invite existing banks to combine with
them and strengthen the facilities offered the
public, including the establishment of such of-
fices as might be required in outlying towns and
villages.

The committee has reviewed studies of
branch banking made here and abroad, and
concludes that doubts as to its broader appli-
cability to our requirements are unwarranted
and must yield to the needs of the present situa-
tion. It believes, moreover, that branch bank-
ing, if it is to be eftective, must be so devised
that each branching area shall include business
centers possessing adequate financial strength
and shall embrace a reasonable diversity of
agricultural, business and industrial enter-
prises. While the most desirable diversifica-
tion may not be secured in all instances, the
committee believes that state-wide branch
banking will greatly strengthen the general
situation and will provide in a great many
states the means of sufficient banking stability.
It is also of the opinion that a financial center
located near a state line should be permitted
to provide branch banking service in the nearby
communities of an adjoining state in the rela-
tively few instances where such communities
and the center really comprise a single financial
and business area.

It must be noted that branch banking has de-
veloped practically under the diverse laws and
regulations of our national and forty-eight
state banking systems. At the present time,
nine states and the District of Columbia permit
branch banking to the limits of their geograph-
ical areas. Sixteen states permit branch bank-
ing within areas restricted to a single city
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or county, and the remaining twenty-three states
either prohibit or have no provisions regarding
branch banking. National banks, with certain
limitations as to population, are now permitted
to establish branches within the city of their
location provided state chartered institutions
in the same state may do so, while state banks
which are members of the Federal Reserve
System are subject to the branch banking limi-
tations imposed upon national banks.

Because of the prohibitions upon branch
banking, outside of restricted areas, by national
and state member banks of the Federal Re-
serve System, which furnish about sixty per
cent of the banking resources of the country,
and the fact that either insufficient or no branch-
ing privileges are permitted state banks in
many states where relief is needed, it is im-
perative in the interest of early general im-
provement that branch banking legislation pro-
ceed from the Congress of the United States.
It is to be hoped that states early would see fit
to amend their laws so as to give branching
powers to their state-chartered banks similar
to the powers that it is proposed be granted by
Congress to national banks. Although there is
need for early action it is to be presumed that
states not now permitting state-wide branch
banking would be allowed a definite period of
time to amend their laws before the national
banks of those states would be permitted to
establish state-wide branches.

The Committee recommends that:

A national bank should be permitted, sub-
ject to carefully devised administrative regu-
lations but unlimited by restrictions of state
law, to establish state-wide branches; federal
legislation should not deny similar powers to
state member banks.*

While it is believed that bankers generally
would proceed with caution in the creation of

* Mr. McWhirter dissents from this recommendation in his
minority report.

branch systems, the committee concludes from
its studies of branch banking that certain checks
looking to the long-term aspects of the prob-
lem should be imposed. In particular, it is of
high importance that the properly operated
unit bank which is adequately serving the finan-
cial interests of its community must not be sub-
jected to unnecessary or uneconomical conipe-
tition from new branch banks established by
outside interests. Sound banking requires also
that branch systems should not be built by reck-
less competitive bidding for the shares of ex-
isting banks. If the “over-banked” condition
which exists in some localities is to be avoided
elsewhere, there should be a curb upon any un-
bridled race for supremacy in both the number

Mr. Lonsdale is opposed to the recommendation that a na-
tional bank be granted the power to establish, under limita-
tions state-wide branch banks in those states in which state
banks are not permitted to do so under state laws. He takes
this position for the reason, among others, that since we have
a dual state and national banking system the autonomy of
the states should be respected to the extent that national
banks competing with state banks should not be given powers
prohibited under state laws to state banks, He states that in
recognition of this autonomy Congress in the past has
limited the rights of national banks to such as are permiited
to competing state banks operating under state legislation.
He mentions as examples the enactment of section 11-k of the
Federal Reserve Act, in which it is provided that trust
powers shall not be exercised by national banks where such
powers will contravene the state laws relative to competing
state banks and trust companies, and section 9 of the act
which permits rather than compels membership of state
banks in the Federal Reserve System and allows such state
banks to become members even though they are operating
branches to an extent not permitted national banks.

Mr. McLucas would have preferred that the Committee’s
report follow the resolution on branch banking, adopted by
the Executive Council of the American Bankers Association
April 26, 1932, to the effect that unit banking laws should
be modified only so as to permit, where economically justified,
community-wide branch banking in metropolitan areas and
county-wide branch banking in rural districts. In every re-
spect, however, he believes the autonomy of the laws of the
separate states governing branch banking should be pre-
served. Mr. McLucas suggests further that if state-wide
branch banking powers are granted by Congress to national
banks, the federal law should not become operative in states
now prohibiting branch banking, or in states which do not
allow state-wide branch banking, until a future date which
would give sufficient time for the legislatures of those states
to consider the desirability of enacting laws permitting their
state banks to engage in branch banking.

Mr. Adams concurs with the reservations of Mr. McLucas.
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and extent of banking offices and upon those
forms of competition which compel a bank to
enter reluctantly upon branch banking in order
to protect its correspondent banking business or
to maintain its position in the financial structure.

The committee feels, moreover, that the
strength now inherent in our banking system,
coupled with the best efforts that management
can give, will prove far more valuable in solv-
ing our banking problem than legislatively im-
posed corrections that do not provide sufficient
scope for the exercise of the proved managerial
ability that can be identified. It would be fruit-
less, therefore, to propose branch banking as a
strengthening measure without requiring that
there be demonstrated capacity of management
to cope with the problems confronting it before
any bank is allowed to engage in branch bank-
ing.

No less important is the requirement that a
bank engaging in the operation of branches
should have unimpaired capital funds adequate
to serve the needs of the communities in which
it does business. In requiring the possession of
adequate capital, the committee recognizes also
that an effective check would automatically be
placed upon undesirable development of branch
banking.

While favor is found for the proposal that
the capital of a branch system should not be
less than the aggregate capital that would be
required if each branch of the parent bank
were an independent national bank, the Com-
mittee believes that the additional branch
banking powers should be devised with special
attention to servicing the requirements of rural
communities and of small cities. Some limited
grant of discretion should be given to admin-
istrative authorities to permit the establishment
of branches in such communities if, for in-
stance, the parent bank can meet the capital
requirements of state law for independent state
banks in such particular locations.

After its canvass of the situation, the com-
mittee has concluded that the only effective
manner in which the above recommendations
could be properly carried into effect, excepting
those regarding capital requirements, would be
to vest broad discretionary powers in respon-
sible supervisory officials to grant or withhold
permission to engage in branch banking. In
order that there may be uniformity in the de-
velopment of branch banking within the con-
fines of the Federal Reserve system, it is pro-
posed that so far as federal legislation is con-
cerned, the authority to prescribe regulations
affecting branches of a national bank be vested
in the Comptroller of the Currency, and the
authority to prescribe regulation affecting
branches of a state member bank be vested in
the Federal Reserve bank, subject in both in-
stances to the review and concurrence of the
Federal Reserve Board.

The Committee recommends, therefore, that:

In Federal legislation statutory permis-
sion to national and state member banks to
establish branches should be conditioned upon
approval of administrative authorities, sub-
ject, however, to definite statutory require-
ments that the capital of the branch system
shall not be less than the aggregate of the
capital that would be required if each bank-
ing office in the branch system, including the
parent bank, were an independent national

bank.

Administrative authorities should be able
to require a showing in case of the applica-
tion for a branch that the general condition
of the branch system, as well as the condi-
tions under which the branch would operate,
indicate the probability of its successful main-
tenance. '

The power to establish a branch in any
given location within the branch area should
be granted only after administrative finding
that another bank, with or without branches,
is not adequately servicing the banking re-
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quirements of the district of the proposed
branch.

In order to avoid complications that would
result from rapid or competitive extension of
branch banking, there should be legislative
grant of discretion to the administrative au-
thorities to require a suitable period of no-
tice of intention to establish a de novo branch
or to acquire branches by merger, as well as
of discretion to withhold final approval for
a reasonable period of time.

To provide uniformity in the development
of branch banking within the Federal Re-
serve System, authority should be vested in
the Comptroller of the Currency to prescribe
regulations with respect to the granting of
branch banking privileges for national banks
and in the Federal Reserve banks to pre-
scribe regulations with respect to state mem-
ber banks, subject in each instance, however,
to the review and concurrence of the Fed-
eral Reserve Board.
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I have undertaken in this address first to show that we must not
expect miracles from any banking system, second that our own system
needs some reform before it can do its best work and third that our
leading banks and our banking system as a whole having weathered the
storm will stand ready when industry has recovered confidence to do
its part in assisting recovery - but that banks by themselves cannot
force recovery,

T am assuming that in assigning to me the subject "The Role of
Banking In Recovery" the word "banking" was ﬁnderstood to mean commer-
cial banking or banking conducted by incornorated institutions oper-
ating chiefly through deposits and subjéct to national and state bank-
ing laws, and that the word does not include what we call "investment
bankers" or private bankers, overating largely with their own capital,
In current discussions of banking, in Congress for instance, there
is often some confusion of thought on this subject. People often talk
as 1f bankers could promote enterprises by direet investment, losing
track of the fact that commercial banks operate not with their own
capital but with deposits generally payable on demand.

Econonmists tell us that banks create credit, that deposits are
created by loans and some of them seem to assume that banks can ar-
bitrarily and on their own initiative continue to create credit to
the full limit allowed by the reserve requirementse. The late Dr,
Walter Leaf, who was Chairmen for many years of the estminster
Bank, Ltd., London, decliared in his excellent little book on "Banking"

that a "banker is essentially 2 broker whose business is to link up
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money needing temporary investment with borrowers needing temporary
loans.? He declared that bankers are not “creators of credit.” "tThe
banks," he said, "can lend no more than they can borrow - in fact
not nearly so much., If any one in the defosit banking system can be
called a creator of credit it is the depositor: for the banks are
strictly limited in their lending cperations by the amount the de-
vositor sees fit to leave with theme®

In a broad sense as anplying to all the banks of a country or of
any financial center Dr. Leaf was wrongs Clearing hﬁuse or combined
bank statements usually show that deposits and loans go up and down
togethers Deposits are credted when loans are made and are reduced
when loans are paid off, but there is, nevertheless, more than a grain
of truth in Dr. Leaf's statement that "if anyone in the deposit bank=-
ing system can be called a creator of credit it is the depositor" and
that the banks are "strictly limited in their lending operations by
the amount the devositor sces fit to leave with thems" This does not
mean, however, that the depositor generally brings in cash to leave
with them but simply that the depositor is a necessary party to the
creation of credite. He must have coﬁfidence not only in his bank
but in his government and in his own ability to make profitable use
of funds if he borrowse It is his borrowing that creates credit
just as much as it is the bank's lendinge. Many economists, it seems
to me, leave the depositor out entirely and talk as if banks could
force credit upon the public and arbitrarily increase deposits and

the circulation of ceedit both in the form of checks and of currency.
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e have had ample proof during the last few moenths of the operation
of the Federal Reserve System that you can't force an increawe of
credit - that confidence in the banks, in the goverament and in the
business situation are absolutcely esscntiale Dr. A, C. Miiler of the
Pederal Reserve Board expressed this idea in recent testimony before
the Senate Committee on Banking and Currency when he said *It takes
two to issuc currency from the Pederal Reserves The Federal Reserve
cannot do it alone" and agrin when he said “Business makes credit

far more than credit mekes business.”

In short, miracles must not be expccted of the banking system of
any country, least of 211 of the hctercgencous banking systcm in the
United Statese Our leading banks are in a strong position and ready
to serve, but the whole country has gone through a terrificst®in start-
ing with the train of events which began in Turope a little more than
a year ago with the failure of the Creditansts1lt in ‘ustria snd cul-
minating in the susvension c¢f gold payments by the Bank of England
in September, During the spring and early summer of 1931 largely
because of the easy money policy of the Federsl Reserve System, and in
the absence of commercial demand or of the desire of depositors to
create credit, many of our banks bought bonds which they had becen
taught to consider a good sccondary fcservce TThen the storm broke in
3eptember and October, however, these bonds depreciated very greatly
in v=~lue =and together with the unprecedented loss of gold following

the suspension of gold paymehts by the Bank of Ingland were the cause
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of = heW era. of bank failures, this time extending to eastcrn banks
as well as westerne You are familiar with the emergency nmeasures
taken to check these bank failures, first, in October, the formation
of the National Credit Corporation and aftcrwards, January 2lst, the
Reconstruction Finance Cecrvoration and still later, February 27th,
the passage of the Glass-3teagall rct which broadened the eligibility
provisions of the Federal Reserve fcts Iach of these measures was
helpful and the wave of bank failures was checked, but none of them
go to the root of the mattere 7ith conditions, so far as business is
concerned, just as bad in England and in Canada,‘there have been no
bank failures and no lack of confidenece in bankse. Obviously our
banking system itself must be largely at fault and the depression heos
been greatly deepened in this country because of unnccessary distress
and drastic restrictions of credit in many communities wherc banks
have closcd, The efficiency of American banking in promoting re-
covery will depend largely upon whether bank failures have been per-
manently checked and I regret excecdingly that Senator Glass's Banking
Reform bill could not have been passed at the present session df
Congresss. . . UWhile several sections of it, particularly those
calculated to prevent another era of wild sueculation like that of
1928~29, would have becen at present inonerative other scctions are
vitally constructive and necessary, particularly the sections designed
to prevent bank failures by providing for branch banking through the
consolidation of the smaller banks, and the sections providing for

regulation and examination ef group banking and of affiliatcse
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Assuming, however, that bank failures have been almost entirely
stopped and that confidence in the fundamcntal soundness of ‘merican
institutions is returning, what can banking do to promote rccovery?

As I have said, miracles must not be cxpected either of our commercial
banks or of the Federal Reserve System, It seems to me that no one
thing has done much more harm in this depression than the persistence
of belief that by some manipulation 2f credit or currency by the bank-
ing system the price level could be brought back to that of 1926 or

of 19289+ The House of Representatives on May 2nd passed o bill, the
Goldsborough bill, declaring it +“to be thc policy of the United States
that the average purchasing power of the dollar as ascertained by

the Department of Tabor in the wholesale ceommedity markets for the
period covering the years 1921 to 1929 inclusive, shall be rcstored

and maintained by the control of the volume of crecdit and currency."

Senator Glass very hajspily succecded in squclching this bill in the
3enate, though in doing so he had to put forward a proposition for
additional bond secured national bank circulation, which to my mind,
and I think to his ovm, is almost as objectionables What the Golds-
borough bill sought to accomplish is I belicve impossible of accom=~
plishment by any sane banking meanse

The price level of 1921-29 is gone past recovery and many of the
necessary adjustments to a lower level have alre~dy bcen made.
Others in my opinion must be made before we can proceed far on the
road to recovery. Yet this idea of restoring the price plateau

of 1921-29 has received the encouragement not only of foreign
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economists, like Keyncs of England, Cassel of Swcden and even of gir
Arthur Salter whose recent book "Recovery, the Second Effort" is
exceedingly interesting and vsaluable, but of several vell known
economists in our own country, and has considerably influenced the
administration in Washington. These theorists believe that the chief
cause of the debacle of 1929, and of the great decline in the price
level during the past three years was monetary - a shortage of gold,
maldistribution of gold or restriction of credits It is not my
province to discuss these matters but I cannot refrain from stating
that there is no evidence of a shortage of golds The central bank§
of the world gained some $450,000,000 in gold during the year 1931,
according to the recently published report of the Federal Reserve
Board - while prices the world over were stcadily declininge. The
production of gold is increasing as always hos been the case ig
times of depression and of lowered mining costs, and some $275,000,-
000 of gold has unexpectedly reappeared from the hords mostly of
Indias Furthermore, less of the new production goes into the arts
or into industry in such times and morc into monectary stocke So far
as our own country is concerncd we gained gold during the first part
of 1931 until September when we had over $5,000,000,000 - more than
enough to pay off in gold all of our paper money in circulation,
Then, following the suspcension of specie payments in England, we
exported some $750,000,000 of gold in six weekss During the nine
months from September to June we exported or earmarked for forecign

account the stupendous sum of $1,547,000,000, ¢f which $1,213,000,000
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vent to Burope, principelly to Prance, Holland and Switzerland.
During the same period, however, we imported $434,000,000 of gold
principally from Japan, China and Latin *merica - so the net re-
ductien of our monetary gold stock was $1,113,000,000. A very large
decrease - but we still have as much gold as we had in 1923 when
prices were at least 30 per cent higher than they are now and nearly
a billion dollars more than we had in 1981, and some two billion
dollars more than we had in 1914, In short we have nearly twice as
much gold now as we had in 1914 but the price level is lower now
than it was then|

To discuss the much talked of maldistribution of gold would lead
me still further afield, into the matter of reparations, war debts
and tariffs. I may say, hcwever, thot these in my opinion have
played a much larger part in the reduction of prices than volume
of gold, or volume of currency in circulation., or restriction of
credit, Here another citatioen from the recent annual report of the
Federal Reserve Board seems pertinents From the autumn of 1929 to
the end of 1931 there was an unprecedented deflation of bank credit,
amounting to $8,750,000,000 but the totnl volume of bank credit
(total loans and investments) of all banks in the United 3tates at
the end of 1931 was still $50,100,000,000 or about the samec as in
the autumn of 1925, Prices in 1925 were higher than they were in 1929
or in 1926 (the year chosen as 100 by the Bureau of Labor, the

Federal Reserve Board, Professor Fisher and other index makers).
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The price level as rcprescnted by these indexes fell something like
35 per cent between the 2uturin of 1925 and the end of 1931 yct the
volume of bank credit outstrnding was substantially thc same. That
is something for the monectary thecorists to explaine They nvpear to
believe that prices arec absolutely controllecd by the volume of credit
and currency, and that thesc can be arbitrorily controlled by the
banking system, through the manipulaticn of ~ group of men sitting
in Washingtones As I heve already indicerted, they losec track cntirely
of the part the dcpositor or borrower plays in the crention of credit.
The theory that credit can be pumped into the country through sccurity
purchascs by central banks has rccently bceen cxpounded and dcfended
by the Midland Bank of London in its monthly review. MNr. }McKenneg
appears to believe that thc chief purpose of thc unprccedented pur-
chase of government securities by the Reserve banks since Fcbruary
Z4th was the raising of prices and admits thet it has been unsuccess-
ful -~ but this purposc hes fortunately never been declared by thosc
responsible for the operation of the Rescrve System, and there was
reason enough for the policy in the nccessity of casing the strain
upon the member banks occasioned by the hcavy borrowing of last fall
due to the great demand for currency =nd thc¢ unprecedented gold cx=-
ports. The Reserve policy, particularly the stecpping up of the pur-
chasc of government sccurities to %$100,000,000 a weeck from fpril 6th
to May 24th, had the effect of accelerating gold cxvorts, and I am
not sure that this was not one of its purposecs. Je ~Ppear to be at

last rid of what Dr. Benjamin M. Anderson hos called the "ncrvous
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money" that came to us between June 1928 and September 1931,
Certainly, if the purpose of the Federal Reserve Systcm in
purchasing governments in tremendous volume was the increase of
prices it has failed so far to accomplish anything -~ but if its main
purpose was to aid in the restoration of confidence and to reliecve
the member banks so far as possible of debt so that they could feel
free to extend credit when a real demand for credit appears thén I
think it has accompnlished something. The restoration of confidence
must come first, devositors must be willing to borrow and must see
opportunity for profitable investment before they will do their
part in creating further - depositse Sound banking is
egssential to recovery, but “increased bank credit is the result, not
the cause of a revival in general business conditions,™ as Dr.
George E. Edwards recently declareds Increased circulation of
currency is also the result of increased business, and currency ar-
bitrarily put inteo circulation as proposed by the recent soldiers
bonus bills, would not stay in circuletion, but would almost immedi~-
ately find its way to the Pederal reserve banks, displacing an
equivalent amount of Federal reserve currcency or of gold, or piling
up idle reserves for the member bankse. This would also be true of
the proposed increase of national bank circulntions. Dr. Goldenweiser
ably pointed this out at the hearings on the bonus billse Such an
issue of currency would have little, if any, affect on prices, and
might have an adverse affect through further undermining confidence,

TTith the restoration of confidence and the cessation of
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ligquidation some increase of prices will doubtless take place. Dis-
tress selling has dictated the prices both of securities and
commodities for much of the past years, Banks have had a large part in
the distress selling, many of them through necessity of obtaining
funds to satisfy frightened devositors and some of them through the
natural degsire to be as liqguid as possibles Not all of the deflation
of loans and deposits, however, has been duc to pressure from the
banks. Denositors have not only ceased to create more deposits by
borrowing ~ they have also voluntarily cut down decposits by paying
what they already owved, beliceving thet in such times one can make

no better investment than to pay his debtse The reduction of bank
credit during thec past threc years and particuler}y during the past
year has bcen greater than in any other period of our historye It
still continues ' though nt a much slackencd pacce Much of it has been
due to the inherent weakness of our unit banking system in rural and
outlying communitics as rccently demonstrotecd in Chicagoe. How much
longer it can continue no onc can serye. Scveral times therc have
secmed to be indications that it had c~bout run its course, and I think
there are such indications todaye Our leading banks in the financial
centers are in exceptionally strong liQuid positions The great majors
ity of all of our banks have weathered thc stormes The open market
policy of the Reserve system has offset the gold exports and the
hoarding of currency, has put nearly all of the larger banks out of
debt and has provided cxcess rescrves in the financial centers on
which a considerable expansion of crecdit could trke places When con-

fidence is fully restored, when the business community is ready to
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meke usc of that credit -~ when the depositor is ready to his part

in thce %creation of credit" the banks will be ceager to do thcir part.
Banks don't make money for their stockholdcrs by restricting credite
Their profits come from extending credit, from Ycremnting" credit

with the cooperation of their denositors,
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The Class bankins reform bill despite the long filibuster condueted by senator
fuey lomg, aided by Zenator ‘heeler of lontana and ‘enator Thomas 6f C(klshome, neverthe-
less passed the United ‘tates Uemste with a surprisingly small vote sgainst it. Perhaps
the collapse of the opposition was partly due to the faet that the senseless charscter
of the filibuster outrsged public sentiment and caused & flood of protest and a strong
trend of sentiment in favor of the bill. It looks as if there might have to be further
umiltakano. evidence of public sentiment in order to get it loose and through the
House of Hepresentatives at ti.ais session. Of eourse, there is plenity of time to pass the
bill in the House if the Banking and Currency Committees of the iouse will promptly take
it up end report it 2nd il the leaderas get behind it, Some of the leaders on both the
Demoeratic and Republican sides have expressed themselves as fuvorable, and I know that
a considersble number of the msmbers of the Danking and Currency Committee are in favor
of the'blll so it geems to me that its pagsere is certainly not irpossible and still
quite within probebilities, flibusters cernot hold up bills in the icuse of Represen-
tatives for any consideruble time I1f the leaders went them pessed, They cem be put
through in an hour's tize by speclial rule, end seme very laportant leglolation has been
enacted under such rules &2 late &s the first of Yarch,

The Tlass bill has in it & good meny elements of popular sppeal if properly

handled. Its cehief purpcee is Lo require u gradnal ehange in the direetion of more
commercial banking on the part of benks thet are members of the Federsl Feserve System
and less investment banking., 4Al)l the drastic festures of the bill as originally intro-
duced, the features which aroused the ire of the American Dankers issoeiation, have been
either eiliminsted or mueh modified, The original hill required that security affiliates
were to be cut off immediately from the banks which econtrolled them. The bill &s
finally pessed zives them five yeara, and the investment section which aroused a good
desl of oprosition is not to go into effect for five years, Ir. Franeis i, Sisson,

President of the american Bankers issociation, in the February issue of the Assrican
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Barkers sssociation Journal, deeclares that,

"Every bond department in the country belonging to a member bank would

have to be abolished on the day of the bill's enactment into law., No

longer could any commercial bank with membership in the Federal Reserve

System accept participation in any bond issue, exeept to teke up bonds

for its own account,”
This statemont wes written, of course, before the bill was finally pessed in the
Benate and, as I have suid, the section does not go into effect until five years after
the enaetment of the bill so there will be every opportunity to affeet necessery changes
gradually. In the main 10 seseme to @ that the separstion of commercial benking from
investment bDanking is sound, though I doubt if the separation can be guite as complete
as same of the theorists believe,

The sections of the bill which regquire supervision of security affiliates prior
to their separation and other similar seetions recuiring supervision of holding com-
panies, etc., sean to me to be entirely good, and I spoula think it not impossible that
the supervision and examination of security uflfilietes migit prove within five years that
they sbould be given & lomger term end possibly even that they should be continued,

The filibuster in the Jenate was osteansibly directed chiefly sgeinst the braneh
banking seetion but it is generally believe thai at leust some of the backers of the
filibaster were in favor of defeat of other sections and that they merely centered on the
branch banking feature because th‘ey thought 1% was probdably the most unpopular section of
the bill. Apperently they found as the filibuster procesded that the branch banking
feature was not as unpopulsr &s they thought it was and that their attacks were winning

The section to be swe was considerably modified by the so-called Bratton
wearied

it supporters.
amendment whieh provides for branch banking only in accordance with state laws,

with the long fight Semator (lass did not resist this amendment, and the parliamentary
situation was sueh that it had to be voted on before the section aa & whole could be
voted on., The finsl vote and the expressions on the bill seemed to show very clearly

that the branch banking provision would have been carried s it origimally stood if i

had been brought to a vote,
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) The logic of events since the bill was under discussion in the Senate last May
and even during its discussion thias winter have zll served to strengthen and increase
the sentiment in favor of branch banking whieh after sl) merely means the repeal of
reatrictions preventing the consolidation of banks unless they happen to be located
within the same city liaits, That the elosing of many small banks eould be prevented
by eonsclidution with larger banks,is, of eourse, admitted even Ly the opponents of
branch banking. Soon after the Tlmass bill hud been lsid aside last summer an epidemic
of bank fallures broks out in =né nser the eity of Thiecsgo whieh hed previously been
the center of opposition to braneh benkirg. 2o meny of the outlyirg bankes in Cook
County were closcd that conflidance wis inmpeired even ir sone of the large downtown or
Loop banks, end !r, charles U, Dawes had to resign his position as Tresident of the
Reconstruction Finmnee Corporetion, sancd go to Chieago tu help hig bank, the Central
Republic sunk & irwet Company. You doubtless remerber the eriticisnm that ensued when
it was learped that the leconstruetion Tinerce Corporation haé authorized a loan of
$90,000,00C 1+ tils benk in Tuly. “resident ‘‘oover told the story cf the rescue of
this bank in & speech &t St. Paul, liinvesote, during the latter part of the election
campaign. Among other things he stated that 785 couniry hanks wers amons the depositors
in the Dawes bank, many of them amn'l stste banks which carried thelr reserve with the
Central Fepublic Bank and Truet Company. He i plied that the eclosi-g of the Central
Republie might have resulted in the closing of many if not all of the 755 ecuntry benks.
This drings foreefully to mind that our correspondance banking system has the chief de-
fect of bramnch banking without its adventages or responsibilities. Tt is undoubtedly
true that the closing of a large bank in a large city ceuses the closing of many small
outlying benks. This has happened over and over again and happened im 1931 in “emnn-
aylvania., The i, Fo C, must .1f possible save the so-called key banks if they get in
troudble just as the War Tinance Corporation did in 1:21-22. These so-called key banks
are not necessarily slwsys in the largest cities for in the West end “outh where there

are very many small benks with capital often of less than (25,000, the key benks may Dde

in cities of not over 100,000 papulation. It is simply a question of how meny small

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



—fe

banks are carrying their reserves with them.

Since the Chicaro episode of last summer und while the Class banking bill was

under discussion in the lenate in January e similer epidemic of outlying bank failures

has oceuwrred in 5t. louis., That all of these ocutlyins benks could have been saved by
branch banking is perheps too much to elaim tut that most of them could have been safed
is certain. Only a few days aso lMr. C. C. Teague, rresident of the Californie Fruit
Crowers Exehamge, declared in an interview in ‘ashincton, that, "If state-wide branch
banking had been permilted auring the past ten year, under the regulations conteuplated
by the Class bdankins bill, hundreds of failed banks in the United States would be in
busi ness today.” Hr, Teague commss from a branch banking state and incidentally tells
how he and the directors of tre bank MNXXXNAXEHNE of which he was president, the First
National Bank of Sante Psmla, California, initiated megotiations with the Security

First National Bank of Los Angeles, "looking toward & merger of our bank with this
branch banking aystem.” He adds, "This merger took pluce some ten yesars azo snd was

not entered into through fear of any imediste embarrasament in our bank, but hecsuse
we became convinced we could perform a better service to our coammunity. Aﬁcy ten years
of operation under the branci banking system, we sre satisfied that our decision wes a
wise one and we now know that we have been able to nperform a batter ssrvice %o our com=
munity then woulé have been the cese under the old unit aystem.” Thnt‘ is certainly com=-
petent testimony from & very high source.

Perhaps you would like to have me state some of the prineipal objections to braneh
banking snd answer them. (enerally spesking the opponents of braneh banking are long on
theory and short on feets. They allege, first, thet braneh bankines would lead to monopoly

of eredit, but with something like 19,000 individual banks in the country they have to ad-
mit that anything spproachings monopoly would be & loms way off and they bhave failed to
show that branch banking has led to monopoly in ¥ngland or Cenada or in other branch bank-
ing countries. Brench benking developed over a long series of years and through many con-
solidations greatly lessens the number of benking corporations in operation, but taking

Cenada as the nearest instance with only some ten or eleven commercial banking corpora-

tions in existence we find that in any town of eny size there are still about as many
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benks eompeting with each other @s would be the case if the branches in those towns
were each organized as separate corporations, and, furthermore, the competition is
more effective. The resources of these large benks are just as availabdble in the small-

est branches as they are ai the head offices in lontreal or Totonto.

Some o0f the opponents of branch banking declare that Canadian “don't fail
because they don't make sny loans.” FPractically that statement was made by Senator
Blaine of Wisconsin, in opposing the branch banking section of the Gl;n bill end it
has been reiterated from verious sources., That, however, is pure theory. The psople
who make such statements apparently hever heve looked at the statements of Cenadian
banks, Actually a greater percentage of their total loans and investments is in loans
than is the case with imerican banks. They G0 not buy bdonds excepting Government
securities, i. e., Jominion, Provineial ard ‘unieipel securities, and they are much
nore nearly commercisl banks than are our banks, It is true that they are not allowed
to make loana on real estats but vresal sstats loans in Canada are made by separate cor~
porations, mortgage banks and savings banks, There is, in other words, in Janada, the
same kind of separation of invesiment banking from commsreial banking that is one of
the ains of the Class bill,

The opoonents of branch banking sometimes declare that braneh benking sweeps all
the money out of the country districts émtp the cdtdbes. '‘here again the opponente are
long on theory and short on faects. 7The Canadian banks have many branches where they

continuously losn more money than they take in in depomits, and during a good deal of
received in the prairie provinces.of Thés when you come to think of it is rather matural
for the deposits originate in the wealthy esstern provineces and are loaned in larse part
where the demand is greateat and where the rates are highest, in the west. OUmeresult
of this is that though interest rates are somewhat highih: in the western provinces than
they are in the east there is not a&s much difference as there is between rates in our

eastern states and rates in our western states which frequently run to 8 and 10 per eent.
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Ume of the stock argusments aguinst branch banking is that while we have many
féilures of smmll banks during every time of depression the failure of a single large
bank with branches would be much more disastrous than the failure of a large number of
small banks, This is a valid argument, but as I have ulready shown in connection with the
story of the rescuec of the Dawes bank in Chicago, the fasilure of & single large bank
under our so=-cslled unit dbanking system w.ith its network of correspondent relationships
necessarily drags down a lot of small country banks with 1t., Swsll banks esn feil it is
true in eonsidersbls numbers without very much affeeting the big banks, but the thing does
not work the other wsy reound, Under our system the bis banks have no legal responsi-
bilities with relation to the safety of their smaller correspondents, while under branch
banking if the eorresrondert bar''s worc aetually branches of the c¢ity banks the eity
banks wonld have just the sane responsibilitiss with relation to the smailest branches as
they have at their head offices in the citles. They would all de purts of one large cor-
poration, a brsnch of a branch beaking organisation can't fail by ivselif.

One of the wild arpuments nade by sone of the agpments of branch bemking and this
also was repested by OSenaicr Blaine of Wiseonsin during the recent debate un the Class
bill, is that Canada hes practical ly the same resources as the United tates und would
have & much larger population if it were not for branch benking, asppareutly some of

these people ihink that Chicago would be locazted on tudson's Hay and New York on the

8t. lawrence if it wers not for branch bemkimk,., 1 teke it that one of the principal

obstacles to the rapid development of Caneda has been the fact that her eastern seapcrts

with the exseption of lalifax are none of them ice free, und it seems utterly absurd to

mai ntain that the resources of Csanads are equdl to those of the United States. Doubtless

there are hidden resources that may some time in the distant future be developed in the
far frozen north. The presont effort to develop a seaport on !ludson's Bey is interesting
and mey emount to something but the fact that Hudson's Bay route to Europe is open only

three or four months of the year is certainly a very serious handicap,.
There are, furthermore, some direct facts with relation to the development which
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Q are interesting. lontreal and Toronto, althowh large cities are not as lerge as many
c¢ities in the esstern United States, end Yinnipeg is not as lerge =s Mimneapolis or 3t.
Paul but going & little further west we find that Calgary end 4Sdmonton are both larger
than any cities in the Dukotas, lontana or Ideho slthourh there are no independent banks
in either of those cities, Eoth are served by branches of banks whose head offices are
in the East., There is certanily no evidence that they have bean retsrded in development,
On the other hadn, I think it is clear that the svidence is quite the other way. The
Cansdian banks are alwaye ahead of ug in pioneexine ., They open branches in log cabins
and even in tents in new territory long befors it is possible to organize indepenient
institutions. They did this in the Yukon territory when the gold sush wes on. They have
repeatedly gone shesd of the "end of steel” wher new railwavy lines were beins built with
their brunches and tley Lud Wrsnches in Churchill on ludson’s RBay before the railroad was
open for traffic.

It is admitte . that brene: bankips nrevants bank failure=z sven by ths oppornents of
branech bankineg, and even thouzh the opponants have not yet zdmitted it they will be forced
in time to agree that the evidemce is unmistsxeble that branch dbanking furnishes not only
safer but better sevice in the s:mller commmunities then is possible with unit banking,
Senator Cless during the recent debate hed real as a part of nis speech & guotstion from

an address made by Voodrow Wilson to the American Panlters Asscociation in Denver in 1908,

in which lir. 7ilson took the ground that branch banking meens not o concentration or

monopoly of eredit but a diffusion of eredit tc the s-mller nlaces, making aveilabde to
them opoortunities which they could not otherwise enjoy.

To sum up - there is not 2 single argument apsinst branch barkins thet has not
been answered or that can't be enswered by reference to the actual facts as brane” banking
operetes in other countries. It has not produced monopoly of eredit. On the other hand
e2 proposed in the Olass bill it would certainly do something towsrde decentralisation of

eredit, It mekes availsdble in the smaller places the same resources that are available in

the cities, and in branch benking countries, like Canada, it is clearly proven that a
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larger proportion of the banking resources of the country are actually lozned in the
smaller places than is the cese with our banking system. It makes for sounder banking
and for less favoritism in banking. It mey be true that in brench banking countries
losng are not made culte so feeely in speculative boom towns zs they &re under our
system, but by the ssme token in times of depression the people who have less debts

to pay are better off. I‘othing can possibly restrict credit in any community so
drastically anc¢ disastrously as a benk failure, and the lack of confidence in bLanks
has been & larger faetor in deepening the depreasion in this country than any other
one thing., With confidence fully restored morse than a billion dcllers would flow
back into the banke where it would become available to the owners of accsunts and
also avallable for loaning to other people. Such a somplote rastoration of e nfidence
would, in my opinion, rive the needed iwpetus to reecovary wnd rake unnecessary many

schemes, scme Of them decidedly harmful, now under discussion in Corgrees and else-

where,
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It seems a little singular in a country vhere education is universal and
shich certainly contains & falr proportion of intelligent citigens that it should
be so difficult to obtain the enactment of legislation which has almost the
unanimous approval of those who are best gqualified to judge of its necessity.
That our American banking system is seriously defective particularly with re-
lation to the safety and adequacy of service in the agricultural west and smaller
towns has been clearly evident ever since 1921, more or less evident ever since
1893 and very painfully evident for the past three years, We have floundered
around with every sort of imaginable remedy excepting the one remedy which has
been successful in other countries, viz: the extension of banking facilities in
the smaller places and in the sparsely settled @cul’tural neighborhoods by
branches of strong institutions rather than by very small separately incorporated
banks standing slone. During the past ten years more than ten thousand banks
have closed their doors, The President of the American Bankers Association, Mr,
Francis H. Sisson, President of the Guaranty Trust Company, has maede several
addresses and written several articles which seem to imply that these failures
have strengthened the general banking system and have on the whole been a rather
good thing because they have eliminated weak, umnecessary banking units. If he
mesns that banking service was unnecessary in the great majority of places where
banks have cloged, I disagree with him. : ' . I believe that most of those
places were entitled to bamking service, and the difficulties have beemn wholly
caused by the fact that we have insisted upon letting them shift for themselves,
giving them service only by small weak units, It is a gemeral Mmerican theory,
a theory that is supported hy your fellow Pemnsylvenian, ¥r, Charles F, Zimmerman,
that these mmall banking units were all organised by local people who have takem
great pride in them as local institutions and who have been well served by them,
but 41f you go into their history you will find that the great majority of them
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wild-cat mining ventures used to be salted by eaustern deposits sattracted by
high rates of interest and them sold out or unlosaded on the people of the loecal-
ities, That 1z not to say, however, thai they did not serve a need, The

" promoters were pretty shrewd in determnining vhere banks could be put in and some-
.:' times the seed as in the parable of old fell on good ground, grew wp and multi-
plied many fold. Too often, however, it fell upon ground shich was good only in
prosperous times and a crop of failures was the result,

Last October I altended & meeting of the Americsa Bankers Association in
Los Angeles and on my way back stopped off at San Francisco and drove upr to the
Yosemite which I had never seen. On the way out, the next day, going over the
vonderful highway known as the "Big Oak Flat Hoad," a good part of which is in
the National Park or National Forest and controlled by rangers, I stopped for a
shile and talked with the ranger at the outer border, an interesting youmg fellow

he told me that
who told me he was borm in Canade, The conversation turned to banks and/sove of

his friends ' had had serious losses through failure of small banks somevhere in
this country, He thought the Canadian system much superior to ours, and said to

me, "Why 1is 1#7'% country has 2 banking system shich is certainly better than ihat
of the adjoining country and the sdjoining country does mot adopt 4t7" It was a
hard question to0 snswer in & few words. Really the only thing to say was that
there isn't any answer, excepting sn unreasonable atiachwent *o an anticuated system,
In & recent interview, printed in the Philadelphia Ledger, Mr. C. C. Teague of
Sants Paula, Dalifornia, snd Presideat of the Califormie Pruil Gowers Fxchange,
declared, "Hundreds of failed banks in Americs would today be open for business
and serving their communities, if stete-ride branch banking had been permitted during
the past ten years, along the lines comtemplated by Section 18 of the Glass Bill."
Mr. Teague has had plenty of experience, both with unit banking as president of 2
snall bank in his home town and as a branch banker after his dank had been con-
solidated with the Security First National of Los Angeles and became & branch, As

b.g.t.zede the Califomis Fruit GQrowers Exchange which is a large borrower, he hag
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had experience also on the borrowing side, He tells why his bank was consolidat-d
with the blg Los Angeles institut on - "Fe came to realise,” he said, "tha! a branch
bank which drew its resources from large areas with diversified products, and from
city deposits of large urban communities, would be much better able to transfer
these resources into communities where the greatest need occurred and, therefore,
would be in position to offer a wider and better banking s-rvice, and maintzin a
sounder and safer bank for its depositors.® The meger vhich he described took place
some ten years sgo "and w2g not entered into through fear of any immediate em-
barrasament in ocur bagk, but becsuse we become convinced ve could perform a better
service to our community. After ten yenrs of operation under the branch banking
system, we are satisfied tha' our decision was s wise one and we now know that we
have been ables to perform 2 better s<rvice to our community than would havebeen the
case under the old urit system, Since that time our community, of course, in common
with other communities, has suffered by the genmeral depression which beg:n in 1929,
Our agriculturil producte that had had 2 stsble value prior to that time, since
then have been considersbly depreszed, °nd ve arc now convinced that, had ve not
merged our bsak into a branch system, we would heve had great difficulty in tsking
care of the needs of our community."”

Certainly this is competent testimony as to branch banking in our omm country.
There is not s0 much need for branch bsnking in the great esStern states, like New
York and Pemnsylvania with their great diversification of industries, =s there is
in the agricultural west. You never had I think in Pennsylvania the very amall
banks that used ‘o be so common in the Middle Fest, banks with a capi‘alization of
less than $25,000, too small to be eligible for admission to the Federal Reserve
System., Pennsylvania seems to have been the storm center of opposition to branch
banking since Chicago was forced to abdicate its position by the flurry of bank
fallures in that city last June and July, and M¥r, Zimmerman of Huntingdon, and ¥r,
MecDovell Bf Sharom, have been among the leaders, "t These gentlemen, perhaps

igitizes T enough, envision the small bapk as & bank like their owm, Now, the First
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National Bank of Huntingdon iz not & small bamk in the sense in which the temm
is used in the Middle West. It has a capital of #150,000 and a surplus of
$500,000, and is & strong institution, fully capable I think of standing by itself

and also fully capable of establishing branches of its own.
as long as it wants to/ There is no resson so far as his own interest or interes's

of similar communities in Pennsylvaniz are concerned rvhy these Pennsylvunia banke:s
. should oppose branch banking., Purthermore, there are neighborhoods in Femmsylvania
where branch banking would be & grest service - one industry neighborhoods such as
the coal reglons vhere banks have gone dowm in appreciable numbers just beeause the
industry has failed, In one of his articles on the subject eith r Er, Zimmerman or
Br, McDowell declared that these banks had been closed “because the neighborhoods
failed the bank,® That it se-ms to me is tantamoun! fo admisszion that indspendent
‘bmk_p should not have been established in such neighborhoods, If these neighbore-
hood; had been served by branches when the neighborhood failed the branch the branch
ooul:d readily have been either closed or moved without the loss of 2 cent to de-
positors, Branches are freguently closed in Canade when found not to pay and they
are also frequently moved, Furthermore, branches can be established more or less
as a matter of experiment in a nev or temporary community. The Canadians frecuently
establish branches in connection with railroad construction or aining comps or large
hydro-electric propositions, with the expectation of moving them or closing them
when the work is ended and they are no longer needed, That is something we can't
do with our system., Some of the arguments used against branch benking hsve been
fantastic in the extreme. It has been declared, for nstance, by the spokesmen of
the Association of Independent OInit Banks of America of Harrisburg, Pennsylvania, that
Fngland was forced off the gold standard because of branch banking., It has 21so been
declared that Canada has resources fully as great as those of the United States and
that the only reason mmmmxe her cities are not so large and her population not so
great is because of branch banking, The anti-branch bankers have declared also that
branch bapking sweeps 211l the money out of the rural districts vhere there imnit.
Digitized f
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fools as to take money away from vhere it is in demand to loan it vhere it is
not in demand. ¥e have also heard the statement made in the United States Senate
that banks don't fail in Canada because they don't lozan any money. All these
arguments are purely theoretical. There are certzinly adecuate reasons vhy
Chieago 1is not located on Hudson's Bey or why New York is not located om the 5t,
Lawrence. . At this season of the year one msy be pardoned for
suspecting that ice is one of the reasons. Feople who decl:re as Semtor'aledne
of ¥Wisconsin dd not lon: ago that Canadicn bapnks never malile any loans have never
swamxk thought of locking &t =my Cansdian bank statemepts, The combined state-
ments of the Canadian banks show tha® the prrortion of loans to to'al loans and
investments is more than 10 per cent greater in Canadian banks than it is in
American banks. They are more nearly commerclal banks th:n ours, It is true
thzat Lthey are not allowed to make loans on real estate bul real estate loans are
nevertheless taken care of, They ars made by mortgage companies and by savings
banks, <hich do not obtain their funds from demand deposits.

Opponents of branch banking always silege that brench banking leads to womoroly
and controlof credit, Woodrow Wilson in an address to the American Bankers Association
in 1808, declared that branch banking would lead to a diffusion of credit - making the
regsources of the cities available to the country districts, and certainly no one
can deny that in a branch banking system the same resources znd the same proteciion
to depositors are available in the smallest branch as are available at the head office
in the city, It may be alleged that the big bank would not loan thesm in the country
but the fzet is that the Canadian banks losn more money in the western agricultural
provinces than the total deposits of those provinees amount to, and the fact is
also that they have many branches which are ‘nown as "loaning branches" where the
loans are always preater than the deposits, Certainly you camnot borrow sny noney
in neighborhoods where our banks have failed or as somebody has graphiecally put it,
"You can't borrow mo money mo how where there ain'i pome.® The first requisite

is %o have funds availsble, and mo ome can deny Shat branch banking at least would
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The branch banking feature of the Glass bill zs it passed the Senate has been
_ ghorn of much of its controversisl nmature snd has been made inoperative in many states

unless or uatil their state legislaiures act in favor of branch banking, It will,

nevertheless, be of some service and will be operative to some extent in 2 good many

| more than the nine siates which now permit stale-wlide branch banking., A considerable
nunber of other states permit branch banking by counti-= as Ian Louisiazna, or by
groups of counties as in Baine, or in territory contiguous to the larger citles as
in Ohio, Besides the branch banking feature which there is no longer any reason why
anyone should oppose, the Glass bill has many good features. Its main purpose is to
preveat bapks from becoming too much involved in wild speculation, such ss that which
preceded the crash in 1929, The Liguidation Corporation would be useful., The bill
in fact has a good deal of popular avpeal if properly handled, a?d there ought to
be & general demand thst it be taken up promptly by the Banking ‘uxd Currency Commit'ee
of the House of Representatives and put on the statute books at this se siom of
Congres:.
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