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THE TIIAL NATURE OF THE AMERICAN BAHKIK SYSTEM 

On© o f the moat i n t e r e s t i n g s t u d i e s i n the development o f American 

i n s t i t u t i o n s i s t h a t which i s concerned w i t h t h e development o f bank i r ^ j . 

O r i g i n a t i n g as a p r i v a t e bus iness m i n i s t e r i n g t o l o c a l needs, bank ing has 

developed i n t o a q u a s i - p u b l i c bus iness capable o f meet ing the f i n a n c i a l r e -

qui rements o f a n a t i o n o f 135 m i l l i o n peop le whose i n d u s t r i a l o u t p u t by f a r 

exceeds any es t ima te t h a t would have bt en made as l a t e as a q u a r t e r o f a cen-

t u r y ago. I t i s a study o f t h e development o f a d u a l system p a r a l l e l l i n g the 

dua l system o f American government. I t has been c h a r a c t e r i z e d by t h e same 

elements o f weakness and s t r e n g t h which have enabled us , t h rough p r o f i t i n g by 

exper iment and l e a r n i n g by expe r i ence , t o d e v e l o p the ?.ost s t a b l e p o l i t i c a l 

i n s t i t u t i o n s o f any n a t i o n on e a r t h w h i l e a t the same t ime and i n t h e same man-

ner deve lop i ng f i n a n c i a l i n s t i t u t i o n s conrans u ra te w i t h i n d u s t r i a l deve lopment , 

which i n t u r n he lps t o assure governmenta l s t a b i l i t y . 

The s t o r y as t o ban l i ing has i t s beg inn ing i n t he l o c a l i n s t i t u t i o n s 

t h a t f i n a n c e d l o c a l e n t e r p r i s e s . They were adapted t o t h e v a r y i n g requ i rements 

o f the communi t ies i n which they e x i s t e d , whether t h e i r pr ime i n t e r e s t s were 

commerc ia l , i n d u s t r i a l o r a g r i c u l t u r a l . N a t i o n a l concern would be man i fes ted 

o n l y when a government o f de lega ted powers would be s u b j e c t e d t o some s t r a i n 

wh ich a f f e c t e d some predominant n a t i o n a l i n t e r e s t . U s u a l l y i t has r e q u i r e d a 

r a t i o n a l pan ic o r dep ress ion o r s one e x t r a o r d i n a r y f i n a n c i a l s t r a i n i n c i d e n t t o 

war t o spur t he n a t i o n a l i n t e r e s t t o t h e p o i n t o f u n i f y i n g the f i n a n c i a l organi-

z a t i o n s f o r p u b l i c s e r v i c e . I f t h e r e were a demonstrated need f o r a n a t i o n a l 

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



cur rency n t a x might be imposed t o d r i v e o the r cu r rency ou t o f c i r c u l a t i o n . 

I f i t were necessary t o marshal the f i n a n c i a l resou rces o f t h e n a t i o n i n sup-

p o r t o f a war, a n a t i o n a l banki r% system would be brought i n t o be i ng . I f a 

r e l a t i o n s h i p between banking i n s t i t u t i o n s e x i s t i n g t h r o i ^ h o u t the n a t i o n f a c i l i -

t a t e d o r obs t ruc ted the f l ow o f bank c r e d i t a t the w i l l o f those i n f l u e n t i a l i n 

i n d u s t r i a l and f i n a n c i a l c i r c l e s , n e c e s s i t y f o r c o n t r o l i n the p u b l i c i n t e r e s t 

i s demonstrated and a f e d e r a l reserve system r e s u l t s . I f long anc b i t t e r ex -

per ience d i s c l o s e s t h a t the business o f banking i s conducted not on l y a t the 

r i s k o f s tockho lde rs but a t even g r e a t e r r i s k t o d e p o s i t o r s , n a t i o n a l insurance 

o f d e p o s i t s r e s u l t s . These are mi les tones i n the development o f the American 

dua l system o f bank ing. Every step up to the present t ime has been taken , however, 

th rough the enactment o f laws designed t o add s t r e n g t h anc s t a b i l i t y t o t h e system 

and cause i t t o f u n c t i o n i n the p u b l i c i n t e r e s t . 

The present s t r u c t u r e , however, i s e rec ted upon the o l d f o u n d a t i o n s . 

Sovere ign s t a t e s , w i t h regard t o bank ing, s t i l l per form the f u n c t i o n s o f sover -

e i g n s t a t e s . They s t i l l c u a r t e r s t a t e banks and surround t h e i r ope ra t ions w i t h 

a l l the safeguards needed to p r o t e c t the p u b l i c i n t e r e s t . They g i v e to t he 

banks the f a c i l i t i e s i rh ica they t h i n k w i l l enable them to serve bes t the p u b l i c 

i n t e r e s t s and they f u r t h e r enable them t o p a r t i c i p a t e i n t h e added f a c i l i t i e s 

designed t o subserve the nat ionrJ . i n t e r e s t . One sovere ign s t a t e would thus 

l i m i t a bank t o opera t ions i n a g i v e n l o c a l i t y . Another sovere ign s t a t e w i l l 

f i n d t h a t the i n t e r e s t s o f i t s people ar>? b e t t e r served by a branch banking 

system. Th is i s pu re l y a mat te r o f l o c a l se l f -government and a l l the f e d e r a l 

law there i s on the sub jec t of branch banking recogn izes , both ercpressly and 

i m p l i e d l y , the r i g h t as w e l l as t he competency o f t h e s ta te to choose a branch 

banl ' ing p o l i c y . 
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Under t i ie f e d e r a l law a n a t i o n a l bank ma/ be r ^ u i r e d t o c o n f i n e 

i t s ope ra t i ons t o the p l a c e o f l o c a t i o n o f i t s o f f i c e , Dr i t may bs p e r m i t t e d 

t o o p e r a t e as a b ranch bank ing system e i t h e r w i t a i n a c i t y , a coun ty o r s t a t e -

w i d e , depending upon the v a r y i n g p r o v i s i o n s o f s t a t e laws w i t h r e s p e c t t o t h e 

o p e r a t i o n o f s t a t e banks . There i s no p r o v i s i o n a n y w h e r e i n t h e F e d e r a l Re-

se rve A c t , t he N a t i o n a l Bank Ac t o r any o t h e r f e d e r a l a c t a f f e c t i n g bari!u.r^ 

w h i c h would s u p p o r t a c t i o n by any a d m i n i s t r a t i v e o r s u p e r v i s o r y a u t h o r i t y t h a t 

wou ld d i s c r i m i n a t e a g a i n s t a n a t i o n a l bank o r a member bank i n t h e per fo rmance 

o f i t s c h a r t e r powers a c c o r d i i ^ t o i t s s t a t u s w i t h r e s p e c t t o b ranches . R e c e n t l y , 

however , a s t e p har been t t i l : en i n f a s h i n g t o n wlJLca i s a l t o g e t h e r unpreceden ted 

i n t h e h i s t o r y o f Amer i can b a n k i n g . A g roup composed o f men, each o f whom ex -

e r c i s e s i n some o f f i c i a l c a p a c i t y o r o t h e r a l i m i t e d s u p e r v i s o r y power , c i r -

cumscr ibed by l a w , has t a ^en upon i t s e l f the r e s p o n s i b i l i t y o f i n t e r f e r i n g w i t h 

t h e v i r i o u s s t - t e s i n t h e deve lopment a;id c a r r y i n g o u t o f t h e i r bank ing p o l i c i o s 

i n t h e manner » i i i ch i s p r o v i d e d f o r b o t h by s t a t e law ana by f e d e r a l l a w . 

Thus i n t he f i e l d o f b a n k i n g t h e r e l ias been s u b s t i t u t e d f o r gove rn -

ment by law government by c u a s i - o f f i c i a l f i a t . We say " q u a s i - o f f i c i a l f i a t * 

f o r t h e reason t h a t t h e r e i s no s a n c t i o n o f law e i t h e r f o r c o n s t i t u t i n g the 

g roup o r f o r f o r a u l a t i r ^ p o l i c i e s w h i c h are t h u s sough t t o be made e f f e c t i v e . 

L e g i s l a t i v e p o l i c i e s are f o r m u l a t e d w i t h i n t he h a l l s o f Congress . When ad -

m i n i s t r a t i v e bureaus c r e a t e d by Congress t r a n s c e n d those p o l i c i e s i t has become 

on Amer ican h a b i t t o p r o t e s t the excesses o f power as b u r e a u c r a t i c . TThen, how-

e v e r , t h e r e i s n o t oven a l e g i s l a t i v e s a n c t i o n f o r t h e a f f i l i a t i o n o f a g r o u p , 

when i t c a m o t j u s t i f y i t s c o n c e r t e d a c t i o n by any sh red o f l e g i s l a t i v e a u t h o r i t y , 

and when i t expresses o r seeks t o f o r m u l a t e p o l i c i e s wh ich a re i n c o n s i s t e n t w i t h 

t h o s e exprossed i n l e g i s l a t i o n , t h e u n w a r r a n t e d a c t i o n i s worso t h a n bu reau -

c r a t i c . D i c t a t o r i a l i s the o n l y a d j e c t i v e t h a t d e s c r i b e s i t . i t i s n o t h i n g 

more nor l e s s t h a n t hu a r b i t r a r y e x e r c i s e o f u n d e l e g a t e d power . 
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I r t~e C v ' - j t t c o* t h i s d i e v . t . c ' . r l l huvc o c c a r i c r t o no te the 

t c v t r t o f c " i c u i t o r s l . i p - r b< i r £ t y r renc*. t o seme s p e c i f i c s i t u ? t i o n o . 

I n V e i n t e r e s t o r c e r l } d i s c u s s i o n , !::>v.cvcr, r I r i e f e r p l a r t t c r y c t r u . ~ e r i t 

o f t h e hank ing p o l i c i e s o r ro^e o- T c r t t r r . r t t e s i rou ld seer, t o he appro -

p r i a t e . T h i s w i l l be fo l?e ikcd l y r e f e r * . : cer t o the s t r wt* la r .s unde r » a i c h 

those p o l i c i e s a r t t o be c a r r . t d o u t , aa< s i m i - a r r e f e r e n c e s r i l l be race t o 

the f e d e r a l s t a t u t e s pu rsuan t to v u i c h t i .es.- p o l i c i e s r r t o he e f f e c t u a t e d 

and c o r r e l a t e d i n r. . e l l - r o u n c e c c u r l s. i>tem. 

BAT:S rev, RAYR:: POLICY 

For many y e t r j the c o u n t r y has K . . r accustomed t s c o n d i t i o n s wh ich 

have r e s u l t e d i n t h e development o f f i n a n c i a l c e n t e r s i n t h V E a s t . The con-

c e n t r a t i o n c f i n d u s t r i a l po*e r i n l a r j c c o r p e r r t i c n s whose o p e r a t i o n s a re 

n a t i o n w i d e her been accompanied by a l i k e c o n c e n t r a t i o n o f t a n k i n g power . I n 

some o f our T e s t e r n s t ' t e s , c f wh ich C a l i f o r n i a i s an o u t s t a n d i n g example , i t 

has been t hough t r i s e t o equ ip e t c h community i n t.hie'., ar. i n d u s t r y m i ^ h t be 

deve loped t o s u b s t a n t i a l s i z e v i t h an i n s t r u m e n t wh ich wou ld enab le the i n d u s t r y 

t o grow end deve lop r i t l . o u t be ing harperec by c r e d i t r e s t r i c t i o n s t h a t ~ i g h t he 

imposed i f i t mere r e q u i r e d t o depend upon remote sources f o r i t s c r e d i t f a c i l i -

t i e s . T h i s i n s t r u m e n t cou ld i e p r o v i d e d t y a b ranch bank ing s y s t e m , s t a t e w i d e 

i n i t s o p e r a t i o n s . I m p l i c i t i n t h a . system i t , t h e d i s c r e t i o n w h i c h i s v e s t e d 

i n t he S u p e r i n t e n d e n t o f Bani.s o f t h e s t a t e t o c o n s i d e r t he f a c t o r s wa ich p o i n t 

t o the need i n t he community f o r such a f i n a n c i a l agency. I f a baa}: equ ipped 

t o r e n d e r t he s e r v i c e b e l i e v e s t h a t i t c r n he ecvan tageous l y e s t a b l i s h e d , and 

i f t he S u p e r i n t e n d e n t o f Tanks b e l i e v e s t h a t the community w i l l be s e r v e d , the 

s t a t e p o l i c y i s d e f i n i t e l y f a v o r a b l e t o the e s t a b l i s h m e n t o f t h i s l o c a l u n i t , 

t h e c r e d i t f a c i l i t i e s o f which w i l l n o t be l i m i t e d by t h e amount wh ich u s u a l l y 
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at tend* the o r g a n i s a t i o n o f a a m a i l co rpo ra te bank. Under t h i s system, how-. 

aver , bo th s i n g l e u n i t batiks and brancn baiiks are founded and prosper side by 

s i d e . One i s not t o be favored over tne o t h e r . The banking p u b l i c i s b e t t e r 

served and i s no t dependent upon more remote sources f o r i t s c r e d i t supp l y . 

T h i s p lan i a acceptab le to the m i l l i o n s o f people who occupy t h i s r e g i o n and 

who are f a s t deve lop ing i t t o a p o s i t i o n o f supremacy — s o c i a l , i n d u s t r i a l 

and economic. 

Under the g u i d i n g s p i r i t o f a man who hud the genius to a p p r e c i a t e 

and unders tand the advantages o f banking conducted acco rd ing t o such a p lan 

the re h<*s been developed i n C a l i f o r n i a the l a r g e s t and most se rv i ceab le s t a t e -

wide brancn banking system i n the Un i t ed S t a t e s . I t has no coun te rpa r t i n the 

E a s t ; i t i s no t understood i n the Eas t . But taese f a c t s f u r n i s h no reason f o r 

d i s c r i m i n a t i o n aga ins t i t i f i t i s be ing conducted acco rd ing t o tne p o l i c y p r e -

f e r r e d by a sovere ign American s t a t e . Under the express p r o v i s i o n s o f the 

N a t i o n a l Bank Act (U .S .R.5 . l>mc. 515$) a n ^ t i o n ^ i oanking a s s o c i a t i o n , w i t h 

the approva l o f tr.e Compt ro l l e r o f the Currency, may e s t t b i i s u and operate new 

branches a t any p o i n t » i t n i n "Lie s t a t e p rov iueu t h a t s t a t e bankc ioay, by 

v i r t u e o f the s t a t u t e law o f tne s t a t e s p e c i f i c a l l y g r a n t i n g such a u t n o r i t y , 

l i k e w i s e operate branches. 

BAiiKImG POLICY F 1 X L D bX iAX^vL LAT. 

The banking p o l i c y o f tne s t a t e s o f C a l i f o r n i a , uregon and Nevada 

w i t h respec t t o branch bank ing i s d e f i n i t e l y e s t a b l i s n e d by s t a t u t e . Such 

s t a t u t e s a u t h o r i z e tr.e opening o r e s t a b l i s h i n g o f b rarxues f o r the p u b l i c 

convenience i n s u b s t a n t i a l l y the sar.e language t h a t i s employed to a u t h o r i z e 

t he es tab l i shment o f the bank i t s e l f . I n Appendix "A" h e r e t o a t tached w i l l 

be found copies e f the a p p l i c a o l e s t a t u t e s i n C a l i f o r n i a , Oregon and Nevada 
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wh ich are exp ress i ve of the p u b l i c p o l i c y o f t hose s t a t e s . For t h e sake o f 

b r e v i t y we w i l l s t a t e here o n l y the substance o f t h e requ i remen ts i n each 

s t a t e . 

CALIFORNIA 

By S e c t i o n 127 o f t h e Bank Act o f C a l i f o r n i a persons who d e s i r e t o 

o r g a n i z e a c o r p o r a t i o n t o conduct e i t h e r a bank ing or a t r u s t bus iness must 

o b t a i n t he p rev ious w r i t t e n consen t o f the Supe r i n tenden t o f Banks t o the 

proposed o r g a n i z a t i o n a n . t o t h a t end they a r e r e q u i r e d t o f i l e w i t h him an 

a p p l i c a t i o n and pay a fee o f $100.00. When the c o r p o r a t i o n i s o rgan ized i t 

i s p r o h i b i t e d f rom t r a n s a c t i n g any bus iness w i t h o u t the w r i t t e n c e r t i f i c a t e 

o f the Super in tenden t s t a t i n g t h a t the c o r p o r a t i o n has compl ied w i t h t h e p r o -

v i s i o n s o f the Act and t h a t i t i s a u t h o r i z e d to t r a n s a c t the bus iness s p e c i f i e d . 

The Super in tenden t may w i t h h o l d such c e r t i f i c a t e "whenever he has reason t o be-

l i e v e t h a t the bank i s be ing formed f o r any o t h e r than t he l e g i t i m a t e o b j e c t s 

contemplated by t h i s a c t , o r whenever he has reason to b e l i e v e t h a t the p u b l i c 

convenience and advantage w i l l not be promoted t y t h e opening o f such bank . " 

I n S e c t i o n 123 i t i s f u r t h e r p rov i ded t h a t i f t he Super in tenden t has 

n o t w i t h h e l d the c e r t i f i c a t e f o r any o f t h e reasons se t f o r t h i n S e c t i o n 127 , 

he " s h a l l a s c e r t a i n , f rom the best sources o f i n f o r m a t i o n a t h i s command, whe the r 

the c h a r a c t e r aru genera l f i t n e s s o f t h e persons named as s t o c k h o l d e r s a re uch 

as to command the conf idence o f t h e community i n which such bank i s proposed t o 

be l o c a t e d , and, i f so s a t i s f i e d , he s h a l l , w i t h i n s i x t y days a f t e r such a p o l i -

c a t i o n has been made to h i - ' , i s s u e , under h i s hand and o f f i c i a l s e a l , t h e c e r t i -

f i c a t e o f a u t h o r i z a t i o n r equ i r ed by t h i s a c t . " 

S e c t i o n 9 o f the Bank Act p rov ides t h a t a bank s h a l l no t open o r 

keep an o f f i c e o the r than i t s p r i n c i p a l p l a c e o f business " w i t h o u t f i r s t h a v i n g 

ob ta i ned t l ie w r i t t e n approva l o f t he Super in tendent o f Banks t o the opening o f 

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



such branch o f f i c e , which w r i t t e n app rova l may be g i v e n or w i t h h e l d i n h i s 

d i s c r e t i o n , and s h a l l not b . g i v e n by him u n t i l he has a s c e r t a i n e d t o h i s 

s a t i s f a c t i o n t h a t the p u b l i c convenience and advantage w i l l be promoted by 

the opening o f such branch o f f i c e . " P r o v i s i o n i s f u r t h e r made f o r a d d i t i o n a l 

c a p i t a l requ i rements which must l i k e w i s e be s a t i s f i e d , and "Every bank , be fo re 

i t opens a branch o f f i c e , s h a l l o b t a i n t h e c e r t i f i c a t e o f a u t h o r i t y o f t h e 

Super in tendent o f Banks f o r t h e opening o f each o f s a i d branch o f f i c e s . " A 

c e r t i f i c a t e fee o f $50.00 i s r e q u i r e d . 

03EG0N 

The s i m i l a r p r o v i s i o n s o f t h e Oregon Code are found i n the 1935 

Supplement, V o l . 5> where an e n t i r e chapte r (Chapter XXX) i s devoted t o 

"Branch Bank ing. " Under t h i s chap te r any bank o r t r u s t company may e s t a b l i s h 

o r operate branches under the c o n d i t i o n s t h e r e i n s p e c i f i e d . P r o v i s i o n i s made 

f o r e s t a b l i s h i n g branches " a t any p lace w i t h i n the s t a t e " ; a l s o a t any p lace 

w i t h i n a county Grhere the p o p u l a t i o n i s l e s s than 200,000) o r o u t s i d e the 

county w i t h i n t h e t r i b u t a r y t r ade area by s a t i s f y i n g the p r e s c r i b e d c a p i t a l 

requ i rements a p p l i c a b l e t o each type o f b ranch. 

Aside f rom d e f i n i t e r e s t r i c t i o n s imposed, t h e a p p l i c a t i o n i s s u b j e c t 

t o approva l o r d i s a p p r o v a l by the Super in tenden t o f Banka and an appeal i s 

g ran ted t o t he S t a t e Banking Board " a l l i n the same manner an i s p rov ided i n 

the case o f the o r g a n i z a t i o n o f a bank o r t r u s t company." The chap te r con ta i ns 

f o u r t e e n separa te r e g u l a t o r y s e c t i o n s . 

mm 
S e c t i o n 747, Compiled Laws o f Nevada, Supplement 1931-1941, p rov ides 

f o r the i n s e r t i o n i n t he a r t i c l e s o f i n c o r p o r a t i o n o f a bank ing c o r p o r a t i o n o f 

an a r t i c l e " T e n t h , " under wh ich tho bank "may m a i n t a i n branch o f f i c e s " t o be 
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e s t a b l i s h e d by the Board o f D i r e c t o r s " w i t h the w r i t t e n consent o f ; he S u p e r i n -

tendent o f Banks" and upon s a t i s f y i n g the p resc r i bed c a p i t a l r equ i r emen ts . The 

Sec re ta ry o f S ta te i s r e q u i r e d t o issue a c e r t i f i c a t e o f i n c o r p o r a t i o n o f the 

bank bu t i t may t r a n s a c t no business not i n c i d e n t a l t o i t s o r g a n i z a t i o n " u n t i l 

i t s h a l l have been a u t h o r i z e d by the super in tenden t o f banks t o commence the 

business of bank ing as h e r e i n a f t e r p r o v i d e d . " (Sec. 7^7.01) 

I n S e c t i o n 7^7.02 i t i s p rov ided : " * * * i f the super in tenden t o f banks 

i s s a t i s f i e d t h a t such bank has heen organ ized as p r e s c r i b e d \iy l a w , t h a t i t s 

c a p i t a l and su rp lus i s f u l l y pa id i n cash, anc t h a t i t has i n a l l r e s p e c t s com-

p l i e d w i t h the l a w , aiv> t h a t the personnel o° i t s o rgan i ze rs and o f f i c e r s and 

d i r e c t o r s i s such as t o i n s p i r e con f i dence , and t h a t the proposed ope ra t i ons 

w i l l no t b r i n g such bank i n t o such c o m p e t i t i o n w i t h any s i m i l a r i n s t i t u t i o n 

then o p e r a t i n g under the p r o v i s i o n s o f t h i s a c t , o r o f any f e d e r a l c h a r t e r , as 

t o endanger such i n s t i t u t i o n t hen o p e r a t i n g , and t h a t the probab le sphere t o 

be served by such bank i s not a t t h a t t ime adequate ly se rved , he s h a l l i ssue * * * • 

a c e r t i f i c a t e o f a u t h o r i z a t i o n . 

I f the Super in tendent 3hould r e f u s e t o i ssue a c e r t i f i c a t e t o a u t h o r -

i z e the bank to commence i t s bus iness , the bank i s g i v y n an appea l t o the S t a t e 

Board o f F inance , which Board, a f t e r h e a r i n g the Supe r i n t enden t , may o r d e r the 

c e r t i f i c a t e t o i s s u e . 

I t i s f u r t h e r p r o v i d e d t h a t the s e c t i o n s h a l l no t d e p r i v e an agg r i eved 

bank f rom " p r e s e n t i n g the e n t i r e n a t t e r t o the supreme c o u r t o f the S ta te o f 

Nevada f o r rev iew and the i ssuance o f such o rde r r e l a t i v e t o t h e issuance o f 

such c e r t i f i c a t e as may appear t o such c o u r t t o be p roper i n the c i r cums tances . " 

I t i s t hus c l e a r t h a t the Nevada s t a t u t e s p lace the r i g h t o f a bank 

t o operate branches upon an exac t p a r i t y w i t h t h e r i g h t t o engage i n t he b u s i -

ness o f bank ing . A bank t h a t has expressed i n i t s a r t i c l e s o f incorporation the 
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l o c a t i o n o f branch o f f i c e s i n which i t i s des i r ed t o - c o n i u c t i t s business can no 

•tore be dep r i ved o f the r i g h t t o conduct i t s business a t such branches by a r b i t r a r y 

a c t i o n than i t can ba dep r i ved o f t h e r i g h t t o conduct business a t i t s p r i n c i p a l 

o f f i c e . The same would seen t o be t r u e w i t h re fe rence to a d d i t i o n a l branches which 

are a u t h o r i z e d t o be e s t a b l i s h e d from t i r e t o t i r e by the Board o f D i r e c t o r s w i t h 

the w r i t t e n consent o f the Super in tendent o f Banks. 

^ICitGAP 

I t i s d o u b t f u l i f any s t a t e i n t he Union had a mxe d i s a s t r o u s exper ience 

du r i ng the depress ion i n the e a r l y 30 '3 than the Sta te o f M ich igan . A h i g h pe r -

centage o f i t s bank ing resources were i n banks t h a t r.ere p laced i n r e c e i v e r s h i p . 

v r e s h f r o r . t h i s exper ience the L e g i s l a t u r e o f Mich igan i n 1937 passed a new f i -

n a n c i a l i n s t i t u t i o n s ac t whicu a u t h o r i z e d the es tab l i shmen t o f s ta tew ide branch 

banking systems. A copy o f the o p i n i o n ?f the A t t o r n e . General o f "J icuigan and 

a copy o f the o p i n i o n of the A t to rney General of the Un i t ed Sta tes so cons t ru ing 

the ac t are found i n Appendix " B " . I t i s worthy o f r.ote t h a t a n a t i o n a l branch 

t banking system i s no-: i n o p e r a t i o n i n Michigan as a r e s u l t o f t h i s s t a t u t e and 

I t h a t the Compt ro l l e r 01 the Currency has f j i ven h i s approva l t h e r e t o . I t i s no t -

I ab le t h a t the Compt ro l l e r o f the Currency has from ti-ne to t ime issued c e r t l ^ i c * Lrs 

% o f a u t h o r i t y f o r o the r branches o f o t h e r n a t i o n a l V.n':s i n the ~ta ke o f " i c h i j s n . 

Some t h i r t e e n a d d i t i o n a l s t a t e s , t o o , have acopted r. s ta tew ide branch 

b a n t i n g p o l i c y , ?r i th va ry i ng r a s t r i c t i o n s . (See 22 Federa l Reserve E u l l c w i n , 

pare 353.) The l a r s o f those s t a t e s , however, ne^.a not be s p e c i f i c a l l y noted h e r e . 

/. competent c r i t i c who has r a r e a thorough study o f r o u n t r y ba iw ing 

i n Wisconsin d u r i n . the depress ion says: "The u n s a t i s f a c t o r y f u n c t i o n i n g o f 

the basi l ing system du r i ng the depress ion r.as cue i r . no smal l - e r i - j r o to i n -

h e r n t c h a r a c t e r i s t i c s o i the system o f independent u n i t bank ing. Th is system 
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o f bank ing , which i a dominant I n ®oat , j a r ta o f the c o u n t r y , has many v i r t u e a , 

but i t a l s o has c e r t a i n d e f e c t s t h a t hare caused i t no t t o be dependable i n 

t i n e s o f d i f f i c u l t y * * Independent u n i t banking o f f e r s the advantage o f 

l o c a l c o n t r o l , but i t a l s o p laces upon each community, the r e a p o n a i b i l i t y o f 

abaorb ing i t a own losses and o f p r o v i d i n g the resources f rom which c r e d i t -nay 

be extended and depos i t s may be l i q u i d a t e d . " ( T e c h n i c a l B u l l e t i n No. 777, 

Ju l y 1941, U.S. Dept . o f A g r i c u l t u r e , by Fred L . G a r l o c k , Sen ior A g r i c u l t u r a l 

Economiat, page 86.) 

A sovere ign s t a t e has the r i ^ h t t o p resc r i be i t s own p o l i c y w i t h 

respec t t p these n a t t e r s anc where i t has done so such p o l i c y i s not t o be 

c i rcumvented o r de feated by a c t i o n o f f e d e r a l a u t h o r i t i e s except i n s t r i c t 

canforal ty with fadflrnl law* 

Let us now t u r n t o the f e d e r a l s t a t u t e s and note t h e i r bea r i ng upon 

the banking p o l i c y i n s t a t e s which s p e c i f i c a l l y a u t h o r i z e branch banking systems. 

FEDERAL BA?IK SUPERVISORY 

There are th ree separate f e d e r a l agencies possessing a u t h o r i t y w i t h 

respec t t o bank s u p e r v i s i o n . They are the Compt ro l l e r o f the Cur rency , the 

Board o f Governors o f the Federa l Reserve System and the Board o f D i r e c t o r s o f 

the Federa l Deposi t Insurance Co rpo ra t i on . Each agency a c t s w i t h respec t t o 

banks t h a t are under i t s j u r i s d i c t i o n . The a u t h o r i t y o f one agency does not v jum,«ii'*"ft n nf'i '"iitf i f w w 

over lap t ha t of any o t h e r . The C o n p t r o l l e r o f the Currency ac ts w i t h r e s p e c t 

t o n a t i o n a l barJcing a s s o c i a t i o n s ; the Boc~d o f Governors o f the Federa l Reserve 

System ac ts w i t h respect t j s t a t e banks t h a t a r t members o f the Federa l Reserve 

System; anc the Boaro o f D i r e c t o r s o f the Federa l Depos i t Insursaice Co rpo ra t i on 

ac t s w i t h respect t o s t& te banks which are not members of the Federa l Reserve 

System, the d e p o s i t s o f which are i nsu red by t h a t C o r p o r a t i o n . 
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coaPTHQLL^r. o? T:L 

Un^er Sec t i on 5155 U.S.R.S. the c o n d i t i o n s under * h i c h a n a t i o n a l 

banking a s s o c i a t i o n mry r e t a i n and e s t a b l i s h o r operate brrnches are d e f i n i t e l y 

s t a t e d , 

1 . I t has a r i g h t t o operate such branches ar may have beo;» i n l a w f u l 

o p e r a t i o n on February 25, 1927. 

2 . I f a s t a t e bank i s conver ted t o a n a t i o n a l bank o r becomes con-

s o l i d a t e d t h e r e w i t h , or i f two o r more n a t i o n a l banks c o n s o l i d a t e , t h e con-

v e r t e d or conso l ida ted a s s o c i a t i o n may r e t a i n and operate any brsnchos which 

were i n ope ra t i on on February 25 , 1927. 

3 . K i t h the approval o f the Compt ro l le r o f the Currency, any n a t i o n a l 

banking a s s o c i a t i o n may e s t a b l i s h anc operate new branches any p lace e i t h e r 

w i t h i n the corpora te l i m i t s o f t h e p lace where the bank i s s i t u a t e d , or w i t h i n 

the s t a t e i f by the " s t a t u t e law o f the s t a t e " sta~e banks are a f f i r m a t i v e l y 

au tho r i zed to e s t a b l i s h branches. The es tab l i shment o f branches by n a t i o n a l 

banks i s f u r t h e r rendered " s u b j e c t t o the r e s t r i c t i o n s as to l o c a t i o n imposed 

by t h e law o f the s t a t e on s ta te banks." 

N a t i o n a l banks to operate branches o u t s i d e the co rpora te l i m i t s 

o f the p lace o f l o c a t i o n must have a minimum c a p i t a l o f $500,000 un less the 

p o p u l a t i o n o f the s t a t e be l ess than one m i l l i o n and i t has no c i t i e s w i t h 

p o p u l a t i o n exceeding 100,000, i n which case the minimum c a p i t a l i s $250,000; 

and i f t he p o p u l a t i o n of the s t a t e bo l ess than h a l f a m i l l i o n and i t has no 

c i t i e 3 r i t h p o p u l a t i o n more than 50,000, the minimum c a p i t a l s h a l l be $100,000, 

bu t i t must have an aggregate ca - d t a l i n any event which would be not l ess than 

the aggregate minimum c a p i t a l r equ i red t o e s t a b l i s h a n inber o f n a t i o n a l ban i n g 

a s s o c i a t i o n s equal t o t he number o f banks and branches e s t a b l i s h e d i n t h e va r i ous 
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p laces wh re they are s i t u a t e d , A branch once e s t a b l i s h e d cannot be removed 

w i t h o u t the consent r.nd approva l o f the C o n t r o l l e r o f t h e Cur rency . 

5 . A f t e r an a s s o c i a t i o n ha:- been formed f o r t h e c a r r y i n g on c f t he 

bus iness o f banking e v e r the N a t i o n a l Bank A c t , i t may not t r a n s a c t a bank ing 

bus iness " u n t i l i t has been a u t h o r i z e d by t h e Comp t ro l l e r o f t h e Cur rency t o 

commence the business o f b a n k i n g . " (U .S.R.S. Sec. 5 l 3 o . ) I n t he N a t i o n a l Bank 

Act i t s e l f t he re art no s tandards s p e c i f i c a l l y r e t up wh ich purport t o gove rn 

the d i s c r e t i o n o f the C o m p t r o l l e r o f the Currency i n the issuance o f such a u t h o r -

i t y t o a new p r imary a s s o c i a t i o n . However, the Banking Act o f 1935 ( S c c t i o n 12b 

o f the Federa l Reserve A c t , as amended) con ta i ns a p r o v i s i o n which i s binding 

on the C o m p t r o l l e r i n t h i s r e s p e c t . I n s u b s e c t i o n (e) (2) i t i s p r o v i d e d tha t 

i n o rde r f o r s .ch new n a t i o n a l bank t o be i n s u r e d , the C o m p t r o l l e r s h a l l g i v e 

t o t he Federa l Depos i t Insurance C o r p o r a t i o n a c e r t i f i c a t e s t a t i n g t h a t the bank 

i s a u t h o r i z e d t o t r a n s a c t the bus iness o f banking "and t h a t considerat ion has 

be^n g i v e n t o the f a c t o r s enumerated i n subsec t ion (g) of t h i s sec t ion . " The 

f a c t o r s enumerated i n s u b s e c t i o n (g) are the f o l l o w i n g : "The f i n a n c i a l h is tory 

and condit ion of the bank, t h e adequacy o f i t s c a p i t a l s t r u c t u r e , i t s fu ture 

earn ings p r o s p e c t s , the g e n e r a l cha rac te r o f i t s management, the convenience and 

needs o f t h e community t o be served by the bank, and whether o r no t i t s c o r p o r a t e 

powers are c o n s i s t e n t w i t h t he purposes o f t h i s s e c t i o n . " 

F r o r t h e p r o v i s i o n s o f law r e f e r r e d t o rbovc gove rn ing the e x e r c i s e 

o f a u t h o r i t y o f t h e Comp t ro l l e r o f the Currency * i t h r e s p e c t t o (a) branches 

and (b) pr imary banks, i t i s s u h n i t t e d : 

W i th resp c t t o n a t i o n a l banks they are t o be P ^ ^ t t e d t o opera te 

branches w i t h i n a s t a t e s u b j e c t t o t h e same terms and c o n d i t i o n s (except as t o 

c a p i t a l requ i rements which a r c d e f i n i t e l y f i x e d ) under which s t a t e barika w i t h i n 

the s t a t e may opera te branches. 
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The Federa l s t a t u t e does no t g i w t o the Compt ro l l e r o f t he Currency 

ana power to o v e r r i d e the p o l i c y o f the s t a t e w i t h respec t to b ranch bank ing . 

Or the c o n t r a r y , h i s p o l i c y i s e x p r e s s l y brought i n t o con fo rm i t y w i t h such 

l o c a l p o l i c y . 

Any a c t i o n by t h e C o m p t r o l l e r of the Currency nh ich i n a branch 
• ' . .1 i , , , , , „ 

bnnl . ing s t a t e would d i s c r i m i n a t e aga ins t a n a t i o n a l bank t y deny ing i t the 
— • 

r i g h t t o operr.te a branch a t a g i v e n p lace w h i l e a u t h o r i z i n g the c r e a t i o n i n 
- , .. — 1 ' —»wi-itwi — i i i i i » n w H t t w i j t o * - , * -.Ŝ - ••••.•v̂ "- • • • 

the same p lace o f a u n i t bank i s a c t i o n w i t h o u t war ran t e f lar. and t h e r e f o r e 
.M, wmi11nr. . m - r r - ^ — v ^ r - , - i t w > n m w w -mmmtmi 

i n v o l v e s a r b i t r a r y d i s c r i m i n a t i o n . Moreover, i t i s designed t o d e f e a t the 
li « •' " Hill 1 • 1 1 * - -.yv.f -S5V - •t*..-..".-!-. 

t a n k i n g p o l i c y o f a sovere ign s t a t e c o n t r a r y t o t he f e d e r a l s t a t u t e s which 

s p e c i f i c a l l y recognize the competency o f t h e s t a t e s t o ac t w i t h i n t h i s rea lm. 

A n a t i o n a l banking a s s o c i a t i o n i s g i v e n by f e d e r a l lar. every r i g h t 

w i t h respect t o engaging i n business" p r i m a r i l y , ar.d w i t h r e s p e c t to t he opera-

t i o n o f branches, t h a t g i v e n to a s ta^e bank prov ided the d e f i n i t e c o n d i t i o n s 

and requ i rements o f the l a r are met. 

BO ART ?y GOVERNORS CF T " FEDLfL>L RTSFT.VI SYSTIH 

I n c r e a t i n g the Federa l Reserve System the Congress o f t h e Uni ted 

Sta tes c l e a r l y d i s c l osed a purpose t o con t i nue the dua l t a n k i n g system. Among 

o the r f e - t ' ^ res i n d i c a t i v e o f such a purpose i s d i v i s i o n o f the n a t i o n i n t o 

separate reserve d i s t r i c t s i n each o f which an autonomous l a r k i s s ^ t up to be 

admin is te red w i t h a view t c the p e c u l i a r i n d u s t r i a l and a g r i c u l t u r a l needs o f 

the d i s t r i c t . Th is con t ras t s w i t h the c e n t r a l tank ic.ea which was r e j e c t e d a t 

the t ime the Act r:cs passed i n ' 9 1 3 . 

Another such f e a t u r e i s the p r o v i s i o n by which s t a t e banks are t o be 

admi t ted t o the system on equal i ty w i t h n a t i o n a l banks. S e c t i o n 9 cf t he 

t 
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Federal Reserve Act p r o v i d e r f o r t he admiss ion o f s t a t e b a r k s upon a p p l i c a t i o n 

ana i t f u r t h e r p rov ides t h a t such s t a t e barfcs may e s t a b l i s h and ope ra te branches 

•on the same t e r n s and c o n d i t i o n s and s u b j e c t t o t h e same l i m i t a t i o n s and r e -

s t r i c t i o n s as are a p p l i c a b l e t o t h e e s t a b l i s h m e n t o f branches b., n a t i o n a l t a n k s . " 

I t i s e x p r e s s l y p r o v i d e d (Sec. ? ( 2 ) ) t h a t any s t a t e bank which was o p e r a t i n g 

branches on February 25 , 1927 i n c o n f o r m i t y w i t h s t a t e law was e n t i t l e d t o r e -

t a i n them upon becoming a member o f t h e F e d e r r l Reserve System. I t i s p r o v i d e d 

f u r t h e r t h a t the Act shou ld no t p reven t e s t a t e mec-ber benk f r o m e s t a b l i s h i n g 

branches beyona t h e c o r p o r a t e l i m i t s o f t h e p lace where the pa ren t bank i s s i t u a t e d 

on e q u a l i t y w i t h n a t i o n a l bonks. I t p r o v i d e s f o r a p p r o v a l by t h e Foard o f Governors 

o f t he FederrJ. Reserve System i n s t e a d o f app rova l by the C o m p t r o l l e r o f t h e Cur -

r e n c y . I n pass ing upon an a p p l i c a t i o n under t h i s s e c t i o n the Foard i s r e q u i r e d t o 

• c o n s i d e r the f i n a n c i a l c o n d i t i o n o f the a p p l y i n g bank, t h e genera l c h a r a c t e r o f 

i t s management, and whether o r not the co rpo ra te powers exe rc i sed are c o n s i s t e n t 

w i t h the purposes o f t h i s a c t . " ( S e c t i o n 9 ( 3 ) . ) 

By v i r t u e o f S e c t i o n 12b (e) (2 ) o f t h e Federa l Reserve Act the Foard 

o f Governors , i n the case o f the admiss ion o f a p r e v i o u s l y un insured s t a t e benk 

t o membership i n t he Federa l Reserve System, i s r e q u i r e d to c e r t i f y t o t h e Fed-

e r a l Tepos i t Insurance C o r p o r a t i o n t h a t i t has cons ide red the f a c t o r s enumerated 

i n s u b s e c t i o n (g) o f S e c t i o n 12b. These f a c t o r s a r e : "The f i n a n c i a l h i s t o r y 

and c o n d i t i o n o f the bank, the adequacy o f i u s c a p i t a l s t r u c t u r e , i t s f u t u r e 

ea rn ings p r o s p e c t s , the gene ra l c h a r a c t e r o f i t s management, the convenience 

ami need j o f the community t o be served t y the bank, end whether o r not i i s 

c o r p o r a t e powers are c o n s i s t e n t w i t h the purposes o f t h i s s e c t i o n . " 

There i s n o t h i n g i n the Federa l Reserve Act r h i c h would w a r r a n t c r y 

i n f e r e n c e t h a t Congress hac de lega ted t o the Board o f Governors o f the F e d e r a l 
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Reserve System a u t h o r i t y t o undermine or c i rcumvent t h e p o l i c y o f a s t f t e 
«,nia».* • , , , i n . i — — ~ ^ m m t m a m * * m M \ t urn > i i i i j j l j . : m i i h j a m w r w u i m n a u m a , i j t f i im, 

r i t h regard t o the o p e r a t i o n r . x t h i n i t o f a breac.. banking system. On the 

c o n t r a r y , t he p r o v i s i o n s r i t h re fe rence t o t h e admiss ion o f s t a t e banks t o 

membership i n the Reserve System c l e a r l y r e f l e c t the r e c o g n i t i o n by Congress 

o f t h e r i g h t o f the s t r . tes t o de te rmine t h e i r own p o l i c i e s w i t h respec t t o 

branch b a n k i n g anc t h a t s t a t e banks o p e r a t i n g branches i n branch 1 ank ing s t a t e s 

s h a l l have equal r i g h t s r i t h n a t i o n a l banks and o the r s t a t e banks to the b e n e f i t s 

o f membership i n t he Federa l Reserve System. 

FEDERAL DEPOSIT INSURANCE CORPORATION 

F o l l o w i n g c l o s e l y upon the bank c r i s i s o f 1933 anc i n an e f f o r t t o 

guard a g a i n s t r e p e t i t i o n o f t he ca tas t rophe which accompanied the numerous 

bank f a i l u r e s o f the p rev ious y e a r s , the Congress o f the Un i t ed S t a t e r c r e a t e d 

the Federa l Eepos i t Insurance C o r p o r a t i o n and a ^ a i n unmis takab ly evidenced i t s 

d e s i r e t h a t the cua l benk ing system shou ld be p e r p e t u a t e d . The a c t under r r . i c h 

t h i s Co rpo ra t i on war se t up was the Banking Ac t o f 1933 and the s p e c i f i c p r o -

v i s i o n s f o r insurance were i n c o r p o r a t e d i n t he Federa l Reserve A c t , as amended, 

as. S e c t i o n 12b t h e r e o f . I t p rov ided f o r compulsory i nsu rance f o r every n a t i o n a l 

and s t a t e member bank and i t l i k e w i s e admi t t ed to the b e n e f i t s o f insurance a l l 

o f the s t a t e banks, not members o f the Fede ra l Reserve System, which upon a p p l i -

c a t i o n and examinat ion would be found t o be s o l v e n t . 

Subsect ion (y ) o f S e c t i o n 12b o f the F e d e r a l Reserve Act wh ich p r o -

v ided f o r the i nsu rance , e x p r e s s l y dec la red as f o l l o w s : " I t i s no t the purpose 

o f t h i s s e c t i o n t o d i s c r i m i n a t e , i n manner, a g a i n s t s t a t e nonmember, and i n 

f a v o r o f , n a t i o n a l o r member banks; bu t t he purpose i s t o p rov i de a l l banks w i t h 

t he same o p p o r t u n i t y t o o b t a i n and en joy the b e n e f i t s o f t h i a s e c t i o n . " Th i s 

language, s t i l l i n subsec t i on ( y ) , was c a r r i e d over v e r b a t i m i n t o the Banking 

Ac t o f 1935 when the p l a n f o r the permanent insurance o f d e p o s i t s was r e v i s e d . 
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I n the r e v i s e d p l a n the Foarc c f D i r e c t o r s o f t h e Federa l Depos i t 

Insure nee Co rpo ra t i on i s g i v e n a u t h o r i t y bo th w i t h r e s p e c t t o t h e admiss ion o f 

nonmember banks to membership i n t h e C c p o r a t - i o n anc" w i t h respec t t o t h e ap-

p r o - a l o f branches. Subsec t ion (g) o f S e c t i o n 12b o f t he Fede ra l Reserve A c t , 

as amended, p rov ides f o r the f a c t o r s t o be cons ide red by the D i r e c t o r s i n a d - f i t -

t i n g such s t a t e nonmember banks. The s u b s e c t i o n reads : "The f a c t o r s t o be 

enumerated i n the c e r t i f i c a t e r e q u i r e d under s u b s e c t i o n (e) and t o be cons ide red 

by t he board o f d i r e c t o r s under s u b s e c t i o n ( f ) s h a l l be the f o l l o w i n g : The 

f i n a n c i a l h i s t o r y rnc c o n d i t i o n o f the bank, the adequacy o f i t s c a p i t a l s t r u c t u r e , 

i t s f u t u r e ea rn ings p rospec ts , t h e genera l c h a r a c t e r o f i t s management, the con-

venience and needs o f the community t o be served by the bank , and whether o r n o t 

i t s co rpo ra te powers are c o n s i s t e n t T. i th the purposes o f t h i s s e c t i o n . * 

The Board i s l i k e w i s e g i v e n power o f a p p r o v a l w i t h respec t t o b ranches. 

I t i s expressed i n subsec t ion (v ) (5) as f o l l o w s : "No S t a t e nonmember i n s u r e d 

bank (except a D i s t r i c t bank) s h a l l e s t a b l i s h and ope ra te any new branch a f t e r • 

t h i r t y days a f t e r the e f f e c t i v e d&te un less i t s h a l l have the p r i o r w r i t t e n con-

sen t o f the C o r p o r a t i o n , and no, branch o f any S t a t e nonmember i n s u r e d bank s h a l l 

be moved f rom one l o c a t i o n t o ano ther a f t e r t h i r t y days a f t e r the e f f e c t i v e da te 

w i t h o u t such consent . The f a c t o r s t o be cons idered i n g r a n t i n g o r w i t h h o l d i n g 

the consent o f t he C o r p o r a t i o n under t h i s paragraph s h a l l be those enumerated 

i n s u b s e c t i o n (g) o f t h i s s e c t i o n . " 

As i f to make i t c l ea r beyond peradventure that such s ta te nonmember 

insured banks were not to be discr iminated aga ins t , t h e f c £ l o w i i ^ a f f i r m a t i v e ' 

expression as to the dut ies of the Board i s inserted i n subsection (k) ( 1 ) : 

"The board of d i rec tors s h a l l administer the a f f a i r s of the Corporation f a i r l y 

and i m p a r t i a l l y and without d isc r im ina t ion . " 

There i s not a shred of l e g a l a u t h o r i t y which could possibly warrant 

in ter fe rence fcy the Board of D i rectors of the Federal Deposit Insurance Corporat ion 
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w i t h t he o r d e r l y o p e r a t i o n o f a b ranch b a n k i n g system i n any S t a t e i n t h e 

Amer ican V n i o n . The d u t i e s o f t h u t C o r p o r a t i o n and i t s Board o f D i r e c t o r s 

w i t h r espec t to t he i n s u r a n c e o f d e p o s i t s i n banks a r e c l a a r and s t a n d a r d s 

by wh i ch t o d e t e r m i n e a c t i o n a re e x p r e s s l y p r e s c r i b e d . There i.s n o t a 

s i n g l e q u e s t i o n t o be d e t e r m i n e d by t h e Foard wh ich can be d e c i d e d one way 

o r the o t h e r , depending upon whether o r n o t t he a p p l i c a n t i s a u n i t bank 

o r a bank w i t h b ranches . T h i s i s l i k e w i s e t r u e w i t h r e s p e c t t o the ques-

t i o n s t o be d e c i d e d t y t h e C o m p t r o l l e r 01 the Currency a a . the Boarc o f 

Governors o f the F e d e r a l Peserve System. 

I n the l i g h t o f t h e development o f o u r bank ing sys tem, o f i t s 

d i a l na tu re as expressed i n v a r i o u s a c t s h e r e t o f o r e r e f e r r e d t o , n o t i n g 

p a r t i c u l a r l y the r e l a t i o n o r s t a t e ba.'ks t o the F e d e r a l a g e n c i c s and i n -

s t r u m e n t a l i t i e s des igned t o secure the mere p e r f e c t f u n c t i o n i n g o f t he wnoie 

whi le s e c u r i n g t o such f e d e r a l i n s t r u m e n t a l i t i e s as n a t i o n a l banks a r i g h t 

o f un t rammel led o p e r a t i o n on an e q u a l i t y w i t h s t a t : banks , l e t us nor t u r n 

t o s p e c i f i c r u l i n g s o f the C o m p t r o l l e r o f t h e C u r r e n c y , the Foard o f Gover-

n o r s o f t h r F e d e r a l Reserve System and t h e Poard o f Dir» c t o r s o f t h e F e d e r a l 

T e p o s i t I nsu rance C o r p o r a t i o n upon a p p l i c a t i o n s mace p u r s u a n t t o l n r t h r o u g h 

w h i c h , and o n l y through w h i c h , t h e b e n e f i t s p r e s c r i b e d car. be en joyed by t he 

o u V l i c ami by the a c l i c a n t s . 
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S P E C I F I C I K J T K N C ^ U P i i B J o t . O f p u e u v 

Dur ing tne past few yea rs t i .e bank o f America Nat ion:.± T r u s t t na 

Savin>;s A s s o c i a t i o n has t i n e und aga in reques ted pe rm iss ion f o r t:.e o p e r a t i o n 

o f branches i n l o c a l i t i e s a f f e c t e d by a phenomenal cxpan j^on o f i n d u s t r i a l 

a c t i v i t y , i t i s tne po l i c y o f t h i l bunk to be on the a l e r t una a iw ryc ready t o 

improve i t s s e r v i c e t o i t s customers ex tend i t t o t..e communit ies w:.ich need 

the s e r v i c e i t i t prep<..reu t o r e n d e r , i t i t no t s tagnan t und shows no si»ms o f 

becoming so. The bank i s s o e q u a t c i y c a p i t a l i ^ e u — f a r a .ov t tne requ i remen ts 

o f the l a w ; i t i s e x p e r i t n e t a i n f u r n i s . i n t:.e p a r t i c u l a r ty- e o f s e r v i c e r e -

q u i r e d ; i t ope ra tes s u c c e s s f u l l y ana f u l l y meets every r e a s o n i I t r e ^ - i r e ^ e n t 

o r c o n d i t i o n t h a t S:.ouia a f f e c t s p p r o v ^ l o f i t s u c t i o n i n e s t a L i i s a i r . . tae p r o -

posed branches; y e t ever ; such a p p l i c a t i o n h«-S met * i t r : d e n i a l w i t h o u t c.ny 

s ta tement o f a c rou ru f o r sue:, a c n i a l otxier ti«a.: t i . a t "conuj . t io r .s uc no t wa r ran t 

a p p r o v a l . " I n sor»t i ns tances i t « ^c i - t : a t " c o n d i t i o n s " -sere s u s j e c t t o 

a r a t h e r r a . i u cnanpe ^ect ><rc t : e , « t r t f.-und t o war ran t a..i r o v u o f t . .e e s t a b -
V 

l i s h n e . i t c f ban-.ini* f a c i l i t i e s ' u t i . t r b ....•w u . t cor\runii,.,. w i t . . i n a 

r e r ^ r k a b i j s . i c r t perked . 

The r i : ^ t ba t ^onu i bun/, o l P o r t i a u , u r t / o n , : . is ac-u u ?•i ~ i . r e x p e r i e n c e . 

Tue bOi.ru o f I -ovc:mirs o f t..t? ]• truer;, i i escrvc w/ste:. r.as uec l i neo t o ap -

prove tne e_taLx isunent , ^.f branches « f t . e F i r s t T n a t ar.u C;.vin. s sank o f 

pasacen;., wnic:: u been ap^rov-.u u:ic recor^.enutu Jupe- r i n t tnaen t c f _ unks 

o f C a l i f o r n i a . 

T.:e Fow.ru o f Governors c f t..e Federa l i .eserv t i jyste~. bus adm i t t ed i n t o 

t he system Peoples 3unk, Lukt»ood V i i l s - ; c , C a l i f o r n i a anu aas imposed r e s t r i c t i o n s 

upon the s toc ^ . o l ^ e r s o: tr.e bank as a c o n d i t i o n o f tne bank 's con t i nued mer.ber-

s r . i p , wnica i t i s b e i i c v e a are who l l y a r r i t r s r y , w i t u c u t a u t a ^ r i t j o f ia t . una 
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unprecedented n"<i r h i c h c l e a r l y d l s c r i - . i n a t . aga ins t the r i g h t s o f Transr.-.-;rice 

Corpora t ion anc Bank of America. 

The r ca r ^ o f r i r e e t o r r ^f the " e d e r a i Deposi t Insurance Cor pore Lion 

has r r f u s e d t o approve the esta.blishm-nt c i a brai.ch of the Cen t ra l Fr.nk o f 

Oakland, a n">nmember insured t a n k , a l though the same war approved ana r tcom-

mended by the 2'uperintery.er.t o f Banks o f C l i f o r n i c . . 

The Board o f d i r e c t o r s o f the Fer 'eral Tepoa i t Insurance Corpo ra t i on 

has a l so w i t hhe ld i t s approval o n an a p p l i c a t i o n f o r insurance made by t h e 

Pari: of Nevada, Las Ve~ar, Nevada, which a p p l i c a t i o n l i k e r i s had and has the 

approva l o f the Super in tendent o f Banks o f t h e Sta te o f Nevada. 

I n so f a r as each o: t h e banks i n ques t ion or one o f i i s p r i n c i p a l 

s tockho lders has been advised o. the reasons f o r the a c t i o n i n each o f the 

fo rego ing cases, the SEme r . i l l appear i n C-rrespondence here to a t tached PS 

Appendix "C" . Corresponc ence r e l a t i n g t o e ch i s arrange-c i n t he order i n ' 

which the banks are named above. I n t h i s d i scuss ion we s h a l l r e f e r t c those 

p o r t i o n s o f the correspondence which r e f l e c t the charac te r o f t h e a c t i o n taken 

by t h e va r ious superv isory a u t h o r i t i e s r e f e r r e d t o and t he absence o f any l e g a l 

war ran t f->r such a c t i o n , which would seem t o demonstrate i t s p u r e l y a r b i t r a r y 

cha rac te r as w e l l as an assumption of power t o o v e r r i d e the bonk ing p o l i c i e s 

o f sovere ign s t a t e s . 

BANK'OF AM/hlCA lOI I / l TRUwT AM SAVINGS ASSOCIATION 

Notw i ths tand ing the phenomenal growth and development o f C a l i f o r n i a 

i n recent y e a r s , anu no tw i ths tand ing th< t r a n s f o r m a t i o n which has taken p l a c e , 

p a r t i c u l a r l y i n the i n d u s t r i a l p a t t e r n o f the s t a t e , anc. t h e u rgen t need f o r 

ex tens ion o f t l x se rv i ces o f the bank i n areas o f new development, the Compt ro l l e r 

o f the Currency has.not g ran ted a permi t f o r any a d d i t i o n a l permanent branches 
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i r . the l a s t f i v e ; e r r . . " p l i c a t i o n s f o r b ra ' -c -e . v ^ l l be a l lowed t o l i e i n 

the O f f i c e o f t u e Compt ro l l e r o f the Currency f o r s i x months or even l o i t e r 

and then the bark v . i l l be f o r m a l l y adv ised t h a t " a f t e r c a r e f u l c o n s i d e r a t i o n 

i t has buen dec ided tha t c j r d ' . t i o n r do not v a r i a n t r . p . v r i . " The c o n d i t i o n s 

arc no t s t a t e d a»v. t i u record i : c l o t c f . o f a r r : V- on ly o f f i c e e f t u e Govern-

ment t h a t har ~ny - fa 1 a u t h o r i t y r i t ' - rcse-. c t t o the a p p l i c a t i o n 1. cor.c~rr.od. 

y i : . T • .^UCX.L FA:;.; ::•' f - . . . i .A : ; r 

" * i t h regard to a p p l i c a t i o n s made by t h e F i r s t N a t i o n a l ! > * k o f P o r t i a : d , 

Oregon, i t v i l l be nci.ee t h a t the} had l e . n pending f o r a cons ide rab le p e r i o d o f 

t i-nc a n tha t v.h i lc they were pending f a v o r a b l e a c t i o n had b - „ n taken on r p p l i -

c a t i o n s o f a l a r g e r competing b rnk . !!o c r i t i c i s m i s sug^cr ted o f such a c t i o n as 

i t would sci m. t o be i r . accord v i t h a l l l e j r l requ i rements a*\ w i t h the p o l i c y c f 

bo th the n a t i o n a l and s ta te l a v s . So f a r ar has been mare apparen t , hov.ever, 

every reason which j u s t i f i e s f a v o r a l l e a c t i o n upor. r e p l i c a t i o n s o f tN<- competing 

bank l i k e w i s e e x i s t s i n t h e case o f the F i r s t N a t i o n a l rank o f "^or t land; y e t the 

a p p l i c t i o n s o f the l a t t e r a r t den ied v i t h the s ta tement t h a t " c o n d i t i o n s do not 

w a r r a n t a p p r o v a l . " 

I t would seem tha t i f th< f a c t s se t f o r t h i n the l e t t e r o f V r . Char les 

T*. C o l l i n s t o the Comp t ro l l e r o f the Currency, dated September 17, 1° H 0 (see 

Appendix " C " ) , which was \ \ r i t t « n i n suppor t o f the a p p l i c a t i o n s then on f i l e , were 

n o t deemed s u f f i c i e n t the bank i s e n t i t l e d to know where in the d e f i c i e n c y t i e r . 

I t i s s u b m i t t - c t h a t on the face o f the reco rd the a c t i o n o i the C o m p t r o l l e r o f 

the Currency w i t h respec t to the F i r s t N a t i o n a l Bank o f P o r t l a n d , Oregon i s 

bo th a r b i t r a r y and ' d i s c r i m i n a t o r y as aga ins t such bank. 
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r i R g l TRUST AMP SAVDKS RAHK OF PASADENA 

With respect to the F i r s t Trust and Savings Bank of Pasadena i t i s 

necessary to read the correspondence i n Appendix "C" which purports to s e t f o r t h 

the basis f o r the ac t ion of the Board of Governors of the Federal Reserve System 

i n denying the a p p l i c a t i o n . I t i s submitted t h a t reading of t h e correspondence 

w i l l show t h a t , a l l e lse as ide , the only reason t h a t the a p p l i c a t i o n i s not granted 

f o r the two branches requested i s t h a t Transamerica Corporation owns approximately 

60j£ of the stock of the bank. T h i s , of course, i s not a l awfu l reason. Trans-

america has a r i g h t to own 60Jt or any other percent thought des i rab le i n t h i s 

p a r t i c u l a r bank. I t s r i g h t s are no greater and no l e s s i n t h a t r e s p e c t t han 

those of any corporat ion possessing s im i la r powers. 

I n response t o t h e e a r n e s t appeal o f t he Chairman o f t h e Board o f T rans -

amer ica f o r a f r a n k s ta tement o f t he reasons f o r s uch d i s c r i m i n a t i o n , a r e p l y i s 

r e c e i v e d which s t a t e s no reason whatsoever a n d wh ich mere ly n o t i f i e s the Chairman 

t h a t t h e Board i s ac tua ted by i t s v iews o f p u b l i c p o l i c y w i t h o u t s t a t i n g what t h a t 

p o l i c y i s . O b v i o u s l y , i f a d m i n i s t r a t i v e o f f i c e r s cou ld l e g a l l y j u s t i f y t h e i r 

a c t i o n t?y r e s t i n g i t upon the v iews which a t the moment they e n t e r t a i n on p u b l i c 

p o l i c y , we are no l onge r l i v i n g under a government o f l aw . Such a board so ab le 

t o impress i t s d e c i s i o n s w i t h f i n a l i t y would have g r e a t e r power than the P r e s i d e n t 

h i m s e l f . What i s the p o l i c y today dF the Board o f Governors o f t h e Federa l Reserve 

System may not be the p o l i c y tomorrow o f t he same board . I f t h e r e are changes i n 

t h e personnel o f t h e Board and i t s a c t i o n i s t o r e f i t c t a composi te v iew as t o 

p u b l i c p o l i c y , t h e p o l i c y w i l l o f course change as t h e personne l o f the Board 

changes. 

When the Supreme Cour t o f the Un i ted S t a t e s i n t h e Schechter case (295 
i 

U.S. 495) den ied t o the P r e s i d e n t o f the Un i ted S t a t e s the power t o p r e s c r i b e a 

code govern ing the p r a c t i c e s i n an i n d u s t r y i t h e l d t h a t l e g i s l a t i v e power c o u l d 

n o t be c o n s t i t u t i o n a l l y de lega ted t o t he P r e s i d e n t w i t h o u t s e t t i n g up "s tandards 
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aside from t he general aim of r e h a b i l i t a t i o n , c o r r e c t i o n a nd development o f 

t r a d e s arxl i n d u s t r i e s . " I t was a lso h e l d t h a t i f a p o l i c y i s l a i d down i n a 

s t a t u t e f o r the gu idance o f s e l e c t e d i n s t r u m e n t a l i t i e s i n the making o f subo rd ina te 

r u l e s w i t h i n p r e s c r i b e d l i m i t s , t he d e l e g a t i o n t o t h e i n s t r u m e n t a l i t i e s o f t he 

f u n c t i o n o f d e t e r m i n i n g f a c t s t o which the p o l i c y o f the s t a t u t e i s t o app l y 

would be l a w f u l . I t i s e lementa ry i n a d m i n i s t r a t i v e law t h a t pe rsons , i n c l u d -

ing c o r p o r a t i o n s , a f f e c t e d by a d m i n i s t r a t i v e d e t e r m i n a t i o n s o f f a c t s are e n t i t l e d 

t o know the f a c t s which prompt a d m i n i s t r a t i v e a c t i o n . 

PEOPLLS BANK. UU1EW00E VILLAGE 

I t w i l l be noted t h a t on February 6 , 1941 (Appendix "C" ) the C o m p t r o l l e r 

o f the Currency den ied the a p p l i c a t i o n o f Bank o f America N a t i o n a l T r u a t and 

Savings A s s o c i a t i o n f o r t h e e s t a b l i s h m e n t o f a branch a t Lakewood V i l l a g e , s t a t i n g 

as the ground f o r such d e n i a l t h a t "condit ions do not wa r ran t a p p r o v a l . " I n 

November, 1941, a f t e r the Super in tenden t o f Banks o f C a l i f o r n i a had approved a 

r eques t f o r a new bank a t Lakewood V i l l a g e , a p p l i c a t i o n was made by t h e bank f o r 

membership i n the Federa l Reserve System. Th is a p p l i c a t i o n was d i sapp roved and 

subsequen t l y , on March 11, 1942 the Board o f Governors o f t h e F e d e r a l Reserve 

System i n d i c a t e d t h c o n d i t i o n s upon which the a p p l i c a t i o n would be r e c o n s i d e r e d . 

(See Appendix " C " ; ) These c o n d i t i o n s were met i n t h e manner i n d i c a t e d i n a com-

m u n i c a t i o n f rom Peoples Bank t o the Federa l Reserve Bank o f San F r r n c i s c o on 

March 2 3 , 1942 (see Appendix " C " ) . On May 6 and 7 , 1942 the bank was n o t i f i e d 

o f the a c t i o n o f the Federa l Reserve Board (see Appendix "C" ) a d m i t t i n g such 

bank t o membership and imposing c o n d i t i o n s f o r cont inuance o f such membership. 

Among the c o n d i t i o n s imposed are the f o l l o w i n g : 

"4« I f > w i t h o u t p r i o r w r i t t e n a p p r o v a l . o f the Board o f Governors 
o f the Fede ra l Reserve System Transamerica C o r p o r a t i o n o r any u n i t o f 
the Transamer ica group, i n c l u d i n g Bank o f America N a t i o n a l T r u s t and 
Savings A s s o c i a t i o n , or any h o l d i n g company a f f i l i a t e o r any s u b s . d i a r y 
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t h e r e o f , acqu i res , d i r e c t l y o r i n d i r e c t l y , through the mechanism o f 
ex tens ion o f loans f o r tho purpose o f a c q u i r i n g bank s t o c k , o r i n 
ar(y o the r manner, any i n t e r e s t i n such bank, o ther than such as may 
a r i s e out o f usua l correspondent bank r e l a t i o n s h i p s , such bank, w i t h i n 
60 days a f t e r w r i t t e n n o t i c e f rom the Board o f Governors o f the Fede ra l 
Reserve System, s h a l l wi thdraw f r o m * n b e r s h i p i n the Fede ra l Reserve 
System." 

I f t he re i s any war ran t i n law f o r such c o n d i t i o n b e i n g imposed upon 

membership i n t h e Federa l Reserve System i t wou ld seem t h a t Tr nsamerica Corpora-

t i o n and Bank of America Na t i ona l T rus t and Sav i r ^s A s s o c i a t i o n would be adv i sed 

as t o the bas is t he reo f by the Board o f Governors o f the Fede ra l Reserve System 

be fo re any such c o n d i t i o n would be imposed, bo th c o r p o r a t i o n s be ing s u b j e c t t o 

the supe rv i so ry J u r i s d i c t i o n o f such Board. 

Another statement i n the fo rma l l e t t e r to the bank n o t i f y i n g i t o f i t s 

membership i s wor thy of a t t e n t i o n . I t i s sa id : 

•The a p p l i c a t i o n f o r membership has been approved upon rep resen ta -
t i o n s t h a t the bank i s a bona f i d e l o c a l independent i n s t i t u t i o n and I tha t no holding company group has any in te res t i n the bank a t the time 
of i t s admission to membership, and that the d i rectors and stockholders 
of the bank have no plans, commitments or understandings looking toward 
a change i n the status of the bank as a l o c a l independent i n s t i t u t i o n . 
Condition of membership numbered ^ i s designed to maintain that s ta tus ." 

This shows that the Board of Governors of the Federal Reserve System has 
.... •« n u ' m . M i l l HIM || III I, liiil i n - 1 T - II " 1' - T - r r j i l l l m u m g i ^ ^ m m m 

undertaken to discriminate as between branch banks and u n i t banks, as v e i l as 
- t t • • • 1 —t ,m„ . ...iii.iniiii,-rr-ni-- i .— * ' 

against a p a r t i c u l a r branch bank and a corporat ion which i s a minor i ty stock-

holder t h e r e i n . There i s no s ta tu tory au thor i t y to support any such discr imina-

t i o n . Branch banks and u n i t banks a l i k e are e n t i t l e d to a l l the benef i ts of 

membership i n the Federal Reserve Systen. I f i t became necessary for the Lakewood 
*m - - -r -4 n -[ 11 j. • • i 11 - n — ' • »'•'•'•— r» iimmmiirm 

bank to make representations wi th respect to i t s beirg a un i t bank and with respect 

t o the i n t e n t i o n to continue as a uni t bank i n order to obta in favorable ac t ion 

by the Board of Governors o f the Federal Reserve Systen, i t was necessary only be-

cause the Board of Governors, i n exacting such a condi t ion, exceeded any au thor i ty 

given to i t by Congress. What r i g h t does the Board of Governors have to determine 
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t he p o l i c y o f a sovere ign s t a t e w i t h re fe rence t o branch banking? ffhat r i g h t 

does the Board o f Governors have t o d i s c r i m i n a t e a g a i n s t i t s o¥m -embers r s t o 

the e f f e c t upon membership i n t ho System o f changes i n ovmerrh ip o f s t o c k , : ven 

o f a sma l l m i n o r i t y i n t e r e s t ? r h . t r i g h t doe:; the Board o f Governors o f *he 

Fede ra l Reserve System hav ; to use membership o f banks i n t h e Cysten ar a c l u b 

t o embarrass the development o f branch banking i n s t a t e s where i t i s p e r m i t t e d ? 

A l l o f the a f f i r m a t i v e l e g i s l a t i o n nega t i ves any such r i g h t , 
1 { 

I n pass ing i t may be remarked t h a t s i nce t he re i s no t the s l i g h t e s t sug-

g e s t i o n I n the a c t i o n by t he Board o f Governors o f t h e Federa l Reserve System 

t h a t the es tab l i shmen t o f the Temples Bank i n Lakewood V i l l a g e was no t reasonab ly 

r e q u i r e d f o r p u b l i c convenience, the a c t i o n o f t h e Board would seem to be some 

ev idence t h a t the Compt ro l l e r o f the Cur rency , i n f i n d i n g t h a t c o n d i t i o n s d i d no t 

wa r ran t the es tab l i shment o f a branch o f Bank o f A re r i c - . a t t h a t p o i n t , was no t 

r ? f e r r i n g t o the convenience and needs oT the community, 

CENTRAL BAJ-\ OF OAKLAND 

I t appears t h a t n o t w i t h s t a n d i n g the app rova l by t h e Supe r i n tenden t o f 

Banks o f C a l i f o r n i a o f the es tab l i shmen t by the C e n t r a l Bank o f Oakland o f a 

branch o f f i c e a t L a f a y e t t e , t h e Federa l Depos i t Insurance C o r p o r a t i o n has w i t h -

h e l d i t s consent . I n i t s f o rma l l e t t e r o f a d v i c e , d-. ted February 21 , 1942, i t 

i s s t a t e d t h a t app rova l i s no t war ran ted "Upon th« bas i s o f the i n f o r m a t i o n a v a i l -

a b l e . " I t appears t h a t the F e d e r a l Depos i t I nsu rance C o r p o r a t i o n ma in ta ins an o f -

f i c e i n San F r a n c i s c o , w i t h a s u p e r v i s i n g examiner i n charge. The C o r p o r a t i o n i s 

t h e r e f o r e i n a p o s i t i o n t o o b t a i n ai^- i n f o r m a t i o n wl i ich i n i t s judgment would have 

any bea r i ng i n d e t e r m i n i n g the Boa rd ' s a c t i o n upon an a p p l i c a t i o n f o r a b ranch . 

The bank wa3 never c a l l e d Tjpon t o g i v e any i n f o r m a t i o n a d d i t i o n a l t o t h a t accompany-

i n g i t s a p p l i c a t i o n , bu t i f t h e r e i s any d e f i c i e n c y o f p e r t i n e n t i n f o r m a t i o n the 
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bank w i l l g ladly supply i t . I n view of tne ease with which any add i t iona l informa-

t i o n thoqght necessary could be acquired and suppl ied, i t seems strange that an 

app l i ca t ion would be denied on the basis of available? informat ion wh«n f u l l i n f o r a -

t i o n is a t hand. 

Fur thermore, s ince the i n f o r m a t i o n would r e l a t e t o one o r more o f the 

f a c t o r s set f o r t h i n subsec t ion (g) o f Sec t i on 12b of the Federa l Reserve Act 

(page 16 h e r e o f ) , which c o i i s t i t u t e the standard f o r a c t i o n by t h * EoarH o f D i r e c t o r s 

o f the Federa l Deposi t Insurnnce Co rpo ra t i on upon such a m a t t e r , i t mould seem t h a t 

an a p p l i c a n t i s e n t i t l e d to be in formed where in i t has f a i l e d t o meet the p r e s c r i b e d 

s t anda rd . 

I t appe - r s , however, t i i a t the D i r e c t o r s o f t he Federa l i « p o ? i t I n s urance 

Co rpo ra t i on have a l lowed cons^cer t txons o the r t . ;an the s tandard p resc r^ l ^ jd by 

Congress t o determine t h e i r a c t i o n . They have not so adv ised the bank ana the bank 

has not bocr. supp l ied w i t h copies o f correspondence p a r s i n g f rom the Federa l repo r i t 

Insurance Corpora t ion to the Super in tendent o f Banks o f C a l i f o r n i a , but I n a l e t t e r 

w r i t t e n by the Super in tendent o f Banks o f C a l i f o r n i a t o tae F e d e r r l r e p o s i t I nsu rance 

Corpo ra t i on on September 3 , i t i s s t a t e d t h a t the Co rpo ra t i on had in formed 

him t h a t i t had denied the a p p l i c a t i o n f o r t h i s branch "because o f p o l i c y n a t t e r s 

which t ~ re unanimously agreed upon by the Federa l Depos i t Insurance C o r p o r a t i o n , 

the Compt ro l le r and the Board o f Governors o f t h s Federa l l eae rvc System." 

Fu r the r re r eranees to " p o l i c y " w i l l l i k e w i s e be f o i n c i r . t h e c o r r e s -
e 

pondence w i t h the Eo.\ra o f Governors o f t h e Federal Feserve Syst m r e l a t i n g t o 

the F i r s t T ru^ t and Sav i r^s Fank o f Pasadena (Appendix " C " ) . I t i s t r u l y a r t o u n d -
* 

i n g t h a t a governmental c o r p o r a t i o n set up to per form ? p a r t i c u l a r f u n c t i o n which 

i s f u l l y o u t l i n e d i n the l aw , an. the d u t i e s of the d i r e c t o r s o f wh ich arc s p e c i -

f i c a l l y d e l i neat d , should j u s t i f y a depar tu re f r o t h - law and.th- s tandard o f 

a c t i o n t h e r i r . s p e c i f i e d ana openly dec la re t h a t they were d o i n f so because t h e y , 
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I n comb ina t ion w i t h o t h e r o f f i c e r s o f the Government, had de termined upon a 

p o l i c y which i n t h e i r judgment was more s u i t a b l e t han the p o l i c y p r e s c r i b e d 

t y Congress. 

A d d i t i o n a l ev idence t h a t the Fede ra l D e p o s i t I nsu rance C o r p o r a t i o n 

p r e f e r s t o se t a s i d e s tandards f o r a c t i o n which have been p rov ided ty Con-

g ress i s found i n the c o n c l u d i n g sentence o f i t s r e p o r t t o i n s u r e d banks o f 

December 31 , 19-41. There i t says: " I n the case o f e s t a b l i s h e d towns and 

c i t i e s t h a t need banking f a c i l i t i e s , the C o r p o r a t i o n b e l i e v e s t h a t the needs 

shou ld be met wherever p o s s i b l e by a new u n i t bank, r a t h e r than by a branch 

o f f i c e . " I f tne law o f a s t a t e p laces u n i t banks And branch banks on a p a r i t y , 

where i s the l e g a l a u t h o r i t y f o r any d i s c r i m i n a t i o n t o be made by the Federa l 

Depos i t Insurance Corpora t ion? I s such a s ta tement i n tended t o serve n o t i c e 

t h a t t he Board which has o b l i g a t e d i t s e l f t o a d m i n i s t e r the law " f a i r l y and 

i m p a r t i a l l y " has become p r e j u d i c e d a g a i n s t a c l a s s o f f u l l y q u a l i f i e d a p p l i c a n t s ? 

I n i t s annual r e p o r t t o Congress f o r the yea r ending December 31 > 

1941, *e do no t f i n d any change recommended i n t he l e g i s l a t i o n gove rn ing the 

Fede ra l Depos i t Insurance C o r p o r a t i o n i n these m a t t e r s . I t appears , hoaever , 

f rom page 135 o f such annual r e p o r t t o Co r^ ress , t h a t d u r i n g the yea r 1941 the 

C o r p o r a t i o n approved a p p l i c a t i o n s t o e s t a b l i s h 46 a d d i t i o n a l bank ing o f f i c e s 

and t h a t f rom the year 1935 t o l ? 4 l , i n c l u s i v e , i t approved 331 such a p p l i c a -

t i o n s . These are e x c l u s i v e o f a p p l i c a t i o n s f o r the e s t a b l i s h m e n t o f branches 

by n a t i o n a l banks which are approved by the C o m p t r o l l e r o f the Cu r rency , and 

o f s t a t ? banks, members o f t h e Fede ra l Reserve System, wh ich a re approved by 

the Board o f Governors of the Federa l Reserve System. 
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BANK OF NJVATA. LAS VaGnS. N,V.^'A 

P r i o r t o " a y , 1941, persons who regarded as f a v o r a b l e the p r o s p e c t 

o f improv ing the b . ik ing s e r v i c e a t La.s Vegas and Boulder C i t y , Nevada, d i s -

cussed the r a t t e r : i t h the S t " ce Super in tenden t o f Ban s . As a r e s u l t a p r o -

posed bank was incorpor ; . ted as the Fan: o f Nevada, Uas Vegas, Nevada, and the 

c e r t i f i c a t e o f i n c o r p o r a t i o n war issued on '4ay 12, 19^1. The c e r t i f i c a t e o f 

a u t h o r i s a t i o n f o r t h i a bank was issued by t h e Supe r i n tenden t o f Banks on %Iay 

19 , 19^1 and a copy w i l l be found i n Appendix "C». Under t h i s c e r t i f i c a t e o f 

a u t h o r i t y a branch was opened a t Boulder C i t y on December 5, 19 *1 and the he- d 

o f f i c e was opened on A p r i l 30 , 19**2. 

A l 1 o f these s teps were taken f o r the c r e a t i o n o f t h i s bank i n r e l i a n c e 

upon the p r o v i s i o n s o f law un.:er which i t would be e n t i t l e d t o become an i n s u r e d 

bank. The bank was a c t u a l l y engaged i n bus iness a t Boulder C i t y more than two 

months before t he re had been any k i n d o f e x p r e s s i o n o f " p o l i c y " by t h e Board o f 

Governors o f t h e Federa l Reserve System, s- . id t o have been concur red i n by o t h e r 

agenc ies , under which the bank, a l though e n t i t l e d t h e r e t o , m igh t be denied the 

b e n e f i t s o f i nsu rance . (See l e t t e r o f Chester M o r r i l l , t r a n s m i t t e d February 2 1 , 

1942, Appendix " C " , F i r s t T r u s t and Savings Dank, Pasadena.) 

I n the l a t t e r p a r t of May, 1 9 * 2 / t h i s bank ma i led i t s a p p l i c a t i o n f o r 

insurance to the Federa l Depos i t Insurance C o r p o r a t i o n i n Wash ing ton . No acknowl-

edgment o f t he s .me was r e c e i v e d , bu t i n J u l y the bank was examined by an examiner 

f o r the C o r p o r a t i o n , the examina t i on beirv: completed on J u l y 14, No ac t ion on 

the a p p l i c a t i o n havin^; been communicated to the bank o r t o t he Superintendent of 

Banks o f Nevada, the l a t t e r wro te t o t h e Chairman o f t he C o r p o r a t i o n on November 

13 , 1942, n copy o f which l e t t o r w i l l be found i n Appendix "C«. The l e t t e r con-

ta ins a s tatement o f reasons which the Super in tenden t of Banks b e l i e v e d should 
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r e s u l t i r . f a v o r a b l e a a t i e r by the C o r p o r a t i o n or. the bark 'a a p p l i c a t i o n f o r 

i n s u r a n c e . However, as t h i s memorandum i s be ing prepared r.e are adv ised 

th rough the Super in tenden t o f Eanks o f Nevada o f t he r e c e i p t o f a l e t t e r f rom 

the Chairman o f t he C o r p o r a t i o n , da ted November 3C, 1942. A copy o f t h i s 

l e t t e r w i l l a l so be found i n Appendix " C " . The l e t t e r c o n t a i n s t h i s s t a t e e n t : 

" T h i s a c t i o n has beer, t aken i n accordance w i t h the p o l i c y upon wh ich t h e r e i s 

vr.animcus agreement by our Board o f D i r e c t o r s , the C o m p t r o l l e r o f the Currency 

and the Board c f Governors o f the F e d e r a l Reserve System, t h a t pe rm iss i on f o r 

the a c q u i s i t i o n o f any a d d i t i o n a l b a n k i n g o f i i c e s by Transamerica C o r p o r a t i o n 

o r any u n i t t h e r e o f should be d e c l i n e d . " Fhy? By v i r t u e o f *.hat a u t h c r i t y ? 

I f Transajnerice i s t,he o b j e c t o f a " p o l i c y " o r t h e v i c t i m o f one, why not a t 

l e a s t d i s c l o s e whet t h e t p o l i c y i s ? 

The l e t t e r o f the Chairman o f t h e C o r p o r a t i o n to t h e Super in tenden t 

o f Eanks con ta ins t h i s a d d i t i o n a l pa rag r rph : 

• I n t h i s connec t ion I might acd t h a t Transamer ica C o r p o r a t i o n 
was appr i zed o i t h i s p o l i c y some cons ide rab le p e r i o d o f t ime p r i o r 
t o the submiss ion o f t h i s p a r t i c u l a r a p p l i c a t i o n . " 

Transamer ica Co rpo ra t i on has a t a l l t imes been adv i sed o f the p r o v i s i o n s o f 

law under which a bank i n which i t may be i n t e r e s t e d may a p p l y t o become an 

i n s u r e d bank, and i t has never been adv i sed by the Board o f D i r e c t o r s o f the 

FederaJ. Depos i t Insurance C o r p o r a t i o n o f any p o l i c y acco rd i ng t o which i t s 

r i g h t s may be o therw ise de te rmined . N e i t h e r Transamer ica C o r p o r a t i o n nor the 

bank has been a p a r t y t o any proceed ings be fo re the C o m p t r o l l e r o f the Cur rency , 

the Board o f Governors o f the Federa l Reserve System o r the Board c f D i r e c t o r s 

o f t he Federa l Depos i t Insurance C o r p o r a t i o n , s i t t i n g as a j o i n t body o r sepa-

r a t e l y , which cou ld be a p p r o p r i a t e l y d isposed o f by the p r o m u l g a t i o n o f a 

p o l i c y which i s a p p l i c a b l e t o i t a l o n e , \7hat i s t h a t " p o l i c y " ? 
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The o n l y o f f i c i a l i n f o r m a t i o n the bank has ever received w i t h 

respect t o t h i s a p p l i c a t i o n i s c o n t a i n e d i n a l e t t e r dated December 4 , 1942, 

(see Appendix "C" ) s igned by a s p e c i a l a s s i s t a n t t o t h e Board of D i r e c t o r s 

o f the Federal l e p o s i t I nsu rance C o r p o r a t i o n , and i t T ier^ ly s t a t e s t h a t the 

a p p l i c a t i o n o f the bank "has been d i s a p p r o v e d , * no reasons w*iatsoever being 

s t a t e d . 

Thus we see t h a t a bank wh ich has proceeded i n r e l i a n c e upon the 

l a w , which en te red upon i t s bus iness be fo re t h e r e was even any u n o f f i c i a l 

d e c l a r a t i o n o f a p o l i c y o f d i s c r i m i n a t i o n a f f e c t i n g i t , and whose o p e r a t i o n s 

a re a d e m o n s t r a t i o n o f the va lue o f i t s s e r v i c e t o the community, i s a r b i t r a r i l y 

den ied the b e n e f i t s o f a Fede ra l l a w . 

APPROVALS OF BRANCHhJ FOR IN Vru, HSTERS ST..ILS 

There i s appended h e r e t o as Appendix "D" a t a b l e showing the a u t h o r i z a -

t i o n s by Fede ra l a u t h o r i t i e s f o r the maintenance o f branches o r a d d i t i o n a l o f f i c e s 

by banks i n t he U n i t e d S ta tes and i n a group o f F e s t e r n s t a t e s f o r f i v e years 

p reced ing December 31 , 1941. I t w i l l be seen f rom t h i s t a b l e t h a t n o t w i t h s t a n d -

i n g the v e r y l a r g e inc rease i n p o p u l a t i o n i n C a l i f o r n i a and t h e e x t e n s i v e i n -

d u s t r i a l development o f t h i s p e r i o d , t h e r e i s an a c t u a l decrease i n t ' :e number 

o f branches o p e r u t i n g i n C a l i f o r n i a , x n i l e the number has been unchanged i n 

Nevada and Utah . I n Idaho , Oregon and T a s a i n g t o n , however , a d d i t i o n a l branches 

have beon c u t h o r i z e d i n c o n s i d e r a b l e number, bu t none o f t h o s e a u t h o r i z a t i o n s 

( excep t as to f o u r f o r the Ni t i ^ n a l Bank o f Washington i n June o f 1936, i n 
« . 

which T ransamor i c i C o r p o r a t i o n o*r.s a m i n o r i t y i n t e r e s t ) r e p r e s e n t s any a d d i -

t i o n a l branches f o r any bank i n which Trr .nsamerica C o r p o r a t i o n i s i n t e r e s t e d , 

a l l such a p p l i c a t i o n s hav ing besn d e n i e d . 
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More r e c e n t l y , however, approva l has been granted f o r a b s o r p t i o n 

o f o t he r benks i n t o branches o f an e x i s t i n g branch bank i n one o r more o f 

these s t a t e s o u t s i d e o f C a l i f o r n i a i n c i rcumstances q u i t e p a r a l l e l t o those 

f o r which a u t h o r i t y vas sought unsuccess fu l l y i n t h e case o f the F i r s t Na t i ona l 

Bank o f P o r t l a n d and the F i r s t T r u s t and Sav i r ^ s Bank o f Pasadena. (For i l l u s t r a 

t i o n see c l i p p i n g f rom American Banker o f December 3 , 1942, Appendix " E * . ) I t 

i s not in tended t o suggest t h a t such a c t i o n w i t h respect to any o the r bank was 

improper i n any r e s p e c t ; on t h e c o n t r a r y such a c t i o n i s presumed t o be e n t i r e l y 

p r o p e r . I t never the less shows t h a t d i s c r i m i n a t i o n , such as i s t a c i t l y admi t ted 

i n the cases o f Bank o f Amer ica, F i r s t N a t i o n a l Bank o f P o r t l a n d , F i r s t T rus t 

and Savings Bank o f Pasadena, C e n t r a l Bank o f Oakland and Bank o f Nevada, i s 

be ing p r a c t i c e d . 

CONCLUSIVE 

Transamerica Co rpo ra t i on i s owned by m<re than 150,000 s tockho lde rs . 

Those s tockho lders know t h r t t h e i r c o r p o r a t i o n has s u b s t a n t i a l investments 

i n a number o f the ou ts tand ing banks i n the VTestem pa r t o f the Uni ted S t a t e s , 

and i n o ther p a r t s o f t he c o u n t r y . They have a r i g h t t o expect t h a t the p u b l i c 

a u t h o r i t i e s , i n t h e exe rc i se o f t h e i r l e g a l superv iso ry j u r i s d i c t i o n , w i l l no t 

d i s c r i m i n a t e aga ins t t h e i r c o r p o r a t i o n i n the conduct o f one o f i t s major 

business i n t e r e s t s . 

The f o rego ing memorandum shows t h a t such d i s c r i m i n a t i o n i s being 

p r a c t i c e d . I t f u r t h e r shows t h a t i n order f o r t h i s a r b i t r a r y a c t i o n t o be 

f u l l y e f f e c t i v e i t has become necessary f o r o f f i c e r s i n Washington, i n whoa 

bank supe rv i so ry j u r i s d i c t i o n i s ves ted , t o combine i n i n i t i a t i n g p o l i c i e s 

a t var iance w i t h those e s t a b l i s h e d by the Congress o f t h e Uni ted S t a t e s . A l s o , 
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t h a t though the p o l i c i e s e s t a b l i s h e d by Congress are i n harmony r i t h those 

of t h e v a r i o u s s t a t e s , p a r t i c u l a r l y t h e s t a t e s i n which Transamer ica Corpora-

t i o n i s p r i n c i p a l l y i n t e r e s t e d , the p o l i c i e s o f such s t a t e s are b e i n g c i rcum-

vented and se t a t naught by t h e a r b i t r a r y a c t i o n o f t he C o m p t r o l l e r o f the 

Cur rency , t he Board o f Governors o f t h e Federa l Reserve System and the Board 

o f D i r e c t o r s o f t he Federa l Depos i t Insurance C o r p o r a t i o n . 
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