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LANDMARKS IN THE DEVELOPMENT OF DEPOSITOR CONFIDENCE

It is indeed a pleasure to be invited to address the Cin

cinnati chapter of the American Institute of Banking. As you know, 

the Federal Deposit Insurance Corporation maintains an active interest 

in adult education and has had an education program for its examiners 

since 191*6. In the seven years during which the program has been in 

operation, examiners of the Corporation have completed more than 

1 ,200 educational courses, the majority consisting of correspondence 

courses given by this Institute.

One of the more fascinating aspects of any program of 

study deals with the historical development of institutions and 

ideas. My topic tonight treats just such a subject: the develop

ment of measures, particularly in Ohio, to provide for the protection 

of bank depositors and to maintain confidence in the banking system. 

Much of the material is drawn from preliminary results of a major 

research project now being conducted by our Division of Research 

and Statistics. When completed, the project will make available de

tailed analyses of all plans for the protection of bank depositors 

adopted by the various States prior to Federal deposit insurance.

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



It is appropriate that I discuss this subject in Cin

cinnati. It was here that the first bank in the Old Northwest was 

formed, and during the following decades Cincinnati banks and bankers 

took the lead in shaping Ohio’s banking history. In 1803 the Miami 

Exporting Company of Cincinnati received a charter which included 

among its provisions the right to operate a bank. Within a very 

brief time this apparently became the sole business of the company, 

and ultimately the Miami Exporting Company became one of the larger - 

banks in the State.

Banking spread rapidly in the new State and by 1819 it 

appears that 25 chartered banks were in operation. However, the de

pression which had started earlier in the eastern States reached Ohio 

at about that time. As in more recent periods, panic spread among 

the bank creditors, who in that period were more frequently note

holders than depositors. Numerous failures resulted and even a 

decade later, in 1830, only 11 banks were operating.

The next impulse to banking development came in the early 

1830’s and was part of that monumental struggle which had so much to 

do with shaping our modern free-enterprise banking system. I am 

referring, of course, to the conflict between Andrew Jackson and 

Nicholas Biddle over the re-chartering of the Second Bank of the 

United States -- a conflict which ended in complete victory for 

Jackson and the proponents of State banking. Between 1830 and 183^ 

thirteen new banks were chartered in Ohio, while others which had 

closed earlier were re-organized and resumed operations.
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An interesting sidelight on Ohio's early banking history 

concerns the existence of unauthorized banks. At that time banking 

could only be conducted in Ohio by virtue of having received a special 

charter from the State legislature. Needless to say, many applica

tions for charters were refused. However, this did not often deter 

unsuccessful applicants, as indicated by a resolution adopted by the 

residents of Mount Vernon in l8l6 after the legislature had refused 

to authorize a bank there:

Resolved: that we have by the Constitution of 
this State a full and fair right and privilege to 
have charters granted when we shall petition the 
legislative body of this State for that purpose,..
Therefore be it resolved that we do form ourselves 
into a company for the purpose of establishing a 
bank in the town of Mt. Vernon, Knox County.

Not many unsuccessful applicants displayed the degree of 

independence evidenced by this resolution but, instead, used more 

round-a-bout methods of achieving their goal. A popular technique 

was to organize, and secure a charter for, a company which, on the 

surface, had no connection with banking. The organizer always saw 

to it that included in the charter were general provisions which 

could be interpreted as granting banking privileges. This explains 

why, when we investigate early Ohio banking, we come across banks 

with such unlikely titles as the Alexandrian Society of Granville, 

the Franklin Silk Company and the Stark County Orphans Institute.

Before leaving this subject of unauthorized banking and 

returning to Ohio's banking development in the l8 3 0’s, I must note 

that a number of unauthorized banks of this period were ably managed
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and quite successful. This was particularly the case with the 

Alexandrian Society I mentioned earlier. It was one of the few 

"banks which managed to avoid suspending specie payments in the 

panic of 1837 until some time after all of the Ohio hanks had 

done so.

In 1839 Ohio, along with other western States, again 

went through a trying period as the effects of the earlier panic 

spread across the nation. There were at least 35 chartered banks, 

with an aggregate capital of $10 million, operating as that year 

opened and, incidentally, four Cincinnati banks accounted for more 

than one-third of total bank capital. By 1844, after almost five 

years of uninterrupted depression, only eight authorized banks 

remained in operation. Confidence in banks was at a low point and 

the time was ripe for a new approach.

It had become clear in Ohio, as well as in a number of 

other States, that confidence must be restored if banks were to 

fulfill their primary function. To avoid the paralyzing effects 

of waves of bank failures, the States began to adopt plans aimed 

at protecting the circulating medium and providing safety for indi

vidual bank creditors, particularly those of small means. One type 

of plan involved use of the insurance principal and was first put 

into operation in New York in 1829« Vermont, Indiana and Michigan 

soon followed New York’s lead and in 1845, Ohio became the fifth 

State to provide for the insurance of bank obligations.
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Coincident with adoption of the insurance program in iQkj, 
the Ohio banking system was reorganized. Except for a few of the 

older banks whose charters had not expired, all banks were required 

either to participate in a system which insured their note issues, 

or to provide such security through the posting of Federal or State 

bonds. The insurance plan proved to be more popular among the banks 

and by 1850 almost three-fourths of all banks in the State were 

participating. For most of the insurance period, approximately four- 

fifths of all circulating notes of Ohio banks were so protected.

The insurance plan adopted by the Ohio legislature in 18^5 

applied to those banks which elected to become Branch Banks of the 

State Bank of Ohio* However, these Banks should not be compared 

with modern branches, since the Ohio Branch Banks had their own 

officers and distributed earnings to their own stockholders. The 

State Bank of Ohio, as such, did no banking, and was simply the name 

applied to Branch Banks collectively.

Although several States had adopted insurance plans prior 

to 1845, Ohio was the first to combine mutual responsibility with 

an insurance fund. In New York, Vermont and Michigan only an in

surance fund had been established, Indiana had no insurance fund 

but, instead, a mutual guarantee by all participating banks of the 

obligations of a failed bank.

In Ohio each participating bank was required to pay an 

initial assessment of 10 percent of its circulating notes into a 

"Safety Fund" which remained in the custody of the supervisory
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authorities. In the event of failure of a participating hank, note

holders were paid immediately in cash from special assessments levied 

on the other participating hanks. These hanks were then reimbursed 

from the Safety Fund as soon as a sufficient quantity of its invest

ments were turned into cash. This may seem a rather awkward procedure 

to us now, hut we must remember that Ohio’s plan was one of the very 

early experiments in providing insurance protection for hank creditors.

Ohio’s insurance system was in operation for about twenty 

years, during which time only six participating hanks found themselves 

in difficulty. There is no record of any loss suffered by a noteholder 

Indeed, the insurance system appears to have been an unqualified success 

and ceased operating only because most of the participating hanks volun

tarily converted to national hanks, beginning in 1863. They did so not 

because of dissatisfaction with the system hut because the 18^5 law 

under which they operated was about to expire. Also, the Congress 

levied a prohibitive tax on state banknotes in 1865 leaving the note 

issue privilege a monopoly of national banks.

At about the same time the insurance systems in New York, 

Vermont, Indiana and Iowa, the last of which had been started in 1858, 

also went out of operation. The experience of these States had, in 

general, been similar to that of Ohio. Indeed, the only insurance 

system which failed in the early period was that adopted by Michigan.

The substitution of national for State banknotes after 1865 

was another forward step in the development of confidence in the obliga

tions of banks. National banknotes were directly guaranteed by the
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Federal Government and, for a time, constituted an important segment 

of the nation’s circulating medium. However, as deposit banking con

tinued to develop and deposits came to constitute a larger and larger 

portion of the nation’s circulating medium there was, once again, 

widespread distress whenever communities were afflicted with bank 

failures. As early as 1886 a bill was introduced in the United States 

Congress for the insurance of bank deposits and, in all, 150 bills 

were introduced before Federal deposit insurance became a reality in 

1933.

Today we have 651 commercial banks in Ohio, all but 7 of 

which are participating in Federal deposit insurance. State and 

national banks operate side by side, reflecting the essential duality 

of our system. From those early years which we have just discussed, 

the number of State banks has grown until it now totals ^13. Ohio's 

national banks, which numbered 38 when the Comptroller of the Currency 

made his first report to Congress in 1863, now total 238.

For the nation as a whole, restoration of depositor con

fidence is both reflected and justified when we look at the record 

of bank failures over the last 38 years* In the nineteen years prior 

to the establishment of Federal deposit insurance there were 15,3^9 

bank failures, an average of about 800 banks a year. These banks 

held deposits totaling almost $9 billion and it is presumed that 

depositors were unable to recover a significant portion of the total. 

By way of contrast, during the 19 years since January 1, 1934 the 

Corporation has come to the aid of depositors in *»-20 insured banks. 

Deposits in these banks amounted to $5^1 million, of which less than
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l/2 of 1 percent was lost by depositors. We do not have reliable 

information on losses to depositors in the approximately 100 unin

sured banks which, failed during the same period.

In these brief remarks I have given primary attention to 

Ohio’s insurance plan and have not been able to devote the necessary 

time to several of the excellent plans adopted by other States. Never

theless, it is clear that Ohio’s plan was a landmark in that historic 

movement which sought to provide safeguards against the destruction of 

circulating medium and the distress of bank depositors occasioned by 

waves of bank failures. This goal was reached in 1933 with the establish

ment of the Federal Deposit Insurance Corporation and the consequent 

restoration of depositors’ confidence in their banks.
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