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"BRAYCH EAAAIVG AS A MEAXNS bF PREVENTING BANXK FAILURES"'\ /-

ADDRESS T0 BE DELIVERED BY EDMUND PLATT, VICE GOVERNOR OF THE
FEDERAL RESERVE BOARD, BEFORE THE ROBERT MORRIS ASSOCI-
ATES, JUNE 9, 1925. o f
Broncn banking has not bogg—;;_;;;;; among American bankers, as a rule,
¥hen from time to time they have found branches appearing here and there,
after Dberiods of financial depression, they have usually denounced them and
have sought through their associations to procure the passage of legislation
SUppress them, or to limit them to as narrow a territory as possible.
dslonally the argument has assumed considerable heat and has brought forth
assertinng that branch banking is un-American, and represents merely an effort
the big banks to acquire a monopoly of banking and to gobble up all the
Country banks,
On tne other hand a recent study of branch banking in the United States -
the first comprehensive study ever made - has shown that in some sections of
Country. oranch banking has becn in existence for a good many years. I think
Y2 fayr conclusion that it has been giving satisfactory service and extending
Ltselr 80 slowly as to give rise to no serious apprehensions of monopoly, in spite
°f th €éneral prejudice of bankers against it. TFurthermore this study has

8h 5 .
O™ that the country banks engaging in branch banking far out-mumoer the city

batls - 39y Panks located in cities of less than 100,000 maintaining branches,
ofPared with 284 in citics of more than 100,000, The preponderance of country
Panlks in “ranch banking is much more strikingly shown if we compare only banks
Maintain branches outside the city of the home office - the banks against
"hien Secton 9 of tne recent McFadden Bill was directed. Of the 310 banks which

a
¥ dranches outside the home city 229, or almost scventy-five per cent arc lo-

a ; .
ted in Cities of less than 25,000, and 129, or more than forty per cent are in
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"THLeR of Yoss than 2,500 tnhabitants. The study, in fact, sppears to me £0

that bonks in large cities have rarely sought to establish branches in
Smaller outside tuwns, save in one state where conditions are exceptional be-
Couse of j4q Breat extent north and south, the great contrasts between its sec-
"8 i Climate, in rainfall snd in crops produced.

All this Suggests that perhaps some of the prejudice among American banker
and particula.rly among country bankers, is unwarranted. The facts seem to show

nch Yanking as 1t has so far developed in this country to be chiefly a

SOMtry hante Proposition. It is evident that branch banking comes forward
After overy financial depression, often modastly end unobtrusively so for as the
Mnber of banks with branches is concerned, but enough to command some attention
fd to g 88est that there moy be some good reason for it, soms reason related to

fConomics and safer banking. The panic of 1893 brought a flood of small
benk failures and was follcwed by the ostablishment of branches by a few insti-
tutions sti1) m2intaining branches. The panic of 1907 with its attendant bank
failureq 0t only brought to a focus the agitotion that led to the establishment

o . . :
f th 8ral Reserve System, but gave an inmpetus tc¢ dbranch banking in several

S . b} - .
tates th, 16d to the enactment of several state laws relating to the subject -

Otably the California Bonk Act of 1909 recognizing and regulating state-wide
branches, Pna the New Yurk Act of the same year recognizing and limiting

Tonch banking, Tue business depression that followed the great war
as bl‘cught e question again to the front, with much more general discussion
then SYer before, so that thers is prospect that the discussion may not wnly
tead 0 further State legislation but to federsl legislation in the direction of
Pranch Yanldng for nationol bonks within limited territory.
My Subject iz "Branch Banking as a Means of Preventing Bank Failures" snd

T Mt o 8Ot teo far afield. I am not going to state the arguments for or
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A&ainbt brancp banking, excepting as they relate tc the matter ¢f bank fallures.
Tou are 513 familisr with the fact that we have had in this country & tremendous
Mmoer of bank failures during the past few years - mecre than 2,000 since 1920,

d no 1ess than 753 last year

Spe

, a year of plentiful credit supply anl, generally
aking, of business reccvery. Furthermers these failures of banks are continu-
e this year at the ratc of eight or ten a week - there were 295 from the first
°f Janue,ry down to and including Mry 29th. The situation is highly discreditable
end isgraceful tc us as a commercisl nation. We have had recurring periods of
banls failures ever since the carly days of our histcry, ret have been unable or
Mlling 4o adopt o remsdy, though the experience of every otner commercial
at1on Clearly showsthot there is a remedy. We secem to regord bank failures as
*MSuhing inavitsble, an epidemic nct to be avoided, and no adequate study of
Hhet €auses has ever been made. We have, it is true, adopted various palliatives -

€quar . ; nks, legal restric-
¢d reserves, pooling of reserves in Federal reserve banks, leg

1 ’ : al
°ns of Various kinds, particularly with reference to loans, ana government
UPervigion
th

- but they have not prevented bank failurss, they have cnly made

e
M legg eXcusabla.

The Federsl Rescrve Bulletin for February contained en 2nalysis of the 753
bany

4

#llures that occurred last year, 1024, showing that no less then 65 per cent
°7 taem Were banks with a capital of $25,000 or less, and only 10 per cent of them
Tero Danks With a capital of more than $100,000. One of the Federal Reserve
frene- Who has been malking a study of his own, informs me that only 4 national

of about 2,000 with a capital of $250,000 or more have failed since
These figures in themsolves present strong prima facie evidence of the
Sreater Stability of the larger banks, and it seems to me rather remarkable that
TR or the larger banks have not been dragged down by the great nuuber of small

ba. r e 1
¥ Tailureg, Every bank failure has elements of tragedy for some of the pecple



fre of
quentlv for the whole neighborhood where it occurs, and every bank
fai lure
locks Up & portion of the purchasing power of the people. I think it

too .
Mch to say that the bank failures of the past year and of the past

five m
Onthsg . . .
ths haye been a factor of great importance in preventing the business

country from responding as it should have responded to the favorable in-
nces that have been evident for the past ten months.
duestion will doubtless be asked - doesn't the Federal Reserve System
Prevent payn failures? Of course it does. It prevents the failure of sound,
. anaged Yanks by preventing panics. Without it 20,000 bamks instead of
.'Ooo'might have been forced to close their doors since 1920, and a large ma-
iorlty °f them would have been sound banks forced to close because of inability
0 realjze On good security in an emergency. But the Federal Reserve System

1i .
ttle for banks vhich have no good and eligible security, whether their

Condity
lon h
been tne result of bad management or of unavoidable involvement in

Nolghbory ;
00d disaster. Evon when they have cligible sccurity it is often more

ubt . . .
ful whetler loaning money to an alrecady over extonded institution does

§00d op ¢4
o€s harm, The Federal reserve banks can't make the loans of the

a;
N and cantt supply good management to barks which arc not well managed.

» O the 753 bank failures of the year 1924 no less than 78-1/2 per

Cent
bol
umbers ang, 66-1/2 per cent in capital were non-member state banks. The

-

Fege
Cderg) RelLerve Svs . . . .
Ystem cannot provide a remedy for bank failures in their case.

Wder)ye banking system must be sound in order to give the Federal Reserve
tem o chance to render adequate service.

. Urely if there is a remedy for bank failures the credit men and particu-
T .

ad o Robert Morris Associates should be interested in advocating its
Option,

It seems to me that the remedy is clearly suggested by the evidence

must have larger banks, banks large cnough to afford good manage-



Tent and large caough to spread their risks over a varicty of industries and over
Considerable territory. The larger banks have a better chance to weather finan-
al storns because they are able to sccure, and generally do secure, good manage-
Rv, and alsg bccause they are not under the same temptation to put all their

°88s in gne basket. The large bank serves, as a rule, a greater variety of indus-

tries +pan a small bank and often spreads its loans so widely that it cannot be
affected by disaster to any one industry.
In fact tne largest banks of our great cities do a national business in

SPite or DC 1act that they arc not allowed to have branches. Every largo mamu-

facturﬁ“g industry and cvery large mercontile cstablishment wherever located

. carp; . .
Tries account in New York, and freguently also in Chicago and Boston or

P s
hlladelphia- The big business of the big city banks has recently been augmented

bY the formation ofr cooperative marketing associations in the great agricultural
States aSsociations so large that they cannot obtain banking accormodation
™ local banking institutions but must go to the great banks of the great cities
Little banks cannot go outside their own territory for business in this way.
ey are Relghborhood institutions and frequently are compelled by force of cir-
tQ moke all of their loans not only in a very narrow territory, but
*° Porenng devendent upon one industry, or at most to persons depending upon a

ve ‘s
Y Te thdustrics. Such banks arc seriously affccted when the neighborhood

ing . .
Qstry Suffers depression, and if that industry is agriculture it frequently
happg . ,
PPens thny the local bank fails and ties up the farmer's funds just when the

indusl- 2 Aae
"IV 1%self is recovering. Taat is what nappened last year. Agriculture

g . coa

tea f0table recovery, but 753 banks failed in the United States, neorly all of
then 4 - .

0 in ey agricultural states. With agricultural conditions exactly the same -

EQHything not quite so good - Canada had no bank failures.

T8¢ large bonk has another marked advantage over the small bank - it can
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Tare] .
¥ be ruineg by a defalcation. It is vhysically impossible for the officers

of
Very large bank to get their hands on cnough of the bank's money to affect

it
- ol . . . . RN
Vency. Fraud isn't a rajor cause of bank failurcs today, but it is

2 rath~ -
tportant cause of the failure of small banks. Too many small banks are

One~pmn
N banlre . s ps .
banke, g one ran having control of cash, sccuritics and cven in some

Caseg
of N . A . .
the Leys to safe denosit boxes. Human naturce is human rnature and it

lsn‘t faiI‘ ’tc L . . .
Put too mony tompintions tefore the best intentioned persons.

It o . .
¢ Tust have larger banks in order to afford good manegement and to give

the
Y manpe . . s
Rent a 1air chance for success then we rust either subject man cople
J

1iving in

to

ma11 comunities, or in rather thinly settled agricultural communitics,
8e2% inconvens . , . . :
Venlences or we must provide them with banking accommodation

t X
“Tough by,

Scale 15;

nc es - not ‘necessarily-on arg very large scale as ian Canada, but on a
o .

o% enouvgh to scrve the people adecuately and safely. Probadbly in many

® Tanch banking by counties would answer. County branch baniting has

in yo : . .
. €U€ in Iouigiana for a consideratle number of years and eppears to have
€en
ona . , . s
~Onably Stcecessful. Tennessee has receatly adopted it not as an origin~
Scbem
‘eme. . . . . . . .
ut as a limitation. Maine has braanch banking in the county of the

Dare

nt bank "ang . L. . e
an adjoining county" which gives more latituvde. Several other

ates pop-
Perm” ¢ State-wide branch banking, with rcsults that appear to be

fecently mode a visit to California and am convinced that state-wide
a ing in that state works well, and certainly makes for safety. There
v
InQde been very fow bank failures in California since 1909 and state banks have
) €a better Tecord in this matter than national banks - something which I think
n
"0t be gq14 of any other state.

Seve
ral Southerp states have had branch banking for many years and have not

SOught
0 v
TeStrict it to counties or localitics. fost of the Southern branch

égﬁel . jcorPy
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Conking institutions arc nevertheless small - averaging less than two branches to
With the exception of a few such institutions as the Citizons and South-
1 of Savannah, and the Wachovia Banking and Trust Company of Winston-Salem the
banks With branches in the South are distinctly country banks - in somo cascs
of small banks consolidated under onc corporatc management. In spite of
the "Omparativcly small sizo'of these institutions there have been almost no fail-
aONg them - so far as I know only one in 1924. Here again the @vidence ap-
Bears {5 1n that the additional spread of risk and the ability to pay for better
"anagement "'an a small unit bank can afford make for safety.
S0 mucn for the fundamental safety of branch banking as compared with small

unit banking, There 1s more than this to be said in favor of “Branch Banking as
* Means of Preventing Bank Failures". I have heard a State Superintendent of
Banks .
aniking Quoted ag declaring that one of the great advantages of branch banking

lieg . i da—
93 in tne OPPortunities it affords for preventing failures through consolida
tiong

Se

Poth the Comptroller of the Currency and the State Superintendents fre-
ue : -
! ntly advocate the taking over of a weak bank by a strong one in order to pre

Ve . ig—
nt g failure, by obviously you can't consolidate two banks located at a dis

ta;
uee fr €ach other, as a rule, unless you can keep them both open - one as a

br .
anch of the other. A considerable part of the recent growth of branch banking

as y . . s s elps :
€en que et S0 much to the desire of certain branch banking institutions to

as tO ‘f‘he economic pressure Of the times - in many cases to the direct

Teques .
toof s banling authorities.

Branch vam-» as I have already said, has started to develop after every

i .
fancial Feverse, after 1823, after 1907 and now again after 1920. The estab-

lig .
hment °f " ranches is a natural, common law right, where no legal restrictior

exi .
. 1a relating to branch banking in the states wherc they exist were

Pasgeq after branche

~

s had begun to appear, and werc passed for the nurpose of
M b |
ltlng or ““gulating the establishment of branches as a rule, or in some cases
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Prohibit further branches. The prohibitions of branch banking have proven

funate ang the states which have permitted branches under proper regulation

SUpervision havo fared better than those which have prohibited them - under

Similap Conditions,

1€ve 1t is unfortunate that the National Banking Act has Teen generally

1nterpreteq aq not authorizing branch banks. It contains no prohibition of branch

bani; . , :
*Ming ang in fact specifically authorizes branch banking through conversion of

State banks w1 th dranches. Historically, it seems to me, the evidence is clear

“hat tho Congresses which rassed and revised the National Banking Act, from 1863

1866, aiq H0. 1ntend to prohibit branch banking. They certainly did not intend

° Prohibit prancy banking within city limits, and it appears reasonably clear

*hey did not intend to prevent National banks from having the same privileges

1t :
h Telation tq branches that State banks have.

National banks have made a much better showing than state banks in the matter

of 3 .
fallures during the past four years, but that again is in large measure because

the
@y ara nnnerally 1

arger banks. There wore ncvertheless 127 National bank

n 1924, which is altogether too many. The proportion of failures of

ba .
s wi * S2pital less than $50,000, was fairly large - 55 out of the total

127, The National banking systom would be much stronger if we could provide

that .
3 in the futupe no banks should be chartered with a capital less than $50,000

’

€ National Banking Act before 1900) or botter $100,000, which is no more

Ran ¢ . s
$50,000 TeProsented in the early days of the National Banking Act. Where

Sman-
ler banleg are necessary to accommodate the peovle branches should be
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