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LETTER OF TRANSHITTAL

To the Federal Reserve Board:

The Committee on Branch, Group, and Chain Banling
transmits herewith a history and statistical analysis of
branch banking in the United States., The statistical series
in this voiume in most instances end with the year 1931.

Respectfully,

E, A, Goldenweiser
Chnairman
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CHAPTER [

GROWTE AND DISTRIBUTION OF BRANCH BANKING

IN THE UNITZD STATES

Branch banking was not uncommon in the United States prior to the
Civil War. TFollowing the passage of the Fational Bank Act in 1863, however,
public policy became committed to tihe unit banking system. With banking
corporations limited in general to one office, the kind of concentration
wnich builds on branch offices was barred. From the end of the Civil War
until around 1900 there was very little branch banking in the United States,
The majority of State banke and their branches in existence wprior to the Civil
War weweswrbioaer converted into unit national bankg s failed ag a result of
the conflict, or liquidated as a result of the tax imposed on their note issues
by the Rational Bank Act. With the growth of deposit banking, however, which
gradually supplanted issue Dbanking, the number of State banks began to increase
towards the end of the century, and the development of present day branch bank-
ing in the United States may be said to date from approximately that time.

In 1900, according to the hest information available, there were
only about 119 brunches in existence. A gradual growth brought the number to
785 in 1913, after which the increase was accelerated sc that by 1920 there
were 1,281 branches, During the next ten years the mumber nearly trebled to
3,518 in 1930, In 1931 the suspensions resulted in a decrease in the number
of branches as well as of unit banks. The thirty-one year movement is illus-
trated in Chart 1.

The greater vart of the growth through 1930 was among breaches lo-
cated within the same city as the head office of the bank operating them;
at the end of that year roughly two-thirde of the branches in the country

were in the city of the head office.
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CHART 1
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Table 1 -~ Number of Branch Systems and Number of Branches
in the United States, 1900-.1931

Number of branche
(1) Number of In Qutside
Year banks With {y..4 office | heed office | Total
branches city city
1900 87 25 gy 119
1905 196 135 215 350
1910 292 271 277 S48
1315 397 435 350 185
1920 530 733 508 1,281
1921 547 9 551 1,455
1922 610 1,156 Bl5 1,801
192 671 1,327 727 2,054
192 706 1,514 783 2,297
1925 113 1,724 800 2,524
1926 743 1,877 g2k 2,701
1927 13 1,958 954 2,912
1928 77 2,140 996 31
1929 763 2,273 1,076 3,349
1930 750 2,387 1,171 3,518
June 1931 722 2,299 1,164 3,46
Dec. 1931 677 2,176 1,158 3.33a

(1)For the years 1900 to 1923, inclusive, the figures are
not as of any uniform month, For 1924 they are as of
June, for 1925 and 1926 as of December, and for 1927
to 1930, inclusive, they are as of June.

Note: This and following tables give revised figures for
the years 1924-1930, inclusive, on the basis of addi-
tional date received since the preparation of previous
summaries of branch banking by the Federal Reserve
Board. Furthermore, mutual savings banks and private
banks reported as operating dbranches have been ocmitted.
Matual savings banks thus excluded mumdered 72 at the
end of December, 1931, with 112 branches and loans and
investments of $4,090,606,000. Private banks excluded
mubered U on the same date, with 5 branches and loans
and investments of $2,859,000. Where comparisons in
these tables are made with all active banks, private
and mtual savings banks have likewise been eliminated
from the active bank figures,

The mumber of banks operating branches, as shown in Table 1,

increased from 87 in 1900 to 677 in December, 1931, Since the decline
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in the number of banks operating branches from 1928 through the three
succeeding years was not accompanied by a corresponding decrease in the
number of branches, it is apparent that the movement does not indicats

an abandonment of branch banking, but rather a concentration of it in the
hands of fewer banks.

ment of branches was limited almost entirely to State banks, as shown dy Chart
2, Occasionally a State bank with branches was converted into a naticnal bank
and retained its branches, or was absorbed with its Dbranches by a national
bank., The growth in the number of branches of national banks from this
source was slow, however, and in 1921 there were only 72 branches of national
banks compared with 1,383 branchesg of State banks, Beginning in 1922 the
branches of national banke inereased much more rapidly, and on December 31,
1931, aggregated 1,274 compared with 2,060 for State banks. The growth of
national bank dranches from 1922 to 1927 was due chiefly to the "additional
offices” authorized by the Comptroller of the Currency in cities where State
banks were permitted to have branches, At the game time there was an increas-
ing number of conversions of Stete banks with branches into national banks and
of avsorptions of such State banks by national banks. The growih was acceler-
ated by the passage of the McFadden Act on February 25, 1927, which, with
certain restrictions, expressly permitted national dbanks to establigh branches
in cities where State banks may have them. The passage of this act also
precipitated the conversion of certain State banks with numerous branches into
national banks and cansed the number of State bank branches to decline tempo-

rarily.

Federal Reserve Bank of St. Louis



CHART 2
BRANCHES OF NATIONAL AND STATE BANKS
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The relative importance of State bank branches and of national

bank branches varies extremely in differeont cities; in New York, for in-

stance, there are 349 branches of State banks mgainst 192 dbranches of na~

tional banks, while in Detroit there are only Sl branches of State banks

against 218 branches of national banks,

But taking ten or fifteen of the

largest cities as a whole, branches of State banks and of national banks

are nearly equal in rumber,

Among branches in smaller towns and outside

the city of the head office, however, State bank branches are mach more

mimerous than natienal bank branches.

Chart 2 illustretes the relative

growth of branches among State and national banks and Table 2 gives the

figures,

The decline in the mumber of branches of State banks between

June 30, 1930 and the end of 1931 was due mainly to the absorption by na-

tional banks of two State banks in California and in Michigon and to the

failure of a State banl in ¥ew York.

Table 2 -~ Wumber of State and National Banks with Branches and Number
of Bronches in the United States, 1900-1931

Year

1900
1905
1910
1915
1920
1321
1922
192
192
192
192
1927
1928
1929
1330
June 1331
Dec, 1931

National banks State banks
ofer Wamber of branches ] ofer Wunber of branches
national In OQuteide State In Outside
banks head head Total banks head head
with | office | office with | office | office | Total
branchesg | city city branches | city city
5 1 L 5 82 24 30 114
5 1 4 5 191 134 211 332
g 1 11 12 283 270 266 53

12 15 11 26 gh 420 agg 159

21 41 22 63 an 732 1,212

ag 50 22 Ea 52 ghy 29 1,22;

5 118 22 10 555 1.0&8 2 1,

91 181 23 20k H&0 1,146 70 1,8
112 23 23 256 B4 1,281 760 | 2,041
1&2 29 22 18 589 1,428 778 | 2,206
1 8l 37 21 59 1,493 787 | 2,280
153 33 290 72 Zs 1,525 6bl4 | 2,189
171 595 339 93 0 1,545 657 | 2,202
16 650 345 995 5 1,62 131 E.Eﬁh
16 70 33 1,0H2 Agl 1,68 722 2,476
164 71 39 1,110 H58 1,585 768 | 2,353
157 885 389 | 1,274 520 1,291 769 | 2,060

See Note to Table 1.
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Of the 3,334 branches in operation on December 31, 1931, the
mumber of branches of member banks of the Federal Reserve System, na-
tional and State, was 2,347, and of nonmember banks, 987. The mumber of
momber banks with brenches was 298, and the number of nonmember banks
with branches was 379, Member banks are of course larger on the average

than nonmember banks and have individually a larger rumber of branches,

@eographic Dietribution of Branches

The geographic distribution of branches in the United States ls
determined largely by the State laws regarding branches, Nine States and
the District of Columbis permitted state-wide branch banking at the end
of 1931, and fifteen States permitted soms form of branch banking restricted
as to area, The other twenty-four States at that time either prohibited
branches or made no provision in law for them. Chart 3 shows in general
the lezal status of branch banking in eash State on December 31, 1931, and
Tables I and II of the Appendix classify the States on the same basis.(l)
Simple classifications, such as are followed in Chart 3 and in Tables 3
and 4, which show figures for States restricting branches as to location
and for States permitting state-wide branch banking, do not do justice to
all the legal differences and uncertainties that obtain. Virginia, for
instance, is classifisd as permitting branch banking state-wide, though
in fact her law restricts branches to cities of 50,000 or more. Again,
Kentucky is classified as restricting branches as t location, though the
legal decision on which the Kentucky rule is based puts the restriction on

function. The situation in each State is reviewed in & subsequent chapter.

(1) Wisconein has subsequently amended her law to permit a limited form
of branch banking.
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CHART 3

STATUS OF STATE LAWS ON BRANCH BANKING
 DECEMBER 31, 1931

' Branches unauthorized
...op?ﬁmmﬂgbyg;

Branches restricted as to location
[ state-wide branch banking permitted

See pp 209, 210 for summary of State laws and appendix v for
digegt of State laws. Wisconsin passed a law in 1932 per-itting
a restrictzd form of branch banking
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BRANCHES OF BANKS IN STATES PERMITTING BRANCHES .

NUMBER UMBER
2500 2500
, ,4;\
2000 7 2000
4
r 4
iN STATES /
RESTRICTING aamcﬂ:r}f
1500 ASTO LOCATION’ Y. 1560
F 4
/’ "~
,,l . |
1000 7 g 1000
P
-~
,f IN STATES
* /e PERMITTING
7 STATE-WIDE .
500 — BRANCH BANKING 500
- - // ‘
0 - IV . | P S S 1 o
1900 1905 1910 15 1920 1925 1930 1935

FNumber of branches of State and national banks in those

States which on December 31, 1931, permitted the estab-
lishment of state-wide branch systems and branches re-
strigted as to location



- 10 -

Table 3 -~ Branch Systems in Statef glestricting Branches
As to Locationi?

- ) _ Fumber of branches
Number of In Outside
Year | barks with |, .4 ore5ce | head office | Total
branches city city
13900 53 20 53 i3
1905 127 123 98 221
1910 175 2 111 pia%
1915 227 g 9 135 50k
1920 319 71 180 851
1921 321 781 190 971
1922 Eog 906 198 1,104
192 1,006 2&0 1,236
192 hgg 1,152 2h5 1.;35
1925 461 1,295 25 1,
1926 483 1,15 233 1,648
1927 497 1,509 gaa 1,744
1928 529 1,653 1,897
1929 525 1,802 o248 2,000
1930 517 1,928 257 2,185
June 1931 U 1,8 283 2,141
Dec. 1931 75 1,7 309 2,055

(1) Legal status as of December 31, 1931. These States
ares Georgis, Indiana, Iowa, Kentucky, Louisiana,
Maine, Massachusetts, Michigan, Missisaippl, Montansz,
New Jersey, New York, Ohlo, Pennsylvania, Tennessee.

Tablé Y - Branch Systems in States Permitting
State-wide Branch Banking(2}

Fumber of branches

Tear b&’mmb‘k:r“iofh head Inffi heogts::g Total

Q ce ad o ce ota

branches city ity

1900 L 1 26 e

1305 E6 6 81 8%

1910 81 27 120 147
1915 137 53 169 222
1920 180 9] 280 71
1321 188 113 1L 27
1922 215 230 2 632

192 233 300 456 756
BB | B |8 |
192 2%5 nn%- 61 1.083

1927 217 ﬁzo 89 1,119

}ggg gig B g %31 }.189

2

1830 212 uﬁo 328 1,28

June 1931 197 Leo 854 1,276
Dec. 1931 18k 411 825 1,236

(2} Legal status as of December 31, 1931, These .States are:
Arizona, California, Delaware, Disirict of Columbia,
Maryland, North Carolina, Rhode Island, South Carolina,

Yermont, Virginia,
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Over 60 per cent of the branches in the country are in the
fifteen States restricting dbranches as to location, &s illustrated in
Chart 4 and Table 3, These branches are mostly in the sams city as the
hoad office of the bank operating them. In fact the restriction which is
most common and most important in these States ie that branches be kept
within the same city or county as the head office. Branch banking in re-
stricted areas, therefore, is largely tantamount %o branch banking inside
the city of the head office. The dovelopment of branches in these restricted
areas has been more ropid than in the Btates permitting state-wlde dranch
banking, This is due largely to the fact that the States restrictingbramches
as to location include many populous end wealthy cities where there is actual-
1y more scope for branch banking than in the majority of States whore it 1s
state~-wide., The States that permit restricted branch banking ers listed in

Tableo 5 in the order of the mumber of branches as of December 31, 1931.

Table 5 -~ Number of Branches in States Restricting
Branches As to Location

In Qutside
State head office head office Total
city city
New York 690 - 690
Michigan 385 - 385
Ohio 183 30 213
Pennaylvania 122 Yy 126
New Jersey 115 9 124
Massachusatts 110 6 116
Louisiana 51 47 98
Maine 7 66 13
Iowa - 67 67
Tennessee 24 34 58
Georgia 18 16 3h
Indiana 15 g 27
Kentucky 21 2 23
Miseissippi 1 20 = §
Montana - - -
Total 1,746 309 2,055

Federal Reserve Bank of St. Louis
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Table 6 - Humber of Branches in States Permitting
State.wide Branch Banking

In ‘Qutside
State head office head office Total
city clty

California 258 B3 801
Maryland 59 4g 108
North Caroline 12 12 84
South Carolina 9 68 [
Virginia 29 28 57
Rhode Island 16 20 36
District of Columbia 26 - 26
Arizona - 25 25
Delaware 2 10 12
Yermont = _i0 10
Total h11 825 1,236

Conslderation of the relative gize and commercisl importancs
of the States listed in Tables 5 and 6 will meke it Cﬁé‘fm why brench
banking in States permitting it on a state-wide scale (Table 6) has de~
veloped more slowly than in States restricting branches as to location
{Table 5)s According to Tables 7 and 8, the States permitting state-
wide branch banking had a total of only 2,823 banking offices with loans
and investments of less than $5,300,000,000, while in the States where
branches are restricted as to location there were 9,666 offices and

loans and investments of almost $25,000,000,000,
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Table 7 - Number of Banks and Banking Offices in Branch Systems
Compared with All Banks, December 31, 1931

Ratio of Ratio of
Branch systems All active banks branch banking
States classified systems |offices in
Total Total
scecording to law to total branch
regmodine precen | Her| Pandne |Wber | Meming | Tomaer | systems to
banking banks {{banks and | banks {(banke and of total bank-
branches) branches) banks _[ing offices
(per cent) I'(per cent)
State-wide branch
banking permitted 184 1,420 1,587 2,823 11.6 50.3
Branches restricted
as to location 475 2,530 7,611 9,666 6.2 26.2
Establishment of
branches prohibited 17 K9 8,790 8,832 o2 el
No provision in State
law 31 2 1,181 1,182 o1 2
Total 677 4,011 19,169 22,503 3¢5 17.8

(1) see Table I of the Appondix for figuros by States in each class.

Table B - Loans and Investments of Branch Systems Compared with
Loans and Investments of All Banks, December 31, 1931

Loans and Loans and
investments of | investments of Per cent
State;‘se ?:é?ifiiin?hc?rdiﬂg t(oa)law banks operat- all active of total in
& ne ng ing branches banks branch systems
_ ‘ (000 omitted) | (000 omitted)
State-wide branch banking permitted $ 3,502,886 $ 5,293,821 66,2
Branches restricted as to location 14, 4ok B9l 24,812,564 58,1
Establishment of branches prohibited 408,371 8,866,187 4,6
No provision in State law 610 Aok, 752 o1
Total $18,336,761 | $39,567,32Y4 46,3

(2) See Table II of the Appendix for figures by States in each class,

The distribution of branch systems and branches by geographic

divisions is shown in Charts 5 and 6 and Tables 9 and 10.
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most numercus in the Hiddle Atlantic States, North Central States, and
Pacific Coast States, Most of the branches in the Middle Atlantic States
are in New York, and mopt of those in the North Central States are in
Michigan. In the Pncific Coast States they are nearly all in Célifornia.(l)
In fact 56 per cent of the branches in the country are located in these
three Statas, New York, Michigan, and California, as Table 11 shows. In
both New York and Michigan branches are confined to the c¢ity of the head
office.

The geographic distribution of branches located outside the city
of the head office is shown in Chart 7. According to this map there are
twanty-seven States in which branches are located outside the ¢lty of the
head office, but it should be noted that ir only seventeen is the further
establishment of such branches permitted, The twenty-seven States in which
Yranches operate outside the heoad office city are as follows, those in
italics being States where further extension of cutside brauches is proe

hibited oithor by law or by Jjudicial or administrative ruling:

Alabams Yew Hampshire
Arizona New Jersgey
Arkensag New Mexico
California Forth Carolina
Delaware Ohio

Georgia Pennsylvania
Indiana Rhode Island
Iowo South Carolina
Kentucky Tennessee
Louisliana Vermont

Maine Virginia
Maryland Washington
Maggachugetis Wigconsin

Missiegippi

(1) There are five branches in Washington. The Bank of California N. A,
nas two brancies in Washington in addition to these and one in Oregonm,
ut these are counted in the California figures.
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CHART 5

DISTRIBUTION OF BRANCH SYSTEMS
wece BY GEOGRAPHIC DIVISIONS-DEC 31, 19 wumper
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CHART 6
DISTRIBUTION OF BRANCHES

NUMBER BY GEOGRAPHIC DIVISIONS — DEC. 31, 1931 NUMBER
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oording to the geographic divisions in which they are situ-
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CHART 7

BRANCHES OF NATIOMAL AND STATE BANKS OUT3IDE THE CITY OF THE HEAD OFFICE

. DECEMBER 31, 1931

NATIONAL BANKS-—-- - - - 389
3TATE-MEMBER BANKS - -- 126
NONMEMBER BANKY—-- - - - B3
TOTAL =~ v - —— == e == nss

In California there are numerous branches in the metropoli-

tan areas centering around San Francisco and lLos Angeles,

but technically outside their city limits. On the map the

dots extend mauch beyond the territory in which the branches
are actually located around these cities,
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Montana now permits branches outside the head office city under
certaln conditions, but none have been established there (June, 1932).

It will be noted from the map that thes groat majority of bxenches
located ocutside the city of the head office are in Califormia and in the
Eastern and Southern States. It would not be practicadble to make a similar
mep showing the distyibution of branches inside the city of the head office,

because these Branches asre so highly concentrated in a few large citles,

Table 9 - Branch Systems by Geographic Divisions

Loans and
Number of hanks Rumber of
Geographic investmentsa
June |December | June | December June Dacember
1920 | 1931 1920 1931 1920 1931
New England 63 86 92 236 | $ 597,531 | $ 1,560,338
Middle Atlantic 126 220 3651 1,086 | k4,054,644 1 10, 918 '{89
North Central 93 100 336 634 g22,900 | 2, 306
Southern Mountain 32 62 52 138 98,982 .755
Southeastern 80 51 132 232 152,989 338,04
Southwestern 26 Lo 86 99 204,157 191, 3&1
Western Grain 2 51 2 5 10,480 187,781
Rocky Mountain 9 g 26 28 15,624 17,215
Pacific Coast &9 53 199 806 g39,4gl | _ 2,749,160
UNITED STATES 530 677 {1,281 3,334 | $6,896,851 | $18,336,761

(1) Vew England: Maine, New Hampahire, Vermont, Massaclmeetts, Rhode Island,

Connecticut,

Middle Atlantic: New York, New Jersey, Delawasre, Pennsylvania, Maryland,
District of Columbia,

North Central: Michigan, Wisconzin, Illinois, Indiana, Chio.

Southern Mountain: West Virginie, Virginia, Kentucky, Tennessce.

Southeastern: HNorth Carolina, South Carolinas, Georgia, Florida, Alabama,
Mississippi,

Southwestern: Louisiana, Texas, Arkansas, Cklahoma.

Western Groin: Minnesota, North Dakota, South Dakota, Iowa, Nebrasks,
Missouri, Kansas.

Rocky Mountain: Montana, Idaho, Wyoming, Colorado, New Mexico, Arizona,
Utah, Nevada,

Pacific Coast: Washington, Oregon, California,
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Table 10 - Branches Ingside and Outside the City of Head QOffice
by Geographic Divisions, December 31, 1931

Number of branches

Number of Outside head | Outside
Gggf;‘zf?ic baxks with head Ic:lffica office city | county Total
branches cit but in same ] of head
y county office
New England g6 13 &2 Hi 236
Middle Atlantic 220 1,01 47 25 1,086
North Central 100 595 34 5 634
Southern Mountein 62 T4 34 30 138
Southenstern EF) Lo 2 160 232
Southwestern Al 3 5 99
Western Grain 51 8 60 7 i5
Rocky Mountain 8 - 11 17 28
Pacific Coast 5 261 _81 458 806
UNITED STATES 677 2,176 410 748 (3,334
Table 11 ~ Branch Baniking in Three States, New York, Michigan, and California
December 31, 1931
Number Humber of branches
Stat of banks In Outsids Loans and
ate with head office | head office | Total| lnvestments
branches city city (000 omitted)
New York 70 690 - 6901 $ s.og?.asu
Michigan 48 385 - 385 907,122
California _50 258 s43 gol| _ 2,279,813
Total 3 States 168 1,333 43 1,876 $11,300,259
Total all States 677 2,176 1,158 3,334 $18,336,761
Per cent of 3 States
to all States 24,8 61.2 46.9 56,2 £1.6

Distribution of Branches by Size of Town

Over 62 per cent of the branches in the United States are in towms of
On the other hand, only about 17 per cent of the
branches are in towns of 2,500 people or less.

over 100,000 population,

578 branches in towns of 2,500 population and less.

In other words, there are only
Chart 8 and Table 12 illus-

strate the extent to which branches are concentrated in the large cities.

About 39 per cent of the banks operating branches are in towns of over

100,000 population, but these banks have ovor 90 per cent of the loans end in-

vestments of all banks operating branches.,
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CHART 8
DISTRIBUTION OF BRANCHES
— BY SIZE OF TOWN ~ DEC. 31, 1931 inaen
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cording to the size of town in whioh they are situated
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Table 12 - Branches by Size of Town, December 31, 1931

In head Outside head Total
Population office city office city
of town Per cent Per cent Per cent
Number of total Mamber of total Number of total
Under 500 2 W1 189 16.3 191 5T
500 - 1,000 0 0.0 173 14,9 17 Re2
1,000 ~ 2,500 7 3 207 17.9 21 6.4
2,500 ~ 5,000 7 'ﬁ 134 11.6 141 4,2
5,000 - 10,000 9 . 107 9.2 116 3.5
10,000 - 25,000 27 1.2 91 7.9 118 345
25,000 - 50,000 63 2.9 L6 4,0 109 3.3
50,000 - 100,000 | 132 6.1 60 5.2 192 5.8
100,000 and over | 1,929 88,71 171 13.0 2,080 62,4
Total 2,176 100.0 1,158 | 100,0 3,334 100,0

Table 13 -~ Branch Systems by Size of Town of Head QOffice
December 31, 1931

Population Namber | Per cent Loans and Per cent
of of of investments of

town banks | total |(000 omitted) | total
Under 500 25 3.7 $ 13,480 el
500- - 1,000 41 6.1 21,584 .1
1,000 - 2,500 52 Te7 51,403 3
2,500 - 5,000 6l 9.0 107,492 .6
5,000 - 10,000 36 B5e3 79,571 it
10,000 - 25,000 56 8.3 183,905 1,0
25,000 - 50,000 62 9.2 392,796 2.1
50,000 - 100,000 19 11.6 875,625 4,8
100,000 and over| 265 39.1 16,610,905 99,6
Total 677 100.0 $18,336,761 100,0

The extent of the concentration of branches in cities is also
indicated in Table 1%, which gives the mumber of branches in the thirteen
largest cities of the country, i.e,, cities with & population of 500,000
or more each, Two of %thess cities, Chicago and St., louis, have no branches,

yet ths remaining eleven, in one of which, Milwaukes, further extension is
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not allowed.(l) have over ¥0 per cent of all branches in the country.

Table 14 - Number of Branch Systems and

? ?nches in the Thirteen
Largost Citiocs of the United States,\Z

December 31, 1931

P Hurber Loans and Number of | Number of
Cit opgla;ion of banks 1n:$2;$3?ts branches | branches | Total
v ' 93 ' with N toh b she within putside | branchos
census branches ?500 oggf:edg city city
New York City 6,930, uus 41 }1$ 7,079,025 A1 - 541
Chicago 3,376, gs - - - - -
Philadelphia 1 ,950,961 20 1,016,851 77 - i
Detroit 1,568,662 5 658,308 269 - 269
Los Angeles 1,233.0‘43 7 631,227(3)| 1us8(3) 70 218
Cleveland 900,429 3 694,376 88 21 109
St. Iouis 821,960 - - - - -
Baltimore 804, 874 9 255,084 56 2 58
Boston 781,188 10 171,322 55 - 55
Pittsburgh 669,817 2 164,162 g8 - g
San Francisco 634,394 g 1,476,572 93 o5 518
Milwaukee 578,249 2 161,930 ) - 5
Buffalo 573,076 3 377,052 76 —_ 16
Total 13 cities| 20,828,542 116 | $13,285,809(3)! 1,416(3) 518 1,934
Remainder U. 8§, |101,946,500 B61 5,050,952 760 blig 1,400
Total U. S. 122,775,042 677 | $18,336,761(3)| 2,176(3) 1,158 3,334

(2) ¢ities of 500,000 or more population.
(3) Exclusive of 79 branches belonging to banks outside of Los Angeles.

Classification of Bramches by Size of Bank ox Branch System

The majority of branches in existence are operated by large banks
as shown in Chart 9 and Table 15. Out of the total of 3,334 branches, 1,837,
or 55,1 per cent, belong to banks with $50,000,000 or mores of loans and in-
vestments. Moresover, the majority of large banks have branches, as shown
in Table 16, On June 30, 1930,70 out of the 101 banks with loans and in-

vestments of $50,000,000 and more were operating dranches,

(1) pecember 31, 1931, The law as later changed in 1932 appears to permit
a limited extension of branches,
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CHART 9

DISTRIBUTION OF BRANCHES BY SIZE OF

%&_ER | BANKS TO0 WHICH THEY BELONG - DEC. 31, 1931 J—
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Table 15 - Branch Systems Classifled by Size of Loans
and Investments, December 31, 1931

Ramber b P 1 | Ageregate | por cent
N Sizg §roupt ¢ of b:ﬁkg Nuﬁfer erogen iloan: an% of
Qans an nvestments wi nvestiments
' branches | branches | total |(poo omitted) | botval
Under $150,000 21 21 63 | § 2,376 .01
150,000 ~ 250,000 13 16 - U8 2,652 .01
250,000 - 500,000 Lhg 63 1,89 17,862 10
500,000 ~ 750,000 ua ug 1,47 22,%22 o 11}
750,000 - 1,000,000 % 62 1.8 80' 56 «20
1,000,000 -~ 2,000,000 1 102 .0 100,522 -
2,000,000 - 5,000,000 11 237 .11 2,148 2.1
5.000,000 - 10,000,000 10 227 81 2,512 4,05
10,000,000 - 50,000,000 157 720 21.60 3.Bu3,1as 18.23
50,000,000 and over _I0 1,877 hP.10 1%,673,483 74,57
Total 677 3,334 | 100.00 | $18,336,761 | 100,00
Table 16 - Ratio of Branch Systems to Active Banks
by Size of Loans and Investments, June 30, 193%0
Size group ¥umber of Fumber of Ratio of banks
all hanks banlcs operating branches
loans and investments in the ; ith b che tq all banl
Under 150,000 6 w12
g = 250,000 }g 8 .
250 000 -~ 500,000 49 9
500,000 - 50.000 2 362 T 1.7
750,000 - 1,000,000 ,552 22 1,
1,000,000 - 2 ooo 000 2,600 ﬁg ?.aﬂ
2,000,000 -~ 5,000,000 1,887 1 of
5,000,000 - 10, ooo 000 39 124 20,84
13,000,000 - 50,000,000 199 2 .8
50 000 000 and over 101
Total 22,866 (1) 750 3.28

1) classifying active banks by size groups, whenever individual
reports for June 30 were not obtainable, figures for the nearest
available date were used, PFor this reason the total differs
somewhat from figures published in the comptroller's report,

e eIUhE WowRoull §.%Y BN0 Qumoer o drancnes, O the twenty-Ifive largesty vanks —
in the country, four have no branches, and four have only two branches each,

one of these four being the third largest benk in the country., The fifth
largest bank has no branches at all, The majority of these banks were large
before they acquired branches, and their branches are responsible for only

& portion of their subsoquont growth, It has rather been through consolida~
tion that they have grown, consolidation having been more extensive qnd

having affected more banks than branch operation. Only in certain States

and under certain circumstances hss branch banking been able to follow con-
solidation,
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At the same time, the twenty-five largest banks listed in Table

17, by no meane include all the largest branch systems, for the following

named banks, though smaller in size than the twenty-five named, have more
branches than the msjority of them have:

Bank

=)
Bank of America, ;Sﬁiigégiéé°°

California Bank, Los Angeles
Guardian National Bank of Commerce, Detroit

Citizens National Trust & Savings Bank, Los Angeles

Public National Bank & Trust Co., New York City
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Loans and
inpvestments

$49, 842,000
78,827,000
152,987,000
92,535,000
82,458,000

Yumber of

branches

2
2
33

Table 17 - Twenty-five Largest Banks in the United States
and their Branches, December 31, 1331

Loans and Yamber
Name investments of

(000 omitted) | branches

Chase National Bank, New York $ 1,397,7H Ly
Netional City Bank, New York 1,054,230 79
Guaranty Trust Co., New York 1,025,828 2
Benk of America N, T. & S. 4,, San Francisco 785,202 3hl
Continental Illinois Bk, & Tr, Co., Chicago 157,265 -
Central Hanover Bank & Tr. Co., New York 538,840 15
Bankers Trust Co., New York 458,766 2
First Wayne Natlonal Bank, Detroit U5, 068 179
First National Bank, New York 450,359 -
Security-First Nat'l Bank, Los Angeles Lhi 575 125
Irving Trust Company, New York 425,281 27
First National Bank, Chicago hoz.usg -
First National Bank, Boston 357,02 22
Bank of Manhattan Trust Cos, New York 301,872 19

Chemical Bank and Trust Co., New York 290,121 1

Mamafacturers' Trust Co., New Tork 259,162 5
Cleveland Trust Co., Cleveland 240,206 57
FPhiladelphia National Bank, Philadelphia 229,8 6 2
New York Trust Co., New Yorlk 229,097 2
Union Trust Co., Cleveland 222,014 22
Penn, Co, for Insurance orn Lives, etc,, Phils, 204,297 12
Corn Exchange Bank Trust Co., New York 202,9 11
American Trust Co., San Francisco 202,239 93
¥arine Trust Company, Buffalo 198,082 25
Mellon ¥ational Bank, Pittsbturgh 198,063 -
Total twenty-five largest banks $11,330,178 1,279

) zg.s¢4 521
All other banks in Unitsd States 28,231,146 2,055
11y b9
All banks in United States $39,907 3,334

Federal Reserve Bank of St. Louis
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Table 18 shows a claspification of branch systems by the number of

branches per system.

There are 355 banks with one branch each and at the

other extreme one baniz with 34l branches.

with more than 30 branches each.,

about a sixth of all the branches in the couatry,

110 banks with two branches each the average size is about $27,000,000.

banks with one and two branches obviously include some very large banks,

The average size of the 355 banks

with one branch each is about $5,500,000 of loans and investments, and of the

The

More~

over, these banks with one or iwo branches account for only 575 branches, or

There are only 17 syatems

Table 18 - Number of Branch Systems (lassified by Number of Branches

in Bach System, December 31, 1931

Number of ¥amber of
branches banks with
_Pper bank branches
1 355
2 110
. | g
5 %
6 10
i i
8 7
5 i
10 5
11-15 23
16-20 9
21-30 7
3 1
3 1
35 1
E?L i
2
mly 2
57 1
63 1
71 1
19 2
93 1
125 1
173 1
34 1
Total 677

Ageregate
mugber of

__branches

Agcregate loans
and invesiments
(000 omitted)

355

22
ik
60

108

158

93
125

179

3,334

$ 1,952,845
2,948,9
972,2

gLk,
65,00
397,170
128,002
376,4
226,659
257,529
1,950,565
535,358
1,235,310
82,458
92,535
198,082
152,987
1,421,613
337,989
2lo, 206
49,842
202,948
1,356,102
202,239
4l 575
45k, 668

{85,222
$18,336,761
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In Table 19 the distribution of the 677 banks with branches is
shown according to the number of towns in which the various branch offices
of such banks are situated. More than balf tho banks with branches, or 381
out of 677, have all their branches in the same city or town as the head ofe
fice, and 184 operate in only two towns. Only one bank in the country has
offices in more than 100 towms.

Tabls 19 - Branch Systems Claszified by Number of Towns

in Which Offices Are Situated
December 31, 1931

Number of towns Funber
in which offices of
are situated banln
3 381
2 184
ﬁ j
2
5 9
6 5
[ 3
8 2
9 2
10 3
12 3
1 3
1 1
16 1
18 1
2l 1
34 1
Lo 1
Lg 1
63 1
172 _1
Total 677
Summary

The salient descriptive facts about branch banking in the United

States may be summarized as follows:
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1. 3Brench banking, which was fairly common before the Civil War,
disappeared almost entirely soon after the passage of the Natlonal Bank Act,
and the present development may be said to have begun about 1300.

2. State banks are responsible for most of the growth of branches,

3. & few States permit state-wide branch banking, but outside of
these States branches are confined by prohibitions and restrictions chiefly
to certain large cities,

4, Branches in California, ¥ew York City, snd Detroit constitute
over 56 per .cent of all branches in the country,

5« Branches constitute less than 18 per cent of ths total mumber
of banking offices in the country, and banks with dbranches constitute less
than U4 per cent of the total number of banks,

6. Most branches are in large cities and belong to large barks,
but there is no close relationship between the sizé of banks and the mumber
of their branches,

7o The majority of banks with branches have only one branch; the
majority of them also have all their branches, whether one or more, in the

same town as their hend office.
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CHAPTER II

BRANGH BANKING BEFORE THE CIVIL WAR

The status of branch banking in the United States is in striking con-
trast to the situation in Canada, England, and other important countries where
commercial banking is done chiefly by a small number of large branch systems.
The reasons for the predominance of unit banks in this country and the motives
back of the persistent opposition to branch banking can be adequately presented
only by a2 historical survey of the branch movement and the controversy which hasg

centered arcound that movement.

Early Branch Bankine in New York and New England

In the last decade of the eighteenth century and the earlier years of
the nineteenth century it was not uncommon for banks in New York and New England
to have branches. All incorporated banks in those States at that {ime were
created by special charter and the number and location of their branches was
stipulated therein, 4 bank seldom had more than one branch, and two or three
appear to have been the maximum, There was apparently an irresistible tendency,
however, for branches to become independent, and by the end of the first twenty-
five or thirty years of the century nearly all bdbranches in these States had dis~
appeared. The Manhattan Company had at one time banking offices at Utica and
Poughkeepsie, but they were discontinued in 1819 in compliance with the follow-
ing resolution of the campany's airectors:(l)

"hereas the inducements which led to the establishment of the

two offices of the company at Utica and Poughkeepsie no longer exist,
in congequence of the multiplication of banks in the interior of the

state, and the depreciation of the paper of the said banks, which
have destroyed the usefulness of the said offices, be it therefore

"Rosolved, That the offices of the Company at Utica and Pough-
keepsic he withdrawn.!

In a list of banks in the United States in the Bankers' Magagine of 1848(2) no

(1) Platt, Poughkoepsie's First Bank, Yearbook, Dutchess County Historical
1S%I, Vol. 1

Society, 6, P. 59-
(2) Bankors' Magazine, 1848, Vol. II, pp. 774, 776.
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branches are reported for any of the New England States, and only two are re—
ported for New York (the branch of the Bank of Utica in Canandaigua, and the
branch of the Ontario Bank of Canandaigua in Utica). In the report of the bank
commisgioner of Comnecticut, April, 18h9, two branches were mentioned as in ex-

istence in the State, though no particulars are given as to thelr ownership or

location.

In Massachusetts, Connecticut, and Fhods Island, on the other hand,
a practice is recorded which, though apparently never called branch banking,
bears a certain resemblance to it. This was a custom that arose among country
banks, apparently in the 1850's, of sending officers to metropolitan centers for
the discount of paper offercd there. It is described as follows:(l)

"Massaclusetts Banks.—-The Bank Commissioners of this State
have lately issued an order, which will probably have an important
bearing on the business of some of the banks. Within four or five
years past, charters have been granted for several banks to be lo-
cated in towns in the vicinity of Boston. 7The local business of
these suburban towns has not been sufficient to give these banks a
ran of custom of enough profit to answer their desires. To extend
their businoss, some of them have adopted an illegal course in or-
der to obiain customers. Instecad of confining their negotiations
and business to the town in which they are situated, as provided
in the Revised Statutes, offices have been opened in or near State
stroet, and at stated hours the cashiers have bsen in attendance
to receive deposits, pay checks, discount notes, and indeed %o do
all the business eof the bank-~-a2 Teller being left at home to per-
form what local work is to be done. To such an extent has this
been carried, that in the case of two or three banks, the business
done in the city has been greater than that performed at home.

"For ycars a few banks, situated remote from State street,
have been allowed to perform a very limited amount of business
away from their banking houses, to accommodate customers, and so
long as the imnovation was keopt within proper bounds, and was
not made a regular business, no complaint wes made. Taking ad-
vantage of this leniency, two or three banlks have carried the mat-
ter to extremes, and have so conducted fheir affairs that the Bank
Commissioners last week isgsued a positive prohibitory order that
nto banlr should do any business exceopt at tﬁe banking house, and
threatening an injunction on one or two banks which were disposed
not to yield, Those who have only done a limited amount are not
much affccted, while others suffer. In the end, however, the re~
gult will be most beneficial, and will conduce both to the interests
of the banks and their customers also.!

(1) 1pid., 1853, Vol. VIII (N.5. III), p. 437,
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The Banking Commissioners of Massachusetts had already included
In their report of the year befors an admonition against this practice.(1)
¥, ..ssBanking institutions have a locality to which their opere-
tions are designed to be confined. It is a perversion of such

design, if the officers are sent into the money merkst in other
places in pursuit of paper vhich, under the form of exchange,

will give a higher rate of interest than if would be prudent for
them %0 exact of the business community in their own neighborhood;
it is an interference with the rights and interests of other banks,
and the practice is frequently attended with loss on account of
ignorance of the true character of the paper. The increased facil-
ities of coomunication have a tendency to concentrate business in
the motropolis. Managers of banks in the country, established for
local convenlence, should be at all times aware that to discount
paper, receive checks, and exchange their bills through an agency
in the city, is an infringement upon the foregoing statute.®

The Comuissioners added that their remarks applied particularly
"to the operation of banks within the Commonwealih,” tut they proceeded
to condemn operations made outside the State. "Paper thus inconsiderate-~
1y talen, is frequently not pald at maturity; renowsls are sulmittted
to; the object originally socught is defeated:; and serious losses close
the operation.”™ PFurtheimore, as to the circulation oxtended by these
foreign loans and discounts they said,¥..it is not to be concealed that
Massachusetts can have no desire to establish banks to furnish a currency
for other states, especially if the policy has a tendency to weaken its
omn. (2}

The seme difficultiss arose in Comnecticut and Fhode Island and
those States also took steps to keep the banks from going away from home
for 'business.(fﬁ}__ The problem was apparently not unlnown elsevhere as
well; the Ohio Life and Trust Company, a Cincinnati baml, maintained a

large and prominent agency in New York till its failure in 18%57. The

(1)Massacmsetts Bank Conmiss:.oner'a Report, 1852, p. §.
(2)Ibid.’ ls 3. P- 90
(3Ypewey, State Banking Before the Civil War, p. 141.
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movement, however, attrected most attention in New England. Its charace
teristic feature was an invasion of the metropolitan centers by country
banks in pursuit of discounts and investments. The offlces established
in the centers were not called branches and the practice seems to have
grown up long after what had been previously known as branch banking

had disappeared.

—— ———— A — ErTE—— ity  w—al—r—

The earliest banking systems comprising mamercus branches in
this country were those set up by the Federal Govermment, A fow branches
were operated earlier by State banks with ome or itwo branches each, but
none of these approached in exteant the branch systems of the First and
Second Banks of tho United States.

The First Benk of tho United States was organized in 1792 end
evontually had nine offices in as many cities, including its head office
in Philadelphia. The provision that it should hawve branches was at first
disapproved by Alexendor Hamilton, then Secretary of the Treasury, be—
cause he doubted Wtho practicabllity of a =afe and orderly administrar
tion® of thems, In his report to Congress on the project for a "national
bank," Decomber 14, 1790, he said:(1)

Whe situation of tho United States naturally inspires
a wish that the fom of the institution could admit of a
plurality of branches. But various consideraticns discour~
ago from pursuing this idea. Tho complexity of such a plan
would be apt to inspire doubts, which might deter from adven~
turing in it. And the practicability of a safe and ordsrly
administration, though not to bo abandoned as desperato, can-
not bo made so manifost in perspoctive, as to promlse tho re-
moval of those doubts, or to justify tho Govormment in adopt-
ing the idea as an original experiment. The most that would

(1)018.1']:5, legislative and Documentery History of ithe Bank of the United
States, pp. 28, 29,
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geom advisable, on this point, is to insert a provision which
may load to it hercafier, if oxperioence shall more clearly
demonstrate its utility, and satisfy those who may have the
direction, that it may be adoptod with safety, It is cortain
that it would have somo advantages, both peculiar and impor-
tant, DBesidos more genoral accommodation, it would lesson the
danger of a run upon tho benk,

f1The aréwmont aga.inst it is, that each branch mmst be

undor a distinct, though subordinate direction, to which a
considerabic latitude of discrotion must of necessiiy dbec onw
trusted. And as the property of the whole institution would
be liable for tho engagements of each part, that and its
credit would bo at stako, upon the prudonco of the directors
of every part. The mismenagoment of cither branch might
hazard serious disorder in the wholo.”

Novertheless, the directors of tho Bank proceeded to establish
branches at ohce, and Hemillton oxprossed his porsonal disepproval of the
action in 2 private letter in Novembery 1791, in which he said that "the
whole affair of Branches was bogun, contimued, and onded, not only with-
out my participation, but sgainet my judemont."(1) No difficulties of
any nonent appoar to have ariscen over the branches, however, and Hamil-
ton's doubt of thoir advisability disappearod. Thoe bank contimued in
oxistence twenty yoars, but largely becauso of opposition on the part of
the Statos to a corporation with Federal powers, its charter, which then
explred, was not ronewed. The opposition to the Bank was not based on
the fact that it had branches.

The Second Bank of the Unitod States was chartered in 1816, It
had at the maximum about twenty-nine officos and agenclos,(2) including
tho Philadolphia headquarters. These extended from Mobile, New Orleans,
Natchez, and St. Louis, in the South and West, to Burlingion and Port-

land, in the Northoast and to Charlesion and Savamnsh, in the Southeast.

(1)Homilton, Works, 1851, Vol. V, p. 486,
(2)Catte:6can, Second Bank of tho United States, tablo and map opposite
p- 370.
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There was & branch in practically every important city within the ex-
isting settled area of the United States. Ehe-gxperience with—thece
basnehos indicated that Hamilton's apprehensions in 1791 had not been
unjustified, for the branches got out of hand and nearly wrecked the

Banlk,
Both Cheves and Biddle, successive presidents of the Bank,

Yhe Oranches
complained of the difficulty of holding ¥hem in check. The seriousness
of this difficulty is made apparent by two congiderations: first, the
relative smount of business transacted by the offices, and second, the
great distances between branches and hesdgquarters. The following table
shows the distribution of the Bank's business as measured by the loans

held by the various offices in the year 1825: ()

New York $4,895,000 16.2%
Baltimore 4,031,000 13.
Philadelphia 3,723,000 12.6
New Orleans 2,455,000 8.3
Charleston 2,428,000 8.2
Boston 1,790,000 §.0
Cincinnati 1,329,000 u.a
Washington 1,29%,000 b,
Richmond" 1,226,000 4,1
Louisville 1,069,000 3.6
Lexington 1,002,000 3.4
Pittshurgh 730,000 2.3
Norfolk 696,000 2.
Savennsh 626,000 2.1
Middletown and Hartford 36,000 1.8
Payetteville 7,000 1.5
Chillicothe 0,000 1.5
Providence ,000 1,5
Portsmouth 437,000 1.5
Total $29,614,000  100,046T>

The hegd office at Philadelphia at this time stood third in point of
size. The three largest offices together had more than 42 per cent of
the business, New Orleans, the most remote, was the fourth in size,

but in a few years it moved up and becams the largest office in the

(1) The Second United States Bamk, National Monetary Commission,
Yol, IV., pe 200,

Federal Reserve Bank of St. Louis



- 35w

whole system, Branches of such relative size were naturally inclined to
indspendence of action.

This was the more sorious In view of the great territory covered
by the Second Bank and the means of communication and transportation then
available, It took weeks to commnicabte between New Orleans, the largest
office, and Philadelphia, the head office. To a less degree, the same
difficulties of communicatlon, and consequently of control, held as be-
tween other offices. It would be impossidble to find centers in the
United States at the present time as remote from one enother in an
operating sense as were the cities in which, a hundred years ago, the
branches of the Becond Bank were sltuated.

The loose control of the branches is emphasized by historians,
Catterall, in his exhsustive history of the Benk, says in his eriticism
of the branch organizetions(l)

®The defects of the system were, however, great

and perilous. In the last analysis all resolved them-
selves into a failure to exercise an adequate control
over the offlices.!

Professor Davis R. Dewey, in his monograph on the Second Bank
published in the report of the National Monetary Commission, says that
The losses dne to the branches in proportion to their capital were ten
times greater than that of the mother bank"; and that “Although by its
fundaemental regulations the bank apparently had the power to supervise
and restrict the branches in their operations, it did not effectually

exercise this right during its early menagement,"(2)

(1)catterall, Second Bamk of the United States, p. 402.

(a)Deway, The Socond United Stetes Bank, Naetional Monetary Conmission,
Vol..IV, Pbe 190,201
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This inadequacy of control, however, since it meant, among other
things, that the branches made local extenslons of credit beyond the
limits prescribed for them by the Fhiladelphia office, was not the kind
of thing that would arcuse public hostility. The real grounds of opposi~
tion to the Bank were complex; they involved a variety of political, eco-
nomic, and social considerations. Politically the opposition hinged prin-
cipally on the question whether 1t was constitutional for a Federal corpo-
ration to operate within the territory of a State without the latier's
consent., This issue would not have arisen, to be sure, if the bank had
had no branches,(]') but nevertheless it did not touch on the merits of
brench banking under circumstances where no conflict of Federal and Stale
sovereignty was involved.(a) The opposition was intensified econcmically
by the competition which the Bank!s branches offered to the banks char—
tered by the States. Finally on social grounds there was opposition %o
the Bank simply because of its size. Indlvidual enterprise was the
ideal, and institutions of great size were considered undemocratic and
monopolistic. Since branches coniribute to size, this opposition to what
Jackson called the "mammoth" might be held to imply opposition to branch
banking even though no explicit charges against branch banking on those

e ver ol
grounds were made. In view of his silenco on the subject it wmey be

(oattorall, Second Bank of the United States, p. 376

(2)9nis was .alsc evident in the case of the attempt in 1841 to organize a
third Bank, the "Piscal Banlk," for then the issue hinged distinctly on
the right of Congress to authorize branches in disregard of State laws,
The bill incorporating the bank affirmed the right to do so. It was
votoed by President Tyler, who emphasized in his mossage his opposi~
tion "To any bank created by Congress with the power to establish
branches in the States indopendoently of their consent." (Quoted from
Sumner, History of Bankings, Vol. I, pp. 348, 349, See also Knox,
History of Banking, p. 89.)
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inforred that branch banking was not a very important aspect of the lasue,
Certainly it would be rash to construe that silence as approval of what
we Jnow as branch banking, end it would appear equally unsound in the
face of it to construc the opposition to tho Bank as opposition to what
we Mnow as branch banking. How general the grounds of opposition were
may be indicated by the following remark of Andrew Jackson in a leotter he
wrote to Bidd.le:(l)
"I do not disiilke your Bank any more than all banks.
But ever since I read the history of the South Sea btubble 1
have boon afraid of banks,.™
Rencwal of the Bank!s chaxrter, which ran for twenty years, was
vetoed by Jackson, and the Bank discontimed as a Federal corporation. In
expectation of having to liquidate, it had sold the majority of its
branches. It changed its plans however, and in 1836 procured a charter
from the State of Pennsylvania, under which it continued to operate for
agbout five more years and then failed. At the time of failure it had
felght agencies oubside of Pemnsylvania and three offices in that State."(2)
Failure vas due to bad loans and investments. According to Knox, "It
soened impossible for the managers to say no to o.nyone."(3)
"In 1840 it was found that the assets of the institution
consisted chlefly of zll kinds of lnternal improvement, and bank
and State stocks and bonds. There was hardly an enterprise, good,
bad or indifferent in the United States that was not represented
in the list. M '
It appears therefore that the Bgnk in these years exemplified

the complete opposite of those policies of credit restriction and denial

(1)catterall, The Second Bauk of tho United States, p, 184,
(Q)Smner, History of Banking, p. 3U2.
(3)gnox, History of Banking, pp. 77, 78
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of enterprise that are most frequently alleged as the evils of branch
banking. Nevertheless all the notes and deposits of the Bank were ulti~
mately peid in full, principal and interest., ()

Aside from the political opposition perhaps the principal
caugse for the lack of success of the Bark lay in the fact that with the
imperfect means of transportation and communication then available it

was impossible to exercise proampt conirol over the branches.

State Bank Branch §y3tems(2)

That branches per se were not the object of disapproval is
apparent not only from contemporary discussion, but from the fact that
a large proportion of the States, especially in the South and West,
where opposition to the Second Bank had been most bitter, contimied to
emthorize dbranches for thelr own banks both before and after the end of
the Second Bank in 1837. Four of these branch organizations were out-
standing--the State Banks of Indiana, Missouri, Ohioc, and Iowe.

The State Bank of Indiana, one of the most succesgful banks in
Americen history, was esteblished in 1834 towards the end of the life of
the Second Bank of the United States. In the words of Hugh McCulloch,
the State Bank!s president, and later the first Comptroller of the Cur-
rency, the State Bank of Indiana, "...was not, liks the Bank of the

United States, a bank with branches, but rather a bank of branches, It

(L) 1bideyp. 79

(2)he chief references for the following discussion are McCulloch, Men
and Measures of Half a Century; Esarey, State Banking in Indiana,
1814-1873; K 873 Enox, Hiatogz of Banking: Sumner, ] History of Mﬁ
Cable, Bank of the State of Missouri; Preaton, Histo_:;z of Banking in
Iowa; ﬂh,ite, “Mon ney and and Ben king: and State laws.
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was a bank in this respect only: it had a president, a cashier, and 2
board of directors, but as a bank it transacted no banking business.n(1)
All benking was done at the offices. "It was a board of contrel, and -
its amthority over the branches was arbitrary, almost unlimited.' It
was not a corporate entity which issued shares, dut merely a supervisory
suthority. All stock was issued by the individual branches.

Another great difference bhetween the State Bank of Indiana and
the Second Bank of the United States lay in the area covered, for the
thirteen b ranches of the Indiana bank wore all within the one State. Even
at that McCulloch, whon he was manager at Fort Wayno, was "three good
dags' ride from Indianepolis" by horseback, which for fifteen years hs
had to malke periodically to attend the managers? meetings. The Indiana
bank was o monopgly for aboul twoniy years, with the State a stockholder.
It cortimmed in business from 1834 to 1857, when its chartor axpired. It
vas then succeesded by a new corporation, the Benk of tho State of Indiamna,
with the same management 1n general but with increased authorized capital
and. cortain other corporate changes. It had twonty branches instead of
thirteen, this incrcasc being emthorized by tho legislaturc., It had no
moncpoly, however, and othor banks were permitted. It continued operations
until shortly after the passage of the National Bank Act, whon it liqui-~
dated, and most of its branches procured charters as individual national
banks. The record of the organization for tho nearly thirty years of its
existonco was highly successful; 1t was profitable to its owners and

there wore no lossos to the public through its operations.

(1)Mc0ulloch, Men and Measures of Half a Qentury, p. 117.

i e W e
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Tho second prominont branch system was the Bonk of the Stato of
Missouri, chartered in 1837, with flve branches and a camplete monopoly.
It was so conservatively managed that its notes came to circulate at a
premium over gold, even as far avay as in California, This very virtue |
led to an insufficlency of its notes for local business, which was filled
hy an 1nf1u:x.of inferior issues from other States. In consequence there
was pressure on the bank to issue its notes more freely, and by 1859 it
had been authorized to incresse the nmumber of branches to tem. It had lost
its monopoly within the State, however, for seven new banks were chartered,
each of which ™must have at least two branches.” Its organization gppears
to have been more closely unified than that of the State Bank of Indiana,
end therefore more like a present day branch system, The Bank of the
State of Missouri continuad until 1866, when it liquidated,

The third prominent "branch! organizetion set up between the end
of the Second Bank of the Unlted States and the passage of the National
Bank Act was the State Bank of Ohio, vhich was authorized in 1845, In
1863 it had 36 branches., Opposition to the Second Bank of the United
States had been especially bitter in Ohio, It was one of the States that
attempted to tax the Bank's branches out of existence, and the branch at
Chillicothe had been raided by State aumthorities, who entered the vault
forcibly and took the money they claimed due as taxes, Yet Ohioc set up
& system with more "branches" than any other State., The branches as a
whole individually organized constituted the bank, which was administered
by a board of control. Its organization was therefore similar to that of

the State Bank of Indiana, which at the time was about eleven years old,
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The State Bank of Ohio was not a complete monopoly however. The mumber
of banks in the State was limited, branches being counted as banks. The
State Bank continued in operation till after the passaege of the National
Bonk Act, when some, if not most of its branches, became individual
national banks., lts career was successful and there were no losses to
the public through its operations,

In 1857, heowever, its strength was severely tested by the
failure of the Ohio Iife and Trust Company, a Cincinnatl bank whose ex-
perience is pertiment to thie discussion since it maintained a branch or
egency in New York City. Its fallure was due to the irregmlarities of
its New York agent, who speculated with its funds and ruined the bank,
notwithstanding its head office iransactions had been managed with probity
and consarvatism. Its esperience illustrated, as did that of the Second
Benk of the United States, the difficulty of maintalining adequate control
of remote offices. The State Bank of Ohio, on the other hand, like the
State Bank of Indiane, extended its branches within a comparatively small
area.

The fourth branch organization in this same class was the State
Bank of Iowa, which was organized in 1858, At that time the State Bank
of Indiana and its successor had been in existence twenty~four years:
the Bank of the State of Missouri, twenty-one years; and the Stats Bank
of Ohio, thirteern years. The organizers of the State Bank of Iown there-
fore had the advantage of thres successful and experisnced organizations
fo use as patterns.

For several years prior to this, banking had been s penal offense

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



Digitized for FRASER

- U2 o

in Iowa, prohibited by the State comstitution.(1) When this situation
became admittedly unsatisfactory, and the project for a bank came %o be
considered, the comparative merits of branch banking as practiced in
Indiana, Missouri, and Chioc were weighed against the merits of "free banke
ing" ag developed in New York, The result was that branch banking was
adopted in a form closely resembling that of the State Bank of Indians.(2)
The branches, of which thirty were authorized, were managed by a board of
control which was purely an administrative body and performed no banlking
functions itself. The only s¥ockholders were the stockholders of the ine
dividual branches, The Governor of the State, Ralph P. Iowe, in his mes-
sage to the legislature in 1860, said that there were 12 branches .4f $he
State Bank then in existence, and that it was expected that 8 more  would
be established shortly. He wemt on:(3)
"If these branches have not accomplished all that the public

have expected of them, it is gratifying, at least, %o lmow that

they have done & cautious and safe business, commanding the con-

fidence of the people, whilst they have in no small degres subserved

the interest of the commnity at large in relieving ths wants of

its business men."
The maximum number of branches actually established appears to have boen
fiftecn. The bank had been in business five years, when the National
Bank Act went into effect, and within two or three years more, some if
not all of its branches converted to Federsl charter as individual national

banks. Its operations, like those of the three other State banks after

(1)1n Texas (1845) and Arkensas (1846) also banking was prohibited by the
State constitution. A similar prohibition in Illinois failed of en-
actment by one vote. These prohibitions did not affect private banks.
In Virginia, however, private banks were prohibited in 1816 in favor of
incorporated banks,

(a)Iowa. adopted a free banking lew at the same time it authorized its
State Bank, but the law was never put into effect.

(3)pankers Magazine, March, 1860, p. 7U3.
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which it was patterned, were very successful and were conducted without
loss to the public.

These organizations support the view that there was in the West
no opposition to branches as such but they were,as a matier of fact quite
u_.nliks modern branch systems execpt in the case of the Bank of Missouri,
Although they differed from one snother in detail, it was in general typ-
ical of them that sach branch was locally organized, had its own capital,
its own stockholders, made its own earnings, and paid (with the permis—
sion of the board of contrel) its own dividends. The Ohio law declared
that "The board of control,...shall be a body corporate,...and by the
name of the State Bank of Ohio,¥ though it had no banking powers but only
supervisory powers. 4 "banking company® might operate either as 'a branch
of the State Bank" or as an independont bank, The board of control was
chosen partly by the "branches™ and partly by the State. Substantially
the same was true in Indlana and Iowa. The States subscribed part of the
capital of their Statc Banks--i.e., part of the capital of the individual
branches---and” the institution was partly a State govermment enterprise
and partly a private enterprise. Obviously these "branches®" and the
"State Banks" to which thoy bolonged have little counterpert in modemrn
branch benking, whore the branches are merely mltiple offices of one un~
divided entity, owned by private capital. Nor are they like modern group
banking, where the individual banks ere owned in whols or in part by a
purely private corporation. On the other hand, these branch syastems of
the State Banks of Indiana, Ohic, and Iowa bear close resemblance, in

structure, to the Federal Reserve System, which includes the reserve
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banks, organized, 1ike the branches of the old State Benks, with their
own capitel and their own stockholders, and also the Reserve Board, &
supervisory body 1ike State Banke! boards of control, and likeﬁgl with-
out stock or stockholders. The boards of control, liks the Federal
Reserve Board, did no banking, dbut merely supervised the operations of
the branches, If the Federal Reserve System were lmown as "the Federal
Resorve Bank" and the twelve reserve banks wore known as dbranches, the
essential analogy would bo obvious. The fufgtions of the old State
Banks, however, were quite different from those of our reserve banks;
their doalings were dircct with the public, and they were cngaged in com-
morcial banking, not in reserve banking.

It should also be mentioned that several other States~-Illinois,
Rentucky, Tennessee, Dolaware, Vermoni, for instance, and possib]’.j Michi~
gan—~hagd branch systems similar In e vay to those described. That is,
they wore corporations in which the State itself was froquently interostoed,
and they were partial or complete monopolies. They do not appear to have
beon so successful or so extensive, however, as the branch systems of

Indiana, Missouri, Ohio, and Iowa.

Branches in the Scouthorn Siates:
Besides the branch systems that have boen describod, there were

others, mainly in tho Southern States, that in structurc more mearly re-
scmblod modern branch organizationse Tho branches had no independence,
and though capltal might be assigned to them, they were nevertheless
merely offices of one single corporation. The difference is usually

apparent in the name—~the institutions that have been described having a
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name like "State Bank of Indiana® to conncte 1ita efficial character,
vhile thess others would have names like "Farmers! Bank" or "Merchantga’
Bank" comnoting their private character, This, however, was not an in-
variable distinctlon. Some States ha.d branch systems of both sorts, but
it was in the South that branches of the more modern type were chiefly
found, This is spparont fasm-the-table—ob-Page——oi-tho-dppendis.

No certain answer can be made as to why branch banking of the
modern type should have been comparatively common in the South, while it
was practically non~oxistent in the North, though it appears that in the
South the first branches were established in conscious emulation of
Scottish banking, vhich, as described by Adem Smith, seems to have made
considerable impression there.(l) Their persistence may simply have to
be taken as one of the examples of sconomlc differentintion between the
North and the South., None of the Southern banks had very many branches,
however, There were more branches in Virginia, which at that time in-
cluded West Virginia, than anywhere else in the South. The Farmers Banik
of Virginia, with twelve branches, appears to have been the largest branch
organization in the country at that time if we exclude the systems in the
four Westorn States as outlined above, Virginia banks had a high reputa~
tion before the Civil War, and there is no recoerd of failure or of currency
depreciation in the case of any of them,{2)

Branches were also mumerous in North Carelina, Kentucky, and

Tennessee. Delaware should be mentiomed alsc, be§ause the Farmors! Bank

(1)Bryan, History of Banking in Maryland, 1899, p. 14; and Starnes,
Sixty Years of Branch Banking in Virginia, pp. 27, 28.

(2Ygnox, History of Banking, p. 532; and Starnes, Sixty Years of Branch
Banking in Virginla, p. 129
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of that State is apparently the only one of the old ante~bellum banks
with branches surviving to the present in its original form. It was
chartered in 1807, and is still operating in three different cities three
of its four original offic‘_es.

The history of banits in the West and South prior to the Civil
War indicates that branches were taken as a matter of course, No record
has been found of contemporary dissatisfaction with them. Some banks
had more successful careers than others, but branches appear $o have had
little or nothing to do with that fact. Most banks with branches were
created by special charter, which stipulated the operation of branches
at designsted points. In Mississippl the Union Bank, chartered in 1838,
was criticized dy the legislature for not esteblishing the branches
authorized.(l-) The purpcse of branches in all these cases was evidenily
to makp adequate banking facilities accessible throughout the State, with-
out, however, creating more banks than could be waiched and controlled.

The Civil Wer destroyed most of the banks in the South, and the
larger ones set up-after the war were national banks, since they alone had
the power of note issue. Branch banking, therefore, became almost neg-
ligible in the South from the time of the Civil War t1ill after 1900. Dur—
ing this period, however, there appears to have been nothing in the laws

to prevent the esteblishment of branches by State banks.

(1)Dewey, State Banlking Before the Civll War, p. 139.

Federal Reserve Bank of St. Louis



Digitized for FRASER

CHAPTER 111

BRANCH BANKING AND TEE NATIOHAL BANK ACT

When the national banking system was established in 1863, the inten-
tion and expectation was that it would supersede State banks, There were two
primary reasons for the establishment of the national banking system. The first
was that the Govermment, then engaged in the Civil War, needed a better marke$
for its bonds and better insirumentalities for its fiscel operations in general.
The second was that the country as well as the Government required a uniform
and sound currency.

That the attainment of this end involved the displacement of State
banks was due to the importance of the note issue function. Some banks at that
time had no deposits at all, but were banks of circulation only. In the Eastern
centers there were banks which were primarily banks of deposit, but taking the
country as a whole they were the exception., The view then prevailing was ex—
pressed in the following words which Daniel Webgter addressed to the Supreme
Court in 1839:(1)

"What ig that, then, without which any institution is not a

bank and with which it is & bank? 1I% is a power to issue promis-
sory notes with a view to their circulation as monsy."

From 1834 to 1844 the circulation of the banks in the country, not
counting the Second Bank of the United States, was every year greater than their
deposits.(g) In 1844 deposits were higher, but in 18U45 circulation regained the
lead and with the exception of 1853 held it till 185h. Since that time denosits
have always exceeded circulation, To trace the further decline in the relative

importance of circulation since that time is unnecessary; it is sufficient to

point out that at the present time bank deposits are nearly seventy times as
large as bank circulation, and that the total deposits of all banks in the coun-

try are over ten times the total money in circulation.(3) The majority of banlks

(1) Webster, Bank of the U. S. vs. Primrose, Works, edition of 1851, Vol. VI,

Y 127 . .
(2) jhnual Report of the Comptroller of the furrency, 1920, Vol. II, p. 847.
(3} June 30, 1931.
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today do not possess or exercise the privilege of isgue at all, and hawve not for
forty years or more, while with those which do exercise it, it has become a
function of comparatively slight moment. At present the chief and essential
function of banks is discount and deposit, Up to a short time before the Civil
War it was discount and issue.

Accordingly the rezl purpose in sunergeding State banks was to super-
sede their igsues, upon which the couniry had depended for its paper currency
until that time. It was a currency without uniformity, without lknown worth, and
in many instances without any worth. The currency of national banks was uniform,
and its redemption was guaranteed by the Federal Government.

I% was not the expectation however that the existing banks would be
replaced by entirely new organizations., The intention was that the banks would
surrender their State charters and take out national charters instead. Appar-
ently it was thought that the advantages which the banks would derive from being
under national charter and haviag their note issues redeemed by the Govermment
would alone compel them to convert., It was soon found however that those advan-
tages were insufficient, or at any rate that they did not induce bamks %o enter
the national system fast enough fto assist the Govermment in its emergency. A
tax of 10 per cent was therefore levied upon all State bank notes paid out by

any bank. In introducing the tax measure Senator Sherman said:(l)

"he national banks were intended to superseds the State
banrs, DBoth cannot exist together; . . .

"If tihe State baris uave power enougl in Congress to pro-
long tineir existence beyond the present year, we had better
suspend the organization of national banlks,"

The tax put an immediate end to State bank issues., It also put an

end to State banks tiuemselveg--gxcept those few waich aad developed & deposit

(1) Congressional Globe, 3%8ta Congress, 2d Session, February 27, 1865, p, 1139,
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business~- and consequently to such branches as they had. The law made
no discrimination, explicit or implicit, against branches however. Iustead,
Congress specifically authorized such banks as had branches to retain them,
This provision, while it indicates that branches were not objection-—
able, also indicates that they were not contemplated as a regular feature of
national banks, This was due to the fact that the National Bank Act was based
on the "free banking" laws already in force in numerous States--notably in
New York, where "free banking" originated., The typical "free bank! was a

slngle office institution.

Free Banking

Free banking derived its name from the fact thet it developed out of
digsatisfaction with the original practice of authorizing banks by special
charter only. This practice was universal, except where banks were prohibited,
until about 1837. Its evil lay in the opportunity it gave for favoritism and
corruption in the granting of charters. The practice implied the idea of
monopoly, the benefits of which banks alrsady chartered sought to retain and
those seeking new charters sought to share.

The New York legislature ended the issuance of gpecial charters by
the adoption of the Act of April 18, 1838, which provided that "any person
or assoclation of persons formed for the purpose of banking” should be
authorized "to establish offices of discount, deposit and circulation.®
One important feature of this act was that it made the authorization of banks
a matter of administration rather than of legislation. Another was that it

constituted a general banking law applicable to all banks established under
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it.(l) 5ti11l another was that it created these M"associations® in contra-
distinction to "incorporated! banks, the latter VYeing those organized under
special charter. The most important feature of all though was the basic idea
of making banking free to anyone who had the capital to engage in it, instead
of leaving it a monopolistic or semimonopolistic privilege., Millard Fillmore,
in his report as Comptroller of New York in 1849 described it as follows:(g)

UThis is the free bank system, as it now stands, and it takes its

nams from the fact that all are fresly permitted to embark in it

who comply with the rules prescribed,"

This idea of freedom in banking had a wide popular appeal, and the
New York legislation was copied by the majority of Eastern and Northern States
as well as by & number in the Scuth, It had the obvious advantage of creating
Plenty of banks and consequently plenty of "money," or circulating notes, which
was what a new and dsveloping'country sesmed to need, The cruclal provision
in all the free banking laws was that each association must deposit bonds with
the State to protect its circulation. In the Bast, where there was a supply
of good securities, and a better discrimination by the euthorities between
good and bad ones, free banking worked very well, It worked extremely well
in Louisiana.{3) In the West the experience was generally disastrous, however,
McGulloch, describing free bankling in Indiana, saidz(g) |
"As the timee were flush, and credit easily obtained, anybody
who could command two or three thousand dollars of money could buy

on & margin the bonds necesgary to establish a bank, to he paid
for in its notes after its organization had been completed,"

(1) This was only a step from the special charters previously issued, 51nce
they had become uniform in wording and provisions.

(2) paniers' Magezine, Vol. III, May, 1849, p. 679.
{3) Helderman, Natigna and State Banka, p. 97,
(4) McOulloch, Men and Measures of Half a Century, p. 125,
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Besides having insufficlient capital, the banks would put up worthless se-
curitios behind their circulstion, and the State bPanking authorities would
accept them. Furthermore, too many banks of circulation only were set up in
the West and South, and to & lesser extent in the East, The result was a re-
dundant and depreciated currency.

As already indicated, some of the States rejected free banking, and
tried either prohibition or monopely., In the country as a whole however, free
banking was popular., It was considered demoecratic. It gave full oppertunity
to the vigorous spirit of individualistic enterprise that was characteristice
of the pericd, This made it especlally desirable as the basis of the national
system, for the more populer and the more mumercus the national banks should
become, the better would they serve the purpose of providing an adequate and
vniform circulation and a wide market for government bond;. The popularity
that free banking would bring the national system was conceded by the latter's
opponents. The Supsrintendent of the Banking Depertment of New York said that
"The first obvious effect of the national system must be the inordinate multi-
plication of banks of small capital throughout the country.“(l)

It is obviocus that the principle of free banking was essentially
opposed to that of branch banking. This does not mean, however, that it was
adopted as a reaction from branch banking, It was rather a development from
asccial and economic conditlions which were unfavorable to branch banking, for
in the Northern and Bastern States where free banking was strongest, ths few

branches that once existed had already practically disappeared. Banks evinced

(1) Bankers! Megazine, Vol. XVIII, April, 1864, p. 817.
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no inclination to establish branches, and where they did it was generally at
the behest of the leglslatures., This was true of the South as well as of the
North, The difficulties in the way of extensive branch banking before the
Civil War are obvious. Tho means of travel and communication made control of
remote branches almost impossible, as the experience of the Second Bank of
the United States demonstiatéd. The same conditions forced communities to be
more nearly self-sufficient than they are now, end encouraged & spirit of lo-
calism, At the same time they preserved rich opportunities for individual
enterprise in all kinds of economic activity, 4ll these things considered,
it seems inevitable that branch banking should bave been at a decided com-
potitive disadvantage sgalnst free banking., To have any kind of branch bank-
ing on an extensive scale it was necessary to create legislative discrimina~-
tion in its favor, as was done in Indiana, and lowa. JFree bhanking, on the

other hand, required no sucia protection.

Prohibition of Branch Banking

There is little evidence that the provisions of the National Bank
Act which have been interpreted as prohibiting branches were designed specifi-
cally for that purpose. It is true, of course, that the language of the act,
read in the light of the fact that branch banking after the Civil War almost
wholly diseppeared, seems to imply such an intention. This was undoubtedly
the viow in 1892, when special legislation was enacted by Congress to permit
a branch of a natlional bank to be set up on the grounds of the World's
Columbian Exposition in Chicago, and again in 1901 when permission was granted
to establish a branch on the grounds of the Louisiana Purchase Exposition in

St. Louis.
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1% was also the view in 1202 vhen the Compircller of the Currency
held that "While the mational bank act does not in express terms prohibit the
establishment and maintenance of branch banks or agencies by assocletions of
primary organization, the implication toc that effect is clear, ...."(1)

Again in 1911 the Attorney General held that:(2)

"Firat, Independently of section 51:0, Revisged Statutes, a

national bank is not, under its charter, authorized to estatlish a
branch or coordinate office for the purpose of carrying on a general
banking buginess in the nlace designated in its certificate of or-
ganization; and,

Second. That section 5190, Revised Statutes, properly con<

strued, restricts the carrying on of the general bankinz business
by a national bank to one office or banking house in the place
designated in the asgociation's certificate of organization,”

Pinally in 1924 in the St. Louis case, the Supreme Court affirmed
the foregoing oninion of the Attorney General in a decision that involved
primarily the jurisdiction of a State government over a national bank, but
incidentally the power of a national bank to establigh branches, which was by
implication denied.(3) As to the effect to be given the law, therefore, there

was nothing more to be said.

Provigions of the Act Prohibitins Branches, - There were two pro-

vigions in the National Bank Act, which, without mentioning branches, never—
theless have been interpreted as precluding their estabdlishment by national
banks, The first, as it stood in the Act of June 3, 1864, is as follows:

"Section 6, And be it further enacted, That the versons
uniting to form such an associsztion shall, under their hands,
make an corganization certificate, which ghall specify—

"Firste The name asgsumed by such association, which name
shall be subject to the apnroval of the Comptrollsr,

"Second, The place where its operations of discount and
deposit are to e carried on, designating the State, Territory,
or Digtrict, and also the particular county and city, town, or
village.

(1) Instructions and Sugzestiong of the Comptrolier of the Currency Relative
to the Organization, etec., of National Banks, 1903, p. 42.

(2) %inions of the Attorney General, Vol. 29, p. 98.

(3) THFirst Rational in Sf. Louis wvs. State of Missouri," January 28, 1924,
in tho Federal Reserve Bulletin, April, 1924, pp. 281-286,

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



Digitized for FRASER

= Bl o

"fhird, The amount of its capital stock, and the number of
shares into which the same shall be divided.

tPourth, The names and places of regidence of the share-
holders, and the munber of shares held by each of them,

"Fifth, A declaration," etc,

That part of the above gpecifications which relates to 'the place"
where the bank's business is to be carried on clearly dees not imply that it

may be carried on in more than one place,

These stipulations did not originate in the National Bank Act, They
were taken from a corresponding passage to be found in apparently all the free
banking laws of the States, the oldest of which wag the New Yofk free banicing
act of April 18, 1838, which reads as follows:

"Section 16, Such persons, under their hands and seals,
shall make a certificate which shall specify:

"1, The name assumed to distinguish such association, and
to be used in its dealings;

2. The place where the operations of discount and deposit
of such association are to be carried on, designating the par-
ticular city, town or village:

#3, The amount of the capital stock of such association,
and the mumber of shares into which the same shall be divided;

"y, The nomes and places of residence of the shareholders,
and the nmumber of shares held by each of them respectively;

"5, The period," ete,

In the Ohio law of 18L5, which established free banking and at the
same time incorporated the State Barnk with its branches, the corresponding
passage mekes the same requirement as to the place of business apply to
“branches(l) of the State Bank' as to independent banks, The passage is as
follows:

8ec, . Persons associating to form a banking conpany,

shall, under their hands and seals, mele a certificate, which
shall specify:

(1) Italics curs.
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EPirgt--The name assumod by such company and by which it shall
be known in its dealings , in which nome shall be included the name .
of the city, villoge, or town, in which its banking operations shall
be carried on;

iSecond-~The amount of the ceplital stock of such company and

the mumber of shares into which the same is divided;

Third--The nome and placo of rosidence and the mmber of shares

held by each member of the company;"

The roquirement that the place where the bank's operations of dige
count and deposit were to be carried on be specified, although originating in
form in the New York free banking act of 1838, d4id not oxiginate thers in sub-
stance, for the special charters by which all bonks in New York had previously
been created were drawn uniformly, and specified the place of business. The
only exceptions were in the earliest charters drawn. These, practically all
in the eighteenth century, were not uniform and did not say where the opera~
tiong of discount and deposit were to be carried on. The uniform requirement
cnce developed, however, was made in the case of banks with branches as well
as in the case of those without, It therefore cannot be considersed as evi.
dence of any intention to prohibit branch banking.

The second provision of the sct interpreted as prohibiting branches
1s the one which usually receives the greoatest emphasis. That is tho last
clause of Soction 8, Act of June 3, 186Y, which reads as followa:(l)

"eeoi and ite usual businees shall be transacted at an office or

banking house located in the place specified in ite organization
certificate,"(2)

(1) Section 5190, Revised Statutes, prior to Amendment of Februery 25, 1927.

(2) Tho original National Bank Act of February 25, 1863, Section 11, provided
1, ..and their ususl business shall be transacted in banking
offices located at the places specified respectively in its
certificate of association, and not elsewhere." (Italics ours.)
This use of singular and plural pronouns with the same reference is one
of the numercus errats to be found in the original version of the National
Bank Act., Since "offices" and "places” follow the plural "their," these
terms probably were intended to apply to individual, independent units,
and there is no reason to suppose that they were inserted with any thought
of branch banking., This ig substantiated by the revised wording of the
act, where the grammsr ig corrected and tho discrepancy betweem this and
the first provision prohibiting branches is removed.
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Thip passage ie likewigse derived from the New York law, where it appears in

an &ct of April 12, 1848, amending the free banking law, and reading in parxt
as follows:(l)

"All banking associations or individual bankers organized
under the {free barking act of April 18, 1838), or which shall
hereafter be organized, shall be banks of discount and deposit,
as well ag of circulation; and the usual business of banking of
said association, or individual banker shall be transacted at
the place where such banking association or individusal banker
shall be located, agreeebly to the location specified in the
cortificate directed to be mado by the second clause of the
sixteonth section of the act passed April 18th, 1838, hereinbe-
fore mentioned, and not elsevhere;.,.,'

It is tho clauso following the somicolon, "and the usual business,!
etc., that was incorporated in the Hational Bank Act, On internal evidence
alone, it might be concluded that this was not originally aimed at branch bank-
ing, eince it relates only to free banks, which had no branchea.(a)

There ig evidence of a positive sort, however, as to what the amend-
ment was aimed at. This is in the following official statement made at the
time by Millard Fillmore, the Comptroller of the State of New York:(3)

"It will be scen that the first and fourth sections of the act,
will, after the first day of June next, operate upon banks and
individusl bankers now dolng business under the general banking
law, and that every such bank is to be, and every such banker

is to keep a bank of discount and deposit, as well as of clrcu-
lation gnd its ususl business of banking is required to be irans-
acted gt the place where such banking association or individual

banker ghall bo located, as specified in the cortificate required
by the second clemse of the 16th section of the act of 1838, That

\1) 4 previous omendment to the froe banking law, passed May 6, 184l4, had
provided that it should not be lawful for an individual banker, i,0.,
not an association, to transact business in any other place than that
in vhich he resided.

(2) There appear to have been few branches of any sort left in New York at
the time of this amendment. See p. 29, Chapter 1l. However, in a law
dealing with safety fund banks passed the same day as the ome guoted,
April 12, 1848, there was a roeferonce to "all cases where & bank has a
branch," which indicates that there wers branches, and that there was
no intention of curtailing thelr operations.

(3) Bankers' Magazine, Vol, 11, Muy, 1848, p. T4b,
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certificate is required only of assocliations and not of individu-
al bankers, and the second clause of the act declares, that 'the
Place where tine operations of discount and deposit of such asso-
clations are to be carried on, designating the particular city,
town, or village,'! shall be specified in the certificate. In the
case of an individual banker, hias place of residence is the place
where his banking business must be done,

WA practice had grown up under the general baniking law, of
establishing banks in obscure places, in remote parts of the
state where little or no business was done, with a view of ob-
taining a circulation merely, and doing no other business, This
circulation was then redeemed in New York or Albany by the agents
of the bank, at one-half of one per cent. discount, and again
put in circulation without being returned to the bank, thereby
enabling the bank to redeem its own paper at a discount, and then
again put in ecirculation in the same place where it wos redeemed.
The object of the present law appears to be to break up that prac-
tice, and to ensure obedience to its requirements, the legisla-
ture have enacted that the president and cashier shall in every
roport made to this office, state that their business has been
transacted at the place required by that act, and that such re-
port shall be verified by their oaths, 4 strict compliance with
this rule will hereafter be exacted from every bank and individu-
a)l banker subject to its provisions.®

The two important provisions of the amendment, as the State Comp-
troller indicnted by repeating and emphasizing them, were: first, that every
bank of circulation mist be a bank of deposgit aleo; and, second, that every
bankk muat tronsact its business at the place specified. FPurtheormore he eox-
Plains that this requirement is intended to break up & practice which had de-
valoped under free banking of establishing in obscure and remote places banks
of issue only, the idea beinz to prolong the circulation of ocutstanding notes
by meking it difficult for them to find their way back to the bank for retire-
ment,

This was a practice peculiar to banks of issue only, and to realize
how general it had been, it is necessary to recall the fact, already empha-
gized by the quotation from Daniel Webster, that before the Civil War note

igsue was the essential and sometimes the sole function of banks, &4t first
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it sesmg %o have been considered sufficient if the notes were amply secured, But
experience shoved that security was not enough, for unless the note could return
readily to the bank which issued it, tioe circulation beeame redundant and depre-
ciated, If the banks werc remote from the centers of commerce and obscure or
inaccessible, the notes could not return readily, which was a gain to tne bank
and & loss to the note nolder, This was all tne more true if the bank did not
open its doors oi had no knowm location at all, an anomaly that apparently was
not uncommon, as tiae following instances go to show,

Ian Florida in 1839 it was officially reported of the Bank of West
Florida, wvhose notes were still in circulation, that it appeared Yto have no
fixed or permanent abiding place" and was "not to be found in the Ter:itory.“(l)

In Ohio in 1854 the State auditor recomiended a number of new rules
for banking, according to Summer, "the purport of which was generally that the
banks should have a well-known and accessible domicile, and be open in banking
hours of every business day.“(e)

In New Jersey, at about the same time, the governcr of the State said&ﬁ
"In many cases ocur banks, althouga ostensidly located in New Jersey, have their
whole business operations conducted by brokers in other States., The facility
with which they may be organized and located, without reference te the wants of
the commnity or the business of the place, is destructive to all the legitimate
ends of banking."

In Indiana in 1855 the General Bank Act was thoroughly revised, and
a new section ingerted which provided, in part, that all banks were to transact
their business "at a place designated in their issues, and where the directors,
or a majority of them, reside'; and that they were to have M"painted above the
outside door of said bank, in large letters, the name of said bank or baniking
asgociation,” and were to zeep regular banking hours, ten to three each day,

Since geveral provisions of this act congiderably restricted the operations

‘of banks in obscure places, the latter were given am opportunity to re-

(1) Swmer, Eistory of Banking, p. 2U6.

(2) 1bid., p. Lb5.
(3) Banker!s Magazine, October, 1832, Vol. 17, p. 278.
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move "to some other place of greater commercial importance" within six
months of the passage of the act.(l)

The requirement seems not to have been wholly effective, however,
for Hagh MeCulloch, spesking of the gituation a few years later, said that
fthese free banks, organized as most of them were as banks of clrculation
only, had nothing to do but to put out their notes and draw interest on
their bonds,"(2)

In Illinois, about 1858, according to Knox, the legislature passed
a bill which "prohibited the location of banks in inaccessidle places."(B)

Massachusetts also had a statute similar to the one just described
in New York. It read that "no loan or discount shall be made, nor shall any
bill or note be issued by any bank, or by any person on its account, in any

other place than at its banking house.? It also required that every bank

‘'pe kept in the town ir which it is established, and in such part of such

town as is prescribed by its charter."(u)

In Massachusetts in 1865, according to a statement in Congress by
a representative from that State, there was a bank orgsnized under the Na~
tional Bank Act, which put out its circulation and then never opened its
doors from one week's end to the other, yet it paid its stockholders 18 per
cent to 20 per cent dividends.(5)

It is evident therefore that the difficulty aimed at in the New

York amendment of 1848 which required banks to transact business at the

(1) Indians Laws, 1855, Chapter VII, Sections 40, h9,
(2) McCulloch, Men and Measures of Hglf a Century, p. 126,
(3) Enox, History of Banking, p. 725.

(W) Wsgaciusetts Bank Commissioner's Report, 1853, p. Ul,
(5) Congressional Globe, Vol. XXXV, 38th Congress, 24 Session, 1865, p. 833,
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place specified in their organization certificate and not elsewhere was not
peculiar to that State, The situation had been bad in New York for a long
time and the amendxent of 18UE was adopted after several previous rexedies
nad been attempted.!l) Tae statezent of tiue New York comptroller, tunerefore,
fully explains the amendnent on quite different grounds from branch banking
and without any reference to it.

In tne Sherman Act, or original Jational Bank Act of February 25,
1863, the concluding words of tne Hew Yori law '"and not elsewnere" were re-
tained; wiereas in the revised National Bank Act of June 3, 1864, tiey were
omitted. Their omission makes the passage less positive then it was before,
which would appear to be a weakening of the provision. However tae point
wag of iaportance, for during consideration of the bill Senator howard of
Michigan argued that tie articles of association of each bank should be
publisined in the laws in order that "tae public should know, in every case,
where an association has estatlished itself, who its members are, etc."(e)
Senator Henderson of Missouri introduced an amendment to prevent tae locality
of the banks from being "inaccessible," and said that one of the evils of toe
State banks was that "we do not know where they are located," His object he
said was "to avoid tae establislinent of banks in those inaccessible places."(3?

The need for emphasis upon this reguirexent is indicated by the fol-
lowing excerpt from general regulations issued by the first Comptroller of

tne Currency in 1863:(u)

(1) imite, koney and Banking, 5th Edition, pp. 313, 31k,

(2) Congressional Glebe, Vol, 33, Part 1, 1862-1863, 37th C 3rd, p. 8us.
(3) Ibid., pp. 850, 851.

(%) Bankers' magazime, Vol. XVIII, July, 1863, p. 9.

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



a 51 2

"Before circulating notes will be delivered to any bank or-
ganized under the national general banking law, the Comptroller
mist have satisfactory evidence, by the report ¢of an examiner,
or otherwise,

¥lst, That the bank is located in some city, town or vil-

lage, which 18 easily accessible, and not in some out-of-the-way,
inaccessible place, selected for the purpose of making the re-
turn of its notes difficult or expensive,"

Amendment to Permit Branches of Converted State Banks. - The sup-
position that the Nationzl Bank Act aimed to prevent branch banking implies
that there was in the legislators! minds when the act wasg being drafted
either a consciousness of some unhappy experience with bdranch banking or an
apprehension that such an experience might arise., No evidence has been
brousht to light to indicate that this wns the case. Certaln proposals for
"a national bank® with branches were made before the present system of free
banks was adopted for the nationel sysiem, but the fsature of branches ap-
pears to have provoked no interost or attention one way or the othere{1)
There is no mention of branches in the original act itself, either in the
form in which it was passed February 25, 1863, or in the revised and perma-
nent form adopted June 3, 186%, The first and only mention of branch bank.
ing in early national bank legislation was in the Revemue Act of March 3,
1865, which put into offect the prohibitory lolper cent tax on State bank
issues, and which also contained the section providing: first, that State
banks desiring to become national banks should be given preference over new
associations; and, second, that State banks with branches, "the capital being
Jjoint and assigned to and used by ftho mother bank and branches in definite
proportions," might convert and retain their branches. The amendment embody-

ing thls provision was introduced by Senator Van Winkle of West Virginia,

(1) Bankers'Magazine, Vol. XVI, Jamuary, 1862, p. 530; March, 1862, p. 663,
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the Congressional Globe:(l)

R, VAN WINKLE, I have an amendment which I intended to
offer to the banking system, I intended to offer it as a pro-
vigo to the fifth section, but probably it would come in more
properly as a proviso to this amendment of the Senator from
Rhode Island. Its object is to enable the State banks of West
Virginia to avail themselves of the privileges of becoming na~
tionzl banks, though it is not confined to that State. I of-
for my amendment as & proviso to the zmendment of the Senator
from Rhode Island,in this form;

Provided, That it shall be lawful for any bank
or banking association organized under State laws and
having branches, the capital beling joint and assigned
to end used by the mother bank and branches in definite
proportions, to become & national banking asscciation
in conformity with existing laws, and to retain and
keep in operation its branches or such one or more as
it may elect to retain, the amount of the circulation
redeemable at the mother bank end each branch to be
rogulated by the amount of capital assigned to and used
by each.

91t mny be perhaps that the law as it now stands would not
forbid banks of the character here described becoming national
banks and retaining their dranches; but there has been some mis-
conception in relation to the character of these bdranches. It
is not the system that prevails I believe in Indiana and Ohlo
where there are in fact a number of affiliated barks regulated
by a central board of cantrol, and the obJjection to their being
transferred in a bunch and made national banks i1g that there
cannot be two controlling powers. But the banks of the char-
acter described in the amendment that I have offered are found
in our State, in Missouri, in Peansylvonia, I believe, and in
some other States, and they amcunt simply to one bank having
two or more offices at which it tronsacts its business, In
the case of our banks the State owns about one half of the stock
and in granting an additional subscription of stock on the part
of the State--I will take a specific case with which I am more
familiar--in granting an additional subscription on the part of
the State they made it a condition that the Northwestern Bank
at Whoeling should establish a bronch with a capital of $100,000
at Parkersburge That braonch was long since established, twenty
years ago, &nd has been in operation under a renewal of the
charter ever since, and is now in operation. The point that I
desire to accomplish here is to make it certain that these
banks retaining thie organization with a branch, mey become

His remarks are quoted from

(1) Gongressional Globe, Vol. XXXV, 38th Congress, 2d Session, March 3, 1865,

p. 1281,

The full discussion of the two amendments in.the Revenue Act

of March 3, 1865 pertalning to national banks will be found in the Ap~ -

pondix, p
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national banks. They will be wholly under the national banking
law; they will be wholly under the control of the Comptroller

of the Currency as much as any other banks, and they will not

in fact differ from any other banks that are crested by the na-
tional law except in the single fact that they will have two

or more offices where theoy transact business. The mother banks
genorally have a large capital while the branches have a smaller
capital, 1In our case you could not withdraw those branches with-
out withdrawing the benofaction, if you choose to call it so,

of the State to nelghborhoods not so wealthy and not s¢ well
able to have banks of their own.

"I understand that there is no objection to this amondment.
The objection of the Comptroller of the Currency, as I under-
stood, only spplied to the system of affiliated banks of which
I havo spoken. Now you have determined, so far as you have
gone, to inmpose & tax of ten per cent, on the circulation of
these banks which have boen desirous and are authorized by &
law pongsed at the present session of our Isgislature to be-
come nationnl banks, I propose to let them do it without throw-
ing off their braenches, which perhaps they cannot do unless this
sdditional emthority is afforded. I cannot see any objection
that can be made to it, and I trust that it will be ndopted.”

The provision was adopted after conference in easentially the form
in which it was introduced, without any recorded objection or discussion be-
yond what is quoted., The distlnection which the Senator made betwesen types
of branches will recall the explanation already given in Chapter II of the
difference bdetween the branches of the State Bornks of Indiana, Chio, and
Iowa, and the branches of bamks in most of the other States. The branch
systoms to which hls amendment appllea, as hs says, "amount simply to one
bank having two or more officea'; while those to which it does not apply,
"in Indiena and Ohio ., . . are in fact & number of affiliated banks regu-
lated by a central board of control." BEis langunge implics that there was
no opposition to branches. If there hnd been any opposition, or any gener-
ally recognized experience on which to ground opposition, it is probable that
elther he himself or soms opponant would have mentioned it., The attitude

which he imputes to the Comptroller, Huoh McCulloch, cannot be interpreted
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ag one of hostility te branches. What keCulloch objected to was the conversion
as one unit of the kind of branch organization he kmew, winich was in part a State
government instrumentality and in part a private enterprise, This objection is
the nore interesting since thne entire previous experience of the comptroller had
been witn the best known of these "branch! organizations, the State Bank of In-
diana, of which he had been president. His reason for opposing such conversion
was taat "there cannot be two eontrolling powers." By two controlling powers ne
meant the State Bank's own board of control, which was virtually the Statets
supervisory authority, and the comptroller himself, who was the Federal super-
visory autnority.

In his memoirs, written years later, acCulloch describes the "branch!
system of the State Bank of Indiana with pride and satisfaction.(l) He speaks
with the same satisfaction of the national banking system. Yet nowhere does he
take cognizance of any opposition to branches on tue part of anyone., Finally the
fact that he owed his appeintment by Linceln and Chase as first Comptroller of
the Currency to his long official coreer with what was the best known "branch®
gystem in the country, would be difficult to explain if Chase and itne other
sponsors ¢f the National Bank Act had felt any antagonism to branch banking,

Ag it happened, the amendment permitting convarsion of banks with branches
proper was not used till more than forty years later, whem in 1907, the first conversion
occurrad of a State benk witn its branch.(e) The reason for this doubtless lies in

tae fact that in the period immediately following the passage of the provision tix

(1) Hugh McCulloch, Men and Measures of Half a Ceatury.

(2) Tiais was the Pascagoula Hational Bank of Moss Point, Missigsippi, having a
branch at Scranton, Mississippi. The date of the conversion was March 14,

1307,
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mumber of banks with more than one office was comparatively small, the ma-
Jority of them having been in the Southern States where banking was de-
moralized by the war and by reconstruction, and the number which could in
fact have epplied for national charter was therefore negligible, Moreover
there were probably few, if any, applicants with more than two or three
branches each, so that it was easy as an administrative measure to insist
upon their conversion as independent banks.

Yo Mention of Branches in Congressional Debates, - No mention of

fbranch banking" has been found in contemporary discussions of the National

Bank Act, either in the Congressional Globe, or in the files of the Bankers!'

Magazine, with the exception of the comments on the above amendment and the
proposals for 2 national bank with branches, similar in a way to the First
and Second Banks of the United States. In the accounts of the older his-
torians of banking,such as Enox and Summer, although there is frequent men-~
tion of branches, there is no mention of them in connection with the National
Bank Act, In Davis' documentary study, The QOrigin of the National Banking
System, prepared for the National Monetary Commigssion in 1910, there is no
mention of branches.{1l)

Finally there must be taken into account the fact that nothing
existz in the contemporary records of the number of banks and the number of
branches to suggest either that branches were mumerous enocugh to excite com-
ment or that they were inclined at any time to increase markedly in nmumber,

Further research may discover something that will throw a different

light on this point, but the present state of the evidence indicates that the

(1) Davis, Qrigin of the National Banking System, National Monmetary Commis.
Sion, vol. v.

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



Digitized for FRASER
http://fraser.stlouisfed.org/

- 66 -

provisions which effectively prevented branch banking from developing under
the national bank legislation, till amended in 1927, had nc connection with
branch banking., They originated as measures to control note issue, and were
intended, according to the explanation mede at the time, to prevent the
practice under free banking "of establishing banks im obscure places, in re-
mote parts of the state where little or no business wae done, with a view
of obtaining a circulation merely, and doing no other business," That they
had the effect of almost completely suppressing such branch banking as then
existed is not to be denied., It may be pointed out, however, that the Na-
tional Bank Act had also the effect of wholly suppressing the Suffolk Bank
system of New England, yet it has never been thought that it wes the purpose
of the act to destroy that syastem,
The conclusions reached on this subject are, in general, consonant
with views expressed previously by Mr. Edmind Platt, and Professor S, D.
Southworth. Professor Southworth wrote as follows in 1928, with respect to
the bearing of the National Bank Act on branch banking:(1)
"Branch banking was not the isgue involved. Secretary Chase
was endeavoring to bring about uniformity in the currency, with
incidental advantages to the gzovernment in a markst for govern-
ment bonds and safe depositories for government funds."
In an address before the Alabama Bankers Association, Birmingham,
May 20, 1927, Mr. Edmnd Platt, then Vice-Governmor of the Federal Beserve
Board, spoke as follows regarding the New York amendment of 1848 which was
taken over in the National Bemk Act:{(2)
#This New York amendment was, therefore, probably not in-
tended to apply to gemine branch banking, As the New York
Froe Banking Act becams the model on which the National Bank-

ing Act was built during the Civil War it would seem probable
that this New York Amendment of 1848 explains the origin of

(1) Southworth, Branch Banking in the United States, p. 1l.
(2) Platt, Branch Banking for Country Banks, pp. 6-7.
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the provision in the National Banking Act of 1864 that the prin-
cipal business of each bank mist be transacted at Tan office!
in the place mentioned in its charter - a provision which Comp-
trollers later interpreted as prohibiting branches, It explains
also the apparent inconsistency of the Act of 1805 which pvo-
vided that State banks with branches could convert into National
banks and retain their branches wherever located, thus providing
an indirect method of doing what another section of the law was
interpreted as prohibiting,?

The evidence accumilated in the present study therefore confirms

and amplifies the ideas already advanced by the foregoing suthorities.

Effocts of the National Bank Act

The National Bank Act had.first the effect ¢of breaking up the State
"branch" systems in Indiana, Ohio, Missouri, and Jowa. It did this because
note issue was an essantlal function of those systems. Their choice lay
therefore between conversion and liquidation. The third choice, of giving
up the issue function and becoming banks of deposit, appears to have been
considered out of the question. One reason for this was that the national
bank legislation in effect anmlled such monopoly privileges as they had
under State law, Just as it anmlled in effect the conatitutlional prohidi-
tion on banks that had been in force in Toxas and Arkansas, On the other
hand, since the national banks were primarily banks of issue and since State
banks desiring to convert were given preference over new organizations, it
was natural that the Wostern banks should transfer to the new system and with
that change abandon the so-~called "branch® arrangement that had characterized
them.

In the East the national bank logislation had little effect on
branch banking partly because there were scarcely any branches still in

operation there, and partly because deposit business was more developed and

issue had become of secondary importonce to many banks with the result that
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Eastern banks were generally under less impulsion to convert.

In the South and in the border States, where branches in the sense
we recognize nowadays were most commnon, the war between the States prevented
the natiomal bank legislation from having any immediate effect one way or
the other,

Pinally, for the country as a whole, the naticnal bank legisla-
tion had the general effect of establishing free banking as the dominant

feature of the banking structure.

Summary

The facts presented in this and the preceding chapter indicate
that deductions.applicable to the present cannot be casually drawn from our
banking experience before the Civil War,

In the first place, banking functions were different. 4 primary
function of banks was note issue. Consequently branches were mainly engaged
in issuing and redeeming notes--or in avoiding their redemption; whereas
branches are chiefly important now for the receipt of deposits.

Moreover, branches before the Civil War, of whatever type, appear
to have had far more independence than branches have now. Xvidence of this
lies in the fact that they were often emumerated as banks, that they fre-
quently had their own presidents and directors, and their own capital, and
that they issued their own notes, There is also evidence of this greater
independence in the fact that the Second Bank of the United States, which
had the most extensive spread of branches of any bank ever set up in this
country, experienced the utmost danger from its inability to make its dbranch-
o8 conform to general policy. This was due largely to the difficulties of

transportation and comminication.
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Branches operated before the Civil War were, without any known
exception, situated outside the town of their head offices; whereas the
great dovelopment of branches since 1900 has been within the cities of the
head offices. This of itself would mean that modern branches are much more
directly subordinate to central control than the older ones.

Branch banking before the Civil War was almost wholly rural, in
the sense that no branch system operated in or was controlled from the larger
mstropolitan centers; with the axception of the Pirst and Second Banks of
the United States, whose headquarters were in Philadelphia. Branch systems
at that timo existed only in the less populous States; by the time of the
Civil War there¢ were epparently no branches at all in New York and New Eng-
land. Modern branch banking on the contrary has been predominantly a metro-
politan activity., The largest and most important branch organizations be-
fore the Civil War had a large part of their stock subscribed by the States,
a8 was done by the Federal Government in the case of the Second Bankgof the
United States, and the States participated in the menagsment,

Finally, branches before the Civil War were not a matter of spon-
tanecus growth, in the sense that s bhank would increase the number of its
branches indefinitely, Instead the number and location of the branches of
each bank was customsrily determined in its charter,

With these distinctions in mind, conclusions based on the survey
of branch banking history up through the establishment of the national bank
gystem, may be summarized as follows:

1, The experience of the Second Bank of the United States did not
create any opposition to branch banking, as such, except ag it represented

intrusion upon the States by a Pederal corporation without their consent.
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2. The branch systems in Indisna, Ohio, and Iowa, and systems
like them in other States, seom to have been held in high repute, and con-
vertod to individusl national banks under circumstances that in no way re-
flect on branch operations,

3. There is no evidence of any experience with branch banking be-
fore the Civil War which might have led to widespread opposition, though there
were experlences which engendered distrust of barks in general.

L4, There is no evidence that up to and including the time of tho
passage of the original National Bank Act there was any legislation specifi-
cally designed to prohibit banks from having more than one office, nor that
branch operation was recognized as an issue or ags a form of baniking requiring
restriction.

5. The virtual disappearance of branch banking ip the Northeastern
States many years before the Civil War was the natural result of economic and
social conditions which favored individual enterprise.

€. The virtual disappearance of branch banking in the South after
the Civil War was due: first, to the destruction of practically all existing
banks by the war; and, second, to the fact that banks there as in the North
had henceforth to be under national charter in order to have the circula-
tion privilege,

{. Tohe provisicns in the National Bank Act effeetively preventing
the establishment of branches by mational banks were not adopted with that
intent, but were taken over from State laws where they originated in an ef-
fort to control abuses of the note issue privilege by banks of circulation

onlye.
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CHAPTER IV

MOVEMENT FOR BRANCH BAWKING, 1892-1902

For about thirty years following the Civil War and the passage
of the original National Bank Act national banks greatly surpassed State
banka in both number and importance. During that period there was very
little branch banking in the country and apparently very little discus-
gion of the subject. In 1887 and 1838 the Compiroller of the Currency,
Mr. W, L. Trenholm, had recommended that national banls be allowed %o
establlish cffices with limited functions in the city of the head of-
fice, but this recommendation received no important consid.eration.(l)

During that period, howsver, State banks began to grow in
number and in the nineties became more numerous than national banks,
This increase in State banks was due to two conditions; flrst, the
development of deposit banking to the point where it overshadowed issue
benking; and second, the need for banking services in rural communities
too small to have national banks. At that time national banks could
not be organized with less than $50,000 capital, a requirsment which
was beyond the resources of most small commnities, sspecially in
agricultural regions. The noed was therefore met by the crganization
under State charter of banks with smaller capital.

At the vory outsct of this rapid increase in tho number of

banks, however, the suggestion was made that tho need of banking aor-

(1)nmia1 Reports of the Comptroller of the Curremcy, 1887, pp. 4, 17,
263 and 1888, p.4.

-7l -
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vices in such reglons could be moro advantageously mot by branch bank-

ing, In 1892 Profeossor Charleos F. Dunbar of Harvard wrote as follows:(]')

", ...Morcover, the grecatost possible diffusion of bank-
ing facilitioce, undor an admirably guardod systom, might
bo socurod if tho ostablishmont of branchos woro cn~
couraged and facilitatod by law. That, in the prosont
stato of opinion, the branches of a contral bank would
have to contond with somo locel joalousics is probably;
tut any real improvement in commorce or finance is tol=-
ably sure to makn good its footing, It is obvious, also,
that, 4if tho multiplication of branches were ornte f3irly rocog-
nizad agoin in tho United Statos as a natural mothod, as
it has beon in the past, it would bo as available for con-
tral banks undor the Statoc systems as for national banks,
For both alike it would have the convenience of maldng

it unnocossary to provide a full board of directors for
every establishment, large or small,-~a nocosslty which is
ofton embarrassing in small places,~-sinco a local manager
under the diroction and supervision of a central board
could ofton porform tho dutios for which a local board now
hos to bo mado up. For both alike it would tond to diffuse
business risks over someshat larger arcas than at present,
with a gain analogous to that which such diffusion brings
in incuranco; and for both it would be possible to apply
banking capital at a givon moment according Yo the unequal
and variable nceds of the different paris of any soction
covorsd by a givon institution and its agencios."

In 1893 at tho World's Congross of Bankors and Financiers Mn
Byron E. Walker of tho Canadian Bank of Commexrce dolivered an address
entitled PBanking in Canada® in vhich the advantages of branch banking
for the United States were urged.

In 1894 the Comptroller of the Currency, Mr. James H. Ecksls,

in his anmmual re];;ort‘.,(‘2> described the existing situation in the follot

(1)nThe Bank Note Question," Quarterly Journal of Economics, October,
1892, Reprinted in Dunbar, Economic Essays, 190L, p. 188,

(2)anrmal Report of the Comptroller of the Currenmcy, 189l p. 10.
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ing words:

"No one can deny that banking has overreached it-
gelf in many communities. Profits are acught by several
institutions when one strong bank only could be able to
make them, the others conducting their business at either
an actual loss, or at least without profit. The con-
solidation of rival conceras in such localitiea would
add quite largely to the available banking capital, and
at the same time escape a large proportion of expense.
It would also tend to check reckless banking springing
from an unvholesome competition to obtain business.

Such a course invites public confidence and goes to
Justify it."

The Comptroller did not at the time speak of branmch banking,

but the following year, 1895, he published in his amnual report the
results of an ingquiry he had made into the banking systems of other
countries and of the various States., O{n yage 25 of his report he mads
the following observation:

"It is notable that every country reporting allows
the banks to maintain branch offices or benks., This is
worthy of much consideration, as 1t appears that branches
are thought to be necessary adjuncts to the banks to en-
able them to exorcise their function to the greatest
benefit of their governments and patrons. One country
even goes 89 far as to absolutely require that braach
banks mist be established and operated for the conven-
ience of the public. Our national banking act has been
construed as prohibiting all branches, except for con-
verted State banks having them in operation at the time
of entering the national system. It is worthy of seriocus
consideration vhether meny corrmnitios here would not be
better served with banking facilitiocs if branch banks,
linmited to a doposit and commercial businoss, under the
national banking act, wore %o be allowed."

At the same time the Secretary of the Treasury, Mr. J. G.

Carlisle, discussed tho su’bjoct:cl)

(L)poport of the Secretary of the Tre , 1895, pp. LXXXIII-LXXXIV.
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f.e.veOne of the most serious objecticns heretofores urged
against the hational bank) system as 1t now exists has been
that, while it 1s well adapted to large commercial com-
munities, where capital is easily concentrated, it has
not furnighed the necessary banking facilities to the
small centers of local trade where, especially at cer~
tain scasons of the year, such facilities are greatly
needad to assist in cultivating, gathering, and removing
our surplus agricultural products. All our trade in
these products, which consiitulte such a large and im-
portant part of our domestic and foreign commerco, be-
gins in the localities where they are grown, and it is
therc that the means for thoir first movement must de
provided. It mist bo evident, theroforo, that any sys-
tem which will promote such a distribution of the loanable
capital of the country as will maks it ocasily accessible,
upon reasonable terms, to the producers snd purchasors

of thoso products, mat bo highly beneficial to both, and
I am satisfied that, under present conditions, the only
successful attompt that can be made to secure these bene-
fits is so to amond tho law e&s to permlt national banlking
aggociations to ostablish branches for the transaction of
all kinds of business now authorized, except the issue of
circulating notos., By recoiving local deposits and dis~-
counting local bills and notes, these branchos would not
only make the capital and resources of the parent insti-
tution availablc whon needed in the localities whore the
branchos are ostablishod, Tut they would collect and
utilize in tho business transactions of the peaple all
tho surplus accumilations of their respective communities.
Theso accumulations, although small in dotail, are quite
large in the aggrogate in every Ilndustrious and thrifty
cammunity, and if they could be activoly employed, whon
noeded in the circulation, thoy would matorially aid in
rolioving the stringency, which, notwithstanding tho
abundence of curroncy in the financial centers, is some-
timos sevorely felt in particular localities.t

The same year, 1835, President Cleveland in his annusl message

to Congreass sa.id:(l)

{1)sound Currency, 1895, Vol. III, No. 1, p. 6.
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1t has always secomed to me that tho provisions of
law regarding the capital of national banks which operate
as & limitation to their location fails {sic) to make
proper compensation for the suppression of State banks,
which came near to the people in all sections of the
country and readily furnished them with bdanking accommoda=
tions and facilities. Any inconwvenience or embarrassment
arising from these restrictions on the location of natiomal
banks might well be remedied by better adspting the present
system to the creatlon of banks in asmaller commnities, or
by permitting banks of large capital o establish branches
in such localities as would serve the people--so regulated
and restrained as to secure their safe and conservative

control and manggement.”

In 1896, the year following, Comptroller Eckels in his anmual
report made a specific recommendation in faver of bdbranches for national

banks, He supported his recommendation with a discussion from which the
following is taken:(1)

#The very smallest of agricultural communities,
sven though deprived of transparteion facilities,
under & branch-bank system could still bd given the
adventages of available capital, lower interest, and
lossenod cost of exchangoe, privileges they can not
enjoy when depondent upon the hmnking methods employed
by the village or entirely isolaled storokeepor. The
branches grafted upcn a parent institution of strength
would introduce a capital info places unadble to support
indepondent banks, which could successfully compete
with that of the local loener of money at oxorbitant
rates of Interest, and make it possible to obtain
credit without endangering all property interests in
so doing.®

Puther on he gaids

1Tt moy be objected to the establishing o¢f branch
banks that they would tend to creaiec a monopoly. The

(1) inms) Roport of the Comptroller of the Curroncy, 1896, pp. 103-105.
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objection is hardly tenable; for there could not,
under the proposed amendment, be established a branch
in eny city, town, or village where a national bank

was in exlstence, and moreover the privilege of es=-
tablishing a branch at a designated place would be

open to the competition of all banks already estab-
lished outside of such place. Upon the other hand, they
would stand as en aid introduced from the outside,
which, vhile of profit to the nonresident shareholdsr, .
would in the end be of equal if not of greater bemefit
to resident citizens. They could not weaken the parent
benlk; for with the talking on of new responsibilities
additional capital could be required., They would place
the national banking system in this respect in line
with tho asystems malntained in other great commercial
nations and in accord with the provisions of some of the
banking systems of the States. Under the restrictions
adverted to, it is Immaterinl that the mmber of cen-
tral banks in the United States would be so largely in
exceas of those in England, Scotland, Ireland, Germany,
France, and Canada., If the prinelple is a correct one,
the administrative detail involved will not be diffi-
cult of solution,™

The same year Secretary Carlisle in his report said:(1)

"For reasons which were subtmitted at some length in
my lest anmual report, and which it is unnecessary to
repeat, I recormended such amendments to the national
banking laws as would permit the issue of circulating
notes equal in amount %o the face value of the bonds
deposited and reduce the tax on notes to one~fourth of
one per centun per annun, and that aonthority be given
to oatablish branch banks for the itransaction of all
kinds of business now allowed, except the issue of cire
culating notes. These amendments would, in my opinion,
greatly improve the systen, by increasing its efficiency
as o neans of furnishing accormodations to the people in
tines of need and in localities vhore adequate banking
facilities do not now exigt.!

The next year, though there was a shift of Yhe party in power,

Mr. Eckols was still Comptroller. He mads no recarmendations on any

(L)Report of the Secretary of the Treasury, 1896, p. LXXIX.
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subject in his amual report beyond reference to his previous recommends~
tions, and did not discuss branch banking, He did appear before the
House Committee on Banking and Currency in January, 1897, however, and
in a general digcussion of bills then pending repeated his statement

of the desiradility of branches, There secems to have been no opposition

from any members of the Comittee to his auggestion.(l) The new Secre-

tary of the Treasury, Mr. Ilyman J. Gege, also made no mention of branch
banking in his ennual report, but he recommended, among other things
relating to currency and banking, that Congress "Permit national banks
to be organized with a minimum capital of $25,000 in any place having

a population of 2,000 inhabifants or 1ess."(2) This change was 1intended
to remedy the condition for which branch banking had previously been
recommended.

This question, whethor it would be advantagoous to pesrmit
national banks with less than $50,000 capital to be organized, had
already becn discussed that same year, 1897, at the anmal meeting of
tho Amoricon Bankers Association by two speakers. Ope of them, Wr., G.
Ge Jordan, President of the Third National Bank of Columbus, Georgia,
incidentally advocated what we should call chain or grovp banking.

The other, Mr. W. C. Cornwell, Prosident of the City Bank, Buffalo,

advocated branch dbanking., There appears to have beon no discussion in

(1)Unitod States Congress, shth, 1st and 24 Sessions, House Commitiee
on Banking and Currency, Hoar and Arguments on the Financial
and Banking Situation, 1896~1897.

(2)R_e_port of the Socrotary of the Treasury, 1897, p. LIXVI.
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opposition to either. At tho next year's meeting of the association,
its president, Mr. J. C. Hendrix, president of the National Union Bank
of New York, expressed the opinlon in his presidential address that
branch banking was desirable. At the sams weeting, under discussion of
the subject "Tha.Nbed of Banking Facilities in Rural Districts,” both
Mr, W. 8. Woods, president of the National Banlt of Commerce, Kansas City,
gnd Mr. John P, Branch, president of the Merchants'! National Bank of
Richmond, advocated branch banking and no opposition was expressed.
A bill was pending in Congress at that time designed to pro-

vide an asset currency and to permit the establishment of branches,
In a report on the proposed legislation dated May 11, 1898 the Banking
and Currency Committee of the House said in part:(l)

. . « There can be no question, in the opinion of your-

committee, that the combination of the power to establish

branches with the power to issus & reasonable amount in

notea upon commercial assets would give a vigor to the

credit system of this country which nas been lacking

under the present complicated and unscientific system
of fixed government issues, rigid security for bank

(1) ynited States Congress, 55th, 2nd Session, H. R. Report 1575,
ordered to be printed June 15, 1898, p. 30,
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notes, and the prohibition upon the power to establish
branches.”

The House Committee also said:

"Ono of the most strildng benefits of branch banle
ing is that a branch may be croatod and maintained at
a profit in a community without sufficient business for
an independent bemle, This would permit the extemsion
of credit into many localities in the thinly settled
portions ¢f the country where it is now lmpossible.
Branch banking, moreover, permits the more ready flow
of capital from commnities vhere 1t is not needed to
those where it is needed than does the operation of
independent banks."........

“Branch banking in connection with reasonable free-

dom of note issues has produced such favorable conditions

in Scotland and Canada that interest rates are almos?

uniform throughout those countries, even in the most re~

mote sectiona, and disclose none of the striking differ-

ences disclosed in this country beitween rates in the

money centers and in certain remote sections."

This last considsration beceme one of the principal points
urged in faver of branch banking. It was contended that branch banking
would meke interest rates lower and more uniform, and theredby be of
apecial benefit to agricultural regions. Professor R. M. Breckenridge,
in a discussion entitled "Branch Benking and Discount Rates," tabulated
the diverse intorest rates prevailing in different parts of the country,
conparcd American conditions with foreign, and contondsd that "The pre-
ominent advantage of branch banklng....is its tendoncy to oqualize domos-
tic discount ra.’ces."(l)

The case for branch banking appears to have heen advocated

along the lineg indicated in the preceding quotations without much

(l)ia.ﬁkbrs' Meggzine, Vol. LVIII, Jamary, 1899; Sound Currency, Vol. VI,
¥o. 1, Jamiary, 1899. '
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opposition until 1898, Its advocates were in general those among both
Democrats and Republicans who opposed "free-silver! and defended the
gold standard in what was the main political lssue of the period.(l)
In the controversy which was raised dDranch banking was secondary to
asset currency.

It was in 1898 that the proposals for branch banking and
asset currency met their first serious reverse., The report of the House
Committee on Banking and Currency Just quoted did not represent the
unanimous views of the pommlttee; a minority report wes rendered Yy
Mr. Walker of Massachusetts in which the committee bill was severely

criticized at all points and a substitute bill prepared by Mr. Wallmr

himgelf was recommended. With respect to the branch banking provisions

of the committee bill, the minority report read as followa:te)

"The Hill-Fowler bill authorization of branch banks

is very dad economlics as compared with encouraging the
local independent tank, and still worse statesmanship.

11t finds no justification in the policy of our
free banking system or in any amendment of it proposed in
this bilil,

It is unwise to permit powerful city banks to ex-
tablish branches in places of 4,000 inhebitants or less.
The putting its local agent in a place with no intereost
in it other than the money he can make out of it for his

(1)The activitios of the group of econamists end bankers who advocated
the gold standard, asset currency, and branch banking are covered in
their publication Sound Currency, Vols. 1~10. See espocially dis-
cussions by Horace White, R M. Breckenridge, H. Parkor Willis,

A. Barton Hepburn, James B, Forgan, Iyman J, Gage, L. Carroll Root.

(2)ynited States Congross, 55th, 2nd Session, H. R. Roport 1575, Part 2,
ordered to be printed June 23, 1898, pp. Uk, 45,
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nonresident employer, means that no independent local
bank, managed by its citizens, can be established in
the town, and if one is there it must go ouf of busi-

ness.Mesvenene

"he agent of the city bank may for a time loan
money, in 'good times,! at rates to drive out the country
bank, and in times of stringency the funds with this
country agent will be sure to be immediately returned
to support the city bank. The customers of the country
agency will be sacrificed to the necessities of the
parent bank,

"Generally there are two stores in a town. In
times of excitement each is the headquarters of ono
political party. Tho agent of tho parent bank knows
tho politics of his city omployer, and again the be-
stowal of his favors is liablo fto be influoncaed by
his own politics.,

"But our cholco must be mado between one groat
"Wnited Statos Bank' with ten thousand dranches, and
on the othor hand ton thousand indepondent local banks,
united togothor, thet all in union may support oach,
and thus all togothor malo cach sccure in times of
stringency or in threatonod or actual panic, as in
the Walkor bill."........

"Undor the Wallexr bill indopondent banks will bo
formed in ovory considorable town by its leading citi-
zons and 1ln tho immediate future.

"Each bank will necessarily have in its direction

the two atorcloopoers. It will nccossarily have Ropub-

licans, Domocrats, and Populists in its monagoment.

Thoro aro not onough mon in oithor party alone so

situated as to malntain the banlk.M

A much moro serious revorse for tho proposed legislation occurred
a fow months later whon tho nmow Comptrolier of the Currency, Mr. Charles
G. Dawos, in his annual report for 1898, cxprossed vigorous opposition

to the proposals for assot currcncy and only a gqualificd approval of

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



- B2

branch benking. He roconmond.od,(l) *in accordanco with former recommon~
dations of his prodccessor, that domestic branch banking should be
legalizod in communitios of loss than 2,000 inhsbitants, many of which
are now unable to support independont banks." This was followed, hove
evor, by an argument against branch banking on a larger scale.

"The main arguments which are advanced in favor
of tho granting of more liberal privileges of branch
banking than this, are based largely upon the theory that
with branch banld.ng allowed in all communities, irre-
gpective of size, more unifom interest rates would pre-
vail throughout the country, and the flow of capital to
points of scarcity would be facilitated.™....... .

"fhe facilities now afforded by the 3,600 national
banks of the country for the movement of capital toward
points of scarcity are such that any new system would
probably not result in great changes in the gemeral rate
of interest., But when the econonic tendencies advorse
to business individualism involved in unlimited domes-
tic branch banlking are considered, the question of
interest ratcs becomes secondary.”

The action of the Comptroller caused considerable surprise and
eriticism, since in certain regspects it was in apparent conflict with
the recommendations of the Secretary of the Treasury, Mr. Lyman J. G-a.ge,(z)

vhose roport was dated the day following.(3) It was also in opposition

(1) Annual RBe Beport of the Comptroller of the Currency, 1898, p. xl.

(2)1n view of the a.ggrea’.sweness and prominence of the Cook County
Banknrs' Association in opposition to branch banking years later,
it is interesting to note that soveral of the porsons intorosted
in the movement for and against branch banking at the time of this
oarly movement were connected with Chicago banks., Mr. J. H.
Edmls,vho appears to have been the first Comptroller to recommend
erpphatically branch banking, became subsoquontly president of the
Commercial National Bank, Mr. Charles G. Dawes, whose opposition
to branch banking was of decisive importance, became president of
the Central Trust Company. Mr. Iymen J. Gage was president of the
First National Bank when appointed Secretary of the Treasury, and
Mr. James B. Forgan, one of the pudblic advocates of dbranch banidng,
succeeded him in the presidency of that bank.

(3)Beport of the Secretary of the Treasury, 1898, p. CIV; see also 1897,
op- LXXVI~LIXKI,
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to the asset currency and branch banking provisionsin the McClsary Bill
then pending before Congress and favoxed by the party in power. Accord-
ing to the Bankers' Magazine the proposals attackmd by the Comptroller
were founded on the "best features of plans proposed by former Comp-
trollersof the Currency, by the most experisnced bankers and financial
experts,” and had "a still more se¢lid foundatlion in the history and
experience of practical banling in this and other countrles,” In a
note entitled "The Cemptroller's Objections to Currency Reform® in the

Journal of Political Economy, March, 1899, Professor Breckinridge made

the statement: "“Among other things, it has been pointed cut that the
comptreller is in opposition, on the question of banking reform, not
only to his party and its pledges, baut to the weight of expert opinion
in the United States."

Feverthelegs the opposition checked immediate action and the
McCleary bill was withdrawn from the calendar,

In hig following report, 1899, the Comptroller did not review
the recommendation that branches be authorized in towns of less than
2,000. Instead there was the following:(1}

"In accordance with the recommendation of the Presi-
dent and the Secretary of the Treasury, and for the pur-
pose of affording our smaller communities the business
advantages incident to increased banking facilities, the
Comptreller would urge tho enactment of laws anthorizing the

organization of national banks with a capital of $25,000
In towms of 2,000 or less population."

4 provision to this effect, the size of town being changed to
3,000, was enacted three months later in the Currency Act of March 1Y,

1900; and at the end of the year the Comptroller reported that "In

(l)innu.al"g‘%moft ¢f the Comptrollor of the Currency, 1899, p. XX.
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enticipation of and as a result of the passage of the currency law
passed March 14, 1900, spproximately one thousand informal applications
for authority %o organize national banks have been filed...."(l) He
also reported that in the period of about seven months since the
passage of the act, 208 national banks with capital of $25,000 and Y1
with capital between $25,000 and $50,000 had been organized, most of
them being in the Middle West. About half of these were primary
organizations,

It should he noted that the great increase in the number of
banks, national and State, which ran through the two following decades,
began about this time.

Although the increase in the number of banks, as & consequence
of the new law, tendsd to relieve the dearth of bhanking facilities in
agricultural regions for which branch banking had been urged as a relief,
nevertheless, the advocacy of branch dbanking and asset currency con-
timed. Bills covering these subjects remained before Congress. The
controversy became more vehement than bvefore, though some of the pro-
ponents were already discouraged by the political opposition. Thus
the Secretary of the Treasury, Mr. Iyman J. Gage, describing the weale
nesses of our banking system, which he said "is devised for fair weather,
not for storms," used the following words, having in mind the events

of 1893:(2)

(1)Annual Report of the Comptroller of the Currency, 1900, p. XXX.

(E)Report of the Secretary of the Treasury, 1901, pp. 76, 77. Re-
printed in Sound Currency, December, 1901, p. -236.
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f,...Many bank failures occurred and business bank-
ruptcies were numorous; factories and work shops
wore closed, and unemployed labor suffered the pains
of want, Nor could these evil consequoences, under
the limltations of our banking system, have been
avoided, Unlesa modifications be made wheroby the
strength of associatlon can be secured, and the sur-
plus power of the safe and strong extended in confi-
dence to the support of the weak and exposed, a
repetition of tho disastrous phenomena of 1893
awaits only the progress of time.

"Argument has been put forward for a sysfom
which contamplates & large central bank with multi-
plied dranchos. That system does, indeod, afford the
elemonts which would give tho highost assorance of
protection agoinst the present ovil of individual
banks, each an independent unit, with no bond of
cohesion, no power of cooperative action, no ability
t0 coordinate for the general good or for mmtusal
defense. BPut the proposition for large central
banks, with broad powers for the establishing of
branches, offends the common instincts of our people,
and may fairly be locked upon as at present im~
possible of realization.t

In May, 1902, Mr. Horace White, vho had for some time been
one of the most active advocates of branch banking, made an addressz to
the Joint Convention of the Bankers! Associations of Misgouri, Kansas,
Oklahoma, and Indian Territory on "Branch Bauking: its Economies and
Advantages." The following is taken from his a.ddress:(l)

"There is a wide diversity of opinion in this
country as %0 the advisabllity of branch banking, and
this diversity exists largely among bankers themselves.
The mass of the people know nothing about it, and few
of them care enough about it to study the question,

The doctrinafiies, the college professors, the economists,
are generally in favor of branch benking. They are not,
nowever, so far as I Imow, in favor of forcing that

{1)sound Currency, Vol. IX, Jume, 1902, pp. 51, 52.
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system upon the national bankers against their will....
«vv..] for one do not believe that dbranch banking will
ever be adopted by Congress until the majority of

bankers acquiesce in it., Nevertheless, I believe fhat

it will come, becamse I belleve that it will be economi-
cal and profitable to all banks in both city and country,
and that it will extend and enlarge instead of crippling
their business, and that after trying it they will wonder
vhy they were ever opposed to it."

According to the Commercial and Financial Chronicle. the bankers, affer
liétening to the address and discussing the subject, passed reselutions
condemning branch banking "in all its forms as being unpatriotic, un-
American, unbtusinesslike and as tending to establish a monopoly of the
honored business of banking in the hands of a few millionaires to the
exclusion of the men of the West, old and young, who have labored so
faithfully and well to make our banking system what it is today, the
best in the mown world."

In that same year an even more decisive test of feeling on
the subject was made at the meeling of the American Bankers Associs-
tion in New Orleans, where the main topics of discussion were dbranch
banking and asset currency. The address of the asscciation's president,
Mr. Myron T. Herriclk, was largely occcupied with it, and other principal
gpealkers on the subject were Mr. W. B. Ridgely, Comptroller of the Cur-
rency, Representative Charles N, Fowler of New Jersey, Mr. Charles G.
Dawes, President of the Central Trust Company of Chicago, and Mr. Horace
Hhite.(l) These addresses are extremely illuminating records of prevailing

attitudes on the subject.

(1)?roceediixgg of the American Bgokers _Association, 1902.
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Mr. Herrick in discussing branch banling described the experi-

ence in Australia:(l)

"President Stickney, of the Chicago Great Western
Railway Company, urged with marked ability before this
Association last year, that the experience of Canada
proved the desirability of branch dbanks and note issues
secured by bank assets, and we wonder that anything
other than a Scoteh banking system should be taught by
the experience of the great self-governing colonies of
Englend. The ordeal which Australia passed through
after the Baring failure is suggested in this connece-
tion. In that country of very large gold reserves and
exceptional per capita wealth, the multiplication of
branches of great banks established ln Sidney, Mel-
bourne and other cities, had been carried to the ex-
treme 1limit of possible need, in the most active times.
When the crash came in land values, as an inevitable
result of overspeculation, and when general business
languished, the banlks did not pay, and they could not
safely be closed vhen the public was uneasy and appre-~
hensive. The managers of branch banks had been far too
ready, in eager competition for patronage, to procure the
loaning of funds on security unfit to stand the test of
bhard times. In the beginning of 1892 there were 28 banks
in the Australian colonies of Great Britain, with more
than 1,700 branches, which had gone through the first
crigis of 1891. But in the following year panic swept
the Antipodes. Immense banks, one after another, suc-
cumbed to ruin and losses. Some had deposits reaching
$50,000,000 apiece. Others owed their patrons from
$25,000,000 to $35,000,000. In several instances a
gingle blg institution had over 100 branches. Several
banles went down in spite of capital paid in to the
amount of more than $5,000,000 aplece."

Mr. Dawes, in more ouispoken opposition to branch banking and
agset currency, sa.id.:(g)

"1 want to speak now for a few moments about this
branch banking proposition. Those of us who oppose

(HProceedim of the American Bgnkmers- Association, 1902, np. 10, 11,
(2)1pia,, pp. 119, 120.
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branch banking have no quarrel with political econo-
mists as to the principles which are lnvolved. TWe
kmow that & branch banking system would cost the com-
manity less in the amount of interest which must be
collected to pay the expenses and profits of a bank-

ing system.

"We admit that there would be a less number of
banks, a less number of clerks, a less emount of rent
to pay and greater facility in the movement of money
between the different sections of ocur country, and
greater convenience to some lines of business. Nor
do we take the ground that the small banker, as a
small banker, is entitled to any greater protection
than any other class of small business men when the
interests of the public are at stake. The position
we do take at this time is this: That to let the great
central banks of our cities into competition with the
smaller banks of the country by taking down the re-
strictive legislation of present laws would s¢ injure
the opportunities for credit of the present great class
of borrowing customers o¢f small banks~~those men who
are starting small enterprises, who are starting small
mamfactories, who are developing the mineral end agri-
cultural wealth of this msgnificent country of ours,
vhich is as yel an undeveloped country~—that we would
8o injure them that as a national policy it would bs
most unwise for us at this time to adopt.!

In conclusion he answered the argument that the experience of
other countries with branch banking had proved its superiority to American

pracgtice, in the following mrds:(l)

"....And we have the greatest banking system that the
world has ever kmown, Thank heaven this great system
hag been built up under the American theory as dis~
tinguished from the monarchial theory--by protecting
the opportunities of the small institution, by pro-
tecting the right to exist and the right to grow of
Tifteen thousand differentiated banking units as dis-
tinguished from a great ceniral bank protected by
government and ramifying cut in i%s commercial in-
fluence by branches which prevented the proper develop—
mont of the country through small institutions fit to
cope with the conditions of their localities, built

(I)Proceedys of the American Bgnkers Assoclation, 1902, p. 121,
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up as we have btuilt up the great American fation--nat
from the top down, but from the bottom up-—by protect-
ing the rights of the individual, by fostering the
great American principle embodied in the American Con-
gtitution that the greatest national good comes from
the protection of the rights and opportunities of the
gmallest and wealmst as well as the greatest, built up
until now in banking, as ir comerce, we are coming to
be the great and dominant power in the business of the
world, "

On this general point Congressman Fowler of the Banking and
Currency Comnmittee of the House, in the course of hls addrsss advocating

branch banking and asset currency, argued that there was extreme wealk-
(1}

ness in our banking structure:

"Hardly a single financial or currency law graces
our statute books that has been the result of cool,
clear, dispassionate calculation and economic reasoning;
tut nearly all of them have sprung from the necessity of
war, political purpose, or the shock incident to some
commercial convulsion.

lhe result is that the banking business of the
country is conducted in a most wasteful way, with
machinery utterly inadequate to provide far the buai-
ness at hand, and whelly unsuited to successfully withe
stand the storms of expanded creodits and keep the dedbiors
in safety while contraction rages and panics prey upon
prices.

At the very time when banks should be of the great-
est asgilstance our 12,000 integrated, so-called inde~
pendsnt banks become the most dependent weallings and
destructive forces in the business organization. Xach
individual ingtitution, conscious that all its creditors
know its weakness, begins the desperate struggle of self-
preservation and ruinous liguidation follows."

The same spealer, in anawering Mr. Herrick!s criticism of

branch banking already quoted, said:€2>

(1)Proceedings of the American Bankers Association, 1902, p. 112,
(2)1pig,,p. 100.
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"Mr. Herrick alluded in his speech to the fact
that there had been great failures in Auwstralia, vhere
the banking systenr was Scotch, both as t0 currency and
brganches., That is true, but it was because those banks
forgot that their business was a cormercial business,
and went into the real estate business. The fact that
they failed only proves that no well-managed bank,
dealing with the commerce of a country, will engage in
the real estate business.”

Fith reference to the principal argument in favor of branch
banking, that it would leower interest charges to countyry borrowers,

Congressman Fowler made the following remark:(l)

"A banker said to nme a short time ago: 'Don't
you know, Mr. Fowler, that five thousand bankers are
against you?! I replied: '!I do, but I lmow on the
other hand that there are five million borrowers for
me, 11

A contrary view of the practical aspects of the issue was
expressed by the Comptroller, Mr. Ridgely, in a swuwmary of the sitna-
tion:(a)

"I believe in branch nmalding, Theoretically, it
is the bhest systen, as it iz nmore economical, nore
efficient, will serve its customerg better, and the
organization canbe such as to secure in most respects
better management., Owing 40 co~operation between its
branches, it can De nade safer than any system of in—
dependent banks. If I were outlining a new system for
a country in which there was none, I would adopt this
syster; and I regret that it was not adopted or per—
ultted in the beginning of the National banking sys-
tera. I believe the National banls would be stronger
and better to-day if branches had been permitted and
the system had been developed with the branch feature
an essential part of it, If this had been done the
currency would doubtless have been nade more elastic
before nows If it had not, i} would be easier now to
do so with a systen of large banks with numerous
branches. Our system, however, was started on the
other plan. All its growth has been in the other

(1)Proceedz_.gg§' of the American Bankers _Association, 1902, p. 110.
()01, p. 72.

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



- 91 -

direction. Our pecple know the independent hame bank

and banker. It is too radical a change for the bank,

the banker and the customer, %o introduce at this late

day, 1 do not think it would be wise to make such a change
now if it could be done. I most emphatically believe it
will not and cammot be done, The majority of bankers,

the majority of the people are against it, and they will
gee that the majority of Congress are againat it.!

This same obstacle in the way of branch banking legislation

was described by Mr. Dawes: (1)

YAs bankers we do not need mich education in the
theory of branch banlkding, We have read the text bhooks.
But tell us aomething about the chance for the passegs
of such a law at this time. Do you think that now,
when there seems fo be a growing publlic apprehension as
to this great process of consolidation of business
interests which is going on in other lines in this coun-
try: when the whole country is agitated concerning the
effects of the immense steps in the centralization of
industry which is accompanying the formation of these
great industrial corporations; when there is an in-
croasing and general apprehension that through that
process the scope of individual activity is being too
limited; when the Congress and the Executive and his
Cabinet are s‘tudying and discussing the question of

either regulation or additional restriciions in corpo~
ration law, do you tell us that there is any chance of
Congress taking down the restrictive provisions of the
law which prevents branch banking, and which prevents

the formation of great central banks and branchest"

A% the same convention a resolution was later introduced by
deL’Heqhn.‘ ll).go_m-;'m,
Mr. A. J. Frame, President of the Waukesha National Banlk,nand though

it failed of adoption, it probably illustrates, as did the resolution

adopted at Kensas City six months before, the feeling of the average

unit banker. Mr. Frame'!s resolution was in part as ftr::i.lowr\s:(3

(1)Proceed1_g§' of the Americen Bankers Asgsociation, 1902, p. 120.
(2)1viq,, pp. 132, 133.
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"Whereag, In the past forty years the United
States has forged ahead by leaps and bounds in ma~
terial prosperity until towday it has distanced all
competitors, and we believe the most poten’t factor in
producing this result, next to the intelligent energy
of our people, is the aild given by the banks; and,

"Mhereas, While this great esdvance has been in
progross the bankdng system of this country--under
the fostering care of local ownership, coupled with
continual progress in conservatism and soundear bank-
ing laws--hag wore than kept pace with the general
progress in other lines, until to-day her banklng
powerve..exceeds 44 per ceni, of the world's banking
POWEIr s n e

L therefore be it

"Resolved, That the American Bgnkers' Association
is opposed to the passage by Congress of ths so-~called
Fowler bill, which undoubtedly would revolutionize the
present system of banking, thus forcing the 500,000
stockholders to sell their vested rights or stand monopo~
listic competition, and substitute therefor a brood of
two undred or three hundred great central banks, with
10,000 to 15,000 branches in large cities as well as
swall, and as such branches would have no capital and
only figure-head management, individualism in management
would cease, local tax be ovaded, no home distribution
of profits, local progress retarded, in shori, the
great central banks would skim the cream from the whole
country to enrich the exchequers of the great ceniral
banks, further....

"Resolved, That as the quality of our money is un-
doubted and the quantity ample for all legitimate re~
quirenents—but not for wild speculative purposes~—we
are opposed to an asset currency that will further in-
flate credit, drive our gold abroad undsxr the Gresham
law and help us into a panic when we are out of one;..

1)

At this meeting in New Orleans in 1902 the early movement

for branch banking, which had run ebout ten years, may be said to have
spent itself., The bankers, realizing that the movement threatened

their independence, offered it their detemmined and vigorous opposition,
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At the next year's meeting of the association the suwbject was scarcely
mentioned. Mr, Frame, in summing up progress in rurrency reform during
the year past, used these words: "Branch banking in the United States
has besn relegated to the rear.' fAsset currency with its first lien

to rob the depositor has not been considered by the committee and is

doomed to certain dafea.t."(l)

The success of the banksrs was indirectly acknowledged by
the currency reformers. Mr, H, Parker Willis, in discussing the situa~
tion in 1902, said that "from a political standpoint," one of the great-
est obstacles in the way of the desired reforms was "found in the selfish-
ness of some of those who are at the head of national banks of low capi-
talization." He continued:(z)

", ...Comntry bankers foresee danger %o themselves

in the possibility of inroads upon their fields of
effort, should the larger institutions of the cities
be pemitted to eatablish branches and compete with
thar in their home markst on equal tems. They lnow
that such a policy would result in a reduction of
interest rates in their towns and that their chances
for the profitable use of their funds might thereby
be somevhat diminished unless they were prepared to
go as far as their new rivals in serving customers
cheaply. The usual complaint against such proposals
is that they would result in building up = money
power which would crush the small banks out of
existence, A nore absurd reversal of the actual
facts in the case could scarcely be imagined. TWhat
the establislhment of branches would actually do would
be to destroy the local money power which now prgcti-
cally stifles many forms of legitimate industry by
the pressure of excessive interest rates, and by other
even legs Jjustifiable means.”

(2)30una Currenc » Vol. IX, March, 1902, pp. 23, 24.
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The next year, speasking with regard both to branch banking and

asget currency, he sa.id.g(l)

The most potent cause of difficulty is found
in the attitude of certain banking interests, and
particularly of the country banks, in the United
States."

There still remained, however, a conviction that the theoreti-
cal advantages of branch banikdng would prevail over the practical ob-
jections to it. 1In the same year, 1903, Professor 0. M. W. Sprague

wrote:(a)

"Upon few subjects has the consensus of opinion
of both economists and financial writers been more
general than upon the advantages of dbranch banlking
over & system of separate local banks., Its superiority
in respect to safety, oconomy, the equalization of
rates for loans, and the diffusion of banking facili-
ties, cannot be questioned, The system is -common to
all commercial countries, with the exception of the
United States: and it has been the settled conviction
of writers to whom experience and knowledge of banlking
glve suthority that its prohibition in the national
banking law and in that of most of the States is a
serious defect, and that these advantages would follow
the adoption of the system in this country.....

"The advantages of dranch banking are incon-
testable; and the arguments urged against the system
are after sll, in large pert, dependent upon temporary
conditions and feelings."
Yot as a matter of fact, so sirong had been the resction
ageinst the propeosal for branch banking that, except for occasional
academic mention, the subject was dead, and the controversy that was

active from about 1892 to 1902 was practically forgotten., For in-

(1)Sound Curremcy, Vol. X, December, 1903, p. 136.

(2)wBranch Banking in the United States," Quarterly Journal of Economics,
Vol. 17, February, 1903, pp. 2k2, 259.
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gtance, Professor William A, Scott of the University of Wisconsin in
his book, Money and Bgnking, published in 1903, gave a very judicious
discussion of branch banking, taking into account both what was sald
for it and against it. In 1910 he published a revised edition of his
book in which he omitted this discussion. Branch banking, which had
seemed timely and deserving of discussion in 1903, had evidently lost its
importance entirely by 1910C.

At the convention of the JMmerican Bankesrs Assoclation at
Denver in 1908, whers Woodrow Wilson in the course of en address spoks
favorably of branch banking, Mr. Byron E., Walker, President of the
Canadien Bank of Commerce, whose address in Chicago in 1893 has already
been mentioned as one of the pioneer recommendations of branch benking
for this country, sald that the purpose of his paper would be amply
served if he could "for ons brief moment lay emphasis upon the dis-
agrecsble fact that while reform in the banking and currency systems of
the United States is absolutely necessary, there is no probability what-
ever that any substantial reform will take place at the moment.®

As the discussion has indicated, the two related aims of the
currency reformers were asset currency and branch banking. For these
two they had been working for almost twenty years. Their main interest

lay in asset currency, however, and their interest in branch banking

arese in large part, though not wholly, from the fact that it presented

itself as the obvious centralizing agency for the proposed currency.
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It was still recognized that a centralizing agency was essential, bul
since the door to centralization through branch benking was shut, other
angles of approach had to be attempted. Consideration of currency re-
form went on, therefore, without branch banking, and the National Mone-
tary Commission in 1911 mentioned branch banking only incidentally in
the descriptions of various banking systems which it studied, 1t was
not considered in the ¢ommission's recommendation. Smator Aldrich,
however, the chairman of the bommiselion, mentioned the subject in

an sddress in the following words:(1)

"Competent emthorities bage the success of the
Canadian system upon their oxtensive use of branches.
0f course, I realize that thers are in this country
& great many intelligent men who think we ought to
have & system of branch banking like the Canadian;
but unless I greatly mistals the character of the
American people that will not be possible. In my
Judgment any system which is to be adopted in this
country mmust recognize the rights and the indepen-—
dence of the 25,000 separate banks in the United
States,

Mention of branch banking was also mads by the Vice Chairman
of the Commission, Representative E. B, Vreeland:(a)

. ...N0 one will ever live to see the day when the
branch banking system....will de tolerated by the
people of the United States. It is un-American.

It ia not in accord with the MAmerican character and
American ideas.®

Farther on 1:19 said:

#The economies of the branch banking sysiem are
such that no other system can live beside 1%, It is
Just as sure that as the sun will arise to-morrow that
the branch banking system, if talmn up in the United
States, would in the end drive out of existence all the
banks in every city and town in the country outside of
the great financial centers.!

(1)Bational Monetary.comg:ission Renord, 1911, Vol.20, p. 2k.
(2)Address at New York State Bankers' Association, July, 1910,
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In reading these two statements it is well to bear in mind
how greatly the picture had changed in twenty years. A4t the time
Senator Aldrich spoke the number of banks had risen, since branch
banking was first suggested in 1892, from 10,000 to 25,000. Capital
and enterprise were going into the establislment of new banks every
day. In 1910 and 1911 the mumber of banks increased almost 1,000 a
year., The small commmunities for which branches had been recommendsd
eighteen years hefore, so that they might not be withoul banking
facilities, were now presumably belng supplied in abundance with inde-
pendent banks of their om. So long as these independent banks pros-

pered and performed thelr functions satisfactorily, there could be
little ground for sggressive advocacy of branch banking, even by those

who were still convinced on principle of its desirability.(l)

Three things stand out with respect to the movement for dbranch
banking whose course has been reviewed, The first is that it was con—
cerned exclusively with branches for rural commnities; the second is
that it did not arouse great public interest, but remained an issuse
emong specialists; the third is that the opposition raised smong bankers
was politically overwhelming,.

The purpcse of the movement, as avowsd, had been to make the

flow of credit easier between the finsncial centers, where the supply of
money was greatest, end the farming regions, where the demand for it was

most acute. The rejection of the proposal meant postponement of a closer

(1)1t is interesting to note, however, that what appears to be the first
book published in the United States on branch banking appeared in 1911,
It was entitled A Rational Bgnking System, and was by H. M. P. Eckardt.
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community of financial interest between country and city than already
existed., TFor this decision i% appeared on the surface that the country
bankers were mainly responsible, since the emphasis was placed on the
importance of this independence. I% is not improbable, however, that
city bankers. with corrsspondent relationships which they preferred not

to disturb were just as influential in determining the decision against

branch banking as were the country bankers in whose interest that deci-
sion appeared to have been made.

That the movement for dbranch banking should not have attracted
great public interest is to be expectsd, considering the technical nature

of the subject. Moreover, even to the extent that public Interest was
aroused, the arguments for branch banking were chiefly economic, while

the arguments sgainst it were chiefly pelitical and social. It was not

possible, therefore, to obtain & decision on purely economic grounds.

That the opposition of the bankers should have been overwhelming,
in the absence of any real public interest in favor of branch banking, is
not strange. Nor is it sftrange that the bankers, pursuing, as in the
main they were, a thriving and profitable business, should have been more
moved by the probability that branch dbanking would affect them individually

than by the possibility that the econamic system as a vhole would profite
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CEAPTER ¥

BRANCH BANKING AMONG STATE BANES

Although the movement described in the preceding chapters failed
to accomplish its aim and the establishment of branchea remained illegal for
national banks, an increasing mumber of branches of State banks came into
operation. This is apparent from Chart 2, Chapter 1. That the growth in
branch banking should become noticeable just at the time the agitation for
it was dying out is an interesting fact. The growth occurred, however, in a
different quarter from that in which it had been advocated, The advocates
had in mind rural and agricultural commnities, but it was in large cities
that branch banking now began to show the most perceptible development,

In 1900 the number &f branches outside the city of the head office
was 94, while the mumber of branches inside was only 25. In the years fol-
lowing the branches inside the head office city increased much more rapidly,
so that 4 1915 they were considerably in sxcess of the mumber of branches
outside, In fact from 1900 to 1930 dbranches in large cities, which are ap-
proximately-identical with branches classified as inside the city of the
head office, increased much more rapidly in mumber than rural branches, which
are approximately identical with branches classified as outside the city of
the head office, DBeiween June, 1930, and December, 1931, the number of city
branches has declined, but the mumber of rural branches hag shown a further

inc¢rease,

Growth of City Branches
The increase, in city branches since 1300 has. occurred chiefly in a
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few large cities-~New York, Cleveland, Detroit, Philadelphia, and Boston.

The increase in rural branches in the game weriod was mgst notable in
California, though it was also important in louisiana, South Carolina, Maine,
aryland, North Carolina, Arizona, and Tennessee. Develomments in Califor-
nia are described in a separate report. Developments in New York, Massa-
chusetts, Ohio, and Michigan are described in the following paragraphs.

New York. -~ Developments in New York began in 1898, when the law
wes amended with a specific authorization of branches., Prior to that Sec~
tion 89 of the Banking Law of 1892 had read:

No bank in this state, nor any officer or director there-

of, shall open or keep an office of deposit or discount other

than its ususl place of business."
This prohibition appears to be a rewording of the gist of the Act of April
12, 1848, which, as described in Chapter III, was designed to curb the wild-
catting of banlk notes. There is n¢o evidence that it was brouwght aboui by
any contemporary experience. The evidence is rather to the contrary, for
in the same law in which the prohibition appears there is a restatement of
provisions for State bank note issues which the National Bank Act had made
ochsolete {wenty-seven years before. The change appears to have been merely
incidental, therefore, to & general codification of the banking law.

The Act of April 22, 1898, which amended the foregoing, provided
that baals in cities of over 1,000,000 inhabitants might have branches. The
act applied therefore to New York City alone. The law required that the
banks'! charters provide for branches, and therefore existing charters had
to be amended before branches could be established,

The pionesrs in establishing branches in New Yorlk City appear to
have been the Corn Exchange Bank and the Colonial Bank, The Corn Exchange
had five branches in 1900, and the Colonial Bank, three. Three banks, the
Astor Place Bank, the Hudson River Banlz, and the Queens County Bank, are

also listed in ovld directorlies as "branches of the Corn Exchange Bank!;

Federal Reserve Bank of St. Louis



Digitized for FRASER
http://fraser.stlouisfed.org/

- 101 -

whether they were then affiliated banks subsequently absorbed, or were of-
fices still contiming to bear the names of banks already absorbed, is not
clear. The Colonial Bank was apparently an affiliate of the Hanover National
Bank at that time.(l) It was an up~town bank, its head of fices and branches
being on the upper west side far from the financial section, The Corn Ex-
change Bank, though its head office was in the Wall Street, district, was
establishing its other offices in quite different parts of the clty. Three
other banks had one branch each, the Nassau Trust, the New Amsterdam, and
the Union Bank. This made five banks operating eleven branches. In 1905
the number had increasedto 34 banks with 86 branches.

The 1898 law was interpreted ag giving the superintendent of banks
no suthority to keep a bank from establisaing branches, and in his 1905 re-
port he recommended that the law be changed to give him unguestioned anthor-
ity to do 80.(2) In 1906 his recommendation was that he be given the same
control over the establishment of branches that he had over the eatablish-
ment of banks.(3)

In the fourth weelt of October, 1907--the height of the panic of
that year--ten New York City banks suspended., Of these all but three had
branches, the total number being twenty-one; the Hamilton Bank had six; and
the Jenkins Trust Company, five. The superintendent of banks, in commenting
on the fact that severn of the ten suspended banks had branches, said:(u)

Meeeeadn soveral cases the failure may be attributed in soms
measure to this fact, 4s the company becams weakened, the ad-

(1 Sound Currency, 1902, Vol. 1X, p. 100.

(2) New York, Anmual Eeport of Superintendent of Banks, 1905, pp. xxiv-xxv,
(3) Ibid,, 1906, ppe xxxi-xxxii,

(4) Ibids, 1907, pp. xliv-xlv,
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ditional exposure rendered possible by the existence of these
branches greatly increased the embarrvassment,

"The maintenance of branches, in ocur judgment, requires
that the corporation nnve greater strength than would othep.
wise be nescessary.

"The establishment of a branch of sither a bank or trust
eompany is in effect the opening of another institution.
There should therefore be a statutory minimum requirement
as to capital in order properly to protect the corporatlion
in the extension of its business," srasanas

In my judgment the minimum smount of capital pre-

scribed by statute for a bank or trust company should be in-
creased for each branch by $100,000, As elsevhere stated,
I deem it wise that no branch of a bank or trust company
should be established without the consent of the Superin-
tendent of Banks and his approval of the location of such
branch office.

Y1 therefore recommend:

"That no bank or trust company shall here-
after establish o branch without the written
congent of the Superintendent of Banks, nor un-
"less its capital be equal to the amount re-
quired by statute for incorporation with an ad-
ditional $100,000 of capital for each branch
established after incorporation.

11 further recommend:
"An enactment that every bank or trust com-
pany now having branches, wiaose capital stock
does not egqual the amount above prescribed,
shall, within six months from the time the act
takes effect, either increase its capital stock
to the amount above required or reduce the mum-
ter of its branches @0 as to comply with the
proposed limitation."
The legiglature adopted these recommendations in an act of April
27, 1908, except that in the case of branches already established only
$50,000 additional eapital for each branch was required. The act applied,
however, only to'banks®--not to trust companies. It restricted branches of
State banks to citles of over 1,000,000, and the branches were suthorized

"for the receipt and paymwent of deposits and for melkting loans and discounts
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to the customers of such branch offices only," a restriction that doubtless
betrays an intent to keep bdranches from competing with independent banks,
though it is not clear how it could be made effective, By an act of March
7, 1919, the law was further amended to permit branches of State banks in
towne of more than 50,000 population, but trust companies in towns of any
size still have the right to establish branches, provided their capital 1s
adequate and the superintendent approves.

The more and more liberal legal provisions for branch banking
wioich have been enacted in New York in the past thirty-four years have been
adopted without evidence of controversy and have been attended by an active
increase in the mumber of branches in operation, There has not been any
disposition, however, to procure pormission for out-of-towm branches. So
far from secking sucih permission, the New York City banks have preferred
to confine their offices to the city-~s preference that seems reasonable
in view of the abundance of business which comes to them without out-of-towm
branches, Their present policy is consistent with their past, for the great
Well Street banks took no important part in urban branch bonking until after
1920, and evon at prescnt soveral of them have elther no branches or so few
that they do not count as "systems."

The only marked tendency to intercity activity has developed in
Buffalo, where the Moarine Midland group exercises control over ninecteen
banks in ninetecn different cities, In all the large cities in the State,
however, there are banks with home city branches. The mojority of the banks
with branches are under State charter and the mojority of branches belong
to such banks.

Magssacimsetts. - Branch banking began in Massachusetts about the

some time as In New York. Apparently there was no branch banking in the
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Stote from the early 19th century until after 1900, though shortly before
the Civil War certain country banks established agencies in Boston, This
practice is referred to in Chapter II, In 1895 it was reported in response
to the inquiry of the Comptroller of the Currency that none of the banks
were permitted to have branci offices. In 1902 a law was passed permitting
any trust company (there are no State "banks! in Massaclusetts) to have "a
branch office" in its home city, "for the sole purpose of receiving deposits,
paying checks, and transacting a safe deposit business." A few branches
were established, btut obviously the law was not encouraging. In 1908 it
was ampended to permit lending at the branches, though the limitation of one
branch to sacn trust company remained in force. In 1914 it was enacted that
a trust company might retain as a branch "any office" of another trust com-
peny that it had absorbed, provided it was in the same town., Thie permitted
the addition of more than one branch, but only by a slow process. The fol-
lowing year, 1915, there were 26 banks with 33 branches, and in the next
five years this was increased by only 10 banks and 12 branches, 7 of which
vore in the cities of the head officos, ' When the McFadden Act was passed,
it became pomsible for national banks in Massachusetts to have branches in
their home cities since the State law permitted them, but without the narrow
restriction as to mumber that the State law imposed, The State lav wos ac-
cordingly changed Mey 8, 1928, to permit trust companies to have "one or
more® branches, a privilege that equalized conditions. The larger branch
systems and the majority of branches now belong to national banks, though
the majority of banks with branches are under State charter,

The gradual liberalization of the laws on branch banking over the

past thirty years in Massachusetts has been attended by little or no con-
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troversy spparently and the growth in the mumber of branches has been de-
liberate. As in New York, there has been no merked interest in procuring
permission for intercity branch banking, but three leading groups have de-
voloped control of banks in various cities of the State, Two of these
groups have headquarters in Boston and one in Worcester.

Qhio., - As explalned in Chapter 1I, there was an extensive system
of “branches" belonging to the State Bank of Ohio before the Civil War, al-
though they were unlike modern branches of a single corporation. There may
have been a few branches of the modern type as well, but not many were in
existence in 1895 apparently, for it was then reported to the Comptroller
of the Currency as follows: "There are some of the unincorporatod hanks or
partnorshipe that have branch offices, but there are no provisions of law
regulating branch offices of incorporated banks now in active operation.®
In 1900, however, six bhanks with nine branches between them were reported,
all but one of the branches being outside the city of the head office,
Around 1902 urban branches of State banks began to be established, especially
in Cleveland, though as a coummon law right apparently rather than by special
axthorization, since it was reported in the Comptrollerts survey in 1902
that branches were not authorized, In the National Monetary Commission's

Digest of State Iaws in 1908 there is no mention of branches in the section

on Ohio laws. The mumber of branches and the rumber of banks with branches
steadily increased, but chiefly as a home city activity. Since 1923 the law
has limited branches to the home city and to contiguous communities; as

amended in 193], 1t allows them within Pother parts of the county or counties

in which the municipality containing the main bank is located,"

Branck terking still remains elmost wholly a State bank activity in Ohio
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and the majority of branches are in the home cities. The development has
been gradual and apparently has not been attended by controversy.

Michigan. ~ The fourth State in which branch banking has been an
important urban development since the beginning of the century is Michigan,
There appear to have been few or no branches in the State before the Civil
War, but by 1895 they wore permitted and a few were in operation, though
evidently without specific statutory suthorization. The same was true in
1902. There is a provision in the State constitution giving the legisla~
ture authority to fcreate a single bank with branches,! but it dates from
before the Civil War and refers to the type of State bank with branches
that Indiana and Iowa had, as described in Chapter Il. There is also a
provision in Act 296 of the Public Acts of 1917 authorizing branches for
tindustrial banks,” which applies to Morris Plan banks and others of that
type. The real authority for branches, according to statements in the an-
nzal reports of the commissioners of banks, is an opinion of ths Attorney-
General of the State rendered May 27, 1909, in answer to the following ques-
tion: "YWhether or not o State bank has authority to establish branches in
the city or village in which it 1s authorized by its articles of incorpora-
to transact business," The releovant portions of the opinion follow:{1)

"Por anewer %o your second question I would say that no

authority to establish branches is conferred upon banks by
any provision of the laws of this State, In the absence of
statute a bank has no anthority to establish branches at

which a general banking business is conducted.

Magepe on Banks and Banking, page L41; Atty.
Gen, v. Oakland Co., Bank, Wallk, page 90.

"While a bank has no authority to establish branches une-
less expressly authorized by statute so to do, it seems that
it may have an agency for the transaction of some parts of

(1) Report of the Commissioner of Bamking, Michigan, 1915, p. xxxi,
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its business in the ecity or village designated in its charter
ag the place where the bank is to be located and to conduct
its business, _

"In Magee on Bankinz, page 41, are compiled the provisions
in force in the different states relating to this subject and
of thig State it is said:

"1There is no law authorizing the establishment

of branches, Agencies are permitied which are re~

stricted in their operations to receiving and paying

out of deposits and issuing exchange,!®

The Attorney-General also stated that several instances had bsen
noted of banks in Detroit and Lansing which had established agencies of this
chgracter, He contimied as follows!

"The agencies established by the banks at the cities ine

dicated have been conducted by the banks for some time and
the right of the banks to establish such agencies does not
appear to have been herstofore questioned by the banking de-
partment or any officer of the State. In view of the fore-
going I am of opinion that a bamk may establish ageneles of
the character of those indicated herein within the limits of
the city or village in which the bank is located.”

Although this opinion would seem to make a distinction between
"brancnes" and "agencies," and to nold that only the latter were authorized,
it has evidently been taken as sanctioning branches as well, It is reprinted
in fifteen or more successive anmal reports under the heading: WBranch
Banks Permitted in Certain Instances. In tho annual report for 1915 it is
said that "state banks may operate agencies or branches within the corporate
limits of the city named in its Articles of Incorporation, under the con-
struction of the banking law by the Attormney General."(l) In 1916 the same
statemont 1s repeated in substance.

It is probable that the Attorney-General's opinion was taken as

sanctioning branches because of the impossibility of cbserving an actual

(1) Report of the Commissioner of Banking, Michigan, 1915, p., xx.
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distinction between 'vranches” and "agencles.!" Legally, agencies are sup-
posed to be limited to routine functions exclusive of lending, but the dis-
tinction is probably not followed in practice.

Meanwhile the mumber of banks with branches and the mumber of
branches was steadily increasing. In 1900 there is a record of § banks
and 7 beranches; 4n 1905 this had ineroascd to 13 banks and 18 branchea; and
in 1910, to 23 banks and 55 branches, In 1915 the mumber had gromn to 35
banks and 117 branches and in that year the Commissloner of Banks adverted
to the development in the following wnrds:tl)

*,... can nob bedenied that up to the present time this privi-
lege has extended banking facilities to meny parts of larger
cities and has expedited and facilitated the business of
these particular comminities, It has alsc been the weans of
curtailing the organization of many banks, some of which
might not have imired to the credit of the fraternity at
large., Notwithstanding the benefits that have accrued on ac-
count of branch bank privileges in the larger cities, I am
of the opinion that somes limitation should be placed on the
mumber of branches which can be established, based upon the
aggregate deposits, and the ratio of deposits o capital
stock, This is & matter I believe that is worthy of con-
.sideration by the next legislature,"

The following year he repeated the comment and recommendation, but
no action was taken by the legislature and the commissioner still remains
without direct authority to control the mumber of branches established,

The development of branch banking in Michigan, which is altogether
an urban activity and mostly confined to Detroit, has been rapid. Since
1926 when there were 66 banks, State and national, with branches, the number
has declined to 48, and there are dlso slightly fower tranches, This decline has
come about chiefly through bonk consolidations. Until very recently the

great bulk of branches and of banks with branches were under State charter,

(1) Ipsa,
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but in 1931 with the consolidation resulting in what is now the First Wayne
National Bank, the national system gained the majority of branches, although
the banks with Drenches are still mostly State banks,

It is notable that the establishment of branches in Michigan has
gone on with apparently no direct supervigory control, and with very little
legal restriction, except that branches have had to be in the e¢ity of the
head office, Banks have establisghed branches without having to procure the
comnissioner's consent, and they have not been required by law to maintain
capital proportionate to the mumber of their offices.

Although there are no branches ocutside head office citiea,there
are two groups with headgquarters in Detroit’nhich control banks in numerous
Michigan towns and emong them, especially in Detroit, banks with numerous
branches,

General Features of Urban Branch Barking, - The foregoing descrip-
tion of recent branch banking developments in New York, Massachusetts, Ohio,
and Michigan brings out common features in all four States, In each the de-
velopment began about 1900, bas shown a steady subsequent growth without con-
troversy, and has been almost exclusively urban. For the first twenly years
or more the establishment of branches was wholly a State bank activity. As
its competitive force bsgan to be felt by national banks, however, it im-
pelled them to acquire branches in the tw» weys open to them: i.e,, either
directly, by the absorption of State banks with branchas, or indirectly,
by affiliation with them, Neither compensated for the lack of power to
establish branchee on the same torms as the State banks, howsver, and the
inoquality created problems for both tihe Comptroller of the Currency and

the Federal Reserve Board, which are discussed in the following chapter.
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It was not necessarily the largest and most important banks that
were pioneers in the establishment of branches, though in different places
different types of banks took the leadership, In Cleveland the Cleveland
Trust Company, which was a ploneer in branch operations, was anong the three
or four largest banks in the city in 1901. The same was true in Detroit of
the Peoples Savings Bank., In New York City, on the other hand, the large
Wall Street banks were very slow in establishing and acquiring branches.

The Corn Exchange Bank, which for years was the preeminent branch organiza-—
tion, and had ten branches in 1901, was surpassed in size by seventeen banks,
nine of which were national banks and eight State banks. That these larger
banks shiould not have been interested in branches 1s natural. The purpose

of branches in the cities is to reach small customers, and these the banks

in the financial center did not want. They preferred the business of large
customers, few in numbers compared to the public as a whole; and such cug-
tomers—large corporations and wealthy individvals——are not usually reached

by branches, Yet in New Yorlk as elsewhere it was proved by the banks possesg-
ing branches that the business of small customers was profitable, if properly
cultivated and handled, and eventually some of the typical Wall Street baniks
decided also to go into this wider market which existed among the greal mass

of individuals, employees, and tradesmen of small means., It is obvious, there-
fore, viewed in the large, that the urban growth of dbranches had analogies with
the development of mass distribution through chain stores of standard low-
priced merchandise, and alsc with the tendency of large industries—-such as
General Motoras, for instance~-to speclalize in several types of markets at

once,
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Intercity Branch Banlting

Keanwhile in certain other States a development was going on that
involved not merely urban branches but rural as well. It occurred princi-
pally in Califernia, as described in a special section of the report, and in
Maine, Maryland, Virginia, North Carolina, South Carolina, Georgia, Tennes-
see, and Louisiana. In none of these States besides California has there
been a marked tendsncy towards the building up of extensive systems, unless
the Georgia State Bank with 20 branches which failed in 1926, and the
Peoples State Bank and Trust Company of South Caroline, which had its whole
branch growth between 1929 and 1932, when it failed with YUY branches, be
considered such. Most of the branches in these States belong to banks with
less than a half dozen branches sach, the largest in point of number being
the Fastern Shore Trust Company of Cambridge, Maryland, with 2C branches.
The largest in point of asgets is the Citizens and Southern National Banl
of Savennalr, which has 10 branches situated in five cities in Georgia, four
being in Atlanta. Beceuse the development in these States was quiet and
involved no such competitive issues as wers caused by branch banking in
metropeglitan centers and in California, it contributed but little to the
new controversy regarding branches for national hanlts that had arisen by
1920. 1I% has therefore seemed unnecessary at this point to review what
cccurred in those States individually. Ian a succeeding chapter, however, a
review of the development and status of branch banking in each State is
presented.

That the growth of branches under State laws should have been so
much more pronounced in urban than in rural areas is natural, even though
laws permitted it in both. The areas reached by urban branches were more

compact, the banks undertaling branch extensions were usually larger to
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begin with, the competition between them was more aggressive, and less in-
ertia stood in the way of change than in the country. Moreover, the prej-
udice against "absenteeiam" in meanagement was less forceful in respect to
the branches of a dbank in the game city than in the case of branches in a
different town. This difference was esgpecially emvhasized by Mr. He M.
Dawes, Comptroller of the Currency inm 1923 and 192l4, and an active opponent
of branch banking.

The explanation that the growing congestion of city traffic made
branches necessary was frequenily offered, and no doubt was one of the in-

fluential conditions lesading to their establishment.

Bearing of State Bank Branches on the Controversy

In States where branches were permitted the national banks never
offered any important opposition except in California, where both the small
State banks as well as national banks resisted the muvement. In some cases,
however, national banks either contrel other banks through group affiliations
oT have State bank affiliates with branches. In those cities where urban
branch banking has had its greatest develooment however——cities in States
lilke New York, Massachusetfs, QOhio, Michigan, and others—-as soon as the com-
petitive advantage of branch banking was demonstrated the national banks
sought not to forbid it for their Stale competitors, dut to secure the right
for themselves. Accordingly, the develomment of branch banking by State
banks contributed te an intense national controversy, the story of which
is contimed in the next chapter.

The national controversy, being itself largely a reaction from
the gituation in certain States where banks had branches, produced in turn

a reaction in States where branches did not exist. It was obvious that
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while a uniform authorization for members of the Federal Reserve System to
establish branches would permit members in New York City or Detrolt to do
what their nonmember competitors could do, it would also permit members in
Illinois and Minnesota to do what thelr nonmember competitors could not do,
In the States where banks did not have branches there wag, therefore, a
strong countermovement to keep branch privileges out of the Federal laws,
This was directed not merely at keeping branches of national banks from being
permitted in States locally opposed to branch banking, but at keeping them from
being permitted anywhere, so far as possible, The contention was that branch
banicing was inherently viclous and should be prevented from gaining any more
foothold lest it spread uncontrollably, This extrene purpose was not at~
tained, however, so far as Federal legislation was concerned. It expressed
itself more successfully in the enactment of State legislation between the
years 1919 and 1929, prohibiting branch baunking in Arkansas, Georgia, Idsho,
I1linois, Indiana, Iowa, Kansas, Minnesota, Montana, Nebraska, Oregon, Wash
ington, and West Virginia, and restricting it in Tennessee and Virginia, In
some of these States there were a few branches in existence at the time the
prohibitions were enacted, but in most States there was either no branch
banking at all, or it was on a very small scale,

In general, therefore, it may be said that the opposition to
branch banking was most successful in those States where there had been the

least experience with it, This is especially true of such Western States asg
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Illinois, Iowa, Wisconsin, Minnesota, Nebraska, and XKansas, where the op-
position was intense, Since there was no controversy so far as the internal
policy of these States was concerned, the object of the opposition was of
‘course the proposed changes in the Federal law, The Cook County Bankers'
Association was as aggressive as the California independent bankers in lead-
ing the efforts to keep branch privileges from being given to national banks,

Meamwhile, bank fazilures were increasing in uwnprecedented volums,
and chain and group banking were spreading rapidly. These movements were
particularly notable in those States where the opposition to branch banking
was especially strong, The effect of the failures and the generally adverse
conditions suffered by all banks was to diminish the opposition to branch
banking on the part of many bankers whose independence was no longer profit-
able, An even more striking evidence of the reaction is that the tendency
to enact laws imposing restrictions and prohibitions on branches came to an
end; and since 1929 all changes have locked in the opposite direction.,

In Vermont, whose statubtes had been silent on the subject before,
a law was enacted in 1929 guthorizing "egencies,® These are apparently the
same as branches and may be state.wide.,

In Georgia, the prohibition adopted in 1927 was modified two years
later in 1929 to permit branches in the same city as the head office.

In Montana, a prohibition adopted in 1527 was modified hy an act
of March 9, 1931, which authorizes banks in the same or adjoining counties

to consolidate and maintain "offices" at the original locations,
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In Indiana, a prohibition adopted in 192) was modified by an act
of March 11, 1931, which authorizes banks to sstablish branches in the same
county, in a town or city in which no bank or trust company is liocated,

In Iowa, a prohibition adopted in 192F was modified by an act of
March 13, 1931, authorizing banks to establish Poffices within the counties
in which they are situated and in contiguous counties, Such offices can be
established, however, only in towns or cities where no established banking
institution exists.

In QOhio, the law formerly permitted banks to establish branches
in the city of the head offlce and in contiguous cities and villages; on
August 27, 1931, this power was broadened to permit branches Yin other parts
of the county or counties in which the municipality containing the main bank
is located.®

In Wisconein, a prohibition adopted in 1909 was modified dy an
act of Jamary 23, 1932, which authorizee banks to have "receiving and dis-
bursing stations® in small comminities in the same county which have been
deprived of banking facllities. It alsc authorizes banks under certain con
ditions to operate at more than one location within tho city of the head of-
fice.

In most of these States the reversal of practice appears to have
come about as a result of bank fallures,or throatoned failuros, In Iowa
and Wisconsin this is especially evident. The purpose in these two cases
appears to be in part to save weak banks by consolidating them with sound
banks and converting them into Moffices" of the latter, and in part to sup-

Ply banking facilities where they are otherwise no longer available, The
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changes in these two States are especially striking since both States still
avow thelr opposition to braonch banking. In both of them branches are still
expreasly prohibited, but at tho same tims they are in fact allowed under
other navws--"offices,” ™eceiving and disburasing stations," "locations"--
and with restricted powers and functions, When failures had gone so far as
to doprive communities of banking facilities, a nosd was folt which in spite

of the hostility $o branch banking could be supplisd in no other way.
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CHAPTER VI

=0

THE MOFADDEN ACT

Three phases of the growth of branch banking among State banks
were mentionsd in the preceding chapter. These were: first, the branch
benking developments in Celifornia, which involved both urban and rural
branches, and which are described in full in another volume of the Peport;
second, the purely urban developments in several of the large cities,
expecially in New York, Massachusetts, Ohio, and Michigan; and third,

state~wide branch banking in a miscellaneous group of States, chiefly in
the Fest and South, where branch banking was partly urban but mainly
rural., It was pointed out that this third development was never ag-
gressive and contributed but little to the controversy over Federal legis~
lation. The developments in California and in the large Bastern cities,
however, forced the member banks of the Federal Reserve System, both
State and national, to seek the same powers that their nommember competi-
tors had. Every member bank d4id not have the same interest, of course.
Some wanted the right to have branches state-wide, some wanted them only

for their home cities, some wanted to deprive their competitors of

branches, and some, waniing no branches themselves, were unconcerned as

to what their competitors had.

During the early period of development of branch banking dby
State banks, as described in the preceding chapter, the only means by
which the national system could acquire branches wes under the section

- 117 -
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of the National Bank Act which permitted State hanks to convert to national
charter and retain their branches. This section, for reasons suggested

in Chapter III, was inoperafive from its passage in 1865 to the year 1907,
when a charter was issued %o the Pascagoula National Bank of Moss Point,
Mississippi, & converted State bank with a branch at Scranton. If seems

as if the exigtence of the section had been practically forgotien. This

is indicated by a letter writion to the Commercial and Financial Chronicle

in 1900 by a correspondent who explains that "contrary to the general under-

standing, national banks may, under certain conditlons, maintain branches
in their own dmiciles."(l) The writer's inaccuracy in implying that

branches were limited by the law as to their location gives all the more

force %o his own indication that the existence of the provision was
not common knowledge. In 1910 the Bank of California, San Francisco,
was converted to the national systam with its branches ln Virginia City,

Nevada; Portland, Oregon; and Seattle and Tacoma, Washington.

In these instances there was nothing involved tut simple con-
version. In 1915, however, ocourred the first important instance in-
volving consolidation. This was the transaction whereby the Chatham
Phoenix National Bank acquired twolve branches in Wew York City by ab-
sorption of the Century Bank. Since there was then no smthorized pro-
cedure in the national banking laws for consolidation either of national
banks or of national banks and State banks, the following roundabout

course was followed: the Century Bank with its branches was converted %o

(1}oommercial and Financial Chronicle, Vol. 71, November 10, 1900, p. 942.
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the Century ¥ational Bank; sirmltaneously the Chatham Phoenix National

Bank went into voluntary ligquidation and sold its assets to the Century
¥ational Bank, transferring also 1is liebilities; the Century National

Bank then changed its name %o Chatham Phoenrix Natlonal Bank.

The Consolidation Act of November 7, 1918, provided a simpler
procedure for consolidating national banks by malking it possible for two
corporate entities to contime legally in one, thus malking the sale of-
assets and voluntary liquidation unnecessary. Although it did not pro-
vide for similar direct consolidation of a State bank with a national

bank without preliminary coaversion of the State bank %o national charter,
nevertheless it 4id to some extent facilitate the acquisition by naticnal

banks of branches originally established under State charter. A State
bank with branches could then convert to a national charter and at once
consolidate with another national bank. Accordingly, conversions and

consolidations increasing the number of branches of national banks be-

came more common thereafter.

The Policy of the Federal Reserve Board
It has already been pointed out that the National Monetary Com—
migsion in its report in 1911 made no recommendations with respect to
branch banking, but that its leaders were convinced that the operating
advantages of branches were so great that unit banks would be driven out
of business by them. 1In one of the preliminary drafts of the Federal

Reserve bill there was a provision that would have permitted national
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banks with a capital of not less than $1,000,000 to operate bra,nches.(l)
tut it does not appear in later drafts of the bill as introduced in
Congresg.

In the annual report of the Federal Reserve Board for 1915,
the first report covering actual operations, there was a recommenda-
tion for branches which read: "Permission should be granted to national
banles to establish branch offices within the city, or within the county,
in vhilech they are located. n(2) Similar recommendations were made by the
Board in its reports for the years 1916, 1917, 1918, and 1919, with the
reservation, however, that the branch privilege apply only in those
States whome laws permitfted State banks to have branches. The recommenda~
tions in 1915 and 1916 were made without comment; in 1917 attention was
called to the fact that some member State banks and some national banks
which had absorbed State benks were legally operating branches, which
national banks under ordinary clrcumstances were not permitted to do.
"There seems %0 be no reason, the report says, Y"for such discrimination
between members of the Pederal Reserve System, and with the view of
placing them more nearly upon terms of equality, besides affording in
many cases better service to the public, 1t is recommended that provision
be made for the establishment of branches by national banks, under yroper

limitations.n(3)

()7, p. Willis, Federal Reserve Systen, p. 1537
(2) gnmal Report of the Federal Reserve Board, 1915, p. 22.
(3)1bid., 1917, p.33.
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This is possibly the earliest official comment on competitive
presgure due to branch banlking. It indicates that branch banking was now
becoming a practice of actual importance. In the States where the ma-
jority of the country's largest citles are situated-~New York, Pennsyl-
vania, California, Michigen, Ohlo, Massachusetts, and Maryland--~State
banks were permitted by the State laws to have home city branches and
they were actively aweiling themselves of the right. This was producing
an element of competition between State and national banks that was com-
paratively new., Later on as this tendency grew, it came to be recognized
that the inability of national banks to establish branches in important
cities where State banks couwld do so was one of the important causes of
the gains that State banks were making at the expense of national banls.
In 1917, of course, this tendency had not excited the attention that it
did later, but it had already shown itself. The year following, 1918,
the Board repeated its recommendation, and urged again the same argument
in favor of branch banking. "As the law now stands," the 1918 annmual
report read, "national banks are al a serious disadvantage in meeting the
competition of State banks with branches." This appears to have been the
case in New York, Michigan, California, and Chio, the four States that in
order nemed had the greatest increase in the nmumber of branches operated
between 1900 and 1920, The competition was therefore almost wholly within
the large cities, for California was the only State of the four with state-~
wide branch banking. In this fact that the growing acltivity in branch

banking was chiefly in the cities rather than in rural areas lay a marked
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contrast to branch banking as it had hitherto been known and advocated.
Shortly before 1900 practically all the branches in the country were
outside the town of the hegd office and belonged to small town banks.
large metropolitan banks had no dranches at all, Branch banking was
thought of and advocated wholly as a rural measure. The current pro-
posals, it will be recalled, were that branches be authorized in towns
of "legs than 2,000 inhebitants." Yot now branch barnking was growing
up in practice as mainly an urban activity, and the recommendations were
that branches be anthorized in cities of "not less than 100,000 inhabi-
tants." A bill which passed the Serate in 1919 but never became law
makes the contrast even more striking by raising the minimum to 500,000.
In connection with this bill the Board made the following com-
ment in its report for 1919:(1)
", ...¥hile the Board would prefer to bhave this privilege
extended to national banks in eities of not less than
100,000 inhabitants, or, faiiing that, have the population
1limit raised to 200,000, it wishes to point out that the
limit fixed in the Senate bill does not affect the princi-
ple involved, and it therefore respectfully recommends once
more that national banks be permitted to eatablish branches
in the cities in which they are located under such limita~
tions as in the wisdom of Congress may be deemed desirable.™
Farther evidence of the practical interest of the Board lies
in the action it took at this mme time with respect to the admission of
certain California State banks to membership. In 1917, after our entry

into the war, special efforts were made to get the larger State banks

(Urvia:, 1929, po. 65.
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of the country to enter the Federal Reserve System, and an smendment wes
adopted assuring them of their charter rights. It reed as follows:(l)

,.,.S5ubject to the provisions of this act and to the
regulations of the board made pursuant thereto, any bank
becoming a member of the Federal Reserve System shall re-
tain its full charter and statutory rights as a State bank
or trust compaeny, and may continue to exercise all corpo-
rate powers granted it by the State in which it was cre-
ated, and shall be entitled to all privileges of member
bankst..ao "

This assurance, although qualified by being made "subject %0....
the regulations of the board,® was taken %o apply to the charter rights
of State banks to have branches outside the city of the head office as
much as to any other rights. Nevertheless in 1919 the Security Trust
and Savings Bank of Los Angeles asked for further assurances. It de-
sired to have the specific approval of the Board for two dranches it
was about t0 open and to "be advised if there will be any fundamental
objection to our acquiring other banks for the purpose of establishing

hranches."(E}

In reply it was informed by the Federal Reserve Ageant at San
(3)

Francisco as follows:

As to the board!s attitude regarding the establish-
ment of branches, I can say that its sols concern will be
to satisfy itself that any proposed extension will not
impair the general strength and safety of your institution.
In admitting State banks having branches the board has
takon the view that State banks are not %o be restricted
in the exercise of thelr powsrs except where there is reason
to-believe that the exercise of such powers will impair the
liguidity of the bank, ;

"As you no doubt are aware, the Federal reserve board
is not opposed to the principles of branch banking, so that
you need have no hesitation in bringing your bank into the
Tederal reserve system through fear that difficulties will
be interposed to your maintaining branches or establishing

(1)pizest of Rulings of the Federal Reserve Board, 1914-1927, inclusive, n2l
(2)United States Congress, 68th, lst So#sion, Hearings on H. R. 6855,

Consolidation of National Banking Asgociatioms, etc., April, 1924, p. 56.
(3)Trid., p. 59.
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new ones, The board simply resexrves the right to

approve the establishment of new branches in order

that it may be assured that the bankls general

streagth and liguidity will not suffer.”

During the years indicated, in which the Board was recommending
legislation to permit branch banking, the Advisory Counoil was making
recommendations to the same effect, though the terms they used implied
less restrictive conditions than those implied in the Board's recommenda~
tions.

In 1920 and 1921 the Board sppears to have made no recommenda~
tions, but in 192) the Federal reserve agents in their QOctober conference
adopted a resolution favoring city branches in those places where State
laws permitted them.

In 1922, however, the Board rezewed its recommendation, sup-
porting it with comment in which there are new and significant notes. It
takes cognizance of the fact that it is in Californis, and in a few large
cities thaf branch banking is becoming a pressing problem. It speaks
also of the "additional offices" of national banks which the Comptroller
had been authorizing, tekes account of branch banking as a matter of
rural finasnce, &and mentions the development of “chains." Because of its
description of the situation at the moment when the problem was entering
a new administrative phase, it seems desirable to quote the passage in
ite entirety:(1)

"One of the developments in banking which has attracted

considerable ettentlon during the past year has been the
establishment of branches by some of the larger State

(1)anma) Report of the Federal Reserve Board, 1922, pp. 5,6.

—ph—
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banks. Attention was drawn to this development largely
because it had gone so far in a few States, notebly Cali-
fornia, and in a fow large cities, including New York,
Cleveland, and Detroit, as to reducoe greatly the number
of national banks, In view of this fact, and of the fact
that the national banking act does not prohibit the open~
ing of additional offices of a national bank within the
limits of the city mentioned in its charter, the Comp-
troller of the Currency has been permitting such banks

to open additional offices in States where State banks
are given the privilege of establishing branches. This
doss not meet the situation in California and does not
fully meet it in the citles mentioned, and an amendment
to the national banking act allowing nationsl banks the
pame privilege given Siate banks in States where branch
banking is permitied is much to be desired. There has
been some discussion of branch banking in connection
with the discussion over rural credits legilslation. The
Joint Commission of Agricultural Inquiry in Chapter VIII
of Part 2 of its report, entitled 'Credit,! published in
1922, recognizes the fact that our independent banking
system, with its 30,000 units, 'makes impossible the full
utilization of the resources of some banks in the lecality
to relieve a situation where other banks of the same
locality are extended to the full limit consistent with
safety to their depositors,! and adds 'A system of limited
branch banking might furnish a possible solution of this
problem.! Such systems are in fact already esteblished
in some sections of our country, notadly in California,
and appear to have gons far toward solving the problem.
Branch banking has lowered the rate of interest in some
of the leading agricultural sections of California and
at the same time has provided added security for the
deposits of the farmers. There are interesiing neighbor-
hood branch banking groups in other States, which appear
to be serving their comminitiss well. State-wide branch
banking is permitted in several southern States, but has
not yet been developed on an extensive scale. In the
absence of laws permitting dranch banking, there has been
in certain sections a considerable development of g0«
called 'chain banks!--banks owned or controlled in groups
by individwals or by holding companies. The largest of
these systems includes some 175 small banks,"

Up to this time, tho Board!s policy on branch banking had

followed two parallel lines with respoct to the two types of banls--
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that is, national and Stato~—that were within the system. With respect
to the natlonal banks it had followed "a policy of recommending %o
Congress awéndatory legislation liberalizing national bank charters.®
With respect to Statc member banks it had followed the policy "“of per-
mitting the States to determine what branch banking privileges should
be exercised by State institutlons within the Federal reserve system——
in so far as the exercise of such privileges violated no principle of
sound ban]d.ng."(l)

Branch banking, particularly in the Stato of California, had
now reached a dsgree of extenslon, however, that made it necessary for
the Board t¢ be more active in determining Just how it could feel satis-
fied that the principles of sound banking were not being vioclated, Fur-
thermore, the problems arising from "differences in the legislation of
the various States and tho competitive disadvantages suffored by national
vanly in States that permit branch 'banl:ing,“(e) were more pressing than
ever.

Resolutions adopted by the Board on November 7, 1923, laid it
down that "as a general principle,f State hanks should not be admitted
to membership unless they relinguished any branches established afier
Fobruary 1, 1924, they might have outside the city of their main office,

and that after becoming members they might not establish branches, except

(1)Pogersl Reserve Bulletin, December, 1924, p. 928.
(2) Anmial Report of the Pédersl Reserve Board, 1923, p. 4€.
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within the city. The Federal Advisory Council on November 19 expressed
the opinion that this principle would have the effect of glving State
banks that had already established branches prior to February 1, 192i,
e position of monopoly.® A little later, March 27, 192k, the Board
issued new regulations amended April 7, governing the admisgion of State
banks to membership. In these regulations the principle was reiterated
of restricting member bank branches to the city of the main office and
contiguous territory. If was also stated as a general principle that
applications to esteblish branches would not be considered unless the
State authorities "regularly make simmltaneous eoxsminations of the head
office and all branches.® This stipulation was based on the fact that
some of the systems in Celifornia had already grown to such slze that the
State anthorities were finding simultaneous examination of all offices
impracticable. This was a departure from the esteblished technigue of
examination that the Federal authorities wers reluctant to sanction,

A further difficulty had arisen in the fact that indirect
methods of branch extensicn were being resorted to, the nature of which
is indicated by the following paragraph from Section IV of Regulation H,
as amended April 7, 1924:

"(5) Such bank or trust company, except after

applying for and receiving the pemmission of the

Foderal Ressrve Board, shall not conselidate with or

absord or purchase the assets of any other bank or

branch bank for the purpose of operating such bank

or branch bank as & branch of the applying bank; nor

directly or indirectly, through affiliated corpora-

tions or otherwise, acquire an intersst in ancther

bank in excess of 20 per cent of ths capital sfock

of such other bank; nor directly or indirectly pro-
mote the establishment of any new bank for the pur-
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pose of acquiring such an interest in 1t; nor make
any arrangement to acquire such an interest."

On February 11, 1924, the McFadden bill, which covered the
points that had been the subject of the Board's previous recommendations,
was introduced in Congress. I% was framed to permit national banks to
esteblish branches in their own cities, and to restrict end equalize the
branch powers of State members of the Reserve System. It was pending in
Congress for a little more than thres years, however, and till the time
of its passage the policy of the Board continued as expressed in Regule~
tion E, as smended April 7, 1924. Before proceeding with discussion of
the McFadden Act however, it is necessary to describe the policy of the

Comptroller of the Currency in this earlier period.

The Policy of the Comptroller of the Currency

The Comptroller of the Currency likewise faced the problem of
competition growing out of the development of branch banking. No recome
mendations in favor of branch banking had been made by the Comptrollerts
office since 1898. 1In 1911 he had had occasion to refuse permission to
the Lowry National Bank of Atlanta to establish branches in that city,
and had referred the question to the Attorney-CGeneral for opinion.

Though the opinion wag that it was illegal for national banks to establish
branches, the Comptroller recommended that the law be changed so as to
maks the prohibition specific and remove all possible smbignity.(l) In
1915, however, the Camptrollerts office, 1lilm the Board, recommended

branch banking and repeated the recommendation for several successive

(1)Annua1 Report of the Comptroller of the Currency, 1911, ». 82.
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years. In the report for 1915, under the head of leglslation recommended
"to prevent bank failures," twelve amendments to existing legislation
wore suggested, one of which applied to branch banking. It was suggested
that nationsl banks be allowed to establish branches ¥within certain
limits; for exemple, within city or county lines, but not without the
boundaries of the State! or of the Federal reserve district in which the
Pparent bank"! was situated; that no national bank should have more than
twelve domestic branches; and that the capital of the bank should be ine
creased in proportion to the mmber of branches., This recommendation,
which differed in detalls but not in substance from {the Board's recom-
mendation of that same year, was made again in 1916, along with others,
"for the protection and benefit of the depositors and stoclkholders of
national banks, as well as in the interest of the customers and the com-
minities dependent upon these banks.® It was repeated in 1917, 1918,
1919, and 1920. Throughout these years Mr. J. S. Williams had held the
position of Compiroller. The next year, 1921, the new Comptroller, Mr.
D. R. Crissinger, noted in his anmual report that the legislation pre-
viously recommended had been introduced in Congress, and indicated his
hope for a liberalization of the National Bank Act "so as to put national
banks on an equal footing with State institutions."(l) The yoar following
he felt 1t necessary to authorize national banks to have "additional
offices™ in citics where the State laws permitted State banks to have

them. His policy was announced in press dispatches June 29, 1922. In

(1bia., 1922, p. L.
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printing this news the Commercial and Financial Chronicle made the

following comment on the situation:(l)

"Considerable agitation has recently developed
anent the question of the establishment of National bank
branches., In a discusslon in the House of Representa-
tives ¢f the bill providing for the contimance of National
bank charters for 99 years, Representative Winge declared
on June 29 that there is a 'movement on foot to destroy
State banking systems in the United States and to twrn
the National banking system into a branch hank system
and to give charters in perpetuity.! His comsents were
referred to at length in our issue of July 8, pages 133
and 134. BEarly in May i% was announced by President
¥. 0. Watts that the First National Bank of St. Louis
planned to opon offices at various centres within the
city. The St. louis 'Globe-Democrat? of May 16 in re-
porting this said:

"MSevoral months ago Wattes ordered the
bank!s attorneys to make s gpecial study of tho
Foderal law with reforence t¢ this point, and
they rendered an opinion that the law permits
a ¥ational bank to establigh additional places
of business within the city within which it is
locatod. This opinlon was submitted to the
Comptroller of Currency, D. R. Crissinger, who
has concurred in this view. It is, thorefore,
with full lmowledge of the Comptroller that the
Pirst National Bank will act.1V

This last refors to the St. Louls case, which will be doscribed
a little later.

The immediate rcaction to thesc announcements that the Compe
troller wags going to authorize Madditional officcs" and that ho cone-
curred in the view that a national bank could esiablish them even in a

city where, as in St. Iouils, the Stato law forbade Stato banks to have

(1)gommercial and Financial Chromiclo, Vol. 115, July 15, 1922, p. 253.
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branchos, was one of great alarm among the State banlmers who opposed
branch benking. The Chicago and Ccok County Bankors! Association con-
vened in a special meeting June 29, the day of the press announcement,
and adopted resolutions of which the following is 2 part:(l)

'Whoreas, The American Bankers'! Association and
various other banking associations throughout the
country have placed themselves on record, imumerable-
times, as being sirongly opposed to branch banking;
gtating in their regsolutions that branch banking is
detrimental to the best interests of the people and
contrary o the American system of banking; and

"Whereas, The attempt of the Compiroller to desig-
nate 'Place! of business as different and distinct from
'Branch! appears as an effort upon his part to prommule-
gate an administrative action in terms and meaning en-
tirely inappropriate to a matier of such grave importance
and thereby availing himgelf of a distinctlon without a
difference in order to find a basis for his ruling.

"Now, therefore, be it resolved, That this associa~
tion of national and State banks of Chicago condemns the
recent ruling of the Comptroller as contrary to the
precedent established by his very able predecessors for
the past sixty years, and furthermore, believes the
Comptroller did wrong to sanction a change so radical
and without notice to the public that such an innove~
tion was contemplated.!

On July 23, 1922,the Comptroller made public a lstter which
he had just sent to Senator McCormick of Illinois in reply to the lattert!s
inquiry as to his policy. He first noted the status of branch banking

undsr State la.ws:(a)

(L)1vid., July 29, 1922, p. 495.
(2)1hi4., p. U9k.
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", ...There are twenty~two States in the Union that
authorize or permit State banks to have branches,
offices or agencies in addition to their main office
or banking house. It has never cgccurred to Stats
bankers to become interested about this corditilon of
affairs until just recently.”

He went on to explain:

",...I have been permitting national banks in States
where State banks end trust companies have offices,
sgencies or branch banks %o establish additional
offices in some of the large cities where it is neces~
sary to meet the competitlon of State banks that have
literally taken possession of cities with branch banks
or offices, and these facts are notorious and are well
known to all the State bankers of the countzry.

"Contimed acquisscence in this condition is bound
to lead to the disintegration of the national barnking
system."

In conclusion he said:(l)

"Now I have not granted permission to any bank to
have an agency, branch or office in any State that pro-
hibits State banks and trust companies from having such
offices or places, although I am convinced that at com-
mon law these hanks have & right to establish agencies
even in thosec States, but I am not giving any sanction
to it. Up to this time I have limited these additional
offices to the States where the Stato authorities or
the State law permmits 1lilke facilities, and in this I am
quite sure that I am more than fair to your constituents
and State banlking institutions, and I know that I am
within right end justico, as above gtated, and such action
ig neither revolutionary nor does it favor a few at the
cxponse of tho many, and it is not un~American, but it
is the American square doal for national banks that have
to meoet the competition pormitted by the legislation and
exccutive orders of 22 States of the Union,™

The concern of the Cook County bankers in the first place

might have been explained on tho ground that until the Comptroller had

made this statomont it was not clear that he was excepting from his policy

(D1pia., p. 495,
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those cities, of which Chicago was one, where branches wers forbidden
for State banks. But as a matter of fact their inteorest in the subject
remained active and, as mentionod in tho proceding chapter, thoy cone
tinued an aggrossive opposition to branch banking in gemeral. It is of
intcorest to note that the principal spoaker at their special meeting

held to protest at tho origiral anncuncomont of the Comptreller's policy

was Mr. A. J. Framo, Chaiman of the Board of the Wanlmsha National Bank,
Woulkosha, Wisconsin, whose rosolution offersd at the 1902 convention of
tho Americen Bankors Association in New Orlsans was quoted in Chapfer IV.
Mr. Frome was described in the Bulletin of tho Cook County Bankore'! Asso-
clation in 1922 in tho following words:(1)

"Mr. Frame is truly e pioneer in the fight against
branch banlkring, for at an oarly age he foresaw tho evils
that would result should our system of indepondent banks
be discarded. To~day, 78 years of age, he is more vigor-
ous than ever in his efforts to save this country from
the fate of Canada. He painted a very vivid picturc of
conditions that are inevitablo when branch managors tako
the place of presidonts; bank earnings are sent ocut of
the localities whore made; loanable funds are not used
for local needs; and when the financial strength of the
country is contralized in tho hands of the fow, A4t the
clogo of Mr. Frome's specch several meombers voiced their
opinions on the subject and the calling of a spede by
its correct nome was much in evidence., To put it mildly,
supportors of branch banking wore conspicuous by their
obaenco. !t

The Comptroller was not deterred by these protests from his
policy of euthorizing additional offices. In his anmual report for

that year, 1922, he stated with great urgency his conviction that the

(1)Ibid.o, P l|'95-
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rignt to engaze in branch banidng gave the State banks so great com—
petitive advantages that "we are in grave danger of losing our larger
national banks®{l) in States where branch banking was permitted to State
banks, He said that in order to meet this condition he had "declined to
hold that a national bank may not open additional offices in the city in
wiich established." In spite of his personal conviction of the legality
of this action, he nevertheless "earnestly recommended" that Congress give
national banks "the privileges enjoyed in each State by its State banks,*
In 1923 Mr, H. M. Dawes succeeded Mr, Crissinger as Compiroller,
and continued the practice established by his predecessor of authorizing
"additional offices." Shortly after taking office, however, he asked the
opinion of the Attorney-General as to the practice. The opinion ¢f the
Attorney-General, given on Qctober 3, 1923, was that:
"Natlonal banking assoclations have the power to open
and operate offices at places other than their banking housges,
within the place specified in their organigation certificate,
for the performance of such routine services as the receipt
of deposits and the cashing of checks for thelr customers."
This opinion, though in its practical effects it permitted what
the opinion of the Attorney-=General's office in 1911 had denied, was

nevertineless consonant with the latter legally, The 1911 opinion had

been that a national bank is not, under its charter, authorized to estab-

(1) Annual Report of the Comptroller of the Currency, 1922, p. 4.
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lish a branch or coordinate office, "for the purpose of carrying on a
general banking business"; but it was also stated that there was recog-

nized "a vital distinction between a mere agency for the transaction of

a particular business and a branch bank wherein is carried on a general
banking business. w(1) Under stress of the same competitive conditions
that Mr. Crisginger had testified to and under the sanction of the 4k~
torney-General's opinion, Mr. Dawes drew up regulations governing the
establishment and operation of these "additional offices." They were
described as 'mothing more than tellers' windows at which nome of the
discretionary powers of the board of directors may be exerclised, by dele~
gation or otherwise."(a) Mr. Dawes did not feel however thai these
Wadditional offices enabled tho national banks to meet competition fully,

and he recommended that Congress give them greater powers by authorizing
branches under close restrictions as to area. This recommendation was

made reluctantly, nevertheless, and purely undor pressure of & condition

(1)this aistinction botwoon branches and agencies is indicatod in Morse on

Banks and Banking, section 46, as follows:
*. ...Agencies for specific purposos, as for the redempiion
of bilis or the dealing in bills of exchangc may bo ostab-
lished in othor places. In these casecs, it is for the cone
vonicnce of the public that such shonld bo the casoe. But
there is no caso which holds that an agoncy for the exorcise
of the more important and valusble functions, such as isgu~
ing circulating papor or discounting notos, or an agency de-
signed to carry on the general business of banking, would be
regarded as legal. For such nominal establislment of agencies
might eagily result in tho practical establishment of a not-
work of branch banks throughout the home State or in other
Statos,"

Sce also Morawotz on Corporations, Vol. I, section 387, to tho sameo

effect.

(2)annual Report of the Comptroller of the OCurroncy, 1923, p. 12.
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created by the State laws; and Mr. Dawes, adopting a position substantially
the same as that his brother, Mr. . G. Dawes, took as Comptroller in

1898, condemned branch banking in principle as monocpolistic. Itz princi-
pal evil, in his eyes, was that it set up "absenteeism" in bank mansge-
ment, and made the interests of a cammnity suffer by putting its banking
under the control of managers in remote places. DBranches within the home
city of the bank's main office did not, he felt, present this evil %o so
objectionable & degree.

In October, 1923, hearings were held by the Joint Committee of
Inquiry on Membership in the Pederal Reserve System, representing the
Banking and Currency Committees of the House and Senate, and in thssase
hearings considerable attention was given to branch banking. Both the
Governor of the Federal Reserve Board, Mr. D. R. Crissinger, and the
Comptroller, Mr. Dawes, testified to the difficulties raised by the fact
that State banks migh%t have branches, and national banks might not.

In the light of what has been described, the years 1922-1923
may be taken as marking one of the most important turning points in
branch banking history, for though the mumber of tranches had been in-
creasing steadily for years, it was not till around this time that they
came to present a serious asdminisirative problem. It was in 1922 that
the first "additiomal offices™ were authorized and that the Board took
cognizance of new elements in the Wranch banking problem. It was in 1923
that both the Board and the Compiroller found themselves under the necessity

of prescribing regulations, the one governming the branch operations of
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State bauk membors of the Reserve System, and the other governing "ads.
ditional officos.% It was in the same year that the Attormey-Goneral
rendered his opinion that national banls might have ‘additional offices,"
and it was also in that year that the case of the First National Bank in

St. Louis was argued bofore the Suprome Court. This case merits a drief

roviow.

The $t. Louis Caso
In 1922 the First National Bank established a Wranch within the
city of St. Louis as the first step in a program of branch operations.
This action was falken in spite of the prevailing opinion that the National
Bank Act gave it no amthority to do so, and in spite of a Missouri statute
specifically forbidding the maintenance of branches. In the Missouri

Supreme Court the bank defended its action on the ground that since its
charter was from the Federal Govermment it was not bound by the Statels

law, and that moreover the establishment of branches was within its
charter powers. The bank lost, however, and the case was mought to the
Supreme Court of the Unlted States, whers its hearing atiracted wide-~
spread attention, the States of Illinois, Connecticut, Narth Dalwota,
Washington, Wiscongin, Iowa, Arkansas, Minnesota, Indiana, and Kansas
participating with Missouri in its brlef. The Supreme Court affimmed the
decision of the Missouri court, holding that the National Bank Act did
not empower national banks to establish brancheg, that the State law for-
bidding brenches was therefore left in effect, and that the State was

within 1%s rights in enforcing its law, The following gives the gist of
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the Supreme Court's opiniom(l)

®. ...The State is neither seeking to enforce a law of
the United States nor endsavoring tec call the dank to
account for an act in excess of 1lts charter powers.
What the State is seeking to do is %o vindicate and
enforce its own law, and the ultimate inquiry which it
propounds is whether the bank is vioclating that law,
not whether it is complying with the charter or law of
its creation. The latter inguiry is preliminary and
collateral, made only for the purpose of detemmining
whether the State law is free to act in the premises
or whether its operation is precluded in the particu-
lar case by paramount law. Having determined that the
power sought to be exerclsed by the bank finds no
Justification in any law or authority of the United
States, the way is open for the enforcement of the
State statute. In other words, the national statutes
are interrogated for the sole purpose of ascertaining
whether anything thsy contain constitutes an impedi-
ment to the enforcement of the State statute, and the
answer being in the negative, they may be laid asside
as of no further concern."

The isaue in the oyes of the court was whether the State had
Jurisdiction, and on this ground Mr, Jusiice Van Devanter rendered a
dissenting opinion, concurred in by Chief Justice Taft and Mr. Justice
Butler, without suggesting, however, that a national bank had any right
under the law to establish a branch. On that peoint %he prevailing
interpretation of the law was merely confirmed both by the majority and
the minority. There was nothing either in the decision or the dissent,
however, that affected the Attorney-Generalts opinion that "additional

offices'! weres permissible under the act.(a)

(1)pederal Reserve Bulletin, Vol. 10, April, 1924, p. 283.

(2)The text of the decision, with the dlssenting opinion and brief come
ment will be found in the Federal Regerve Bulletin, Vol. 10, April,
1924, pp. 281-~286.
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The McFadden Bill

Meanwnile branch bankting had becows a subject of active controe-
versy centering around the provisions in the Mc¥adden bill, which was in-
troduced in Congress on Pebruary 11, 1924, It was a more intense contro-
versy than the one of twenty-five years before, in the nineties., At that
time branch banking was virtually non-existent, and legislation to permit
it was advocated only by economists and Government officials, while among
the bankers with few exceptions it was overwhelmingly oppesed. During the
consideration of tie LcFadden pill, however, branch banking had come ex-
tensively into practice, and the bankers were divided over it, There were
geveral different interests in the controvergy:

1., 5S:all banks generally, botih State and national, fearing the
competition of brancn systems, were more vigorously opposed to branch bank-
ing than before,

2. Some large banks, preferring correspondent relationaaips with
out-of-town banks to branch operation, wanted %fo prevent branch organizations
from absorbing thelr out-of-town correspondents.

3. Some large national banks wanted the power to operate branches,
at least in their home cities, since their State bank competitors had it.

Y, State medbers of the Federal reserve system, in States where
branch banking was permitted, being restrained by Reserve Board regulations
from exercising tue power their nonmember competitors had, wished to be freed
from that restraint,

he. 4 very few banks wanted the power to establish branches across

State lines, but they made no serious atteqpt in toat direction.
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While the bankers themselves were divided, supervisory officials
also took different attitudes. The Comptroller, Mr. H. M. Dawes, was
vigorously opposed to branch bankdng in principle, yet at the same time
desirous of protecting the national banlking system from inequitable com—
petitive conditions. The Federal Reserve Board was interested not only

in the national banks, but also in the State member banks, which, if they
mere allowed to exersise the branch banking privileges the States gave

them, were at an advantage over naiional banks; and if they were for-
bidden to exerpise them were at a disadvantage as comparsd with nonmember
banks. The State supervisors of banks were at the same time jealous of
attempts to restrain State banks from the exercise of privileges which
were legally theirs, and of attempts to give national banks greater powers
than State banim had.

The issue was not clear cut, nor a simple matter of yes or no.
It involved mainly two interests, viz., the interest of the large national
banks which desired permission to operate branches in their own cities,
especially where State banks could do s¢; and the interest of the small
banks, which were generally“gdisposed to malee any legislative condession
to branch banking, no matter how reasonable it might be per se, for fear
of the political advantege it might give the advocates of branch banking.

In Congress itself, although there was for the most part a
feeling of hostility to branch banlting, the fact that State banks had
branches and thereby offered sericus competition to national banks made

it impossidle for its preferences to be followed, ZEither the right of
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State banks to operate branches had %o be overridden and destroyed or

elase national banks had to be given compensatory privileges. It appeared
as a choice between authorizing branch banking for member banks of the
Foderal Reserve System or of having them withdraw from the system. The

predicament was stated in the following words by Representative Strong of

Kansas, a momber of the House Commifttes on Banking and Currency, in the

course of the Committcels hearings in 19234-:(1)
"If any man on this committee can find any wey

to absolutely sfop branch banking in the Unlted States,

I would like to Jjoin him, I have been fighting for

that for several years; and, to my mind, as long as

States allow Statec banks to have branch banks we

cannot stop it.W

According to Mr. C. W. Collins, former Deputy Comptroller of
the Curroncy, "It would have been conceivably possible to force both
national and State membor banks to give up ell branches, both homo-city
and extra-city, which thoy have at the present time and absolutely to
prohibit them from having any additional branches of any kind in the
ﬂzture.“(a) This radical action seems never to bhave been considered,
however, and the opponents of branch banking, tolerating it as it was,
devoted their efforts to stopplng its extension into larger territory.

At the outset the McFadden bill, although its provisions were

not radical in any direction, was a branch banking measure by virtue of

(DUnited States Congress, 68th, lst sessiomr, Hearings on H. R. 6855,
Consolidation of National Banking Associations, etc., House Comittee
on Banking and Currency, April 9, 15, 16, and 18, 1924, p. 30.

(2)g, W. Collins, The Brench Banlking Question, p. 108.
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the fact that it gave national banks power to establish branches in their
home cities, provided the State laws permitted State banks to do so, In
other directions it restricted branch bamking,(1l) but not enocugh to make
it acceptable to the unit bankers. In order to meke 1ts restrictions more
severe, it was proposed that tiuey be based on the status existing at the
time the law should go into effect. This would mean that though a State
at present prohibiting branches should alter its law subsequently in order
to permit them, the prohibition would still remain in force under the Fed~-
eral law so far as all membsr banks were concerned, The bill would thus
forestall any attempt to secure State legislation permitting branches, by
meking such legislation largely nugatory, except for banks which were not
members of the Federal reserve system. Tnis proposal, waich originated
with the Cuicago and Cook County Bankers' Association in May, 1924, was
approved by the American Bankers Association at its convention in Chicage
in October, 1924, Tae proposal became esmbodied in what were known as the
il Amendments, so-called becaunse they were inticduced in the House

by Representative Morion D. Kull of Cnicago. Taese amendments were
designed to prohibit forever tae establishment of branches by any mem-
ber of the Federal reserve system, State or national, in States whicha

at tae time of tne passage of the bill did not permit brancn banking,

They were adopted in Jamary, 1925, by the couse. Since they at-

tempted to put.a permanent dbarrier in tne way of any further extensions

(1) It forbade State member banks from establishing branches outside their
aome cities, and it forbade State banks which might be entering the
Federal reserve system, or converting to national charter, or consoli.
dating with national banzs or witn State member banks, from retaining
any branches oubtside their head office city waich they had not been
in legal possession of at the date of approval of the act,
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of branch banking territory, they more then counierbalanced the per-
missive clauses of the bill in the minds of its opponents and made it
distinctly an emti-brench banking measure.

The bill with the amendmenis was passed by the House that same
month. The Senate however refused to accept if, objecting to the Hull
Amendments, and it continued pending for iwo years longer. During this
time it was a subject of continued controversy.

Associations for the defense of the unit bank were formed, the

chief of these being the Association Opposed to Branch Banking, which
was natlonal in scope and had its headquarters in Chicago. The American
Bankers Association was by majority action opposed to Dranch banking,

though it had an important minority of Federal reserve member banks in

the large cities, who wanted right to have home city branches,

The majority attitude of the American Bankers Association was

communicated to the Senate committee Jamary 30, 1925, by ¥r. Thomas B.
Paton, iis counsel. He said in part:(l)

"Now, & large majority of the membership of the
American Bankers! Association is opposed o branch banle-
ing. That is the condition. 3y resolution adopied at the
general convention in 1916, and a second resclution
adopted at the goneral convenition in 1922, it was emphati=
cally stated that 'we oppose branch banking in every fomm.!

(1)United. States Congress, 68%h, 2dd Session, Hearings on S. 3316 and
H. R. 8887, Consolidation of National Banlkking Agsociatioms, ste.,
Senate Committee on Banking and Currency, Jamuary 19, 25, 29, and
30, 1925, pp. 85, 86,
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That is the general fundamentzl principle underlying
the association.

"Thoge resolutions grew out of the demand of the
rational banks to procure city branches in order to
compete with the State banks having such branches, but
in every such case the association, when the matter
was brought to its vote, by an overvhelming vote re~
fused to indorse any such proposition. Finally, after
the McFadden bill in its original form had been re-
ported to the House by the House Cormittee on Banking
and Currency, and the campanion bill in the Senate,
the Pepper bill, had been reported by this comittee
to the Senate, various slements in the association got
together and agreed that if certzin smendments were
put in the bill, known as the Hull amendments, drafted
by Representative Morton D. Hull, of Illincis, that
the association would indorse the McFadden bill as

thus amended.

"By resolution at the Chicago convention in Octobder
of lagt year the McFadden bill, as modified, and only as

nodified by the Hull amendments, was unanimously inw

dorsed. Thers were reprosentatives from Californiz and
from every other State in the Union, delegates to that

convention, No voice was raiged in opposition; it was
the unanimous indorsement of the McFadden bill with fthe

Hull smendmentse....

"The genoral purpose and effect of the McFadden
bill, as meodified by the Hull zmendments, which has
passed the House by & large majority, is to atop state-
wide branch banking where it is now, and prevent its
farther headway in the Fodersl reserve system and con-
fine the State branch banks in the system to national
end State banks in those few States which now permmit branch
banking, bul only so long as such permission contimues.!

Ho egaid further on:(l)
"0f courso this bill ig based, so far as the American

Bankers! Association is concerned, on the proposition to
down branch banking. That is o contraverted propesition,

(L1pia., p. 91.
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of course; but so far as the Anerican Bankers' Assccia~
tion is concerned, the matter has boon argued and argued,
and the general sentiment of tho mombers is egainst
branch banking, and to do everything thoy cen to olimi-
nate it,"

Congross adjourned March, 1925, with tho Scnato still opposed
to the Hull Amendments. Whon it convened agailn in Decembor consideration
of the bill wes renewed. It again passod the Houss Fobruary ’4, 1926, and
camo bofore tho Senate. At the Senatc committee hearings in that same
month, Mr. Paton reitorated tho opposition of the American Baenkers Asso-
ciation, which he had expressed a yoar boforo and quoted the resolutions
then reforred to. He said in pa.rt:(l)

"Back in 1916 the question first arose in tho
association with regard to draanch banking in the
Kangas City convention, and after a dobate thon held,
it went on record in the fom of a motion, which was
edopted by a large majority, that the association is
opposed to branch banking in any fom. Following that
the subjoct again came before the ammual convention in
1922 in New York, The convention floor was thrown opon
es a forum for the proponents of both sides of the
gquestion and this was the resclution adopted in October,
1922:

"Rosolved by the Amorican Bankors Association, That
wo view with alarmm the establishmoent of branch banking
in tho Unitod States and the attempt fo permit and legal-
ize branch benldng; that we hersby express our disapproval
of and oppesition to branch banlting in any form by State
or national baenks in cur Nation.

fRegolved, That we regard branch banking or the em-
tablishment of additional offices by banks as detrimental
to the best interests of the people of the United States.
Branch banking is contrary to public policy, violates the
bagic ppinciples of our Govermment, and concentrates the
credits of the Nation and the power of money in the hands
of a few,

(Dunitea states Congress, 69th, lst Session, Hearings on S. 1782 and
H. R. 2, Consolidation of National Banking Asgociations, sfc., Sub~
committes of the Senate Committee on Bgnlting and Currency, February
16, 17, 18, and 24, 1926, pp. 194, 195.
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The McFadden bill embodied banking legislation that was of
extreme importance on other points than branch banking and there was the
utmost desire that it be passed. Its other provisions were not seriocusly
controversial, yet the vhole measure continued to be held up by the dead-
lock over branch banking, and particularly over that portion of the
branch banking provisions known as the Hull Amendments. In May the bill

passed the Senate without the smendments and went %o conference. The

conferess finally agreed on a svbstitute for the amendments but it was
rejected by tho House, and the dsadlock in the conference could not be
broken. As the tims for adjourmment was near, it was apparont that the
whole measure was again apt to fail of passage. Accordingly, the Comp-
$roller of the Ourrency, Mr. J. W. Mclntosh, in a letter to Chairman Mo
Fadden of the House Committee on Banking and Currency, expressed his
urgent conviction that the amondments were not of esszential importance

and should not be allowed to stand in ths way of the billts immedlate

passage, His lettor was dated June 2, 1926, adjournment of Congress then
being imminent, and he said in part:(l)
"I should regord it no less than a calamity to our
banking system if this important bank bill is made to
suffer defeal on account of an insistance upon the en-
actment of the Hull amendments."
On the sameo date, June 2, 1926, Mr. H. M. Dawes, former Comp—

troller, also wrote to Chaimman McFadden as follows:(a)

Elit‘,omorcial and Financial Chronicle, Vol. 123, July 3, 1926, p. 37.
2}rbid.
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" ...I feel that tho matter of tho Hull amondmont is
one which involves adjustments fo future conditions,
vhereas the substancoe of tho McFaddon bill is to meet
on imminont peril. If it is not possible at this
momont to agree as to how future dovelopments should
be met, I soe no roason why & vitally important piece
of legislation should be killed,"

On June 3, 1926, Mr. Edmnd Platt, Vico Governor of tho Federal

Regerve Board, wrote %o Chairman McFadden as follows:(l)

1In answor to your letter of June 1, asking for an
expression of opinion from the Fodoral Resorve Board on
the so-called Hull amendments to H. R. 2, the board has
diracted me to say that if is of the opinion that the
Hull amendments should be eliminated."

Congress adjourned however without passing the bill. The
following comment on its faillure to pass was mads by Representative Hull
of Chica.go.(a)

tSince my departure for Europe I have had called
to my attention a newspaper statement in which Senator
Glass attempted to put the roesponsibility on the House
for the failure to pass the McFaddon bankdng bill.

"he respongibility rests on the Senator from
Virginia and on him alone. He held the proxies of the
other Senate members of the Conference Committee. The
House Committee ylolded on practically everything the
Senate demanded cxcept on onse point, that there should
be some safeguard against the extension of branch banlking
in States not now infected.".....

"e.s.The Senstor of Virginia is not an heroic figure
when through his own individual perversity he defeats
the banking bill.

"He is fighting for something which is distasteful
to tho American spirit, nor can he defend himself behind
the vote of the Senate. The Senate would at any time have
accepted the bill with the House branch banking provision
had he been willing to approve it. It is my opinion that

(L1pid., p. 37.
(2)1bid., August 21, 1926, p. 939.
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the House will not yleld the disputed point and should not
do so."

About the came time, Angust, 1926, a Committee of One Hundred
was formed by bankers most actively opposed to branch banking and in favor
of the Full Amendments. Their purpose was in part to present their case

as effectively as possidble at the 1926 convention of the American Bankers
Association to be held in Los Angeles, which was recognized as branch
banking territory. The committee in an anmouncement made in September
published some figures they had gathered as to inszeases in the number of
branches and commented on them as follows:(l)

"No independent banker can look at thesge facts
without reelizing that an epidemic of branch banlking
is spreading over the country., Unless he can stop the
spread of branch banking at the present State lines,
it will only be a aquestion of a short time before ke
will be called upon %o defend himself from the branch
banldng evil within his om territory.

Mhe Hull amendments have been devised to offer
him this necessary protection, The fact that tremendous
presgure has becen brought upon the Senate to omit this
protection from the McFadden bill is the best evidence
of the success with which the Eull amendments would de-
foend antibranch banking territory from the inrcads of
branch bhanking.!

In its Los Angeles convention that fall, however, the American
Bankers Association reversed its action and refused to support the Hull
imendments. This represented a victory for the national banks of the
association as against the State banks, It also deprived the amendments

of their chief public support outside Congress. In an address before the

(M 1vs4., soptember 18, 1926, p. 1458,

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



- 149 -

Yow York State Bankers' Association at Syracuse on Novembor 20, 1926,
Deputy Comptroller of tho Curroncy Collins said:(l)

The Hull smendmont owed its prestige and presence
in the bill very largely to the active support of the
Americen Bankers Association, which had endorsod it by

resolution of the Chicago convention of 1924, Since

that timo thore has becn a long and intensive discussion

of this amendment by the hanling fraternity, followed by

its reconsideration and decisive rejection by the American

Bankers Association at the 1926 convontion at Los Angolos.

This action should aungur well for the sarly ocnactment of

the bill,®

This expectation proved to be correct, for on Jamuary 2U, 1927,
the House accopted the bill without the Hull Amondmonis, After conference
on other minor differences, the bill wag passed and on February 25, 1927,

it was approved by the Presidont. With the omission of tho emendments
it had become again what it was at the time of its introduction three
years before—-a mildly pro-branch banking moasurec.

Practically all the opposition t¢ branch banking which was ex-
pressed while the McFadden Act was pending originated with the amall
bankers. They naturally desired to protect their competitive position,

and they were supported by their large city correspondents, who proferred
existing rolationships to the responsibilities of branch operation..

There were iwo States where the opposition was peculiarly strong——
California, where branch banking was vexy active, and Illinois, where

there had not been any experience with branches for over eighty years.

(1)1vid., November 27, 1926, D+ 2735.
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That the feeling should have been strong in California, where there was
actual and severe competition between unit banks and branch organizations,
ig natural, But that it should have been so strong in Illinois is not so
easy tc¢ explain, since the law would not have had the effect of authorize
ing branch banking there, Yet the Illinois banks and the Illinois dele-
gation in Congress took aggressive leadership againsgt it., The following
passage is taken from remarks of Senator Glass during the Senate hearings
in Jamiary, 1925:(1)

"....X agree with Senator Pepper that we ought to give the
National banks the seme branch banking privileges that the
State banks have, The Senate twice passed a bdill to that
effect, The Banking and Currency Committee of the House
twice reported a bill of that sort, and strange to say--

now, mark the singularity of this fact--strange to say, those
bills were beaten each time in the House by Members accredited
to a Btate that doeg no branch banking at all, and the same
State which is the home of the Cemptroller of the Currency--
Iliinois. We simply propose to extend to the National banks
the same branch banking privileges that the State banks might
have under the lawg of their regpective States. Illinois
prohibited State branch banking, and yet both of these bills
were beaten by gentlemen from Illineis, and this bill was
written by a gentlemen from I11inois,sees.”

With the exception of Californim most of the opposition of bankers
to branch banking came from regions where there had never been any branch
banking since the Civil War, or perhaps before,

On the other hand, there was no organized advocacy of branch

banking., The majority of witnesses who appeared before the Congressional

(1) 1v144, 20 70,
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fommittees were its opponents. Its formal advocacy was mainly in the
hands of members of the Gommittees of both Houses who seemed convinced
that the interests of the Federal Reserve System required that member
banks in large cities be permitted to have branches on the same condi-
tions as nonmember banks, Statements on the subject by the Federal
Advisory Council, and by the governors of the Federal Reserve Banks of
San Francisco, Richmond, Chicago, Atlanta, New Yerk, Minneapolis, and
Boston, ths Federal roserve ngent at Minneapolis, and the chairman of
the board of the New York Federal Reserve Bank were submitted to the
Senate committee in Januvary, 1925, by Secnator Glass. Some of these
statements were positively in support of branch banking, but others were
limited to protests against the attempt implicd in the Hull Amondments
to shut off all futurc extensions of it.

Although the main subject of contontion while the bill was
pending was the Hull Amendments, there had also been dissatisfaction over
those sections of the bill which would prevent any State bank from cone
verting to national charter, or consolidating with a national bank, or
entering the Federal Reserve System, unless it relinguished all branches
outside the city of the head office which had beon sstablished after the
enactment of the act., Under this stipulation State member banks in certain

States would not be allowed to establish branches ontgide their home office

cities, although their nommember competitors might do so. The State members
protested that this in effect abrogated their charter rights, which they

had been agsured by the amendment of 1917 to the Federal Rescerve Act,
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would not be impaired by their being members of the Federal reserve system.
Apparently, however, they were either not mumercus encugh or not energetic

enough to secure modification of the bill in their favor.

Effects of the Act

The branch banking provisions of the kicFadden Act, which had
been the subject of long controversy, embodied substantially the regula-
tion formulated in 1923 by the Federal Reserve Board and the Comptroller
of the Currency for administrative purpcses., iWhile specifically legaliz-
ing local branches, the act prohibits any further extension of rural
branches, It not only restrained State members from establishing branches
cutside thae city of tie head office--in this respect merely following pre-
vious regulations--but it also deprived the board of tne power it had former-
ly exercised to make exceptions for such baniis, Furthermore, in allowing
State banks to come under national charter either by conversion or consolida-
tion with only sucia out-of-town brancaes as nad been in existence when the
act became effective, it tended to restrict branches for national banks
more than had been tie case before.

That the law should have done little more than "freeze" branchn
banking in the status which then existed ig mainly the result of the
fact that the interests of different classes of banks stocd in each
otaerts way., Congress could neither disregard the claim of national

banks to the same powers that State banks had, nor the protests of the
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20,000 or more small baniks against what they thought s threat to their
independence.

The branch banking provisions of ine Federal law as they stand
in the McFadden Act may be summarized as follows:(l)

1. A naticnal bank may retain brancues which it had lawfully
on February 25, 1927.

2, A national banx which had operated only one branch more
than twenty-five years prior to February 25, 1927, may retain that branch,

?. A national bank formed by conversion of a State bank with
branches, or which has absorbed a State bank with branches, may retain
guch of those branches as were in lawful operation February 25, 1927.

4. A national bank may establish branches in its home city,
if Prancies are permitted there by State law, provided the city has a
population of at least 25,000; if more taan 25,000 and less tinan 50,000,
one branci may be established; if more than B0,000 and less than 100,000,
two branches may be estasblisued; in towns of more than 100,000 the mumber
of branches is left to the discretion of the Comptroller of the Cur-

rency.

(1) See Sections 7, 8, and 9 of the McFadden Act, from waich this summary
is parapbrased.
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5. Yo State bank with branches established cutside its home
city after February 25, 1327, may be admitted to Federal reserve member-
ship except upon relinquisnment of such branches.

6. No national or State member bank may establish a branch
outside of its home city.

7. HNo branca of a national bank may be established or moved

without the consent of the Comptroller of the Currency.
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CHAPTER VII

THE GLASS BILL AND BRANCH BANKING

The McPadden Act did not settle the branch banking issue,
The alarming continuance of bank failures carried the suggestion that
our banking structure was inherently weak, At the same time grouwp
and chain banking had become especially important in territory where
there had been no branch banking and where sentiment had seemed strongly
antagonistic to it, Furthermore it was found possible, where state-
wide branch banking was permitted, as in California, for a member bank,
which itself could not establish branches outside its home city, to

control through affiliation a nonmember bank which could establish

them,

Under these circumstances dissatisfaction with the results of
the McFadden Act was not confined to those who believed that branch bank-
ing should bhe allowed on more liberal terms, ZIven those who favored its

restrictions were dissatisfied when it was apparent that by methods of
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affiliation it was possible to assgociate banks into groups which accom-

plished very much the samc thing as branch banking itself; and that in

States where branch banking was permitted it was possible for a bank to
have an affiliate ostablishing branches evor though forbidden by the

Fodoral law from ostablishing them in its own name.

The House Hparings, 1930

The increcased importance of these iwe dovelopments, rural bank

failurcs and affiliations, is manifost in the hearings on the subjoct of

branch, group, and chain banking which wore held by the House Committco on
Banking and Currcncy in 1930, Thosc hoarings were mathorized by House Reso-

lation 141 (Soventy-socond Congress), "for the purpose of obtaining infor-
mation nccesgary as & basis for logislation." In contrast to provious
hearings, the majority of the witnosses who appcarod beforoe the committeo
worc in favor of branch banking in some form, and tho case for branch banls-
ing was presented with more fullness than ever before. The Compirollexr of
the Currency, Mr. J. W. Pole, and the Governor of the Federal Reserve
Board, Mr. Roy A. Young, were heard at greater length then other witnesses,
and both recommended that the power of nationsnl bapks to have branches be
extended,

The Comptroller, who was the first incumbent of his office in
thirty years or so o give emphatic endorsement to branch banking, embodied

in his testimony the recommendations he had elready made to Congress in his
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annual report. The distinctive feature of his recammendatlions was that

branches be suthorized for national banks Ywithin the trade areas of the
cities in which such banks may be situated. w(1)

. ...These trade areas may in some cases be co=
extensive with Federal reserve digtrict lines;

in other cages they may be of 2 more limited ex~
tent, but in my judgment they should not extend
beyond Federel reserve district boundaries, ex-
cept to take care of a few exceptional cases where
8 trade area may extend from one Federal reserve
district into anéther, nor should a bank be per-
mitted to establish a dbranch in another city in
which there is a Federal reserve bank or a branch
thereof,

"Under such a system of branches thers would
grafually be extended to the agricultural com-
mnities from the large city banks a safe and sound
system of banking which would rendsr remote the
possibility of bank failures. There would, however,
be no compulsion upon unit banks to enter a branch
organization. The two systems of banking-~unit banlk=
ing and branch banklng--would no doubt operate side
by side for an indefinite length of time; that is to
say, there would be in every rural section some unit
tanks well organized, competently managed, and held
in high estoen by the community which would con-
tinue to operate advantagoously."

In its emphasis upon branches as a means of serving rural come
munities, the recammendation of the Comptroller fook the issue back vhere
it had been thirty years befors, when the earlier advocates of dbranch

banking had urged it for the same rcason., Mr. Pele, however, emphasizod

(1)United States Congross, 7lst, 2nd Session, Hearings under H, R. 141,
Branch, Chain, and Group Banking, House Cormittee on Banking and
Currency, 1930, Vol. I, P«
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more than those earlier advocates ¢id that the branches wers to belong to
large banks, Of tie lotter he saids (1)
"They are giving the gzeneral public a sarer

and higher types of banking service tiwn has

nitherto been imown, Their stabiliiy resis upon

the great diversity of banidng baslaesz to whica

they have access and to the further fact that they

are able to secure the most highly trained and

experienced talent,"

The power to operate braanches would, as the Compiroller proposed, make the
services of these bhants availabls to rural commmnities, s0 that the latier
would not be dependent exclusively upon banks of small size,

Hitherto the areas within waich it was suggested to permit
branches had been political; i.e., within gunicipalities, counties or con-
tiguous counties, or within States. Both the advantage and the disadvantage
of following politieal boundaries are obvious, The advantage is that such
boundaries are easy to prescribe; the dissadvantoge is that in many cases
they do not include sufficient banking business for competing branch syg—
tems of adeguate size., These arbiftrary limitations wiich political areas
involve are avoided in the Compiroller'!s councept of "trade areas," which
are ecornonic and disregard political boundaries, The trade area would
have the advantage of being extensive enougi to include banks of adequate

size, but it has alap the disadvantege that its boundaries would not be

easy to prescribe,

(1) 1vic., p. 3.
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The extensiveness of the "trads area" would in part depend,
according to the Comptroller, upon the minimum size of bank to be per-
mitted to have branches. If, for instance, no bank with a capitalization
of less than $1,000,000 should be allowed to have branches, the trade area
would have to be large smough, at lesst, to support a bank of that size.(l)

"is to the size of the parent bank, under such
a branch banking sysiem as I have suggested, it seema
advisable to consider the question of a minimm capital-
ization as a condition precedent to the establishment
of branches in the rural districts in the trade area.
In this respect discretion should be allowed the Comp-
troller of the Currency to require a capitalization
higher than the minimum, as he now does with unit banks,
Some trade areas are naturally more important and more
highly developed financially than others. A bank of
one million capitalization in some trade arecas might
be considered a large enough bank to support a branch
gystem, whereas in other trade areas it might be small
by comparison. To support a system of branches within
a trade area the bank should be of undoubted strength
and prestige in order to discharge the responsibilities
which such an undertaldng entaila. This situation would
be met if Congress required a minimum capitalization for
a branch banking institution of $1,000,000. Such a pro-
vigion would automatically determine, to some extent,
the size of the trade area for brench banling purposes.
They would have to be large enough, at least, to support
a bank of that size."

Although the Federal Roserve Board itsglf has expressed no opialon
on the subject since the McFadden Act, Mr, Roy 4, Young, who was Governor
of the Board at the timo, avowed his porsonal agrecment with the Comptroller.
Ho stated that he thought "there should be a liberalization of the national
banlking law in reference to the establishment of branches," and when he

was askpd to what areas he would confine the branches of a given banlk,

(D1bid., p. 106.
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(1)

I havov given.d good deal: of conslideration™to
that. I have thought of it from the county-wido
standpoint, and that doeos not pormit proper diver-
gification, in my opinion. I have considered it
from the standpoint of state-wide, and there have
becn some difficultios with that. I have considored
it from the standpoint of being district-wide, and
that would work ocut very nicely in some distriets,
but in others it would net. I have considored it
from the standpoint of being state~wide or district-
wido, togother with a radius of 100 miles, and
thorc are some difficulties with that.

"Se I havo como down to the samo conclusions
that the Compiroller of the Currcncy has, that a
trade area 1is the proper thing at the moment. To
describe a definite trade area is extremely diffi-
cult. If the Federal reserve act intended to have
the Federal reserve system do it, I mlght say that
they did it as well as they could with 12 regiomal
banks, and we have since extended that by the estab-
hshment of 25 branches, and even that is not 100
per cent perfact.!

Another distinctive feature of the House committeels hearings

of group and branch systems.

said that the formation of their group "was due to the lack of a national
law pemitting the extension of branch benking within the Federal reserves
systen outside of Atlanta," and that he and hig "associates....in the

First Fetional Bank of Atlanta would have preferred to engage directly in

branch banlting rather than to resort to the more cumbersome method of

Mr. John K. Ottley of the First National Asscciates of Atlanta

(L) 1hid., p. 501.
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group banking as a means of furnlshing adequate banking facilities to
our territory. "(1) He affirmed that he did not "regard group banking in
its present form as the equal of branch banking either in its a.'t;ility to
nmeet the needs of local commmnities with dispatch and precision, in the
flexibility and simplicity of its organization or in the economy of iis
operationa"

Mr. Robert 0. Lord of the Guardian Detroit Union Group of
Detroit said that "While undoubtedly esconomies of operation would rssult
from the conversion of some of the present group systems into branch sys-
tems," he questionsd whether the change should be forced by legislation.(2)
He nevertheless regarded group banking as a step toward branch 'ba.u]dng.(y

Mr. George F. Rand of the Marine Midland Corporation of Buffalo
said that "Obviously certain advantages of branch banking can not be real-
ized fully by group banking," though he also felt that group banking had
its own merits. ZEven though group banking should be considered merely a
transitional step towards branch banking, "the retention of local interest
and contacts" seemed to him to be a very real advantage.(l")

Mr. B. W. Docker of the Northwest Bancorporation of Minneapolis
appoarcd to bo moro positive of the indopendent advantages of group banking,
but belioved that branches should be used to supploment 1t in communities
%00 small for independent benks.(5)

Mr. L. E. Wakeficld*of the First Bank Stock Corporation of

(L}1bid., Vol. II, pe 1262.
(2)1bid., Vol. II, p. 1057.
(3)1v14., p. 1122,

(W) 1vid,, pp. 1182, 1183,
(5)1vid., Vol. I, pp. 857-860.
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Minneapolis made the same cont:ention.(l) Ho took cognizance of the allega~
tions that group banking was "but an evasion of the ban on branch banking,"
and admitted that branch banking might be more economical in some instances.
Tho operations of his group had shown, he eaid, "that there is 2 size and
type of cammnity which is too small to Jjustify the malntenance of a sepa-
rately capitalized and corporately staffed bank of its own and which the
group can not enter with a unit bank." But at the seme %ime, ho held
that group tanking had its "distinet advantages" and that these 'should
not be sacrificed." "Group banking and branch banking could well go hand
in hand, supplementing each other."

Two yeers later, however, Mr. Wakefield, appearing before the
Senate committee, aclknowledged that his views upon the relative advantages
of group banking and branch banking had changed. Speaking of the suggestion

that the Pederal law disregard the limitations on branch banking imposed

by State law, he said:(z)

%, ...If thig limitation were removed, it is almost imposgible to
exaggerate what it would accomplish in our territory. I recog-
nize that in advocating state-wide branch banlking at this time,
I am departing from opinions I expressed in my testimony before
the subcommittee a yoar ago. I admit that frankly. We have
learned by our experilence of the laat three years how much more
effective branch bornking would be than group banking., I do not
think that & year ago the people in the country districts were
ready to accept branch banidng, but this sentiment has under-
gone a great change, and I em certain that the majority of these
pecple are not only uo longer opposod to branch banking but
anxiously hoping that it will be accomplished with least possible

delay."

(11bia., pp. 888, 889,
(E)United States Congress, 72nd, lst Sossion, Hoarings on S, 4115, Opera-

mittec on Banking and Currency, March, 1932, p. 3Hl.
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It is imposgible to male reference to all of the witnesses who
appeared before the House Committee, but some of the wmore prominent among
them were Mr., A. P, Glaninni and Mr, James A, Baclgalupi of the Trans-
america Corporation, whose discussions belong to the report on branch banke
ing in Cglifornia; Mr, A. H, Wigsin and Dr. Benjamin 4. Anderson, Jr., of
the Chase National Banks Mr, Charles E. Mitchell of the National City Banlg
Mr. George W, Davison, President of the Central Hanover Bank and Trust Com-
pany of New York; and the Commissioners of Banking from Oklahoma, Michigan,
and Massachusetts, Mr. Wiggin, Dr. Anderson, Mr.Daviscn, and Commissioner
Shull of Oklahoma were opposed to branch banlding, Mr, Davlison introduced
into his testimony an address he had made before the American Bankers
Association at San Francisco, October, 1929, from which the following is

quoteds (1)

"Branch banking, should it become legallzed, may possibly give
us better mechanical banking, XNobody knows betier than we do that
banking is not an enterprise of formulas and machinery. It is pro-
foundly involved with the human side of life, with people engaged
in the business of making a living., Let us have all of the better
banking machinery that our ingenuity can devise and ocur Jjudegment
approve, tut let us not place out confidence in the perfection of
banking mechanism, for it we should ocur btanking system would be-
come increasingly rigid and lose the flexibility which 1s indis-
pensable to the service that banks have to perform. For the
pregervation of that essential flexibility I believe our corre+
spondent banking to be most admirably adapted.”

Commissioner Reichert of Michigan sald that his "State azllows

branch banking in municipalities, This has worked out very satisfactorily."(a)

(1) House Hearings, op. cit., p. 1789.
(2) 1bid., p. 1614, '

org/
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Ho reserved judgment however as o the idea of branches outside home office

cities.

Mr. Mitchell made the following coment:cl)

"How far immediate legislation should go in advantageously
extending permissive powers for branch banking is a difficult
problem. The trade area suggestlon appears to me at present
too broad in ifts scope. The suggestion of extension to county
or to State lines geems artificigl. The expanslon to Federal
regerve districts extends the territory %o an unwarranted de-
gree under existing circumstances and furthermore is filled with
impracticabilities owing to the fact that the districts them-
selves do not represent either trade areas or spheres of natural
banking relationships. My one suggestion would be that legisla-
tion ghould be such that under the carefully given permits of the
compirellerls office the limitations of branch banking be ox-
tendod %o a somewhat larger field in the immediate vicinity of
our citiog, allowing the experience of this extension to be the
gaide in future legislation."

Glass Bill, 1932

The hearings held by thoe Houso Committec which onded June 11,
1930, did not result in the immediate introduction of a committoc measure.
Congress adjourned loss than a month later, July 3, 1930. When it con-
vened again, December 1 of the same yoar, a subcommittco of the Scnate
Banking and Currency Committec was set up. This subcommittee was undor
tho chairmanship of Senator Glass, and had Dr. He Parker Willis as its
export. It was authorized by Senate Resolution 71 (Seventy~first Con-
gress), and had e much wider commisgion than tho Houso Comittoe, the
lattor!s hoaringshaving beon amthorized with roforence to dbraanch, chain,
and group banking alone. Tho Senate subcommitteols fiocld of study was

the "operation of the national and Federal roscrve banking systems," and

(1}1pid., p. 19%9.
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branch banking was given much less attention in its hearings than other
subjocts,.

0f tho numorous witnesses who appecarced before the subcommitteo,
the Comptroller of the Currency, Mr. J. W. Polo, was the principal advo-
cate of branch opcrations, and a large part of his testimony was devotod
to a restatement of his provioums rccommendations for $rade area branch
banking, Other persons mentioned branch banking, tuat for the most part
incidentally.

Mr. Rome C. Stephenson, President of the American Bankers Asso-
ciation, also appeared before the subcommittee, but beyond a brief state-
ment that he did not consider branch banking necessary he did not discuss
the subject.

Mr. Melvin A Traylor, Chairman of the Board, First National Bank
of Chicago, and Mr, Albert H. Wiggin, Chairman of the Governing Board,
Chase National Bank, were perhaps the most positive opponents of branch
banking, Mr. Traylor said:(l)

"I believe in the independent wnit system of banking

which this country has always enjoyed. I believe the thing
we have to fear most of all is the extent t¢ which, in sup-
posed emergencies, we modify that system.?

Mr. Wigein said, in speaking for his banlks(2)

"0ur own preference would be not to see any extensiocn of

branch banking., If the branch banking wore limited to trade
areas or 1o Pederal reserve districts, it would cause, in the

Few York district, a competition in the buying of other banks
in other cities, which we would dislike to gee,!

(1)United. States Congress, 7lst, 3Ird Session, Hearings on 5. R. 71, Opera~
tion of the National and Federal Regerve Banling Systems, Subcommittee
of the Senate Committee on Banking and Currency, 1931, p. 397.

(2)1bid., pp. 195, 196.
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Ho also sald:

e act as the correspondent of banls from all over the
country and we lend those banks from all ovoer the country and
if thore was any suggestion of branch banking to the extent of
the whole country, we would consider it exceedingly inadvisable,

becanse of the difficulty emd impossibility of ruaning branches
at such a distance, in a satisfactory waye....

930 in the suggesiion of branch banking, whether it de
country-wide or trade areca or Fedsral resorve districts, I can
gec nothing that is going to supply a commmnity that will not
support a bank, with a bank, and that apparontly is tho one thing
they are striving for."

The Glass bill, which was finally roported by the subcommittee,
embodied provisions for branch banking on & more extensive scale than tho
McFadden Act pormits. It proposed to give national banks state~wide Dranch
banking priviloges whoreyer State banks have the same privileges. At
additional hearings held by the Scnate Conmittec im March, 1932,(1) a
numbor of witnesses criticizod the bill becansc its provisions mado national
bank privilogos dependent on Stato laws. They said that state-wide braonchos
should be allowed for netional bank, regardloss of the State laws. Two of
tho group benkers who had tostified in previous hearings, Mr. Robert 0.
Lord ond Mr. L. E, Wakefield, made this suggcestion. Mr. J. W. Pole, the
Comptroller of the Currency, again rocommended trade area dranch banking
and oxpressed dissatisfaction with the principle of making the privilogoes
of national banks depend on the privileges of State banks. Ho said:(2)

n,...In oy judgnent, this section will accomplish little or

nothing in the way of dranch banldng, since only a few Statoes
pernit state~wide bronch banking. Tho particular noed for

(l}United States Congress, 72nd, lst Session, Hearings on §. L115, Opera~
ation of the Wationnl and Foderal Roserve Banking Systems,

(2)1via., p. 432
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branch banking by national banks is in those States which do
not permit branch banking to the State banks. There is a
cerying need for banking facilities which can be given by
gtrong city banks in the rural commmities of the United
States, I know of no other sound soclution of the rural

bank question."

Following these hearings, in which other matters than branch
banking occupied most of the attention, the bill was altered in a mumber
of provisions. Its branch banking provisions as reported from the Bank-
ing and Currency Committee to the Senate on April 18, 1932, anthorized
state~wide branch banking for national banks regardless of State laws.
This draft of the bill alsc contalned a provision authorizing branches
across State lines under certain circumstances. These provisions are

given in full as follows:(l}

"(c) A national banking association may, with the
approval of the Fedoral Reserve Board, establish and operate
new branches within tho limits of the city, town, or village,
or at any point within the State in which said association is
situated: Provided, That, if by reason of the proximity of -
such an association to a State boundary line, the ordinary
and. usual business of such association is found to extend
into an adjacent State, the Fedoral Reserve Board may permit
the establishment of & Branch or branches by such association
in an adjacent State tut not bheyond a distance of fifty miles
from the place where the parent bank is located. XNo such asso-
ciation shall establish a branch outside of the city, town, or
village in which it is situated unless it has a paid-in and
unimpaired capital stock of net less than $500,000,M

"(d) The aggregate capital of every national banking associa~
tion and its branches shall at no time be losa than the aggrogate
minimum capital required by law for the ostablishmont of an equal
rmumber of national banking associations situated in the various
places whore such association and its dbranches arc situatod.t®

Paragraph (d) should be intorproted in connection with another

(ljUni’ced Statos Congross, 72ad, lst Sessionm, S. 412, Section 19.
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provision of the bill which raised the minimum capital requirements for
new national banks from $25,000 to $50,000. The change restored the mini-
mm $o what it had been before 1900, when, as described in Chapter IV,

the movement for branch banking in rural regions was met by reducing the
minimum capital required for new national banks to $25,000.

Between the firsgt draft of the McFadden bill in 1924 and the
form the Glass bill bore in April, 1932, there was a marked shift of the
isgue, In 1932 it was no longer a question of merely permitting national
banks %o have limited powers in certain States where State banks had equal
or greater powers--it was a questicn of giving national hanks powers greater
than those of State banks. The issue had moved to entirely new ground,
wnere deference to State law was not followed. It is noteworthy that whereas
in 1924 and 1927 the proposal was to permit national banks to have branches
in cities where State banks were nermi tted to have them, in 1932 that point
had long been conceded and the far more radical proposal was being made that
national banks be nerxitfed to have state-wide branches even where State banks
were forbidden to have them.

This shift of the issue reflects a very considerable shift of gener-
al owpinion, which may not supdort an extreme position but which is neverthe-
less mores favorable to branch banking than the general body of opinion a few
years ago. ¥No better evidence of this is to ke found than the official atti-
tude of the American Bankers Association, whose omnosition to branch banking

both a% the time of the earlier movement at tho turn of the century and more
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recently while the McFadden bill was pending, has been described. A% its

Cleveland convention in 1930, however, the asgociation in response to the

recomrendations of its Economic Policy Commission, relaxed from the stand

it had traditionally taken. Mr. R. 5. Hecht, President of the Hibernia Bank

and Trust Company of New Orleams and Chairman of the Economic Policy Com-

mission, which had maede a study of banking trends for the association, ex~

pressed his opinion as follows:

(1)

"T4 is not at all necessary to advocate any revolutionary
changes in our banking system to adjust ourselves to the changed
conditions but, on the other hand, we should admit that we cannot
adhere to the rigid policy the Association has adopted in the
past and should recognize that some extension of branch bank
privileges within such restricted terriforial limits as experience
has proved would be economically sound and will inevitably come.”

A resolution agreed upon by the commission wes presented by Mr. Hecht and

after considerable debate was adopted by the a.ssocia.tion.(a)

®The American system of unit banking, as contrasted with
the banking systems of other countries, has been peculiarly
adapted to the highly diversified commmunity life of the United
States., The future demands the contimied growth and service
of the unit bank in areas ecconomically able to support sound,
independent banking of this type, especially as s protection
against undue centralization of banking power. Modern trans-
portation and other economic changes, both in large centers
and country districts, make necessary some readjustment of
banking facilities,

"In view of thege facts this Association, while reaffirme
ing its belief in the unit bank, recognizes that a modification
of its former resolutions condemning branch benking in any form
is advisable, The Association beliaves in the economic de-
sirability of community-wide branch banking in metropolitan areas
and county-wide branch banking in rursl districts where economic-
ally Justified.

(1)America.n Bank:rs Assgociation Jourmal, Vol. 23, October, 1930, p. 37k

(2)1bid., p. 338.
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"The Association supports in every respect the autonomy of
the lawes of the separate states in respect to banking. No class
of banks in the geveral states should enjoy greaber rights in
respect 10 the establislment of branches than banks chartered
under the state laws.”

Opposition to the Glass Bill. — While this formal promouncement
of the American Bankers Association expressed an altered attitude on branch
banking, it was far from being the unanimous opinion of bankers. Moreover,
it accepted branch banking under close restrictions, and was & long way
from endorsement of state—~wide branch banking. The report of the associa~

tion's Economic Policy Commission, May, 1932, as approved by the Executive

(1)

Council of the association, contained the following statement:

Mhe Glass Banldng Bill as finally revised would in Section
19 create a revolutionary situation in respect to banking. 1I%
would not only permit national banks with capital of not less
than $500,000 to establish branches locally or on a statewide
basis regardless whether State banls in the jurisdiction were
granted branch privileges of any kind--but it would go much further
and set up in some places irade-area branch banking for national
banks by permitting them to spread out their branch systems across
State lines up %o distances of flfty miles, if, by reason of their
proximity to a State boundary line their ordinary and usual busie
ness is found to extend into an adjacent State."

The report went on to make the following comment:

(1) We believe the decision as to whether a State shall
have branch banking should be left to the States themselves,
and that it should not be imposed upon them by Federal legislation.

"(2) We oppose inter~state braanch banking,

"(3) Where commmunities have been deprived of banking facili-
tiss, by the failure either of wnit, branch or group banks, or
where local conditions fail to offer support to existing facilities,
measures should be provided whereby banks in stronger centers withe
in the State can extend adequate facilities.”

(l)The Commercizl and Financial Chronicle, May 7, 1932, p. 3377.
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The Glass bill itself did not bave the unanimous support of the
Senate Committes, It was opposed, so far as its branch banking provigions
were concerned, by a minority led by Senator Norbeclk, the chaimmean of the
committee, and on April 29, 1932, he submitted a minority report. This
report was submitted "in protest againgt the proposed extension of branch
banking, without taking issuse with the distingulshed amthor of the bill,
Senator Glass, on other matters in the bill. ..."(1)

A% the seme time individual bankers, banking commissioners, and
State banking associations attacked the branch banlking provisions of the

Glass bill with bitterness. The editor of the fmerican Banker as "spokiss—

man. .. for the welfare of the 19,000 smaller independent banks of the
nation" addressed a series of letters to Congress from which the following

excerpts are taken.

®In none of the preliminary hearings was serious conaidera-
tion given to any State~wide branch banling proposal. THE PRACTI-
CALLY UNANIMOUS VIEW OF AMERICAN BANKERS THAT STATE-WIDE BRANCH
BAWKING WAS A RADICAL EXPERIMENT WHICH OUGHT TQ BE LEFT TO THE
STATES was too 1} Imown to permit serious consideration of any
other attitude.n

"You may not clearly realize it. DBut if you vote for the
Glass Banking Act of 1932, with its degen?r?tive branch banking
provisions, your local bvanks are doomed,"\J

"Branch banking was inevitably a factor in the breaking of
the Bank of England. Mismanagement of British public finances
was paralleled by a banlking system in shich deflation could not
be LOCALIZED as it has been in the United States. The pyramid of

(1) ernate
United States Congress, 72nd, lst Session, Rgmort 584, Part II, Minority
views +to accompany S. Yz, April 29, 1932,

(2)americon Benker, May 12, 1932, p. 1.
(3)1vid., ey 9, 1932, p. 1.
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centralized banking and finance cc?lg only be readjusted by the
disaster of curreancy revaluation."” 1

"We see no need for Federal 'trads area'! branch banking,
or sny sori of branch banking, unless indeed as AW ALIBI FOR
THE FAILURE OF THE FEDFRAL RESERVE BOARD AWD NATIONAL BANXING
DEPARTMENT TC MAINTAIN SUFFICIENTLY HIGH STANDARDS for the
banks, under their supervislon, prior to 1929.

"Mhat need have we for 'trade area! or any other branch
banking when more than 19,000 unit banlts have given their
depositors 100% safety, whereas branch banking nations have
been forced off the gold standard or shot through with great
failures of their unwieldly chain gtore tsaks? We can do
better than imitate a discreditable 01d Worid financial error,

"Why be tricked inte doing so by a political mansuver?
Half a spoonful of bfa?ch bank poison is as bad medicine as
the whole spoonful.® 2

In June, 1932, Mr. Peter J. Ceameron, former banking comumissioner
of Pennsylvania, began organizing the Association of Independent Unit Banks
of America 1o fight the proposals for state-wide branch banking embodied
in the Glass bill. Mr. Cameron, who was already well known for his oppo-
gition to the extension of branch banking, made the following statement
explaining the purpose of the association:(j)

"huring the past six or more years, certain interests in

the larger citiss of the country and certain Federal authorities
Lave been active in promoting the branch banking idea.

"Branch banking such as is provided for in Section 19 of
the @lass bill, new pending in the United States Senate, and
for which the interests above referred to are clamoring, is
objectionable to the vast majority of banks, both State and
national, whose management believe that the laws of the re-

spective States should regulate branch banking within their
borders.

(L1pia., p. 6.
(2)1vi4., May 11, 7977, p. 1.
(3)Ibid., June 8, 1932, pe 8.
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"Wation-wide branch banking powers for national banks is
favored by many big bankers and officials of the Federal Govern-
ment. If adopted, such a system would, in due time, wipe out
our present duel banking system, of which the thousands of inde-
pendent unit banks form an important part.

it bankers irn the various States, after careful considers~
tion, have decided to organize the Agsociation of Independent Unit
Banks of America, with headquarters in Harrisburg, Pa., whose
main purpose will be to uphold the autonomy of State laws as a
cardinal principle in Federal branch banking legislation."

It is important to observe the evidence in this statement that
the issue as to the conditions under which banks may be auwthorized to
establisk branches relates not so much to the adequacy of the existing
banking structure as to the belief "that the laws of the respective
States should regulate branch banking within their borders¥; that branch
banking threatens to "wipe out our present dual banking system'; and
that "the autonomy of Sbate laws" should be a "cardinal principle in
Federal branch banking legislation." Since the majority of banks dhat
fear branch banking becaunse of their size are State banks, it is netural
that this identiflcation of their own interest with States! rights should
be made.

Substantially the same point of view is expressed in the follow-
ing resolutions of the Illinois Bankers?! Asszociation, May, 1932:<1)

"In certain legislation now pending in the United States

Senate, we see an attempt to give such competitive advantages
to national over State banks as to lead to the destruction of
our dual banking system. We emphatically reiterate our previous
declarations that Congress should grant no further branch bank-

ing privileges than to give national banks equal rights with
other banke in States where branch banking is permitted, We

(U1vid., mey 28, 1932, pp. 1, 2.
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believe the decision as to whether a State shall have branch
banking should be left to the State itself, and that this
should not be imposed upon it by Federal leglslation. We
oppose inter-~State branch banking., Where local conditions

in any commanity in the State fail to offer support teo the
exigstence of a regularly chartered bank, measures should be
provided whereby adequate banking facilities may be extended.™

It is obviocus that this is a protest not so much against the
general proposition that banks should be permitted to have more than one
office, as against the alleged intent to override State banking Jaws in
giving them that permission. In its last sentence the resolution expressly
recognizes the desirability of branches vhere adequate banking facilities
are not otherwise accessible. In view of the former radical hoestility
among 111lneis bankers to branch banking under any circumstanceas, the
present attitude bespeaks a change of opinion.that ie significant.

The history of branch banking in the United States from the
beginning has involved the conflicting relationships of banks under Federal
charter and of banks under State charter. First the branches of the
Second Banlk of the United States wore resented by the States in which they
vere situated. Next the National Benk Act taxed away the circulation privi-
legs of Stato banls and thereby diminished the number both of State banks
and of ftheir branches. In 1900 out of deference to the mumerous small
banks in the country, most of which were State banks, proposals to suthorize
national banks to establish branches in rural commnities were overridden
in favor of lower capitalization for rural national banks. In 1924, when
Mr. H. M, Dawes was Comptrollor, the Federal authorities and Congress pre-
forred not to authorize branches for national banks, but since the laws

in some States permitted branches, it was necegsary in the McFadden bill
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teo zive national banks similar privileges. At present, in 19%2, the
proposal to give national banlm uniform power in all States to have branches
is mainly opposed on the ground that it infringes on the rights of the States

and their chartered institutions,
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CHAPTER VIII

STATE LAWS

The interaction of State and Federal banking legislation upon
each other was emphasized in the preceding chapier, and it was pointed out
that opposition to the branch banking provisions of the Glass bill centered
on the fact that they would override State laws by pemitting national
vanks to have branches where State banks could not. This close relation~
ship between State and Federal legislation requires that a description be
given of the situation in each State individwally, with attention not only
to the present legal status, but to the historical background and develop~
ments as well.

In 1895 the Comptroller of the Currency made what appears to have
beer the first survey of State laws on branch banking; it preceded the
recommendation for branch banking by his office discussed in Chapter IV.

It was a comprehensive survey of State banking laws in general, and was
baged on twelve questions asked of each State, the seventh being, MAre any
of the banls permitted to conduct branch offices or banks?" The Comptroller
swmarized the information received in answer to this question as follows:(l)

"Thirteen States do not allow branch banks. Ten States

report no law prohibiting them nor providing for their estab-

lishment. In twenty States braacheg are permitted, and to some
extent encouraged by favorable legislation.,!

(1)gnnnal Report of the Comptreller of the Currency, 1895, p. 40,
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This summary unfortunately does not always give clear evidence of
the legal status of branch banking, which might be a matter of specific
legislation, of judicial interpretation, of administrative interpretation
or ruling, or of precedent and custom only.

It is doubtful, however, if any State in 1895 had a law specifi-
cally prohibiting branch banking by name. Neor where branches were per-
mitted was it by expresg amthorization of law, but merely by implication
and custom. The laws in many States, and possibly in mest of them, appear
to have said nothing at all on the subject. The replies t¢ the Comptroller's
question, however, are generally so brief and ambiguous that it is impossidle
to classgify them with any assurance of accuracy. In some States emphasis
seems to have been on the fact that branches were not forbidden. 1In others
it seems to have been on the fact that they were net permitted. In still
others it is simply reported that there was no provision in the law for
branches, The evidence in the infommation itself as well as the relative
attention accorded it among the other subjects in the survey lndicates both
that branches were not numerous and that the subject was not one in which
much interest was felt.

In Mugust, 1902, a second survey of branch banking by State banks
was made by the Comptroller., Information was requested as follows:

"First. Whether or not branches or agencies are smuthorized
by the banking laws of the State or the charter of the banks.

fSecond. If authorized, the regulations and provisions of
law relative thereto.

"Third. The names and location of banks operating branches
and the number and location of the branches.!
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A summary of the information, State by State, appeared in the Comptroller!s
report for that year.(l) The gituation had changed very little since 1895.
Missouri had enacted a specific prohibition and New York, Massachusetis,
and Louisiana had enacted specific authorizations. Most of the changes
indicated seem to arise from the fact that informal opinions of the law
were being given rather than formal or Jjudicial interpretationsof it.

In 1911 the National Mometary Commission made a digest of State
banking laws up through 1909, which was published in Volume III of its
report, It includes information on branch banking, which is more precise
and satisfactory than the Comptrollerl!s surveys already mentioned. The
principal changes indicated between this digest and the Comptroller's sur-
veys are that Colorado, Misgisgippi, NWevada, Texas, and Wiscongin had en~
acted prohibitions on the establishment of branches and that California
had enacted a specific authorization for their establishment.

Between these early studies and the digests of branch banking
laws prepared by the Federal Reserve Board in 1925 and 1930, and published

in the Federal Reserve Bulletin, March, 1925, and April, 1930, the changes

are very great, for during the interval many States enacted prohibitions
on branch banking, and many others snacted provisions for its regulation.
It is impossible to classify these changes in simple form, for the reason
that the status of branch banlking is not uswally stated in simple terms,
Conditions vary as to the size of banks that may have branches, the size

of towng, the number of branches, the areas branches may cover, stc., In

(1) gnnual Report of $he Comptroller of the Ourrency, 1902, pp. 47-51.
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many cases the actual status of branch banking depends more on tradition
and interpretation than on the letter of the law. Furthermore, the letier
of the law itself often requires interpretation. Finally, it is often
difficult if not impossible, because of conflicting evidence or lack of
evidence, to tell what the status of branch banking was at a given time or
when it changed. The classifications used in the following pages must
therefore in many instances be taken as tentative and flexible,

It is obvious both that the laws respecting branches in effect
in the various States vary extremely from one ancther and that the develop~
ment of branch banking also varies. But the development does not vary
uvniformly with the laws. There are branches in States where branches were
never specifically aunthorized and there is at least one State, Montana,
where branches are permissible, but none have been established. And in
States, counties, and cities where branches are permitted on the same terms
there will be found widely different degrees of development.

This is in part to be explained by the fact that asids from what
the laws may say, the attitude of the State supervisory amthority is of
very greal lmportance: in determining bdranch bankdng developments in a given
State. A supervisor who wishes to have the powers granted by a law ex-
ercised, can encourage banks eccordingly; or if he chooses otherwise, he
can discourage them. This may explain in part why rural branches have been
actively established in Iowa, for instance, and why in Montana there have
been none.

In twenty-four of the States where prohibitory legislation has
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been in effect at one time or amother in recent years,(l) fourteen appear
to have had branches at the time the prohibition was emnacted, though in
only three, Alabama, Mississippi, and Georgla, was branch danking repre-
gsented by more than a dozen branches or so. In Mississippl and Georgia
the prohibition has since been relaxed. In twelve States the prohibition
seems to have originated since 1920, and in all but oune, Missouri, it seems
to have originated since 1900. In only one State where branch banking has
been prohibited since 1920, was there any branch banking of consequence,
and in five of those States, Illinois, Iowa, Kansas, Montara, and West Vir-
ginia, there were no branches ai all. The one State, Georgia, where branch
benking was active has since relaxed the prohibition. The Wyoming law,
which by implication formerly permitted "offices" at different "places,!
was smended in 1926 by changing these words to the gingular. This may or
may not be considered a prohibition on branches, but at any rate there
appear to have been no branches in the State et any time.

The conclusion therefors seems inescapable that the greater part
of the prohibitory legislation has not been adopted as the result of direct
experience. Some part of it ssems to have come about as a result of the
active controversy over branch banking which culminated in 1902, but a
greater part seems ascribable to the later controversy which began around

1920 and reflected first, the growth of branch banking in California, and

(1)Ark.ansa.s, Georgis, Illinois, Indiana, Iowa, Kansas, Minnesota, Montana,
Nebraska, Oregon, West Virginia; Alabama, Colorado, Commecticui, Florida,
Idaho, Misgissippi, Missouri, Nevada, New Mexico, Texas, Utah, Washing-
ton, Wisconsin.

The first eleven enacted prohibitory legislation since 1920. The
fourteen undsrlined had branches at the time the prohibition was enacted.
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second, its growth in the large cities. There is evidence that in certain
cages prohibitions or restrictions came about through fear that the Giannini
interests of California planned to enter the State. This is said authori
tatively to be true of Virginia, where after having been permitied state-
wide, branch banking was put under restrictions. Bubl leaving that aside
it is natural that there ghould be a close connection, as stated in Chapter
V¥, between the intense controversy which preceded the passage of the Mc-
Fadden Act, and the prohibitory legislation adopted by various States during
the same period.(l)

Finally it should be noted that seven States(2) have since 1927
changed their branch banking laws in the direction of relaxing previcusly
existing prohibitions and restrictions, and Vermont has passed a law

authorizing agencies.

Scope of Survey and Sources of Information

In the following description of the status of branch banking in
individusl States, no attempt is made to cover fully the conditions as fo
the amount of capital required for each branch, the population of the towms
in which branches may be situated, and such details, for vhich the laws
themselves should be consulted, as presented in the March, 1930, Federal

Reserve Bulletin, with late changes in the July, 1932, Bulletin, Whenever

it is said that the law suthorizes branches whether state-wids or within

(1)When the St. louis case (ses Chapter VI) was argued before the Supremo
Court in 1922, ten other States wers sufficiently interested in the
subject to join Missouri in its brief of the issue.

(E)Georgia, Indiana, Iowa, Massachusetts, Montana, Ohio, and Wiscongin.
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smaller restricted areas, it is to be understood that such authorization
depends upon compliance with mumerous conditions amd the approval of the
supervisory authority. Itsegglzb;here true that banks are allowed to estab-
lish, move, or discontinue branches without administirative permission.

Sources of Information. ~ The material in this chapter is based

mainly on the five earlier surveys already mentioned: those of the Comp—

troller of the Currency in 1895 and 1902, the Digest of State Banking ILaws

in 1909, published as Volume III of the report of the Hational Monetary
Commission, and the two digests of State laws Belating to branch Banking,

published in the FPederal Reserve Bulletin, March, 1925, and April, 1930.

Other miscellaneous sources have been drawn on also. These include anmaal
reports of State banking superintendents, and legal digests such as those

of Morge and Magee on Banks and Benking, and Morawetz on Private Corpora~

tions.

Terminology. ~ In the following summaries it will be noted that
different terms are used in certain States iu place of the term "branches.!
Thegse are 'agencieg," "offices,” "branch banks," "stations," and "loca-
tions." There have also been used the terms "tellers! windows" and Baddi~
tional offices," the latter particularly in connection with national banks,
as described in Chapter VI.

Most of these femms seem to have boen adopted as euphemisms for
branches where prejudice or law siood in the way of dbranch operation. This
is the case with "offices," "additional offices,” "tellers'! windows,"
fistations,” and "locations." 1In general also these terms connote a limita~

tion of function, as in Yowa and Wisconsin, where the purpose is to resirain
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branches from competing on equal terms with single office banks. In the
case of national banks it is doubtful if the limitation of "additional
offices" to merely routine paying and receiving functions was enforceabls,
for the reason that the negotiation of a loan, for instance, could be easily
arranged by telephone, or written application, or through other means that
made it unnecessary for the customer of the "additional office %to go to
the main office of the bank.

The term "branch bank" is an ambiguous one, sometimes used %o
designate a branch and sometimes to designate the bank operating branches.

The term "agency," as noted in Chapter VI, has usually been
given a legal distinction from branch, though this distinction has not been
universally observed. In Vermont the law which authorizes agencies appar-
ently follows established local usage, withou! however implying any dis-
tinction between brenches and agencies in practice.

In general comnection with the legel effort to limit functions
and io use special terms in distinction from the tem“branch'; it is %o be
pointed out that banks themselves limit the functions of their branches
according to circumstances, and that they also frequently use the tem
*office” in preference to"branch. In view of the fact that both laws and
banking customs assign several different terms to the same thing and also
different things to the same term, it has been found impracticadle to
observe all the distinctions in effect. Logically the term office appears
proforable to all othors, and therc seems to be a disposition on the part
of banks to use it in place of the tem“'brancb: but the latter, together with

"
the expression‘branch hanking, is still in such common use that it seems
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necessary in a discussion of this nature to adhere %o it. The word branch
has been used, therefore, as the general synonym for all the special and
local terms, such as "branch dank," "agency,! "office," "suboffice," "sub-
agency," "additional office," "station," ‘“substation," "teller'!'s window,"

"location," etc., even where the latter is used in the State law,

Changes in Laws of Individual States

The following accounts give the changes in the Stale laws on
branch banking with brief reference to the situation at present, In the
Appendix will be found a more detailed digest of the current State laws.

Alabama. — No returns from Algbama are in the Comptroller's sur-
vey for 1895, but in 1902 it was reported that the code of 1896 permitted
banks to have branches "at pleasure in the State other than the principal
place of btuginess." There were a few branches in operation and the law
contimied to permit their establishment till 1911, when a prohibition was
enacted. At that time the Tennessee Valley Bank, with its sixteen offices,
had already been established. This Benk is one of the oldest dranch sys-—
tems in the country now operating. Its headquarters are in Decatur and
its other offices are in fifteen other tewns in northern Alabama, It was
established in 1892, and built up i%s branches gradually, though no new ones
have been established since the law of 1911 forbidding further development
of branch dbanking. The direct occasion of that law appears to have been
the experience of 2 bank established in Birmingham in 1910 with a capital
of $100,000, without any increase of which about twelve branches were set

up in different towns within a few weeks of organization. Shortly there-
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after the bank failed, end its failure induced a strong reaction against
branch operation., The Committee on Iegislation of the Alabama Bankers!
Association reported in Jamuery, 1911, that branch banking "is a favorite
method of the fakir who starts in to rob the depositors of the suburbg or
the small towns."(l) It is obvious that it was not necessary to prohibit
branch banking in order to prevent recurrence of such actlon, and the in-
ference is that the Alabama bvankers were opposed to branch banking on the
same general grounds that had already influsnced the American Bankers Asso-
ciation, The legislative committee also reported that it had "so modified
the original sections of the bill.....as to leave absoluiely untouched the
branch banks already in existence, but providing that no more shall be es-
tablished.” "We believe," the report contimued, "that all interests in the
association will be brought into harmony by that provision and the only
obstacle to a united front before the Legislafure is thus removed." The
proposals of the bankers were enacted and while branches already established
were pemitted to continue, the establishment of more was forbidden.
Arizona., ~ The information as to Arizona in the Compiroller?s sur-
vey of 1895 is simply: "Branch banks not provided for." By 1900, however,
thers were three branches in existence in the State, and the Revised
Statutes of 1901 took cognizance of the fact that banks might maintain
them. The lawe of 1922 specifically authorize their establishment without
resiriction as to location. The number has steadily increased, all the

branches being outside the city of the head office.
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Arkansas. - In 1895 in reply to the Comptrollerts question as to
vhether banks were permitted to have branches, it was reported: "Yes, if
they so desire, there being no restrictions." Thers is no record, however,
that any existed. The status was still the same in 1902. A very few were
subsequently established, all outsido the city of the head office. TUnder
the present law, in effect apparently since 1923, the establishment of
branches is not permitted. However, it is to be noted that the bank com-
missioner of the State has in the last year or so anthorized a few tempo-
rary branches to be set up in towms deprived of other benking facilities,
these branches being called Y"tellers' windows.™

California. - The complete account of branch banking in California
is covered in a special report. It may be noted here for convenience that
it was reported in the Compirollerts survey in 1895 that, "there are some
banks which have branch offices," but nothing was said as to the law. In
1902 it was reported:

"The right of a bank %o establish agencies hag never been

passed on by the State supreme court. It is stated that 'the
law may permit agencies to be established within the county by
the parent bank, but it certainly has no authority to conduct
a general banking businesg, !V

In 1909 the present law anthorizing state-wide branches was enacted.

Colorado. ~ There is no record that there have ever been any
branches in Colorado; they hawve been under express prohibition since before
1909. In 1895 and 1902 they were not mentioned,

Connecticut. —~ It is not clear whether there ever were any regu~

larly authorized branches in Connecticut, but in 1837 and later banks were
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establishing agencies, which were analogous to branches. hig practice was
apparently the same as that described in the paragraphs on Massachusetts
in Chapter II, and the present specific law forbidding branches in Connecti-
cut, which has been in effect since 1902, appears to be a modification of
an earlier law aimed at preventing that practice.

Delaware, - Branches are operated by banks in Delaware whose
special charters speclfy their right to do so. Other banks are net per-—
mitted to have them. The Farmers Bank of Delaware, already mentioned, has
operated at three or more offices since 1813, Nearly all the branches in
the State are outside the city of the head office,

Digtrict of Columbia, ~ No report for the District of Columbia
appears in the 1895 Comptrollerts survey. In 1902 it was stated that,
"there are....branches of savings banks doing businesgs,...without any special
grant of authority other than the payment of an annual license tax to the
District government," Loan and trust companies and banks other than national
situated in the District in some cases have charters from the Federal Govern-
ment and in scme cases from various States. They are now expressly per-—
mitted to establish branches under authority of an act of April 26, 1922
(Millspaugh Act), though a few branches had been in operation before that
for several years,

Florida. = Branches were formerly expressly permitted in Florida,
but a prohibitory law was enacted June 7, 1913, two years after similar
action in Alabama, Apparently there were never more than seven

branches in existence, and wunder pressure from the State
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comptroller these were all cleosed, the last two in 1925,

Georgia. - There was branch banking in Georgia before the Civil
¥ar, but it 1s not clear what was true for several years thereafter. The
Comptroller's survey has no report from Georgia in 1895. It was reported
in 1902 that branches were authorized in the charters of three banks only.
Although they were not generally amthorized, others were in existence and
apparently the law took cognizance of them and required their examination.
In 1927, however, a prohibitory law was passed as a result of experience
with three chains previously operating in the State. These were: the
Walker system, which flourished in the period from 1910 to 1920, approxi-
mately, comprised forty to fifty banks, and at last failed after frauvdulent
manipulations: the Benton system, which flourished and failed about the
same time as the former; and most important of all, the Witham-Manley system,
which was in operation from about 1890 to 1926, vhen it failed. Although
one of the banks involved had branches, the failures were of chain organi-
zations, and the prohibitory law did not touch the principle on which they
were set up., The form of organization which was intended %o be prohibited
ig therefore still legal and in practice. By subsequent Acts of July 20,
1929, and Angust 17, 1929, provisions were adopted which in effect pemmit
banks 1n Savannah and Atlanta to establish branches within their city
limits,

Idaho. -~ According to the Comptroller's survey in 1895, "ihere
was nothing in the law to prevent! banls from having branches. There is
evidence, however, in o0ld directories that a few were in opsration either

then or a little later. In 1902 iif was reported that there was no law on
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the subject. In 1898 a branch of the Spokane and Eastern Trust Company of
Spokane, Washington, was established in Moscow, Idaho, and the State law
took cognizance of the existence of such branches of foreign banls as late
as 1909, All branches in the State, domestic as well ag foreign, appear to
have been discontimzed by 1910, however, The present prohibition, which
uses the same words as that enacted in Missouri in 1899, has been in effect
gince 1913,

Illinois. ~ Apparently there have not been any branches in
Illinois since the failure in 1843 of the State Bank of Illinois, which had
about a half dozen bragnches. According to the Comptroller's survey in 1895,
the Illinois law at that time made no reference to branch banking, and that
silence wag interpreted as not allowing it. 1In 1902 it was reported that
they were not authorized. The present formal prohibition on branches has
been in effect since 1923, It was strengthened by an amendment in 1529
maiking 1t more specific and forbldding banks even to establish branches in
other countries. This is an umisual prohidvition; some States, for example
Misgsouri, specifically permit their banks to have foreign branches, while
forbidding domestic ones.

Indiana, — After the passage of the National Bank Act, under
which most of the so-called "branches! of the State Bank of Indiana became
separate national banlee, there appear to hawve been no branches in the State
ti1l after 1900, 1Ia 1895 it was reported that there was "no provision in
the law euthorizing" branches. In 1902 it was reported that the law did
"ot permit" branches. In 1920-1921, the law not forbidding, a few were
establqihed, mostly inside the city of the head office. On March 19, 1921,

a law was approved permitting branches already established to continue, but
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prohibiting any more. On March 11, 1931, a new law was adopted, permitting
branches to be established by banks in other towns, in the same county,
where no bank is already situated; and also permitting branches in counfy-
seat cities of 50,000 population or more, in which the head office is situ-
ated. The provision for hranches in outside towns was occasioned by the
fact that becanse of failures many small towns were without banking offices.

Iowa. ~ After the Civil War, at which time most of the so-called
Fhrawches! of the State Bank became separate national banks, there appear to
have been no branches in Iowa, nor any provision of law relating to them,
In 1895 it was reported that branches were "not permmitted by law.” In 1902
they were reported as not authoriged. OnApril 18, 1927, an act was approved
specifically prohibiting them. This was amended March 13, 1931, by a para-
graph reading as follows:

19258~bl. No banking institution shall open or maintain

any branch bank. However, as may be authorized by and subject

to the jurisdiction of the banking department, any banling in-
stitution may establish an office for the sole and only purposes
of recelving deposits and paying checks and performing such other
clerical and routine dties not incomsistent with this act., No
banking institution may establish any office beyond those counties
contiguous to the county in which sald benking institution is
located, nor in a city or towr in which there is alresdy an es-
tablished banking institution., No office shall be contimued at
any place after a banking institution bhag actuelly commenced busi-
ness at that place. Nothing in this act shall prohibit national
banks the privileges of this section whenever they may be so
authorized by Federal law.!

Under this law mmerocus offices have been set ups It would seem,
however, that banks would be deterred from the attempt to cultivate much
business through such "offices," by the fact that their functions are
limited and their temure impermanent.

It is striking that although circumstances have made it expedient
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to authorize these rural brenches in Jows, the prejudice against dbranch
banking is so strong that the legislation gives them the loss inncounous
name of M"offices,"” a term which as it happens is also used by many metro-
politan banks in preference to the word “branches.“(l)

Kansas. ~ There has cpparently never becn any branch banking in
Kensas, and ne mention of the subject in the laws until recently. 1In 1922
the vank commissioner said in his report: "Bankers, both state and national,
are almost unanimously opposed to branch banking, and feel that a law posi-
tively prohibiting the establishment of branch banks in Kansas should dbe
enacted at this time.“(e) The commissioner's recommendation was not based
upon any branch banking experience within the State, but upon the feeling
of bankers towards it as a general issue. The present prohibitory lav was
not enacted £ill 1929,

Kentucky.~ There has apparently always been branch banking in
Kentucky, both before and after the Civil War, though there is no mention
of i$ in the law, and it has not in recent years been important. In 1895
it vas reported that there were seven branches in the State belonging to
five different banks, and that there were "no restrictions as to the num~
ber of branches a bank may have" so¢ far as was knowm. In 1902 it wms re-
ported that the law 4id not authorize branches but was "not construed as
prohibitive." The Court of Appeals held in 1909,(3) however, that a bank
cannot establish a branch in the absence of statutory authority, but that

i1t may have additlonal offices or agencies to receive deposits and pay

(1)In New York City the Bank of Mamhattan Trust Company, the Central Hanover
Trust Company, the Irving Trust Company, the Manufacturers Trust Company,
and others desigmate their branches as “fficed!

(2)The gixteenth Biennisl Beport of the Bank Commigsioner, Kansas, 1922, p.I0.

(3)}Bruner vs. Citizens! Bank, 120 S. W. 345,
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checks or transact other necessary duties' not requiring special discretion
or tusiness acmnen': It is not clear how this distinction is observed by
the banks=-national and State-~that have branches.

Louisiana. -~ It was reported of Louisiana in 1895 that "there is
no law forbidding banks from conducting branch offices," but it is not indi-
cated how many branches there were. By 1902 the law expressly authorized
banks to have two branches provided they were in the same parish with the
head office. This limitation as to number seems to apply to "hanks" only;
"trust and savings banks" are permitted to have "one or mere" branches
according to capital. They must be in the same parish however. An excep-
tion is made in the case of banks situated in parishes that represent a
division of previously existing parishes. This exception, for instance,
permitted the Calcasieu National Bank of Lalke Charles to continue the main-
tenance of its branches afier the single large parish they were situated
in had been divided into several parishes.

Maine. - Branches have been operated in Meaine since before 1835,
The trust company law of 1907 expressly authorizes them, though before that
they had already been permitted in special charters. Branches are allowed
only in the same county with the head office and in contiguous counties,

Maryland. - Although there were some branches in Maryland before
end possibly after the Civil War, there appear to have been none in 1895,
at which time it was reported: "no provision is made for the banks to have
any branch offices, nor is there any prohibition of it." ¥No new informa-
tion was reported in 1902. Branch banl-ing seems to have developed without
specific suthorization, for even the present laws only impliedly amthorize

branches by making stipulations as to what the capital of banks with

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



Digitized for FRASER

- 193 -

branches must be. These stipulations recognizing branches appear to date
from about 1910, At present Maryland is one of the few States in which
branch banking has. anything like extensive development. It is interesting
to obhserve that there has been no tendency for state~wide branch sysfems
to center in Baltimore, the principal banks with branches outside the city
of the head office bsing in small tovms.

Magsachugetts. ~ The status of branch banking in this State hss
been described in Chapter V. TFor convenience changes in the laws are noted
here as follows. In 1895 it was reported that "none of the institutions
are permitted to have branch ¢fficeg.? In 1902 "a branch! to a trust com-
pany in its home city was allowed. In 1914 other branches acquired by con-
solidation were authorized. By Act of May 8, 1928, "one or more" branches
to a trust company were suthorized,

Michigan. ~ Since branch banking in Michigan is described in
Chapter ¥, it is sufficient here to note that it is not specifically
anthorized by law and apparently never has been, though there has been
great actilvity in the establishment of branches, all within the city of
the head cffice.

lﬁimesotg. ~ In 1895 it was reported that "banks are not authore
ized to conduct branch offices," though what is meant apparently is that
the law was silent on the subject. In 1902 it was reported that Yno branch
banking....can be pemmitted," In 1922 two national banks in the city of
Minneapolis had nine branches between them, six of which are now in opera-
tion, though they appear never to have boen officially recognized. Since

1923 the State has had a law prohibiting branches.
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Mississippl. ~ There is no report from Mississippi in the Comp-
trollerts survey of 1895, but branches were undoubtedly then permitted, &s
they had been since before the Civil War, and there appear to have been
gome in existence. In 1902 it was rsported that they were permitied by
special charters only. In 1906 a law was passed forbidding the establish-
ment of any more. The indications are that thls law was inspired by fear
on the part of other bankers of the state-wide growth of the Grenada Bank,
the sole branch organization in the State of any size, which had estab-
lished twelve branches in as many different towms in the preceding eight
years. Under the law the operation of branches already in exigtence was
allowed to continue. The law was amended in 1924 to permit the establishe
ment of branches within the city of the head office.

Misgouri. - Branches were common in Missouri before the Civil
War, as described in Chapter II, but there is no record of any since then.
In 1895 it was reported: Ybranch banks are not suthorized by the laws of
Misgouri, and are not permitted to do business in the State,” though this
does not mean they were under statutory prohibition., A law forbidding
them was enacted in 1899 however. 1% appears to be the oldest statute in
the country prohibiting them explicitly. In its original fomm, since then
glightly changed, it was an amendment approved May 29, 1899, and read as
follows: '"Provided, however, that no such corporation shall maintain a
branch bank, receive deposits or pay checks except over the counter of and
in its own banking house." IV is not clear on what occasion thig amend-
ment was enacted. So far as is known there were no branches in the State

at the tlme. It seems not unlikely that the prohibition was a reaction
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from the movement then going on to authorize branches for national banks,
described in Chapter IV, The President of the National Bank of Cormerce -of
Kansas City, Mr. W. S. Woods, was active in that movement, and his com-
petitors may have become alarmed. The principal event in recent banking
history in Missouri relevant to branch banking is the St. Louis case)which
involved the right of a national bank to establish dbranches regardless of
State prohibition. This case is discussed in Chapter VI.
Montana. - There appears never to have been any branch banking
in Montana, nor any mention of the subject in the laws until 1927, when a
law was enacted prohibiting it. The wording of this law was the same as
Idahots law of 1919, which in turn was evidently derived from Misgsouri.
In 1931 a new law was adopted authorizing banks in the same or sdjoining
counties to consolidate and "maintain and operate offices in the locations
of the consolidating banks." Its full text is as follows:
#Section 1. When any two or more banls located in the
same county or in adjoining counties shall congolidate in
accordance with the provisions of section 94 of chapter 89,
Laws of 1927, as smended, the consolidated bank may, if it has
paid-up capital of §75,000 or more, upon the written consent of
the Superintendent of Baiks and under rules and regulations
promulgated by him, maintain and operate offices in the loca~
tions of the consolidating banks.f
As yet 2o branches appear to have been set up under this law, hewewaw.
Nebraska. - Although the Nebrasla laws seem never o have author-
ized branches, and a recent law (about 1927) prohibits them, there have
been two branches of nationsl banks in operation in Omaha for many years,
one of them for more than thirty. The Nebraska law is identical with

Idahots,
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Nevada. — There is evidence that branches were in operation in
Nevada for many years before the existing prohibition went into effect.
In 1867 a branch of the Bank of California of San Francisco was established
at Virginia City and continued till 1918, when it was withdrawn for lack of
business. The bank also had branches for a shorter period at Gold Hill,
Treasure City, and Hamilton, Nevada. In 1895 it was reported that branches
might be established "at option of the bank corporations.™ In 1902 two
branches were rewcrted, one of them the branch of the Bank of California just
mentioned. In the year 1905 there were eight branches in the State, which
was almost a fourth of the total number of banking offices. Two banks with
branches failed a few years later, and though the economic decline in Nevada
seema to have been mainly responsible for this, the State in 1909 forbade
any branch thereafter to be opened or maintained. 1In 1932 the law was
changed to permit branches within county limits.

Hew Hampshire. — In 1895 it was rejorted: "No banks are permitted

to conduct branch offices or banks, although there is no statute on the sub-
Jject." In 1902 the commiggioner gaid that though there was no law directly
authorizing branches and none in eperation, he was "not aware of any law
which wowld prohibit such a practice within certain limits." The law is
8till silent. However, one branch of a national bank has been in operation
there for many years. This branch was officially recognized by the comp—
troller March 27, 1930, under authority of that clause of the McFadden Act
which provides that any national bank "which has contimiously maintained and
operated not more than one branch for a period of more than twenty-five years
immediately preceding the apjroval of this act may contimue to maintain and

operate such branch."
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New Jersey. -~ According to the Comptroller's survey in 1902, an
act was passed in 1889 which provided that no bank should have a tranch or
agency or more than one place of btusiness without approvael of the bauk
commissioner. This law is reported to have been repealed the same year,
but in 1895 a law to the same effect was reported in force, though only
one branch had been authorized under it. This law was later amended to
restrict the establislhment of branches to the same town as the head office.
The genersl corporation act of 1896 authorized any corporation to have
branches in any other State, & provision which presumably recognized the
legality of the branches of certain Camden banks in Philadelphia. These
branches are discussed under Pennsylvania.

New Mexico. —~ In 1895 there was "no law" bearing on branches. In
1902 it was reported that the law had been held %o prohibit them, At
present the law, apparently in effect since 1915, fordbids the establishment
of branches by banks, bub pemits Wany mercantile corporation which main-
taing a banking department® to contimue banking operations at its "branch
stores.”™ This in effect allows the Blossburg Mercantile Company of Raton,
whose banking department is recognized officially as a State bank, to opers
ate branches, as it has done since about 1910,

New York. ~ Branch banking in New York is more fully described
in Chapter V, but the following references to legal status are given here
for convenience. In the early years of the nineteenth century, several
banks operated branches in New York State, but the practice seems to have
died cut almost entirely by the beginning of the Civil War. Under subse~

quent interpretation certain laws passed in 1844 and 1848 had the effect
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of prohibiting branches, though the 1844 law, which applied merely to "in-
dividual banksrs," and the 18U8 law, which is explained in Chapter III,
were both aimed at wildcetting of bank notes and not at branch operatiomn.
In 1892 the revised general banking law repeated in simpler terms the re-
quirements of the older acts that each bank have one office. In 1898 the
law was changed to permit branches t0 be established in New York City.

In 1908 the law was changed again, at the request of the superintendent of
hanks, to raise the capital requirements of banks with dranches and to give
the superintendent power to deny application for ths establishment of new
banks and of new branches, which according to the Attorney-General the
existing law did not give him. Since 1919 branches have been permitted
within cities of 50,000 or over,

North Carcolina. - Brauches have been a characteristic feature of
banking in North Carolina since long before the Civil War, and specific
sanction in the law appears to have been considered unnecessary. It was
reported in 1895 that "the banks conduct branch offices at their own dis-
cretion.” 1In 1902 it was reported that there was no general law author-
izing branches, though some banks had special charters permitting them.
Evidently the right was assumed in time to be general. It is new specifi-
cally aathorized by a law of 1927. Branches outside the city of the head
office are mmmerous, though there are no banks with a very large rumbsr of
branches.

Yorth Dakota. —~ This State appears never to have had any branches

nor any law dealing with the subject, Ian 1895 and 1902 it was simply re-
ported that they were "not provided for." At present this is undoubtedly

congtrued as not permitting them.
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Ohio. - Branch banking in Ohio has been described in Chapter V,
but it ig desirable at this point to mention certain important changes in
its legal status. As was explained in Chapter II, there was an extensive
system of "branches" belonging to the State Bank of Ohic before the Civil
War, although they were unlike modern branches., It appears also that
there may have been a few branches of the moderrn type as well, In 1895 it
was reported: "There are some of the unincorporated banles or partnerships
that have branch offices, but there are no provisions of law regulating
branch offices of incorporated banks now in active operation." Since 1923
the law has anthorized branches in contiguous communities; the law as
emended in 1931 allows them within "other parts of the county or counties
in which the municipality containing the main bank is located." The law
does not require capital to do preportionate to the npumber of branches.

Qiklahoma. - There apparently have never been any branches in
Oklahoma except a branch of the Dallas Trust and Savings Bank, Dallas,
Texas, which was in business in Qklahoma City around 1910, There is no
speciffic provisicn regarding branch banking in the State laws.

Oregon. -~ There was no report for Oregon in the Comptrollerts
survey of 1895, In 1902 it was reported:

"There are no banking laws on the Oregon statute books,

and there are, consequently, no parent or branch banks as
recognized by the State in operatlon. The State issues no
charters to banks nor has it on its statute books any laws
pertaining to the operation of danks,"
The first general banking law appears to have been enacted in 1907, At
that time branches were permitted, though there is no evidence that there
wore more than a half dozen or so of them. Since 1921 the law has for-

bidden the establishment of any more. At that time it was provided that
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State banks should have the power %0 establish branches "whenever national
banks....are given the privilege or anthority to open and maintain" branches
in the State. This latter provision was repealed the same year. There is
now only one branch in Oregon. It belongs to the Bank of Califoraia
National Association of San Francisco, vhich as a California State bank
establighed s branch in Portland in 1883, and retained it, together with
two branches in Washington and one in Nevada, when it converted to national
charter in 1910.

Pennsylvania. - There were a few branches in Pennsylvania in the
early 19th ceantury. In 1850 a law was enacted forbidding banks to have
branches without express asuthority of an act of legislature, but since
banks were still created only by special charter the effect of the act was
to confine banks to their charter powers, not to prohidit branch banlding.
Nevertheless, there were few if any branches for many years; in 1900 only
thres are recorded. The number from thern on increased slightly, aithough
according to the Comptroller's survey in 1902 branches were not authorized.
An act of July 28, 1917, permitted dranches of limited functiongw—"sub~
offices or subagencieg"—win the home city of the heaad office. By an act
of April 27, 1927, branch banking was put under a general prohibition
which forbids any bank to M"establish, maintain, or operate, either directly
or indirectly, any branch bank, branch office, agency, suboffice, sub-
agency, or branch place of business." The law however males the important
exception that branches may be established and operated in those places
where there were branches of national banks on March 1, 1927. Since the

prohibition remains in force in all other places, the effect is, by virtue
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of tae terms of the McFadden Act, to confine branches of national banks
also to the same places and in general to "freeze" the status of branch
banking ag of that date; "the intention being," in the words of the act
itself, "to limit %0 the respective corporate limits of such cities,
boroughs, or townships as they existed on March 1, 1927, the right to es-
tablish and maintaln" braanches,

Por many years three banks in Camden, New Jersey, operated one
brancih each in Philadelphia, the oldest having been established in 1812,
the other two many years later. With consolidations between the ihree
banics in 1922 and 1927 consclidation of the Philadelphia branches also
took place, so that now there is only the one belonginz to the First Cam-
den National Bank and Trust Company. The status of this branch was of-
ficially approved under authority of the clause of the McFadden Act apply-
ing t¢ single branches in operation more than twenty-five years before the
date of the act.(l) The status of the branch under Penngylvania law was
long a matter of'contention, gseveral efforts having been made to close it
by court action., Apparently it was at length accepted by the other Phila-
delphia banks, however, and it is now a nember of the Philadelphia Clearing

House,

(1) 3. 5. Section 5155 (a}.
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Rhode Island. - It is not certain whether there were any branches

in Rhode Island in the early 19th century, but if there were they had dis-
appeared long before the Civil War. Arocund 1836 legislation which was en~
acted to meet conditions described in Chapter II forbade barks to have an
office or agency for discount in any place other than its regular office,
without express permission, Ir 1895 in answer to the Comptroller!s ques-
tion whether branches were permmitted, it was reported that "they are not."
The law was changed apparently the following year, 1896, and by 1900 there
were several branches in operation. The general banking law of 1908,
which was based on a revision of earlier laws, contained a clause ex-
pressly authorizing branches. Their extension has been state-wide.

South Carolina, - There were branches in South Carelina before

the Civil War, but it is not clear that there were any thereafter till
after 1890. It does not appear that the law expressly pemitted them. In
1895 the answer to the Comptrollier's question whether banks were permitted
to have branches was "yes, as suits the management." In 1902 it waz simply
roported that the laws contdined no authority for branches, or no mention
was made of their being in existence. In 1909 there was still no mention
of the subject in the law, but subsequent legislation impliedly amthorizes
branches by stipulating capital requirements, etc. Branches maintained
ocutside the city of the head office are mmerous.

The failure of the Peoples State Bank, Jamuary, 1932, a bank with
b4 branches, is discussed in the chapter on suspensions of banks with

branches,
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South Daknta., -« Incorporated banks appear never to have had
branches in South Dakota, and the law 1s silent on the subject. In 1895,
however, 1t was reported that private banks had branches,

Tennesgee. - Branch banking was common in Tennessee before the
Civil War, but died cut thereafter, so that there were almost no branches
in the State in 1900, This was not because of any prohibition, for the
Comptroller's survey of 1895 reports that the law did not prohibit them.
The law appears to have alluded to branches, however, in a way that im~
plied permission., In 1902 the report indicates that they were permitted.
An act of April 6, 1925, as asmended January, 1932, restricts the estab~
lishment of branches to the same county in which the head office is
situated,

Qexag, ~ According to the Comptroller's survey, branches were
permitted in Texas in 1895, but since State banks were prohibited in Texas
at that time, the permission must have applied only to private banlks,
which did indeed have branches, In 1905 when State banks were authorized,
an amendment to the Constitution was adopted forbidding them to have
branches, and this is still in effect. However, in 1910 there was a branch
of the Dallas Trust & Savings Bank of Dallas situated in Oklahoma City,
Oklahoma,

Utah, - In 1895 and 1902 it was reported that there was no pro-
vision In the law relative to branches. Since 1917, apparently, the law
has forbidden them, The law also required those already in existence to
be closed, This implies that there were branches, though they appear to

have been only two or three in mumber,
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Yermont. -~ There were a fow branches in Vermont in the first
years of the 19th century, but as in all New England and New York they
soon disappeared. No report for Vermont appears in the Compiroller's
survey of 1895. In 1902 "branches or agencies" were reported as "not
authorized." The first mention of anything like branches appears in the
Act of March 13, 1929, which permits "agencies," a few of which were al~-
ready in existence. They are permitted state-wide, though a public hear-
ing is reguired before any giver branch may be esteblished, and they seem
t have the fmetions of branches as ordinarily understood. The law does not
prescribe capital proportionate to the number of branches.

Virginia. - Branch banking was common in Virginia before the
Civil Var, but appears to hawe died out thersafter. The report to the
Comptroller in 1895 was as follows:

", ...Under our general law governing chartered companies,
banks could have branches, dbut I lnow of none.”

Within the next few years, however, a number were in operation; though as
s common law right apparently rather than as a specifically amthorized
practice, No further information was reported in 1902, In 1922 they were
authorized, with the condition however that they "shall not be opsrated or
advertiged under any other name than that of the ldentical name of the
home bank," In 1928 an act was passed restricting the establislment of
branches to the city of the head office or to other cities of not less
than 50,000 inhabitants. It is stated on competent aunthority that this
change in the law was made because bankers feared that interests outside
the State were planning to enter it and build up a branch system. The law

also permits, however, "the merger of two banks in the same or adjoining
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counties and the operation by the merged company of the two banks.'

Weshington. - According to the comptroller's survey in 1895
brancnes were not forbidden, but taere were probably few, 1f any, in
operation. In 1902 the law was silent, By 1907 it specifically au-
thorized them. By 1920 there were ten brancies of seven banks, not count-
ing the two branches in Seattle and Tacoma of the Bank of California of
San Prancisco. About that time & law was passed prohibiting further
establishment.

Two branches of the Bank of California National Association are in
operation in Washington, one in Tacoma and one in Seattle, both acquired
in 1905, tie bank bheing tnen a California corporation. These branches
originally belonged to the London and San Francisco Bank of London, England,
which established them in 1889 and 1901 respectively., From 1898 the Spokane
and Eastern Trust Company of Spokane, Washington, had a branch at Moscow,
Idaho, which was discontimied between 1905 and 1910,

West Virginia. - Branch banking was common in West Virginia be-

fore the Civil War, when it was still a part of Virginia, and the original
clause in the national banking legislation permitting State banks to convert
to national and retain their branches was introduced with West Virginia
branch organizations in mind., These apparently all discontimued before
1900, By 1895, according tc the comptroller's survey, brancnes were not per-
mitted, thougn it is not clear that the law forbade them. In 1902 it was
reported:
"Each bank must be operated under special charter in an in-
dependent way. State banks may hold stock in other banking cor-

porations,”

Tnere is no indication tnat use was made of this power.
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In 1909 the law still did not specifically forbid branches. In
1925 it was reported that the corporation laws, which provided for the
organization of banks, authorized corporations to have branches, but that
the commissioner of banks did not permit banks to have them. It was not
till 1929 apparently that the presgnt prohibition was adoptled.

Wisconsin., - According to the Compiroller's survey in 1895,
branches, although not mentioned in the law, were in operation in Wisconsin,
but there is no evideance that they were mumerous., In 1902 i1 was reported
that they were "possibly" pemitted if they were in the same city "as the
parent bank." Two banks in Milwaukee were reported as operabing brenches,
In 1906 and 1909, however, legislation was enacted forbidding further es-
tablishment. In 1932 new legislation (Act of January 23, 1932) authorized
the establishment of "receiving end disbursing stations,” similar to
"offices" in Iowa, their functions being limited and permission to operate
them being given only for towns of less than 800 persons whers no banks
existlm "Stations™ are limited to three to each bank, must be in the same
county with the head office, not less than three miles from the nearest
bank, and cannot accept more than $300,000 of dspoaits. These restrictions
are obviously intended to prevent competition with unit banks, and do not
encourage the establishment of branches,

Another portion of the same act further provides that if:

M. .esafter tha closing of any bank....any other bank in the
seme city is willing to purchase the assets of the closed
bank...., provided such bank is permitfed to operate a bank
at two locations in the same city,,which are at least one
and one half miles apart, then the commissioner of banking

may issue & license to such bank to establish and operate its
banking business in any two such locations in the same city....M
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The effect of the new Wigconsin law apnears %o be therefore to
authorize ©branches in the fom of "stations" in adjacent towns, and to autha-
ize them in the same town under permission to operate at "two locations." It
ig interesting that, as in Iowa, though authorizing what are branches in fact,
the law avoids calling them such, and thus apoarently leaves in effect the
older law prohibiting branches. The home-city branches, it is to be noted,
geem to be under none of the restrictions as to size and function that are im-
posed on the out-of-home-city "stations."

Yyoming. - There apparently has never been branch banking in Wyoming
and there is no mention of it in the law., In 1895 it was reported as not per-
mitted and in 1902 as not contemplated., The banking laws of 1921, by requir-
ing that a bank's articles of incorporation state Y"the place or placeg where
its offices be located," implied that banks might have brenches., The Revised
Statutes of 1926, however, amended this passage by making it read, "the place

where its office, ete."; the change svggests a prohibition was intended.

Interstate Branches

Several instances of interstate branches have been mentioned in the
preceding pages. For convenience they are grouped together here. Only four
are still in operation; the others are described as discontinued. Some of
these, if more conclusive information were available, might be classified as
agencies rather than branches.

Bank of California, San Francisco (formerly a State bank, but
since 1910 a national association).

Branches:

Wew York City, authorized July 12, 1864; discontimed
May 1, 1884

Virginia City, Nevada, authorized September 6, 1864
discontimred July 9, 1917

White Pine, Nevada, authorized February 9, 1869;
discontinued about 1873

Treasure City, Nevada, authorized February 9, 1869;
discontinued about 1873

Hamilton, Nevada, authorized Pebruary 9, 1869; dis-
continued Jamiary, 1873
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Portland, Oregon, establigshed 1883 by the London and
San ¥rancisco Bank, London, England, and
purchased by the Bank of California, then
a State bank, in 1905

Tacoma, Washington, established in 1889 by the ILondon
and San Francisce Bapk, London, England, and
purchased by the Bank of Califernia, then a
State bdank, in 1905

Seattle, Washington, established in 1901 by the London
and San Francisco Bank, Lendon, England, and
purchased by the Bank of California, then a
State bank, in 1905.

Wells Fargo & Company Bank, San Francisco {consolidated with
Nevada National Bank of San Francisce in 190% as Wells Fargo
Nevada National Bank, which in turn consclidated with Union
Prust Company of San Francisco in 1923 as Wells Fargo Bank &
Union Trust Company)

Branches:

New York City, opened in 18h2; acquired by National
Park Bank, 1905-1906

Carson City, Nevada, opened 1860; discontinued 1891

Virginia City, Nevada, opened 1860; discontimued 1891

Portland, Oregon, opened 1855; sold to United States
National Bank, 1905

Salt Lake City, Utah, opened 1860-1861; sold to Walker
Bros., 1905

In addition to the above, the comvany maintained what it called
agennies at from 150 to 200 mining towns in the Western
States during the period from 1852 till the elghties. It
also had what it called agents in the smaller mining
settlements,

First Camden National Bank (formerly National State Bank),
Camden, New Jersey

Branch:
Philedelphia, Pennsylvania, established 1812

First National Bank (discontimed by consolidation with National
State Bank, 1922), Camden, New Jersey

Branch:
Philadelphia, Pennsylvania, established before 1900;
discontimied 1922

Camden National Bank (discontinued by consclidation with National
State Bank, 1927}, Camden, New Jersey

Branch:
Philadelphia, Pemnsylvania, established before 1900;
discontinued 1927

Spokane and Fastern Trust Co., Spokane, Washington
Branch:

Moscow, Idaho, established 1898; discontinued between
1905 and 1910
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Dallas Trust and Savings Bank, Dallas, Texas
Branch!
Qklahoma City, 0klahome, established 1908; dis-
contimed about 1911

At the present time there are in the United States two banks with
branches outside the home State, both these banks being national., One has
three branches and the other hag one, Around the yecar 1910 there were at
least nine branches so situated, maintained by six banks, and possidbly more.
In early years both before and after the Civil War there is evidence that
interstate branches or agencies may have been uore commen than they have been

recently. This is without counting, of coures, the branches of the First and

Second Banks of the United States,

Summary of State Laws

Five things stand out in the foregoing review of recent changes in
status in branch banking in the individual States:

1. The majority of States in 1895 had no mention of bdbranches in
their laws.

2, In some States silence has been ftalken as permitting and in
others as forbidding branches.

3. ¥Nearly half of the States which have subsequently prohibited
branch banking have done so since 1920,

4, The majority of States which have prohibited branch banking
are States where there was litt{le or no branch banking
experience.

he Since 1929 such changes as have occurred in State laws have
been in the direction of relaxing prohibitions and restric-
tions on branches,

The following summary taken from the Federal Reserve Bulletin,

July, 1932, p. 455, is based on the digest of State laws which appears in

the appendix.
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Revised Summary of State Laws

States permitting

S5tates permitting
branch banking

States prohib-

States having no
legislation re-~

state~wide branch within limited iting branch garding branch
baniding areas banking banking
Arigona Georgiall) Mabama Kentucky(2)
California Indi?.n?.u) Arkansas Michigan(l
Delaware Towald Coloarado New Hampshire
Maryland Louisiapa(6) Connecticat North Dakota.
North Carolina ¥ainelT Florida Oklahome
Rhode Island Massachuset$s(8) | Idaho South Dakota
South C ro}ina MiBSiSS%EB} 9) Illinois Fyoming
Vermontt 1l Montana Kansas
Virginia (18) New Jersey(il) ¥innesota
New ?iﬁ 3) Missouri
Chio Nebraska
Pennsylvania(15) Naevada
Tennesseell Few Mexico
Wisconsin(17) Qregon
Texas
Utah
Washington
West Virginie
Total, 9 Total, 1k Total, 18 Total, 7

(1)City or municipality.

(2)No provisions regarding branches; bub court decisions permit establishment

of additional offices or agencies to receive deposits and pay checks.

(3)same county.

(M 1Indnstrial banks" may establish branches in city or village of head

office; but no provisiqﬁg goggg}ggb?sga?&ifggeEQ Eﬁébgéﬁﬁyﬁgybgéﬂngf, however,

banking institutlons. y,.nches are permitted in the hezd office city,

(5)n0ffice" to receive deposits and pay checks permitted in contiguous
counties if no bank is located in city or town in which such office is
proposed to be located.

(6)seme manicipality or parish.

(?)Same county or adjoining county.

(8)seme towm.
(9)Seme city.

(10)consolidated bank may operate offices of consolidating banks if in
sams or adjoining counties.
(11)No provisions regarding branches, but state-wide establishment of
"agencieg" permitted.
(12)seme city, town, btowmship, borough or village, and where institu-~
tions located in same county have merged, at the locations of the
offices of merged instituiions in such county.

(1g)Gity limits.
(1

}Same city, or city or village contiguous thereto or county or counties
in vhich municipality containing main dbank is located.
(15)Corporate limits of same place.
(16)County in which principal office is located and principal banking
business is carried on.

(17)Same city, at location of closed tank:; and "stations" with limited fune~
tions in places d;g;ived of banking facilities in same county.

(18)Benkcs may” e5tghit

adjolning counties through merger and gonvert them into branches.
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CHAPTER IX

ORGAKIZATION AND QPERATION OF BRANCH SYSTEMS

In preceding chapters a difference lLas been recognized between
branches ingide the city of a bank's head office and branches outside.
It was observed in the statistical description that the principal
growth in the number of branches has occurred inside the head office
cities, It was observed in the historical review thai the first move-
ment to sanction branch banking~-which failed-—was concerned chiefly with
the establishment of branches in rural cowmnities; and that the second
movement-~which was relatively successful--was conceried chiefly with
the establishment by banks of branches within the large cities in which
they themselves were situated, The consequence of the second movement is
that with two prominent exceptions--Chicago and St. Louis--branches may
be established in most of the large citles of the United States, provided
they belong to banks situated in thoe same city. Thae oppositioa to branches
of large city banks confined to the head office city wes never so strong as
the opposition to the establishment of branches outside, and at the present

time the guestion of the desirability of the latter constitutes practically

the whole issue, In other words, there is no great objection to the estab-

lishment of branches by banks in tneir own cities, but thers is objection

to "abgenteeism" or the establishment of branches in one community by banks

in another.
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Wherever the tradition of highly centralized management ls
sirong, as it 1s in the typical American bank, there is a psychological
barrier to widespread branch operation. The more conservative the banker,
the less he ig apt to desire responsibliity for offices out of his reach.
This attitude may explain in part why many banks of large size have op-
posed branch barking, and why they have joined with small banks in oppgai—
tion to it,

It is not from the point of view of operation, however, that
the stronzgest objection to branches in territory outside the city of the
head office has come, The strongest objectlon has come from the small
banks, which have desired not %o have their established position dis-
turbed., They have been able to galn support for their opposition by urg-
ing that the branch organization with its headguarters in a large and re-
mote city will not be as mach interested in the credit needs of the local

coommunity as the local bank,
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American experience outside of California does not offer much

that is factual on this point.

Leaving California aside, since it is dig-

cussed in a separate report, there is very litile branch banking carried

on in this country outside the head office city.

Only twelve banks in

other States have as many as ten branches esach outside the head office

city. They are the following.

Table 20 - Banks, with the Exception of Those in ({alifornia, Operating

10 or More Branches Quiside the
December 31, 1931

(I_*E?&d Office City

Population| ILeans and Branches

Neme and location of bank hoad office! investments |outside head

city Dec. 31, 1931] office city
Eastern Shore Trust Co., Cambridge, Md. 8,544 1% 15,660,000 20
South Caroline State Bk., Charleston, S. C. 62,265 6,200,000 17
Tennessee Valley Bank, Decatur, Ale. 15,893 3,800,000 15
Page Trust Co., Raleigh, N. C. 37,379 3,900,000 13
Cleveland Trust Co., Cleveland, O. 900, 429 240, 200,000 12
North Carolina Bk. & Tr. Co., Greensboro, W, C. 53,569 26,600,000 12
Mgusta Trust Co., Augusta, Me. 17,198 17,400,000 12
Grenade Bank, Grenada, Miss. 4,349 5,500,000 12
Merrill Trust Co., Bangor, Me. 28,749 23,000,000 11
Valley Bank & Tr. Co., Phoenix, Ariz. 48,118 8,500,000 11
Branchk Banking & Tr. Co., Wilson, N. C. 12,613 4,900,000 11
Industrisl Trust Co., Providence, R. I. 252,981 | 129,k400,000 10

(1)Peoples State Bank of South Carolina, with Y2 branches, which suspended in

January, 1932, is omitted from this table.

Only two of these, the Cloveland Trust Company of Cleveland,

Ohio, and the Industrial Trust Company of Providence, Rhode Island, are

banks of very large size, or situated in large cities, and noither of

them excmplifies iterritorially extensive branch systems.

The twelve

branches of the Cleveland Trust Company are all within thirty or forty

Digitized for FRASER

http://fraser.stlouisfed.org/

miles of Cleveland, and though they are outside the city limits they are

still within the metropolitan arca and not esgsentially diffcerent from the
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bank!s forty-five other branches that are within the city limits., The
Industrial Trust Company, although its ten branches are in all parts of
Rhode Island, is necessarily not extensive territorially. It also has
four branches inside the city of its main office. As members of the
Pederal Reserve System, neither the Cleveland Trust nor the Industrial
Trust can establigh more branches outside their city limits.

Most of the other ten banks have their main offices in small
places. Only three or four of them have branches scattered in a very
large area, the Valley Bank and Trust Company, the South Carolina State
Bank, the North Carolina Bank and Trust Company covering the largest
territory. The Bastern Shore Trust Campany, with the largest number of
branches, operates in a rather small area, almost wholly rural. Most of
these systems in fact are rural. A} the same time they are among the
largest and most important banks in their States. Seven of the twelve
have the right to establish more branches cutg¢ide’ their city limits. PFive
of them, either because they are members of the Federal Reserve System or
because they are in States where further exiension of branches is pro-
hibited, may not establish addifional branches outside the city limits.
Most of the ten banks have been in operation several years, some as much
as twenty to forty-five. All of them were built up gradually, partly by
the establishment of branches de noveo, and partly dy consolidation.

In ordsr to secure as much factual information as possible about
branch banking practice, & questlonnaire was prepared and sutmitted to
28 bvanks, including those already named, maintaining offices in more than
one city, Information was received frem 20 of these banks, but in many

cases the replies were of negative value, for the reason that the dranch
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operations were so small. The results of the questionnaire emphasized the
fact that except in California there are practically no branch dbanking
systems extensive enough and old emough to use as oxamplars of branch bank-
ing on the scale generally contemplated for it in legislative proposals,
The banks outside of California replying to the questionnaire
were maintaining at the close of 133C branches in 143 cammnities exclusive
of their home office cities. In 94 of these communities there were no
local independent banks in existence. In the remainder the number of inde-
pendent banks ranged from ome to five., In only 28 of them were there
branches of other baniks. In 79, over half the total, there were no other
banking facilities whatsoever. While there might have been independent
banks in some of these places had not branch systems entered them, it is
safe to agsume that this would not have been true in all. The majority of
the towns served by branches outside the city of the head office are in
sgricultural commnities, although a relatively large proportion are basic-
ally industrial and commercial. GSome are primarily residential, frequently

being suburbs of large cities in which the head office is situated.

Relations to Commmnities Served

The stock of these branch banking systems is fairly widely held,
considering their size. They had from 102 to 2,316 stockholders, and the
average holding ranged between $700 and $6,000, approximately. A large
proportion of the stock is held in the commnities in which the banlks
operate. In about half of the cases ‘50 per cent or more of the stock
is owned by residents of the head offlce city, the proportion so held rangs-

ing from 28 per cent to 84 per cent of the total issue. In addition a
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large smount is held in the other communities served by branches amounting
to from 5 per cent to 7O per cent of the total. In practically all cases
three-fourths or more of the stock is owned in communities served by the
bank, In one case over half the stock is held by a group holding company,
It is a fixed policy of & number of the banks to keep their stock distrib-
uted in the communities in which their branches are located.

The leading consideration for the establishment of branches by
these banks, according to their own reports, has been the public demand
for bvanking facilitles in commmnities with no banks or with inadequate
facilities. A few systems were attracted by opportunities for profit in
other communities, and others acquired branches by taking over weak banks,
being attracted by the low price at which they could be acquired.

4 substantial mumber of the banks reported that they have taken
over weak independent banks which have since been operated at & profit as
branches, Not only have these branch systems absorbed unprofitable independ-
ent banks, but most of them have established de novo branches in communities
which, they declare, could not support unit institutions. Practically all of
these branches have been profitable, principally because they can be operated
at less cost than a unit bank transacting a like amount of business. In a few
cases branches appear to have been able to secure a greater volume of business
than & unit bank in the same locallty, A few of the systems have operated
branches at a loss for a time hoping that the business of the communities in

which they were located would undergo sufficient development to assure a profit-
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able volume of deposits and loans in the future.

local advisory boards have been established at some or all of
the branches of nearly every system. The members of each board are resi-
dents of the community, and in most cases they all own stock in the bank,
They are helpful to the bank in questions of local credit and in exiending
local business. 4As a further means of assuring personal contact with the
comrunities served, officers of absorbed banks are usually retalned as
managers of the resulting branches. In about a third of the cases reported,
all, or almost all, of the branches acquired by merger were managed by men
who had been in charge of these offices as unit banks., ¥ew of the systems
shift managers from branch to dbranch, and most of these shift only in ex~
ceptional cases.

The majority of the systems reported that their branch managers
have considerable discretlon concerning the operation of their respective
offices. A few of them indicated that fheir branches are run almost as
independent banks, being required only te conform to the general policies
laid down by the head office. In but one case was it reported that district
or zone offices had been established to supervise the branches in their
respective areas. This bank has since failed. The others operate so few
branches, usually within a comparatively small region, that they are all

easily controlled from the head office.

Credit Policies
Most of the systems reporied that each branch was permitted con-
giderable autonomy in the granting of loans, bdbut it is apparent that in
many cases this may he exercised only within rather narrow limits. In

about helf of them all applications for large loans must be passed on by

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



- 218 =

the head office, although local managers are permitted practically com-
plete authority concerning smaller loans. In a few additional cases it

was reported that all questionable applications are referred to the head

office,

The limitation upon the size of lcans that may be made by a
branch office ordinarily varies with the customer, whose usual requirements
and line of credit are already detemmined, and with the nature of the loan,
whether secured or ungecured, and by the nature of the collateral. Five
representative answers to the question on thispoint follow:

l. "There are no definite specific restrictions imposed upon
the Managers in malking loans so far as total funds avail-
able are concerned, with the exception of mortgage loans.
But there are definite restrictions relative to the amounts
loanable in relation to¢ the credit of the borrowers.!

2., Wnsecured Discount lLpans: Branch Managers have authoritiy
within certain limits to make loans without reference to
the main office., These limits are specific and vary accord-
ing to the ability and experience of each manager and range
from $500.00 to $5,000.00.

Wortgage Loans: All branches make mortgage loans subject
to approval of loaning committee upon which branches have
representation. Appraisals of properties are made by
branch appraisers, and bank atforneys pass upon all titles,
"Collateral Loans: Collateral loans are made by branches
without reference to main office when collateral is within
established loaning basis, otherwise managers communicate
with loaning officlals at main office by telephone or
letter."

3. "We do not give our Units definite and specific restric-
tions within which to operate in the matter of making
loans. The individual Unlts pass upon credits, dut when-
ever there is anything umusual ir regard to a credit or
any possidle doubt as to whether or not a loan should be
made, the entire file is referred to the central office -
for decision. In other words, we depend upon the officers
in each Unit to refer any doubtful matters to the central
office and we are securing one hundred per cent cooperation
from our Units in this manner. We have, in our central
office, duplicate files on all of our borrowers of §1,000
and over, and we are advised daily as to new loans handled.
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An extremely small proportion of the loans made by our
pranches is pagsed upon by the central office before

same are made."

4, "There are no definite specific restrictions upon the
power of the managers to maks loans as to total funds
available and as to credit of individual bhorrower, as
each branch tries to tals care of the legitimate demands
of its customers. The head office makes no attempt to
pass on out-of-town branch loans, but a complete list of
loans made by each branch office is furnished the head
office each wesek and these loans are closely checked by
the head office, and the dbranch so advised of any adverse
criticism regarding them. 4 complete credit file is kept
in the home office on each borrower."

5. "Discretionary loan limits are glven to each branch mang~
ger according to the needs of each community and the credit
experience of the manager. In seven branches the managers
have discretionary limits of $1,000 on unsecured loans and
$5,000 on listed stocks and bonds. In the other four
branches the discretionary limits are $500.00, and $2,500.00,
regpectively. We attempt to anticipate the borrowing needs
of importent customers by setting wp lines of credit in ad-
vance. We have no figures on the proportion of the volume
of loans made by the brauches on which head office approval
is required before the loans are made, but would esfimate
that 50% of the branch loans in volume come under this classi-
fication."

In general it moy be said that the lending policies of the branch
systems tend toward conservatism, although wide variations of practice are
observable fromiank to bank., TFor example, loaus tc customers rouged fram
32 por cent to 80 per cent of available ﬂmdstl) on June 30, 1930, with
the average at about 50 per cent. 4s a rule the systems located in pre-
dominantly rural regions put the greatest proportion of awailable funds
into local loans, The four in which this ratio was 70 per cent or more
were all located in Southern agricultural States. On the other hand, of
the three in which this ratio was below 35 per cent, two operate in and

around large Industrial cities and the third chiefly in mining communities.

(1) I.e., capital, surplus, undivided profits, deposits, borrowed money,
and netes in circulation.
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Naturally these three institutions had a large proportion of
their funds invested in gecurities——as much as hH per cent in one instance.
A number of systems operating in agricultural regions, on the other hand,
had security investments of less than 10 pexr cent of available funds,
Half of those reporiing had no funds inveated in the New York money
market, and only two had 5 per cent or more of their avallable resources
so invested.

Deposits with other banks ranged from nothing to 19 per cent of
available funds, and averaged about 8 per cent. In this case the systems
serving agricultural regions generally had the highest ratios. The averasge
for alltenks in the country, including deposits with reserve agents, was
gbout 10 per cent on the seame date,

In spite of the fact that a number of the branch systems indi-
cated that their branches which were formerly independent banks now make
loans on a more conservative basis than before their absorption, several
stated that their ratios of loans to deposits have increased. It was ex~
plained that this was made possible by the ability to make more complete
uze of available funds, inasmich as they can be shifted from bragches
where there is scant demand for loans to branches where demand ig in ex-
cess of deposits,.

The charge has often been made that branch gystems refuse to

.lend as great a proportion of deposits locally as independsnt banks do.
The branch systems, it is alleged, prefer to draw funds from the smaller
commnities and invest them in the larger centers.

Data were secured in response to the gquestionnaires and from

‘qther sources concerning the loans and deposits of 163 branches which are

Le., capital, surplus, undivided profits, borrowed money, notes in
circulation.
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located outside the vity of the head office. A4ll loans and discounts of
all tanks in the United States on Jume 30, 1930, amounted to about &8 per
cent of deposits. Over half of the 163 branches had higher ratios of
local loans to deposits than this average figure, Forty-one of them,
about a fourth, had more local loans than deposits, that is, ithey had put
more funds into their communiiy than they had taken out. It is true that
the loans of many other branches were an extremely smell percentage bf
their deposits, but it was apparent in a mumber of tlLese cases that the
demand for loans was low. Branch banking as exemplified in these systems
has indabiiabiy facilitated the direet transfer of funds from communities
with little need for loans to those where the need sxceeds local deposits.
The above figures do not substantiate the charge that the smaller tows
are drained of funds by branch systens.,

They indicate moreover that the volume of loans that may he made
by a branch does not depend on the volume of deposit buginess origlnating
there, but on the funds of the bank as a whole, which may be used vwherever
there is demand for them, In a given branch system some offices will be
constantly lending in excess of deposits and cthers will be constantly
unable to lend all they have; or there may b seasonal fluctuation, which
give some offices excess funds vhile others have excess demands. A majority
of the branch organizations replying to the Committests questionnaire re-
ported that this process enabled the demands of all branches $o be fully
met without recourse to borrowing,

0f twelve banks in different parts of the country nearly all re-
ported that they allowed the needs of their branches to be adjusted amto-

matically by debits and credits to the head office account. A few reported
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that they were adjusted by loans and rediscounts arranged beiween branches
by the head office. Some bankgreported doing both, and one no borrowing

at all within the system.
Four representative answers are quoted:

1e ¥In most cases, demands for credit do not absorb all the
funds on deposit in our various branches, the surplus
being on deposit with the head office, upon which interest
at & nominal rate is credited to that particular branch.
Whenever deposits of the branch are not sufficient to meet
the local demand, such branch receives a credit from the
head office and interest charge at a nominal rate.®

2. "Branches are allowed to draw on our main office, creating
a debit balance instead of a credit balance. 4 few of our
Yranches carry a perpetual debit balance--in other words,
are perpetually overdrawn because the credit demands of
their communities are greater than their local deposits.
Specifically this is the case at & of our branches."

3. ®If the credit demands of a particular branch are in ex—
cesg of the funds available, a sufficient amount of their
loans are purchased by ancther branch or by the main office,
having idle funds, until such time that the branch originally
making the loans can again care for them comfortably, when
the loens are repurchassd by them."

i, VEach branch mekes such loans as appear desirable according

to our general credit practice, and if its own funds are in-

sufficient for its volume of loans, the excess is taken care

of by an overdraft onm the Head Qffice books, This is the

case with one bxanch at present,”

Apparently dranch operation has lowered interest rates in seme
cases bul not in all, The inquiries made for this study indicate that
as a rule the smaller branch organizations have left interest rates un-
changed, and that the larger ones have lowored them, The tendency also
appears %o be for rates to be made more uniform.

The differonce in credit policy between banks with dranches and
banks witheut branches appears to be less clearly marksd than the differ-

ence between large bYanks and small banks. A large bank tends to be more
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congervative than a small bank, and more impersonal in its decisions. This
is the more apt to be true if besides being a large bank it has extensive
branches and adequate control over them., For adequate control entails at
least a minimum of reference to headquarters and of obedience to rules ap-

plicable over a region rather then to one commmnity.
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Operating Economies

The branch systems cited & number of ways in which their opera-
tions are more economical than thoge of independent banks. The centralized
purchase of standardized forms and equipment is obviously leas costly than
if each office should purchase independently. A considerable saving has
been effected by several of the systems through conse¢lidated advertising,
These economies, howsver, affect items of expense which do not represent
important proportions of the total costs of operation. On the other hand,
apprecizble reductions have been made in many cases in salaries and pay-
rolls, which are important items of expense. These reductions are made
possible because complete staffs do not have to be maintained at each
branch. The employees of the head cffice can perform certain functions
for all branches, and not only are they fewer in mmmber, Tt each of them
is &ble to specimlize and confines his attention to fewer operations than
would be the case if he were working for a small independent bank,

Two branch systems, however, stated that they had not effected
any economies as to personnel, for the close supervision and scientific
management they exercised over their branches required as meny or more
high-salaried employees than their offices would have operating independ-
ently. One system even went so far as to say that branch operation, on
account of this situation, was more expemsive than unit operation. This
improved operation, howsver, should to some extent pay for itself by cutting
other costs and reducing losses.

Aside from these specific economies, many other advantages over
unit operation were listed. The most frequently mentioned was the larger

loans which could be made to individuals, on account of the larger capital
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of a branch system, Other factors of importance which were mentioned
were tie greater public confidence in large scale banking, the better ser-
vice rendered, the more highly trained employee, snd the more cautious
Investment and credit pelicies,

A majority of the systems indicated taat they feel that the
proper legal limits on Yranch operation are State boundaries, This mast
be considered in view of the fact that nearly all the systems answering
the questionnaire are State institutions, which would be restricted to
branch operation within their home States even if national banks were
allowed wider privileges. A few, however, indicated that a slow extension
of territorial limits would be desirable. TFor instance, after state-widse
branch banking had becoms well established, it might be possible to permit
its extension throughout trade areas of Federal reserve districta. One
suggested that it might eventually be made nation-wide,

Practically all the replies indicated that there appear %o be no
economic, as distinguished from legal, barriers to the further development
of branch banking, but over a third stated that there might be the problem
of securing adeguate administrative personmnel. Only a few of the systems,
aowever, admitted having had any difficulties in developing a competent per-
sonnel, Several ¢f those which have had such difficulties feel that they

may be eliminated by proper training,

Branches and Capital
4 substantial majority of the branch systems which replied to the

Committee's questionnaire definitely assign a certain amount of capital to
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each branch. The chief purpose of this is to enable the profit
or loss of each branch to be determined. In over half of the
systems which tlms assign capital a detailed system of cost
acecounting has been worked out., The branches are credited with
interest for surplus balances turned over to the head office,
and with commissions on services sold; they are debited with
interest on funds drawn from the head office, and with propor-
tions of the overhead cost, and so on, In other cases, however,
1ittle more is done than to keep lndividual income and expense

accounts for each branch, or permit each branch to determine

its own profits,
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Public Attitude Toward Branches

In answer to the question whether there was any

prejudice in their regions against elther group banlking or

branch banking, twelve banks made the following replies:

1,
2,

3

ul

IINO.II
"No '"

"We know of no prejudice within this State agzinst
either group or branch banking.!

"Judging by the growth of our branches we believe
the public is taking kindly to branch banking in

this territory. Here as elgewhere it is not the

public at large who are prejudiced against branch
banking but rather some of the independent banl-

ers,”

"Ho."

"Apparently, there is no general prejudice in this
territory to branch banking, As a matfer of fact,
sentiment seems to be in favor of that plan."

NN "
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8. “NO."

9. "There does not seem to be any general prejudlce
against either group or branch banking as we have

been received most cordially by the public where
we have establighed branches and have been invited
to open branches in almost every part of the
state,"

10, "No,"

11. ‘YApparently there is more prejudice against branch
baniing where there is an independent benk located
in the same community, due to the fact that the com—
petitor at times endeavors 1o prejudice the minds
of the public by proclaiming that the branch 'is a
foreign corporation,'"

12, "o,
The reports of six of these banks were corroborated by

the oral statements of a large number of independent banikers in

the same regions who were personally interviewed, The majority
of them approved branch banlking, though some qualified thisg by

saying that what they had in mind was the rural type of branch

banking that they were familiar with, Those who disapproved

of branch banking were in the main extremely conservative men
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who objected that it taxed their abilities to run one bank,
and that they could not ses how anyone could safely run

several of them,
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CHAPTER X

SUSPENSIONS OF BANES WITH BRANCHES

Branch banking on an important scale in the United States has
been so recent in development that it does not furnish an adequate body
of data for comparing the safety record of branch systems with that of
unit banks, We mast rely upon the (Canadian and English records for
such a comparison. However, the suspensions of banks with branches
during the perlod 1921-1931 have been tabulated, and these figures are
presented in this chapter as a matter of record. Of those suspensions
nearly 60 per cent were banks with only one branch each, and another
20 per cent were banks witl only two branches each. There have been
very few failures of banks with mumerous branches,

There were altogether 179 banks with branches which sus-
pended during the eleven-year periocd, 1921-1931, as illustrated in
Table 21. Three-fourths of these suspensions occurred in the last
two years of the period, that is in 1930 and 1931, The suspensions
in those two years also accounted for over 81 per cent of the branches
involved in failures during the whole period and over 92 per dent of

the loans and investments,
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Table 21 - Suspensions of Banks with Branches, 1921-1931

Number of branches

Number | Per = - Per
In Cutside Per Loans and

Year su;ﬁlk cz;t head head | . 1 cont investments cz?t
.P; botal | Office | office | TO%%% [ of 1(000 omitted) |, 7% o

s1ons | city | city total | ota

1921 6 3.4 3 3 6 1.3 8 33,911 3.2
1922 2 1.1 - 2 2 . 1,921 2
192 4 2.2 - 6 6 1.3 2,629 o2
192 L 2.2 - 5 5 1.0 1,867 o2
1925 2 1.1 1 1 2 Wl 2,652 3
1926 11 6.1 - 33 33 7.0 11,724 1.1
1927 3 1.7 - 7 7 1.5 2,226 2
1928 3 1,7 - 1 1 1.3 2,843 3
1929 10 Beb 7 11 18 3.8 23,21 2.2
1930 Lo | 22,4 109 38 17 | 31,0 L3k4,07 b1.1
1931 94 | B2l 166 _I5 241 { _R0.8 538,947 1.0
Total 179 1100.,0{ 286 188 7% 100,01 $1,056,007 100.0

Table 22 shows that 168 of these suspensions were State banks

and only 11 national banks and that the national bank suspensions all

occurred in 1930-1931,

This may be explained by the fact that before

1330 the failures were mainly of small banks with one or two branches

sach, and that the majority of such banks were State banks,

In 1921

there were only 23 national banks with branches, but this number had

grown to 157 by the end of 1931.

The increased failures in 1930 and

1931 reflect the business depression. and the general increase in the

number of bank failures,
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Table 22 - Suspensions of State and National Banks with Branches, 1921-1931

[ State banks ' National banks
mumber Fumber of branches i Loans and|Number | ¥umber of branches | Loans and
of In ([Qutside invest- of In Qutside invest-
Year { sus~- | head | head Totall ments { sus-~ | head head |mytap Tents
pen~ pffice| office (000 pen- pffice | office (000
gions {city city omitted) {sions | city city omitted)
1921 6 3 3 61 $ 33,911 - - - - -
1922 2 - 2 2 1,921 - - - - -
192 4 - b 6 2,609 - - - - -
192 in - 5 5 1,867t - - - - -
1925 2 1 1 2 2,652 - - - - -
1926 11 - 33 33 11,724 - - - - -
1927 3 - [ [ 2,226 - - ~ -
1928 3 - 7 7 2,843 . - - - -
1929 10 1 11 18 23,213 - - - - -
1930 38 | 107 38 | 145] 383,407 2 2 - 21 $ 50,667
1931 85 | 1k 4 | 218 _uB3.564 9 {_=22 A |23 55,383
Total| 168 262 187 Yg | $9h49,9571 11 2h 1 25| $106,050
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The 179 failures that occurred in the eleven-year period amounted
to 26.4 per cent of the total mumber of banks with branches on December 31,
1931 (Tables 23 and 24), Comparison on the basis of size instead of
mumber, however, shows a very different result, for the loans and invest-
ments of the 179 failed banks aggregated only 5.8 per cent of loans and
investments of all banks with branches. It is evident that the smaller
banks with branches suffered the most suspensions,

The distribution of failed banks with branches is given by
size of loans and investments in Table 23, Among banks with less
than $1,000,000 loans and investments the percentage that failed was
high, renging from 40,0 per cent to 76.9 per cent. Among the larger

banks the proportion was mich smaller,

Louis
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Table 27 - Suspensions of Banks with Branches, 1921-1931, Per 100
4ctive Banks with Branches December 31, 1931, by
Size of Loans and Investmentis

Active banks with Suspensions of Ratlo of suspended
branches banks with branches to active banks
Size group December 31, 1931 19211931 (per cent)
loans and Azegregate Aggregate Losns
(investments Mamber N“ﬁ?er loans and | Nusber N“ﬁger loans and | Namber ““gge’ and
000 omitted) | of investments| of investments! of in-
banks | "R |7 (000 | banks| TBRP| T (000 | banks| TRECH gt
es omitted) es omitted) 88 ments
Under $150 21 21|$ 2,376 9 9 |8 917} b2.9| 42,9 {38.6
150 - 250 13 16 2,652 10 11 1,983} 76.9| 68.8 |7h.8
250 - 500 4g 63 17,862 28 32 10,695/ 58.3| 50.8 {59.9
500 - 750 Lo Lg 25,322] 16 23 9,587] 40.0| 46.9 [37.9
750 - 1,000 3h 62 36,756 16 25 14,110] L47.1] 40.3 {384
1,000 - 2,000 | 71 102 100,522 2k 51 37.302] 33.8 50.0 {37.1
2,000 - 5,000 | 119 237 392,148 27 59 85,608| 22.7t 24.9 {21.8
5,000 - 10,000 | 104 227 742,512 25 77 178,329 24,0/ 33.9 {24.0
10,000 - 50,004 157 720f{ 3,343,128 23| 129 504,073 14.6( 17.9 {15.1
50,000 and ovey _70 | 1,837} 13,673,483 _ 1 28 213,403| _1.U4 _3.2 {_1.6
Total 677 | 3,3341$18,336,761) 179 | L74 | $1,056,007] 26.4| 14.2 | 5.8
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The same distinction is brought out in Table 24, where failures
of banks with branches are classified according to the size of town in
which the head office is situated. According to this table the ratio of
failures to active banks was lower in the large towns than in the small
towns. Here it is also apparsnt that in towns of practically every size
it is the smaller banks with branches that show the greatest frequency
of failures; in towns of less than 1,000, for instance, the failures
were 37.9 per cent of the total pumber of banks with branches, but the

loans and investments involved in thess failures were only 26,4 per cent

of the loans and investments of all active banks with branches.
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Table 24 - Suspensions of Banks with Branches, 1921-1931, Per 100
Active Banks with Branches December 31, 1931, by Size of Tom

Active banks with
branches

Suspensions of
banks with branches

Ratio of suspended
to active banks

Population December 31,1931 1921-1931 (per cent)
group Fumber Aggrogate Numbe Aggregate Number
or | owme st | Vor” | loam et | Tog" | Loene ond
invegstnentcs investments

panks 1500 omi tted) banks |00 omitted)) CoKS
Under 1,000 66 | $ 35,064 o5 | $ 9,248 749 26.4
1,000 - 5,000 113 158,895 4g 32,138 2.5 20.2
5,000 - 10,000 36 79,571 12 16,280 | 33.3 20.5
10,000 - 25,000 36 183,905 14 58,813 | 25.0 32,0
25,000 - 100,000 | 141 1,268,421 ol 119,750 | 17.0 ﬁ.h
100,000 and over{ 265 | 16,610,905 1 _56 819,778 | 21,1 o9
Total 677 | $18,336,761 | 179 | $1,056,007 | 2644 58

Table 25 gives a list of eight States in which a substantial

number of branches operate outside the city of the head office,

Iowa

is omitted because branches have been in operation there only a little

more than a year,

most experience with rural branch banking,

The States are those, therefore, which have had the

Although the mmber of failw

ures of banks with branches in gome of these States is very high as com~

pared to the total nmumber of active banks with branches, there are two

important qualifications to make. The first is that the base is unsat-

isfactory because the number remaining after several years of failures

and consolidations 1s not representative of the period as a whole.

The

mumber at the beginning of the period is even less representative, how-

gver, and an average of the mumber in operation is no better.

The sec-

ond qualification and the more important one is that only a very few of

the suspended banks really exemplify branch banking,

Thies is apparent

from a glance at the two right hand columns which show the mumber of
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suspended banks and the mumber of their branches. In five of the eizght
Btates the average mumber of branches per fallure is less than two and
in only one is it as mach as four. As a matter of fact the largest mume
ber of branches of any bank in the list was eleven and there was only

one syatem of that size.

Table 25 - Suspensions of Banks with Branches, 1921-1931, and Active Banks
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with Branches December 31, 1931, in Important Branch Bankihg States

Active banks with Suspensions of

(1) branches banks with branches

State December 31, 1931 _1921=1931

Famber of | Number of | Number of [ Number of

banks branches banks branches
California 50 801 5 15
Maryland 27 108 y 17
Louiegiana 39 g8 1z 18
North Carolina 23 g4 o4 Lo
South Carolina 11 1 9 o4
Maine 19 i3 3 5
Virginia 30 57 6 7
Tennessee 25 58 b 5
Total o2y 1,356 67 131

(1) Only those States are given in which a substantial num-
ber of branches have been in operation outside the city
of the head office for seversl years, although the mm-
ber of branches shown includesboth those inside and out-
slide the city of the head office of the bank,

In Table 25 both active and suspended banks with branches are
classified in groups according to the mumber of their branches, The
highest proportion of fallures was among the banks with fewest branches—.
2949 per cent of the banks with ons and two branches each suspended as
compared with only 12,5 per cent of the banks with over ten branches

each, DMoreover, within each group the failures occurred chiefly among

the smaller banks of the group. Thus although 29,9 per cent of the
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banks with one and two branches failed, their loans and investments were

only 7.8 per cent of the total; among banks with from three to ten

branches failures were 21 per cent in number but only 8 psr cent in

were 12,5 per cent in number but only 3.7 per cent in size.

Joans and investments; and among banks with ten or more branches they

Table 25 - Suspensions of Banks with Branches, 1921-1931, Per 100 Active Banks
with Branches December 31, 1931, Grouped by Number of Branches

Active banks with Suspensions of Ratio of sus-
branches barnks with branches pended to active
Number of December 31, 1932 1921-1931 banks (per cent)
branches Aggregate Aggregate
per bank Pamber|Aggregate | loans and |Mumber| Aggregate| loans and |Number|lLoans and
of |mumber of | investments] of |mumber of| investments| of invest-
banks | branches (000 banks | branches (o00 banks | ments
omitted) omitted)
1-2 465 575 | $ 4,901,804 139 173 | ¢ 382,503 29.9 7.8
3 - 10 156 704 3,632.258 33 155 303,227 21,2 Bolt
Over 10 56 | 2,055 9,742,699 __ 1 k6 364,277 12,5 L %
Total 677 3,33 | $18,336,761) 179 L7k | $1,056,007| 26,4 De8

A noteworthy fact is brought out in Table 27, where the banks

are classified in greater detail ag to the mumber of their dbranches.

Of the 179 banks with dranches that suspended in the eleven-year period,
1921~1931, 105 had only one branch each and 34 more had only two branches
each, Manifestly branch banking is not typified by barks with only one

or two branches each; nor is it typified by banks with only three branches.
Yet there were only 40 suspensions of banks with three branches or more

in eleven years. As these Y0 are still further divided in order to get
instances of what may justifiably be called "branch systems" that have

failed, it is found that there have been only seven suspended banks with
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more than ten branches each.

Table 27 ~ Suspensions of Banks with Branches, 1921-1931, and Active

Banks with Branches December 31, 1931,
Grouped by Number of Branches

Active banks with

Suspensions of

branches banks with branches
Decenmbey 31, 1931 19211931
Eﬁ:ﬁﬁ;#;f Aggregate Ageregate
per bank Number |Aggregate | loans and | Number | Aggregate | loans and
of mumber of | investments of mumber of | investments
banks | branches {000 banks | branches (000

omitted) omitted)

1 355 355 |$ 1,952,845 105 105 $ 265,179
2 110 220 2,948,959 34 68 117,324
ﬁ 66 133 972,266 10 30 34,264
36 14k gl 55k 9 36 90,361
5 21 105 489,638 6 30 13,552
6 10 60 397,170 3 18 62,043
7 4 28 128,002 2 14 16,998
8 7 56 376,440 1 g 7,023
9 7 63 226,659 1 9 1,432
10 5 50 257,529 1 10 23,553
11 - 15 23 290 | 1,950,565 3 33 54,691
16 - 20 g 168 535,358 3 55 96,183
Over 20 _2h4 1,597 14256,776 1 hg 213,403
Total 677 3,334 | $18,336,761 | 179 W7k $1,056,007

The seven suspensions with more than ten branches each, to-

gether with one additional bank which failed Jamary 2, 1932, are

listed in Table 28,

the city of the head office,

Only three of these banks had branches outside

The failure of the first, the Georgia

State Bank, was part of the general failure of the Witham-Manley chain,

which is described in the report on group and chain banking,
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Table 28 ~ Suspensions of Banks with More than 10 Branches Each,

1521-193141)
Branchesg Loahs end

Name and locatlon of bank Year investments

In | Out | (000 omitted)
Georgla State Bank, Atlanta 1926 - 20| $ 3,990
Bank of United States, New York City 1930} 58 - 213,403
Bankers Trust Co., Philadelphia 1930 19 - h7,932
Security Home Trust Co., Toledo 19311 11 - 2h,148
Commercial Savings Bank and Trust Co., Toledo | 1931 11 - 14,103
Onio Savings Banl: and Trust Co,., Toledo 1931 16} - Wi, 261
Central Trust Co., Frederick, Md. 1931 -1 11 15,440
Peoples State Bank, Charleston, S. C. 1932 __21 42 27,869
Total 117 73 $386,146

(1)
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Including one in 1932, added because of its importance, but not included
in any of the previous tables.

The- Bank of Unlted States, which was the largest bank that
has ever failed in this country, had 58 brancnes, but they were all in the
one city, After its failure, indictments were brought charging the princi-
pal officials of the bank with abstracting and wilfully misapplylng its
funds,

The Bankers Trust Company of Philadelphia, all the branches of
which were in the one city, was closed by action of the directors after
a long period of declining deposits,

The suspension of the three banks in Toledo was due to & local
crigis, in which four leading banks closed in one day, another having
closed two months earlier., One of the five banks had noc branches, and
all the branches of the others were within the city of Toledo.

A1l of the foregoing were banks whose size and situation made

their branch operations of comparatively minor significance, the bulk
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of their business belonging to their main office. They weré city baunks
and their branches were confined to the city in every case, except the
Georgia State Banlk,

The Central Trust Company of Maryland, however, was more dis-—
tinctively a branch organization, Frederick, where its mein office was
situated, is a town of about 15,000 people, and the bank which had loans
and investments of more than $16,500,000 at the end of 1930, or 45 per
cent of the loans and investments:of all the banks in townX, appears to
have owed a substantial part of its business to its branches, which were
situated in eleven other towns, The benk was not a member of the Federal
Resorve System. According to the State bank commissioner of Maryland,
its difficulties arose malnly from "various large commitments accumlated
in real estaie holdingsessse.s & majority of which wore located outside
the State, and of course, the conditions existing nationally at that time
contributed in no small degree to the shrinksge in the asset valus of
this class of commitment,"(1)

Of all the banks with branches that have failed, the Peoples
State Bank of South Carolina was most distinctively a branch organization,
It had 45 offices in 42 different cities, towns, and villages situated
in every part of the State, Its business was largely derived from its
branches, and externally it would appear to have been the chief exemplar
of state-wide branch banking in this country cutside of California, It
was not a member of the Federal Reserve System, for its branch organiza-
tion had been developed aslmost entirely after the passage of the McFadden

Act in 1927 .

(1) pyenty-Second Anmial Report of the Bank Commission of the State of
Maryland, February 1, 1932, p, 7.
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Its failure, according to reports, "was cauged by poor judgment,
poor management, and an excess of ambition, The branches contributed to
the failure of course, but if the institution had possessed good ability
and good judgment it would not have falled just because it had a string
of branches,” Before converting to State charter and beginning its career
as a branch organization it had already been “contimuously subject to
criticism from national examiners..... The part which the branches played
in the failure was played not because they were branches but becsuse of
the manner in which they were established. A large proportion of the
branches were formed by taking over unit banks which were practically
"busted' when they were taken over. These operations filled the group
with highly unliquid, and in many cases, worthless assets, and when public
confidence began to weaken in South Carolina, the Peoples State Bank had
absolutely no margin of safetys... The whole thing was recklessly and
inexpertly done, and therein lies the real cause of the failure."

Another report listed the following as causes of the failure of
this bank:

"1, 1Its capital structure was not sound from the beginning.

2, 1t expanded too fast.

3. Its operating persomnel had neither the experience nor

capacity for the management of an inatitution of such
gize or so many branches,

4, It absorbed too many busted banks,

5. It operated many small branches that were economic
impossibilities,

6. The credit set-up of local loan committees was unsound,

7« It was too big and too unwieldly to be saved by stock-

holders and directors.”

Little if anything is divulged in the eight foregoing cases of
suspended banks with branches to indicate that the causes of failure of

banks with branches differ essentially from the causes of failure of
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banks without branches.
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Table I - Number of Banks(}) and Branches by States

December 31, 1931

States clagsified | Total Total I Banks with branches Number of branches
according to law| mumber mumber | ) ! In head | Outside
regarding branch of of L G:.t,;r( ) i Other | mopa1 | office | head of-

baniing banks(2) | vranches Pystems\d | systems ¢ify | fice city
State-wide Branch Banking Pemmitted

Arizona 32 2h - 7 7 - 25

California 390 go1 21 23 50 258 543

Delaware L6 12 2 6 2 10

Dist. of Columbia 38 26 12 - 12 26 -

Maryland 187 108 12 15 27 59 Lg

North Carolina 2883 84 5 18 23 12 72

Rhode Island 2 36 8 3 11 16 20

Seuth Carolina 11 77 Y 7 11 9 68

Vermont g1 1C 2 5 7 - 10

Virginia 392 57 il 19 30 29 28

Total 1,583 | 1,236 77 107 184 M1 825
Branches Restricted As to Location

Georgia 321 34 5 8 13 18 16
Indiana 651 27 6 7 13 19 g
Towa 35 67 - uy 47 - 67
Kentuclky 3981 23 6 1 7 el 2
Louisiana 200 98 10 29 39 51 47

Maine 81 73 2 17 19 7 66

Massachusetts 229 116 45 3 4g 110 6

Michigan 5&8Y4 385 ug - Lg 385 -

Mississippi 2289 o1 1 7 8 1 20

Montana 157 - - - - - -

New Jersey ’-!-53 124 57 2 59 115 9
New York 83 690 70 - 70 690 -

Okio 772 213 27 6 33 183 30

Pennsylvania 1,266 126 43 3 u5 122 I

Tennessee 198 58 1 _18 25 2L 34

Total 7,6§§ I 2,055 327 148 Y75 13,746 309
Establishment of Branches Prohibited by Law

Alabama, 256 16 - 2 2 - 16

Arlansas 276 1 - 1 1 ~ 1

Colorado 2&3 - - - - - -

Connecticut 143 - - - - - -

Florida 187 - - - - - -
Idaho 122 - - - - - -
Illinois 1,295y - - - - - -
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Table I - Number of Banks'l) and Branches by States
December 31, 1931 (Contimed}

States classified| Total Total _Banks with Yranches | Wumber of branches
according to law{ number number it Other In head| OQutside
regarding branch of of y(S) svster Total | office| head of-

banking banks(2)| branches | systems\)/| systems city | fice city

Kansas 923 - - - - - -

Minnesota 886 6 2 - 2 6 -

Missouri 992 - - - - - -

Nebraska 633 2 2 - 2 2 -

Nevada 32 - - - -~ - -

Few Mexico 50 3 - 1 1 - 3

Oregon 189 - - - - - -

Texas 1,102 - - - - - -

Utah g8 - - - - - -

Washington 286 5 1 2 3 3 2

West Virginia 218 - - - - - -

Wisconsin 869 i) 5 1 6 8 1

o]
Total 8,756 4o 10 7 17 19 23
¥o Provision in State Law Regardineg Branch Banking

New Hampshire 66 . 1 - 1 1 - 1

Forth Daknta ot - - - - - -

Oklahoma 52k - - - - - -

South Dakota 263 - - - - - -

Wyoming 3 = = - = = =

Total 1,1%; 1 - 1 1 - 1

Total all States [19,167 3,334 hak 263 677 2,176 1,158

National 6,368 1,274 146 11 137 885 389

State member 878 1,073 124 17 14 qly7 126

State normembers }11,921 987 ik 235 379 34l 643

(1) imtual savings benks and private banks are excluded.

(2) Compiled from records of the Federal Reserve Board and reports of State banking
supervisors %o the Committee on Branch, Group and Chain Banlking.

(3) Includes banks operating branches in head office clty and contiguous territory

only.
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Table II -~ Loans and Investments of All Banks and of Bankscl)
Operating Branches by States
December 31, 1931
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$ 17,000
2,279,873
86,546
153,738
303,931
100,921
304,394
71,961
25,725
158,797

$3,502,886

$ 144,060
113,037
28,817
92,5715
196,533
136,160
1,093,449
967,122
17,038

975,020
8,053,264
1,112,146
1,346,290

155,383

#k, hob, 8ok

$ 4,062
808

(In thousands of dollers)

States classified Banks operating branches
according to law All active City other
regg;i;;g branch banks(2) systems(3) systems Total

State-wide Branch Banking Permitted

Arizona $ 56,590 1$ -} % 17,000

California 3,025,755 560,520 | 1,719,353

Delaware 134,032 45,161 41,385

Dist. of Columbia elig, 087 153,738 -

Maryland 546, 254 259,539 1,332

Yorth Carolina 240,429 18,963 81,958

Rhode Island 336,728 50,788 253,606

South Carolina 112,854 12,939 59,022

Vermont 137,361 3,137 22,588

Virginia 4l 731 | 130,619 28,178

Total $5,293,821 | $1,235,464 | $2,267,422
Branches Restricted As to location

Georgia $ 269,73 $ 92,186 | $ 51,874

Indiana 563,8 105,963 7,074

Towa, 46,624 - 28,817
Kentucky 35775 89,980 2,595

Louisiana 355,116 152,078 38,455

Maine 2gh, 510 4,333 131,827

Massachusetts 1,648,682 1,058,901 34,458

Michigan 1,489,814 967,122 -

Mississippi 120,87 5,810 11,228

Montana 102,13 " - -

New Jersey- 1,784,027 904,675 70,345

New York 10,336,648 | 8,053,264 -

Ohio 1,862,666 798,636 313,510

Pennsylvania 4,317,614 | 1,327,350 18,940

Tennessee 326,577 130,193 25,190

Total $24,419,939 3,690,581 | 734,313
Establishment of Branches Prohibited by Law

Alabame $ 207,177 |[$ - 14 4,062

Arkansas 106,670 - 208

Colorado 226,110 - -

Connecticut 554,581 - -

Florida 179,622 - -

Idaho 60,331 - -

I1linois 2,712,360 - -

Federal Reserve Bank of St. Louis




- 275 -

Table IT - Loans and Investments of All Banks and of Banks(1)
Operating Branches by States
December 31, 1931 (Continued)

(In thousan )
States clagsified Banls operating branches
according to law All active City Other
regarding branch bankB(E) systams(3) systems Total

banlding
Kensas $ 310,060 $ - $ - $ -
liinnesota 709,373 152,393 - 152,393
Missouri 996,103 - - -
Nebrasia 245,493 6,571 - 6,571
Nevada. 33,885 ~ - -
Few Mexico 30,839 - 215 215
Oregon 211,137 - - z
Texas 781,289 - - -
Utah 133,936 - - ~
Washington 331,050 66,371 2,916 69,287
West Virginia 254,111 - - -
Wisconsin 782,060 173,8 1,189 |- 175,035

Total $8,866,187 $399,181 $9,190 $408,371

No Provision in State Law Regarding Branch Banking

New Hampshire $ 96,665 - $610 $610
North Dakota 74,182 - - -
Oklehoma 288,390 - - -
South Dakota §8,210 - - -
Wyoming 47,305 - = -

Tatal $594, 752 - $610 $610
Total all States $39,174,699 915,325,226 {$3,011,535 | §18,336,761
National $19,093,615 96,542,917 141,433,311 | 47,976,228
State members 11,481,510 | 7,365,523 g8y, ge7 | 8,250,350
State nonmembers 8,599,574 1,416,786 693,397 2,110,183

(1) smtua) savings banks and private banks are excluded.

(2) Compiled from abstracts of condition of State banks and national banks.

(3) Includes banks operating branches in head office city and contiguous
territory only.
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Table III

Table III will show for each State the number
of banks with branches and the number of branches from
1900 to 1931. This is the same as the data shown for
the United States in Table 2, page 6. This will occupy
about twenty-four printed pages.

The material is available for national banlks
and State banks separately, but it is thought unneceasary
to print it in that detail unless the members of the Com-
mittee think it advisable.
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Digest of State Laws Relating to
Branch Banking

At this point in the appendix it is proposed to add
a digest of State laws relating to branch banking, which will
te substantially the same as the digest printed in the Federal
Reserve Bulletin of April, 1930, and revised in the July, 1932,
Bulletin. This digest, which was prepared by the Counsel of
the Federal Resgerve Board, is referred to in Chapter VIII. The
material will ocecupy about twenty-five printed pages.
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