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BRANCH, CHAIN, AND GROUP BANKING

TUESDAY, APBIL 1, 1930

House oF REPRESENTATIVES,
CommiTTEE ON BaNkING aAND CURRENCY,
Washington, D. C.
The committee met in the committee room, Capitol, at 10.30
o’clock, a. m., Hon Louis T. McFadden (chairman), presiding.
The CrairmaNn. The committee will come to order.

STATEMENT OF GOV. ROY A. YOUNG—Resumed

The CuairMaN. Mr. Goldsborough, when we closed last week,
you were asking questions of Governor Young. Do you wish to
continue now?

Mr. GoLpsBorovucH. If it is agreeable.

The CuairMaN. Before you begin, however—Governor Young,
vou have some papers you would like to submit for the record n
response to some previous requests for information?

Governor Youna. Yes; if I may, Mr. Chairman.

The CuAIRMAN. Suppose you submit them now.

Governor YOoUNG. lpshould like to read this statement into the
record, because it contains some figures on which we were in doubt
at the last meeting. It covers losses in failed national banks.

Congressman Steagall made the statement at the hearing last
Wednesday that the total loss to depositors in national banks since
the enactment of the national bank act in 1863 amounted to only
about $80,000,000. The Comptroller of the Currency published a
statement in his annual report to Congress for the year ending
October 31, 1929, which is incorporated on page 75 of his testimony,
and which shows that 815 receiverships paid 70.19 per cent of proven
claims; and that, if offsets, loans paid, and other disbursements were
1ncluded the total disbursements to creditors would show an average
of 79.13 per cent of proven claims. Possibly Congressman Steagall
has based his estimate on this percentage of the proven claims.

I have obtained from the Comptroller of the Currency certain
information which I wish to insert in the record showing the losses
on the basis of actual deposits of failed banks. In this connection
I wish to make clear the distinction between the total amount of
deposits in failed national banks and the amount of proven claims
against failed national banks. There are numerous depositors who
do not prove their claims against insolvent banks; and what would
otherwise be their share of the dividends paid go to the benefit of
those who do prove their claims. For this reason, the total amount
of losses must be increased by the difference between the total
amount of deposits and the total amount of proven claims. Even
this is not absolutely accurate; because the figures given by the
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592 BRANCH, CHAIN, AND GROUP BANKING

comptroller’s office include in the amount of proven claims those
proven by secured depositors; whereas, the figures given for total
deposits do not include the amount of secured deposits.

The total deposits of the 815 failed national banks fully liquidated
to October 31, 1929, were $312,358,671; whereas the total proven
claims amounted only to $275,449,496. Total dividends paid to
creditors, including secured creditors, were $193,279,863. Thus the
total loss to unsecured creditors of these closed trusts on the basis of
dividends paid amounted to $119,078,808.

In addition to the above, there are 448 insolvent national banks in
Eroc}fss of liquidation, and the following figures are given with respect

0 those:

Total deposits of 448 active receiverships______________________ $229, 088, 269
Estimated total dividends to creditors of 448 active receiver-

ships_ _ _ e 141, 736, 812
Estimated loss to creditors of 448 active receiverships___._______ 87, 351, 457

Add the estimated losses of depositors and other creditors of na-
tional banks now in process of liquidation ($87,351,457) to losses of
depositors and other creditors of national banks completely liquidated
($119,078,808) and you have total actual and estimated losses to
creditors of national banks, amounting to $206,430,265.

While it is true that, for the banks in liquidation, the figures are
estimates; it is safe to assume that the liquidations will not exceed
the average for past years. Conditions have been much worse since
1920 than during the prior periods of liquidation, and it would seem
reasonable to expect that the average of dividends would be less.
Therefore, I believe that the figures for losses given are rather con-
servative.

If the Federal Government should undertake to set up a depositors
guaranty system, applicable to all national banks or to all member
banks of the Federal reserve system, it would be so attractive to
depositors that every bank in the United States would be compelled
either to join that system or to go out of business, with the result
that whatever system is devised would be compelled to guarantee
all deposits in the United States, or approximately $58,000,000,000
of deposits. It must also be understood that, in view of the enormous
growth in the total deposits of all banks, the annual losses would be
much greater than is indicated by the total losses from 1863 to date.
This is indicated by the fact that total bank deposits in 1890 amounted
to less than $5,000,000,000, whereas to-day the figure has grown to
$58,000,000,000.

Supplementing the figures as placed in the record on April 1, 1930,
with reference to the total amounts of estimated losses to depositors
of failed national banks since 1863, I have had compiled estimated
figures for total losses to State banks from 1864 to December 31,
1929.

While there are no accurate figures available for losses in State
banks, State superintendents up until 1896 reported to the Comp-
troller of the Currency total liabilities of failed State banks and
total dividends paid. On these figures from 1864 to 1896, inclusive,
the total liabilities of 1,234 failed State banks were $220,629,988.27,
and the total dividends paid during the same period were $100,088,-
726.09, showing a loss of $120,541,261.32 or 54.64 per cent loss. No
figures are given for dividends paid since 1896 but the total liabilities
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BRANCH, CHAIN, AND GROUP BANKING 593

of failed State banks from 1897 to December 31, 1929, were
$2,130,613,648.27. Using the same percentage of loss for the years
1897 to December 31, 1929, as used for the first 33 years, the total
loss from 1897 to 1929 would be $1,164,167,297.41. Adding to this
the loss for the first 33 years, $120,541,261.32, the total loss for the
66-year period would be $1,284,708,558.73.

The other day I said I would get a pamphlet that was issued by
the New York Stock Exchange in reference to call money. I have
sfecu.red that and would like to put that in the record at this point,
if I may.

The CrairMAN. By whom was that prepared?

Governor Youne. I think that is prepared by the committee on
publicity of the New York Stock Exchange. I referred to it the
other day and said there was such a pamphlet.

I was also requested to get a digest of State laws relating to the

4burchase of corporate stocks by banks and trust companies. I have
a preliminary draft of that and I should like to put that in the record
at this point.
. The CrairmaN. Those statements will be received and incorporated
in the record at this point.
(The papers referred to are here printed in full, as follows:)

[Reprinted by permission from the New York Times December 23, 1928]

CaLr MoNEY RaTeE 18 PUzzLE TO MANY

Violent fluctuations recently in the rates of interest charged for funds employex
in the stock market have focused attention upon the call money market, parti-
cularly as to the method by which the renewal rate is fixed on the New York
Stock Exchange. The widespread interest in the subject has been reflected in
an increasing number of inquiries received by the exchange from various parts
of the country.

That a somewhat general misconception exists concerning the renewal rate is
indicated by the questions that are asked at the stock exchange and in brokerage
offices. Under normal conditions, when there is no credit stringency, the whole
subject of call loans, which are the life blood of the stock market receives only
passing attention from the average trader who looks upon these loans as merely
a part of the mechanics of his operations.

For some months, however, the call money market has been a factor of para-
mount interest to investors and speculators for the reason that the rates of
interest have undergone drastic and frequent readjustment, thus exerting a
powerful influence upon the trend of prices on the stock exchange. Often the
variations between the renewal rate and the rates established later in the day
were so wide as to puzzle the new crop of traders in Wall Street.

RENEWAL RATE

The renewal rate, it was pointed out at the stock exchange last week, represents
what, in the opinion of a committee of experts, is a fair charge for the renewal of
call loans. Borrowers and lenders are not obliged to accept it. If a lender feels
that the suggested rate is too low, he is privileged to refuse to renew loans at that
figure, and if a borrower considers the rate too high he is at liberty to pay off
his loan and arrange a new loan in the call money market.

Wall Street gets its first official information as to the position of the call money
market when, at 10.40 o’clock every morning, the renewal rate is announced
on the stock ticker. This rate is fixed by the executive committee of the stock
clearing corporation, a subsidiary of the stock exchange. The committee is made
up of Samuel F. Streit, president of the clearing corporation; E. H. H. Simmons,
president of the stock exchange; Robert R. Atterbury, Robert Gibson, and
William A. Greer. It arrives at its decision after examining all available data
bearing on the supply of funds and the pdssible borrowing requirements. Fre-
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594 BRANCH, CHAIN, AND GROUP BANKING

quently, before announcing the rate, the committee consults bankers, officials
of other lending institutions and large borrowers.

OPINION OF EXPERTS

“The renewal rate as posted on the floor of the exchange each morning,” a
spokesman for the institution explained, ‘‘is merely the opinion of experts, the
demonstrated fairness of which over a period of years has won the confidence of
lending bankers and borrowing brokers.

““The present practice of suggesting a renewal rate resulted from the experience
of the informal money committee instituted with the full understanding of the
Treasury Department during the Government war financing. It was found that
the wide and unsettling fluctuations of call-money rates and the confusion and
friction which characterized the pre-war call-money market under the old hap-
hazard practice could be avoided by a rate suggested by experts in possession of
all pertinent data. So about five and a half years ago, there was formed this
committee of experienced men to have before them daily complete information
with respect to the supply of loanable funds and the demand therefor, and all
other relevant data, and to announce at exactly 10.40 on every full business
day their opinion of a fair rate for the renewal of call loans.

“All lending banks in the financial district arrange with one or more stock'
exchange member firms to handle their call loans on the floor of the exchange.
The procedure is for the bank to telephone to the office of the stock exchange
member instructions to lend a sum of money at the current or at a specific rate..
These instructions are relayed in turn to the money desk on the floor of the
exchange, where they are duly recorded. In like manner, the borrowing broker
files at the money desk a memorandum stating how much money he requires.
Thus lender and borrower meet in their turn and both are promptly notified of
thehidentity of the other party to the transaction by the money clerk of the
exchange.

SUBSEGUENT FLUCTUATION

“After the renewal rate has been posted, the rate for new loans may fluctuate
with the constantly changing conditions of supply and demand.

‘It might be timely to consider the reason for the call-money rate fluctuating
more widely than any other money rate in the world, inasmuch as a general
misapprehension of this phenomenon has provoked a great deal of criticism.

‘‘Becentricity seems to be inherent in the interest rate for call loans because it
is the resultant of two forces of supply and demand, unrelated in this unique
instance. Every contract made on the exchange is completed and the securities
are delivered and paid for on the full business day next following. It is thus
seen that a day of heavy liquidation on the part of customers of New York Stock
Exchange firms will cause a material shrinkage in credit requirements, necessi-
tating the paying off of loans and the recovery of securities to be delivered against.
the previous day’s sales. On the demand side, therefore, we see the possibility
of material overnight changes due to either a heavy liquidation of speculatively
held securities or a sudden wave of speculative enthusiasm.

DEMAND AND SUPPLY

“Thus on the demand side of the transaction we have the brokers’ credit
requirements changing from day to day with the constantly shifting speculative
position of their customers. The day loan, therefore, is admirably suited to their
need of daily adjustment.

“On the other hand the supply of call money is regulated solely by the reserve
position of the banks throughout the country and their natural desire to make full
use of their lending power right up to the limit set by their reserve requirements
and bear no relation to stock market needs. This unresponsiveness of credit
supply to demand is peculiar to brokers’ loans and is largely due to their exclusion
from the Federal reserve rediscount privileges.”

President Simmons of the stock exchange in his last annual report drew atten-
tion to the “accuracy with which the renewal rates are regularly made,” pointing
out that in 1927 the “annual average rate on renewed call loans was 4.076 per
cent, while the annual average rate on new call loans was 4.084 per cent, thus,”
he added, ,"‘renewal rates were, over the year, within 0.008 of 1 per cent of new
loan rates. '
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BRANCH, CHAIN, AND GROUP BANKING 595

DIGEST OF STATE LAWS RELATING TO THE PURCHASE OF CORPORATE STOCKS BY
BANKS AND TRUST COMPANIES

(Preliminary draft, subject to verification)

There is given below a preliminary draft of a digest of the State laws relating
to the power of banks and trust companies to invest in or purchase stocks in other
corporations, including stocks in other banks or trust companies. This digest,
which shows the status of State legislation dealing with the purchase of corporate
stocks by banks and trust companies as of March 1, 1930, was prepared in its
present form in the office of the counsel to the Federal Reserve Board and will be
submitted to the counsel to the various Federal reserve banks, who are especially
familiar with the laws of the States in their respective Federal reserve districts,
for a final check as to its accuracy. When the Federal reserve bank counsel have
completed their check of the digest, revised copies thereof will be furnished to the
Committee on Banking and Currency of the House of Representatives.

The digest does not cover permission granted to banks and trust companies to
invest in or purchase stocks in municipal or other public corporations. Federal
reserve}banks, joint-stock land banks, corporations engaged principally in foreign
banking operations, safe-deposit companies, or similar institutions affiliated in
some respects with the business of banking.

SuMMARY OF LEGISLATION IN VARIOUS STATES
STATES HAVING LEGISLATION PERMITTING PURCHASE OF CORPORATE STOCKS

By both banks and trust companies:

Arizona.

Connecticut. Amount of purchase Limited.

Delaware. Amount of purchase limited.

Louisiana.

New Jersey.

Pennsylvania. Apparent conflict in laws of this State, as other provisions
prohibit banks from purchasing stocks.

Tennessee.

Texas. Amount of purchase of bank stock limited.

Utah.

Totas, 9.
By banks only:

Alabama. Bank stock only may be purchased and amount limited.

Call_ifqgn(iia. Stock of only one trust company may be purchased and amount

imited.

Florida. Apparent conflict in laws. Savings banks only may purchase
stocks; but other provisions also prohibit them from doing so.

Massachusetts. Savings banks only may purchase stocks in certain trust
companies and national banks within certain limitations.

New Hampshire. Savings banks only and savings departments of banks may
invest in stocks of banks, trust companies, and certain other corporations,
subject to certain limitations.

North Carolina. Purchase restricted to ‘ central reserve bank” and corpora-
tion owning land or building used by bank.

Ohio. Savings banks only may purchase stock of certain companies, but not
bank or trust company stock.

Rhode Island. Probably authorized by implication to purchase stocks;
but savings banks and banks receiving savings deposits specifically author-
ized to purchase bank, trust company, and steam-railroad stocks.

South Carolina.

Vermont. Amount of purchase limited.

Virginia.

West Virginia, May “‘invest” in bank stocks.

Total, 12.
By trust companies only:

Arkansas.

Colorado.

Florida. Apparent conflict in iaws. Other provisions prohibit purchase of
stocks.

Georgia.
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By trust companies only—Continued.

Kansas. Amount of purchase limited.

Maryland.

Massachusetts. Amount of purchase limited.

Missouri. Amount of purchase limited.

Montana.

Nebraska.

New Hampshire. Amount of purchase limited.

New York. Amount of purchase limited.

Ohio. All stocks except bank stocks may be purchased.

Oklﬁzllxonga. All stocks except bank and trust company stocks may be pur-
chased.

Rhode Island. Probably authorized by implication to purchase stocks; but
savings deposits of trust companies specifically permitted to be invested
in bank and trust company and steam-railroad stocks.

West Virginia. May purchase llmlted amount in “busmess corporatlons
a,n% l?:iy %)élrchase bank stocks for ‘‘investment.”

'otal, 16.

STATES HAVING LEGISLATION PROHIBITING PURCHASE OF CORPORATE STOCKS

By both banks and trust companies:

Florida. Apparent conflict in laws of this State, as other provisions authorize
savings banks and trust companies to purchase corporate stocks.

g[ississippi. Prohibition is against purchase of bank stocks.
regon

Ohio. A savings bank, however, can purchase stock in certain ‘companies,’”
and a trust company in any corporation; but neither can purchase bank
or trust company stock.

South Dakota.

Washington.
Total, 6.

By banks proper:

Colorado.

Georgia.

Idaho. Prohibition is against purchase of bank stock.

Kansas.

Montana.

Nebraska.

Nevada.

North Dakota.

Oklahoma.

Pennsylvania. Apparent conflict in laws of this State, as other provisions
authorize ‘‘ corporations organized for profit”’ to purchase stocks.

Wisconsin. No provisions prohibiting banks proper; but mutual savings
banks expressly prohibited from investing in corporate stocks.

Wyoming.
Total, 12.

By trust companies:

There do not appear to be any States having legislation prohibiting
trust companies alone from purchasing corporate stocks.

STATES HAVING NO SPECIFIC LEGISLATION ON SUBJECT

Covering both banks and trust companies:

.org/

Ilinois.

Indiana.

Iowa.

Kentucky.

Maine. However, purchase of corporate stocks probably authorized by
implication.

Michigan.

Minnesota.

New Mexico.

Wisconsin. No provisions covering banks proper; but mutual savings banks
T ex}lmzssly prohibited from investing in corporate stocks.

otal,
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Covering only banks proper:

Arkansas.

Maryland. .

Massachusetts. No provisions covering banks proper; but savings banks
and trust companies may purchase stocks.

Missouri. .

New Hampshire. No provisions covering banks proper; but savings banks
and savings departments of banks and trust companies may invest in
stocks of banks, trust companies, and certain other corporations, subject
to certain limitations.

New York.

Rhode Island. No provisions covering banks proper; but probably can pur-
chase stocks by implication; however, savings banks and savings depart-
ments of banks and trust companies may purchase bank, trust company,
and steam railroad stocks.

Total, 7.
Covering only trust companies:

Alabama.

California.

Idaho.

Nevada.

North Carolina.

North Dakota.

South Carolina.

Vermont.

Virginia.

Wyoming.

Total, 10.
ALABAMA

Purchase of bank stock permitted if not in excess of 26 per cent of purchasing
bank’s capital and 10 per cent of other bank’s capital—“* * * No bank shall
subscribe for or own exceeding 10 per cent of the capital stock of any other bank,
or invest or have invested an amount exceeding in the aggregate 25 per cent of its
own paid-in capital stock in the capital stock of any other bank or banks. Any
bank acquiring capital stock in any other bank in the usual course of business in
payment of an indebtedness owing to it, must sell such portion of said stock
as is in excess of the amount which it is permitted to hold and own as herein
provided within one year from the time the same is acquired. Any bank failing
to sell any such excess stock within the time herein directed, shall forfeit to the
State an amount equal to the face value of such excess stock held by it, which
sum the superintendent shall sue to recover in the name of the State in any
court having jurisdiction, and the amount recovered shall be paid into the
State treasury.” (Civil Gode of Alabama, sec. 6355; Combined Banking Laws
of Alabama, 1928, sec. 6355, p. 25.)

ARIZONA

Purchase of bank or trust company stocks permiited.—*“No bank, loan, or trust
company or association, organized under the laws of the State of Arizona, may
purchase, own, hold, and sell or otherwise dispose of any of the shares of the
capital stock of any other bank, loan, or trust company or association or other
corporation; unless, such purchase shall be authorized by the executive com-
mittee or approved by the board of directors; and in case the purchase is of
stock in any other banking corporation the approval of said purchase must also
be had from the superintendent of banks.” ~(Laws of 1922, ch. 31, sec. 20, p.
130; Banking Laws, 1922, sec. 20, p. 17.)

Savings banks are prohibited “to invest or loan any of its capital, or any of
the money of its depositors in the shares, stocks, or bonds of any mine or mining
company or oil company.” (Laws of 1922, ch. 31, sec. 26 (8), p. 134; Banking
Laws, 1922, sec. 26 (8), p. 20.)

ARKANSAS

Banks—no specific statulory provisions.—There are no statutes in this State
specifically authorizing banks to purchase the kinds of corporate stocks covered
by this digest. However, ‘‘no bank shall employ its moneys, directly or indirectly,
in trade or commerce by buying and selling goods, chattels, wares, and merchan-
dise, nor be the purchaser or holder of its own capital stock, unless such security
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or purchase shall be necessary to prevent loss upon a debt previously contracted
in good faith; and stock so purchased or acquired shall, within 12 months of its
purchase, be ’sold or disposed of at private sale; after the expiration of said 12
months any such stock shall not be considered as part of the assets of any bank:
Provided, That it may hold and sell all kinds of property that may come into its
possession as collateral security for loans or any ordinary collection or debts, in
the manner provided by law. Provided further, That any goods or chattels
coming into its possession as aforesaid.shall be disposed of as soon as possible,
and after twelve months from the date of acquirement shall cease to be reckoned
as ala.sgart of its assets.” (C. & M. Dig., sec. 695; Banking Laws, 1929, sec. 26,
p. 18.

Trust companies—Purchase of stocks permitted.—Trust companies are author-
ized ‘‘to buy and sell all kindsof * * * gtocks, and other investment secur-
ities.”” (Act of April 13, 1903, sec. 2, p. 228, as amended by acts of 1923, act 627,
sec. 10; Banking Laws, 1929, sec. 135 (9), p. 102.)

CALIFORNIA

Banks—general power to purchase corporate stocks denied.—‘‘No bank shall
except as otherwise provided in this act, purchase or invest its capital or surplust
or money of its depositors, or any part of either, in the capital stock of any
corporation unless the purchase or acquisition of such capital stock shall be
necessary to prevent loss to the bank on an obligation owned or on a debt previ-
ously contracted in good faith. Any capital stock so purchased or acquired
shall be sold by such bank within six months thereafter if it can be sold for the
amount of the claim of such bank against it; and all capital stock thus purchased
or acquired must be sold for the best price obtainable by said bank within three
years after such purchase or acquisition unless the supermtendent of banks
shall extend the time of its sale for a period not to exceed two years.”” (General
Laws, 1923, Act No. 652; bank act, 1929, sec. 37, p. 36.

Exceptwn——Stoclc in one trust company. —“Any bank, With the previous written
consent of the superintendent of banks, may purchase or otherwise acquire and
hold the whole or any part of the capital stock of not more than one trust com-
pany organized and existing under the laws of this State, and doing business
in the same county in which the principal place of business of such bank is located:
Provided, however, That not more than an amount equal to 25 per cent of the
capital and surplus of any such bank may be at any one time mvested in the
capital stock of such trust company or such other corporation.”  (General
Laws, 1923, Act No. 652; bank act, 1929, sec. 37, p. 36.)

COLORADO

Banks may not purchase corporate stocks.—**No bank shall purchase its own
stock, nor the stock of any other corporation, except such as it may necessarily
acquire in the protection or satisfaction of previously existing loans made in
good faith Any stock so acquired shall be sold by the bank within three years,
and sooner if it can be done without impairing the bank’s investment in the
same.”” (Compiled Laws of Colorado, 1921, sec. 2683; Banking Laws, 1928,
sec. 33 p. 19).

Trust companies authorized to buy and sell stocks.—‘‘All trust companiés incor-
porated under the provisions of this act are duly authozrized:

* * * *

‘“Seventh. To purchase, mvest in and sell stocks * * kP (Complled Laws

of Colorado, 1921, sec. 2765; Banking Laws, 1928, sec 128, p. 66.

CONNECTICUT

Purchase of corporate stocks permitted up to certain amount.—Banks and trust
companies ‘“‘* * * may purchase and hold corporate securities of any de-
scription, provided the total amount at the purchase price invested in corporate
stocks shall at no time exceed 25 per cent of its combined capital, surplus, and
undivided profits, and provided its investment in the stock of any one corpora-
tion shall not exceed 10 per cent of the stock of that corporation or exceed10
per cent of the percentage prescribed herein, whichever may be thegreater.

%77 (General Statutes of Connecticut, sec. 3955, as amended by Laws of
1927, ch. 251; Banking Laws, 1929, sec. 3955, p. 9.)

Savings banks and banks and trust companies maintaining savings depart-

ments may make limited investments of their savings deposits in the stocksof
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certain banks located in the State of Connecticut and certain cities in other
States. (General Statutes of Connecticut, sec. 3928, and sec 3972 (27) as
amended by Laws of 1929, ch. 279; Banking Laws, 1929, sec 3928, p 20; and sec.
3972 (27), p. 52.)

DELAWARE

Banks and trust companies may purchase stock.—**No bank or trust company
shall invest more than 25 per cent of its total capital, surplus, and undivided
profits in the stock, bonds, or other obligations of any one corporation or political
entity or political division except bonds or other obligations of the United States,
of the State of Delaware, or of any county, city, town, or school district in this
State.” (Act of March 31, 1921, sec. 13; Banking Laws, 1929, p 26.)

FLORIDA

Banks and trust companies may not purchase stock.—**That it shall be unlawful
for any bank or trust company organized under the laws of this State and doing
business in this State, to directly or indirectly invest any of the funds of said bank
or trust company in stock of any incorporated company in this State or else-
‘ggl;;e) * % *x7  (Compiled General Laws of Florida, 1930 Supplement, sec.

Savings banks may purchase bank stock.—‘‘The capital and deposits and the
income derived therefrom shall be invested only as follows:

* * * ® * * *

‘4, In the stock of any bank incorporated under the authority of the State,
or the stock of any banking association incorporated under the authority of the
United States * * *’° (Compiled General Laws of Florida, 1927, sec. 6120;
Banking Laws, 1926, p. 30.)

Trust companies may purchase stocks.—‘ Every trust company organized under
and in pursuance of this article shall have power:

* * * * *

“(10) To purchase, invest in, and sell stocks * * *" (Compiled General

Laws of Florida, 1930 Supplement sec. 6126 (10).

Note.—It will be observed that apparently there is a conflict in the laws of
this State with reference to the power of trust companies to purchase stocks.
An explanation of this apparent conflict has been requested of the counsel to the
Federal Reserve Bank of Atlanta, in whose district the State of Florida is situated.

GEOQORGIA

Banks may not purchase stock. —‘“No bank shall subscribe for, purchase, or
hold stock in any other bank * * * nor in any other corporation unless
the same shall have been transferred to it in satisfaction of a debt previously
contracted, or shall have been purchased at a sale under a power contained in
in a note or other instrument by which it was pledged to the bank or under a
judgment or decree in its favor, and all such stock shall be disposed of by the
bank within six months, unless the superintendent of banks shall extend the time

for ood cause shown. * * *” (Georgia Code, 1930 Supplement, sec. 2366
(169
' Trust companies may purchase stock.—‘‘Dealing in stocks and bonds: Trust

companies, operating as investment bankers, and maintaining departments for
the purchase and sale of securities, may purchase for resale whole issues or
parts of issues of stocks, bonds and debentures of industrial, railroad and public
service corporations and other investment securities, and may resell and deal in
the same, under such regulations as may be prescribed by the superintendent
of banks.” (Trust company act of 1927, sec. 5A.)

IDAHO

Purchase of bank stock prohibited—‘‘No bank shall * * * purchase a,nv
shares of * * * any other bank wherever organized, or situated * *
unless such * * * purchase shall be necessary to prevent loss upon a debt
previously contracted in good faith; and stock so purchased * * * ghall
within six months from the date of acqmrement be sold or disposed of at public
or private sale; after the expiration of six months any such stock shall not be
considered as a part of the assets of such bank.” (Laws of 1925, ch. 133, p.
204; Bank Code, 1925, sec. 29, p. 18.)
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ILLINOIS

. No statutory .prom'sions.—The statutes of Illinois contain no provisions author-
izing or prohibiting banks or trust companies to purchase corporate stocks.

INDIANA

. No statutory proypisions.—The laws of Indiana contain no provisions authoriz-
ing or prohibiting banks or trust companies to purchase corporate stocks.

IOWA

No_statutory provisions.—There do not appear to be statutory provisions in
this State authorizing banks and trust companies generally to purchase corpo-
rate stocks. Banks and trust companies, however, are empowered “to purchase,
invest in, and sell promissory notes, bills of exchange, bonds, mortgages, and
other securities.” (Iowa Code, 1927, sec. 9284 (5); Banking Laws, 1929, sec.
9284 (5), p. 47.)

KANSAS

Banks may not purchase corporate stocks.—‘‘No bank shall employ its moneys,
directly or indirectly, in trade or commerce, by buying and selling goods, chat-
tels, wares and merchandise, and shall not invest any of its funds in the stock
of any other bank or corporation * * *” (Session Laws of Kansas, 1927,
p. 126; Banking Laws, 1929, sec. 11, p. 6.)

Trust companies authorized to purchase stock.—‘‘The purposes for which trust
companies may be formed are:

* * * * * * *

“Eighth, * * * +to buy and sell all kinds of Government, State, county,
municipal, and corporation bonds, and all kinds of negotiable and nonnegotiable
paper, securities, and stocks: Provided, That the total investment of any such
trust company in bank stock shall at no time exceed one-fourth its paid-up
capital stock: * * * Provided, That the total investment in bank stock
held by any trust company in excess of one-fourth of its capital shall be dis-
posed of within two years from the passage of this act.” (Laws of Kansas, 1901,
ch. 407, as amended; Banking Laws, 1929, sec. 2, pp. 38 and 39.)

KENTUCKY

No statutory provisions.—The laws of Kentucky contain no specific provisions
with reference to the purchase of corporate stocks by banks or trust companies.
With reference to banks, the law does provide that no bank shall employ its
moneys, directly or indirectly, in any enterprise or business except as authorized
by law. (Carroll’'s Kentucky Statutes, 1930, secs. 579 and 582; Banking Laws,
1926, secs. 579 and 582.)

Trust companies are not authorized expressly to purchase corporate stocks,
but the law does provide that ‘“the capital stock of a trust company, and the
funds in its possession, not held in a fiduciary capacity, may be invested in such
manner as the directors deem prudent and safe; * * *”  (Carroll’s Kentucky
Statutes, 1930, secs. 606 and 614; Banking Laws, 1926, secs. 606 and 614.)

LOUISIANA

Purchase of any corporale stocks permiited.—Any corporation ‘‘conducting a
savings, safe deposit, and trust banking business in any of its branches” is em-
powered ‘“to receive, hold, purchase, acquire, and convey, by and under their
corporate name, such property, real and personal, including bonds, stocks, and
securities of the United States, or of any of the United States, or of any corpora-
tion, board, or body, public or private thereof, as may be necessary, proper, or
convenient to the objects of the association, and to exercise in relation thereto,
all the direct and incidental rights of ownership.” (Laws of 1902, Act. No. 45,
sec. 1 (2), p. 59; Banking Laws, 1928, sec. 1 (2), p. 26.)

The act approved July 18, 1928 (Act No. 221, Session Laws of 1928), which
has to do with the manner of arriving at the value of shares of stock of banking
institutions for taxation purposes, recognizes that banking institutions have the
power to purchase stocks in other corporations. In dealing with the various
deductions that a banking institution may make, this act provides that ‘‘the
capital stock and obligations of any corporations, all the capital stock of
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which * * * jsowned by said bank, banking company, firm, association, or
corporation’ may be deducted.
MAINE

No express authorization but apparently purchase permitied by implication.—The
laws of Maine do not contain any provisions expressly authorizing banking insti-
tutions to purchase corporate stocks, but the following provision appears to give
them such power by implication: ‘““to hold and epjoy all such estate, real, personal,
and mixed, as may be obtained by the investment of its capitsl stock or any other
moneys and funds that may come into its possession in the course of its business
and dealings, and the same sell, grant, and dispose of: * * *  (Public Laws
1923, ch. 144, sec. 61: Banking Laws, 1927, sec. 61, p. 41.)

MARYLAND

Purchase of corporate stocks permatted to trust companies.—Trust companies are
given the power ‘‘to exercise, by its directors, duly authorized officers, or agents,
all such powers as shall be usual in carrying on the business of banking. * * *
by purchasing, investing in, and selling stocks, * * * and other securi-
ties * 7 (Bagby’s Code, article 11, sec. 46 Banking Laws, 1927, sec.
46 (9), p. 23.)

MASSACHUSETTS

Purchase of corporate stocks by trust companties permitted.—A trust company
may ‘“* * * invest its moneys or credits, whether capital or general deposits,
in the stocks, bonds, or other evidences of indebtedness of corporations or of
associations or trusts, * * *’ (General Laws, ch. 172, sec. 33; Trust
Company Pamphlet Laws, sec. 33, p. 21.)

Lamatation upon purchase of stock in other trust companies—"No trust company
shall hold more than 10 per cent of the capital stock of any other trust company.
(General Laws, ch. 172, sec. 43; Trust Company Pamphlet Laws, sec. 43, p. 23.)

Savings banks may purchase bank stocks—Savings banks may invest their
deposits and income derived therefrom—

“In the stock of a trust company incorporated under the laws of and doing
business within this Commonwealth, or in the stock of a national banking asso-
ciation located in the New England States and incorporated under the authority
of the United States, which has paid dividends of not less than 4 per cent therein
in cash in each of the five years next preceding the date of such investment and
the amount of whose surplus is at least equal to 50 per cent of its capital; but
a savings bank shall not hold, both by way of investment and as security for
loans, more than 25 per cent of the stock of any one such company or association,
nor shall it hold by way of investment stock of such companies and associations
having an aggregate initial cost in excess of 15 per cent of the deposits of such
savings bank, or stock of any one such company of association having an initial
cost in excess of 1 per cent of the deposits aforesaid.”” (General Laws, ch. 168,
sec. 54, (7th), as amended by acts of 1929, ch. 315, sec. 1; Savings Bank Pamphlet
Laws, sec. 54 (7th), p. 39.)

MICHIGAN

No statutory provisions.—The statutes of Michigan contain no provisions au-
thorizing or prohibiting banks or trust companies to purchase the capital stock
of other corporations.

MINNESOTA

No statutory provisions.—The laws of Minnesota contain no provisions author-
izing or prohibiting banks or trust companies to purchase corporate stocks.

MISSISSIPPI

Purchase of bank stock prohibited.—*‘ No part of the stock of any bank * * *
shall be owned by any bank under the provisions of this act. Any such stock
owned by any bank at the time this act takes effect shall be disposed of within
12 months after such time. In cases where such stock is taken as collateral and
the purchase thereof shall be necessary to prevent loss upon a debt previously
contracted in good faith, then in such cases such stock shall be sold by the bank
within 12 months from the time that it was required. A violation of this section
by any bank or banks under the provisions of this act shall be constituted a
breach of law and subject any such bank or banks to liquidation and forfeit
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of their respective charters.” (Laws of Mississippi, 1922, ch 172, sec. 49;
Brown’s 1925 Mississippi and Federal Statutes Pertaining to Banks and Banking

"The term ‘‘bank’’ as used in the laws of Mississippi includes trust companies
and savings banks. (Laws of Mississippi 1914, ch. 124, sec. 66; Brown’s 1925
Mississippi and Federal Statutes Pertaining to Banks and Banking, p. 72.)

+ MISSOURI

Purchase by trust companies of corporate stock lumited—A trust company ‘‘shall
not invest or keep invested in the stock of any private corporation an amount
in excess of 15 per cent of the capital and surplus fund of such trust company;
nor shall it purchase or continue to hold stock of another bank or trust company
if by such purchase or continued investment the total stock of such other bank
or trust company owned and held by it as collateral will exceed 15 per cent of
the stock of such other bank or trust company: Provided, however, That this
limitation shall not apply * * * to the ownership by such trust company or
its stockholders of a part or all of the capital stock of one bank organized under
the laws of the United States or of this State.” (Revised Statutes of Missouri,
1919, sec. 11807, as amended by Laws of 1927, p. 241.)

There are no statutory provisions in this State governing the purchase of cor-
porate stocks by banks; and the Missouri courts have held that in the absence
gf eﬁpress authority, one bank can not purchase the shares of stock of another

ank.
MONTANA

Banks prohibited from purchasing stock.—‘‘ No commercial or savings bank shall
purchase or invest its capital or surplus, or money of its depositors, or any part
of either, in the capital stock of any corporation, unless the purchase or acqui-
sition of such capital stock shall be necessary to prevent loss to the bank on a debt
previously contracted in good faith. Any capital stock so purchased or acquired
shall be sold by such bank within six months thereafter, it it can be sold for the
amount of the claim of such bank against it; and all capital stock thus purchased
or acquired must be sold for the best price obtainable by said bank within one
year after such purchase or acquisition. Every person or corporation violating
any provision of this section shall forfeit to the State twice the nominal amount
of such stock.” (Laws of Montana, 1927, ch. 89, sec. 39; Banking Laws, 1927,
sec. 39, p. 32.)

Trust companies authorized to purchase stock.—The laws of Montana authorize
the organization of trust companies which may invest in corporate stocks and
other securities and also provides as follows: ‘‘ The board of directors of any such
corporation [trust company] is authorized to invest the capital and assets of sald
corporation * * * in * * gtocks and bonds of corporations * *
(Laws of Montana, 1927, ch. 89, sec. 4 (¢) (8) and sec. 26; Banking Laws,
1927, sec. 4 (c) (8) and see. 26.)

Tnvestment companies may purchase stocks.—The laws of Montana authorize
the formation of investment companies with the power to receive deposits.
These comﬁanies are authorized to buy and sell stocks as well as other securities.
(Laws of Montana, 1927, ch. 89, sec. 4 (d); Banking Laws, 1927, sec. 4 (d).

NEBRASKA

Banks—Purchase of corporate stocks prohibited.— ‘No corporation transacting
a banking business shall * * * pe the purchaser or holder of *  the
shares of any corporation, unless such * * purchase shall be necessary to
prevent loss upon a debt previously contracted in good faith; and such stock so
purchased or acquired shall, within six months from the time of its purchase be
sold or disposed of at public or private sale; or in default thereof, a receiver may
be appointed to close up the business of the bank: Provided, In no case shall the
amount of stock so held exceed 10 per cent of the paid-up capital of such bank.”
(Comp. Stat. of Nebraska, 1922, sec. 8006; Banking Laws, 1929, sec. 8006, p. 12.)

Trust companies—Purchase of corporate stocks permatted.—Trust companies
have the power *“to buy, hold and ownandsell * * * gtocks, * * * and
other investment securities.” (Comp. Stat. of Nebraska, 1922 sec. 8008, as
amended by Laws of 1927, act approved April 20, 1927.)
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NEVADA

Purchase of corporaie stocks prohibited —‘‘No bank shall employ its moneys,
directly or indirectly, in trade or commerce by buying or selling goods, chattel
wares, or merchandise, and shall not invest any of its funds in the stock of any
bank or trust company or corporation, * * *’ (Revised Laws of 1912,
sec‘71)3. p. 195, as amended, Laws of 1915, p. 32; Banking Laws, 1927, sec. 13,
p.

NEW HAMPSHIRE

Purchase of corporate stocks permitted.—Trust companies are authorized and
empowered ‘‘to negotiate, purchase, and sell stocks, bonds, and other evidences
of debt; to do a general banking business; and to conduct a savings department.”
(Public Laws, ch. 265, sec. 31; Banking Laws, 1929, sec. 31, p. 41)

Lumatation upon such purchase.—‘‘The total liabilities of a person, firm or cor-
poration, including in the liabilities of a firm the tiabilities of its several members,
for money borrowed of the commercial department of a trust company or other
corporation of a similar character, whether organized under the provisions of this
chapter or otherwise, shall at no time exceed 10 per cent of its capital stock
actually paid in and surplus, nor shall such corporation purchase or hold, by way
%f investment, the stocks and bonds of any corporation to an amount in excess
og said 10 per cent.” (Public Laws, ch. 265, sec. 37; Banking Laws, 1929, sec.
37, p. 42.)

Savings banks and savings departments of banks and trust companies.—Subject
to certain limitations, savings banks and savings departments of banking and trust
companies may invest in the capital stock of banks, trust companies and certain
other corporations. How ever,such investments are limited, in the case of any
one corporation, to 5 per cent of the deposits of the purchasing savings banks or
savings departments of banking and trust companies. (Public Laws, ch 260,
sec. 16, ch. 262, secs. 1, 7, 8, 9, 12, 13, 14, 15; Banking Laws, 1929, sec. 16, p. 7;,
secs. 1, 7, 8, 9, 12, 13, 14, 15, and pp. 20, 23-29)

NEW JERSEY

Banks and trust companies authorized to purchase corporate stocks —Banks ““in
addition to the power and authority now conferred upon them, shall be authorized
to purchase, invest in and sell stocks of corporations.” (Laws of 1927, ch. 12;
Banking Laws, 1928, sec. 10, p. 54.)

Trust companies are authorized ‘‘to purchase, invest in and sell stocks * * *
and other securities; * * *” (Laws of 1899, ch 174, sec. 6 (10); Banking
Laws, 1928, sec. 6 (10), p. 66.)

NEW MEXICO

No statutory provisions.—There do not appear to be any provisions in the laws
of New Mexico expressly permitting or prohlbltmg banks and trust companies to
purchase corporate stocks. Trust companies, however, are authorized ¢“* * *
to purchase, invest in, and sell all kinds of * * * investment securities.”’
(Laws'6f 1915, ch. 67, sec. 60 (7); Bank Code, 1929, sec. 60 (7), P, 22) and with
reference to banks the laws of New Mexico provxde that ‘% no bank
shall at any time have invested more than 30 per cent of its ummpalred capital
and surplus in the notes, bonds or other securities of any person, firm or corpora-
tiox)l * ok x”  (Laws of 1929, ch. 131, sec. 9; Bank Code, 1929, sec. 36, p.
15.

NEW YORK

Trust companies permitted to purchase stocks.—** * * every trust company
shall, subject to the restrictions and limitations contained’” the laws, have the
power ‘‘to purchase, invest in, and sell stocks * * * and other securities;
¥ x %7 (Banking Law, sec 185 (9)).

Limatation upon purchase of corporate stocks.—A trust company ‘‘shall not invest
or keep invested in the stock of any private corporation an amount in excess of
10 per cent of the capital and surplus of such trust company; nor shall it purchase
or continue to hold stock of another moneyed corporation if by such purchase or
continued investment the total stock of such other moneyed corporation owned
and held by it as collateral will exceed 10 per cent of the stock of such other
moneyed corporation, provided, however, that this limitation shall not apply to
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the ownership of, and such trust company may to the extent of 10 per cent of its
capital and surplus purchase, acquire, hold and own, and exercise in respect thereof
all the rights, powers, and privileges applicable to the ownership of, * * * all
or any part of the capital stock of an investment company * * *” (Bank-
ing Law, sec. 190.)

Banks—No statutory prowisions, but purchase generally of corporate stocks held
prohibited.—There are no provisions in the laws of New York expressly permit-
ting or prohibiting the purchase of the kinds of corporate stocks contemplated
by this digest. The only provisions affecting banks are those authorizing the
purchase of Federal reserve bank stock and stock in safe-deposit and investment
companies. (Banking Law, sec. 106.)

The banking department of the State of New York holds that banks have no
authority to buy stocks other than those classes above referred to, and the courts
in this State have rendered decisions to the effect that banks can not purchase
stocks of other corporations for the purpose of selling at a profit, can not become
stockholders in a railroad corporation, and can not purchase State stocks to sell
at a profit.

NORTH CAROLINA

Banking institutions may purchase corporate stocks and certain bank stocks.—
‘“No bank shall make any investment in the capital stock of any other State or
national bank: Provided, That nothing herein shall be construed to prevent the
subscribing to or purchasing of the capital stock of * * * central reserve
banks, having a capital stock of more than $1,000,000, by banks doing business
under this act, upon such terms as may be agreed upon. To constitute a central
reserve bank as contemplated by this act at least 50 per cent of the capital stock
of such bank shall be owned by other banks.” (Ann. Code of North Carolina,
1927, sec. 220 (c); Banking Laws, 1927, sec. 220 (c), p. 20.)

Lumitations upon purchase of stock.—‘‘The investment of any bank in the
capital stock of such central reserve bank * * *  ghall at no time exceed
10 per cent of the paid-in capital and permanent surplus of the bank making
same. bank shall invest more than 50 per cent of its permanent surplus
in the stocks of other corporations, firms, partuerships, or companies, unless
such stock is purchased to protect the bank from loss. Any stocks owned or
hereafter acquired in excess of the limitations herein imposed shall be disposed
of at public or private sale within six months after the date of acquiring the
same, and if not so disposed of they shall be charged to profit and loss account,
and no longer carried on the books as an asset. The limit of time in which such
stocks shall be disposed of or charged off the books of the bank may be extended
by the corporation commission, if in its judgment it is for the best interest of
the bank that such extension be granted.” (Ann. Code of North Carolina,
1927, sec. 220 (c¢); Banking Laws, 1927, sec. 220 (¢) p. 20.)

Corporation commassion may suspend limitations on amount may purchase.—
““The board of directors of any bank may, by resolution duly passed at a meet-
ing of the board, request the corporation commission to temporarily suspend
the limitation on loans and investments as same may apply to any particular
loan or investment, which said bank desires to make in excess of the prowisigns
of sections 220 (b), 220 (¢) * * * of this act. Upon receipt of a duly
certified copy of such resolution, the corporation commission may, in its discre-
tion, suspend the limitation on loans and investments in so far as it would apply
to the loan or investment which such bank desires to make.” (Ann. Code of
North Carolina, 1927, sec. 220 (e); Banking Laws, 1927, sec. 220 (e), p. 21.)

Purchase of stock of corporation owning land or buslding used by bank.—A bank
may invest ‘50 per cent of its unimpaired capital and permanent surplus in the
stock or bonds of a corporation owning the land, building, or buildings occupied
by such bank as its banking home’” and a bank may not be compelled ‘‘to surren-
der or dispose of any investment in the stocks or bonds of a corporation owning
the lands or building occupied by such bank as its banking home, if such stocks
or bonds were lawfully acquired prior to the ratification of this act: Provided
further, however, That the corporation commission may, in its discretion, authorize
banks located in cities having a population of more than 5,000 according to the
latest United States census to invest an amount greater than 50 per cent of its
unimpaired capital and permanent surplus in the stocks or bonds of a corporation
owning the land, building, or buildings occupied by such bank as its banking
home.” (Ann. Code of North Carolina, 1927, sec. 229 (b); Banking Laws, 1927,
sec. 220 (b), p. 20.)
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NORTH DAKOTA

Purchase of corporate stocks by banks prohibited—'*No bank shall * *3*
employ or invest any of its assets or funds in the stock of any corporation, bank,
partnership, firm, or association, nor shall it invest any of its assets in speculative
margins of stocks, bonds, * * *” (Supplement te 1913 Comp. Laws of
North Dakota, see. 5187; Banking Laws, 1929, p. 25)

OHIO

Banks (other than savings banks) not permitted to purchase corporate stocks of
kinds covered by this digest.—Banks, other than savings banks, are authorized to
make certain investments of their capital, surplus, undivided profits and deposits
in certain securities, stocks and bonds, but apparently they are not authorized
to make investments in the kinds of corporate stocks contemplated by this digest.
(Throckmorton’s Code of 1929, secs. 710-111, 710-111a, 710-121; Banking Laws,
1928, secs. 710-111, 710-111a, 710-121.)

Savings banks—Purchase of bank stocks forbidden, but ‘‘stocks of companies”
may be purchased.— A savings bank is empowered to invest its funds in “stocks
of companies, upon which or the constituent companies comprising the same,
dividends have been earned and paid for five consecutive years next prior to the
investment and stocks of companies taken on a refinancing plan involving an
original investment, which was legal at the time it was made; provided, every
such investment shall be authorized by an affirmative vote of a majority of the
board of directors of such savings bank’ but ‘““no purchase or investment shall
be in the stock of any other corporation organized or doing business under the
provisions of this act or of the national banking act of the United States.” (Act
approved April 18, 1929, Laws of 1929, sec. 710-140 (b))

Trust companies—Purchase of bank stocks prohibuted, but other corporate stocks
may be purchased —* A trust company may invest in * * * gtocks and
bonds of corporation when authorized by the affirmative vote of the board of
directors, or of the executive committee of such trust company,’” but the prohibi-
tion against savings banks purchasing bank stocks is also imposed upon trust
companies. (Throckmorton’s Code of 1929, sec. 710-166; Banking Laws, 1928,
sec. 710-166, p. 64.)

OKLAHOMA

Banks— Purchase of any kund of corporate stock prohibited.—A bank “‘shall not
invest any of its funds in the stock of any other bank or corporation
(Oklahoma Comp. Stat., 1921, sec. 4123; Banklng Laws, 1926, sec. 11, p. 15)
The constitution of Oklahoma also prov1des that * No trust company, or bank or
banking company shall own, hold, or control in any manner whatever, the stock
of any other trust company or bank or banking company, except such stock as
may be pledged in good faith to secure bona fide indebtedness, acquired upon
foreclosure, execution sale, or otherwise for the satisfaction of debt; and such
stock shall be disposed of in the time and manner hereinbefore provided’ (within
12 ni(ix;ths from the date of acquisition). (Constitution of Oklahoma, art. 9,
sec.

Trust companies—May purchase any kind of stock, except in a bank or in another
trust company.—Trust companies are given the power ‘‘to buy and se *
all kinds of * * * gstocks and other investment securities.’ (Oklahoma
Comp. Stat. 1921, sec. 4194 (9); Banking Laws, 1926, sec. 119 (9), p. 64.)

In view of the above provision of the Oklahoma constitution prohlbltmg a trust
company to ‘“‘hold or control in any manner whatever, the stock of any other
trust company or bank or banking company,” it would seem that the power
given to trust companies to” buy and sell * * * all kinds of * *
stocks, and other investment securities, is restricted in so far as the provisions of
the Oklahoma Constitution are applicable.

OREGON

Purchase of corporate stocks prohibited.—Except for the authority to purchase
Federal reserve bank stock, stock in safe deposit companies, agricultural and
livestock finance companies, and in the case of a trust compa stock in a sub-
sidiary investment company, the laws of Oregon provide that * ﬁrereafter no bank
or trust company shall invest any of its assets in the capital stock of any other
corporation.” In case stock is purchased or acquired to save loss on a preexisting
debt, such stock must be sold “within 12 months of the date acquired or pur-
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chased or within such further time as may be granted by the superintendent of
banks”. (Laws of 1925, ch. 207, sec 81, p. 336; Banking Laws, 1925, sec 81,
p. 28.)

PENNSYLVANIA

Banks not authorized to purchase corporate stocks.—*** * * it ghall not be
lawful for such corporations (banks), directly, or through the agency of any per-
son or persons whomsoever, either in trust or confidence, to deal or trade with
any profits, stocks, moneys or effects, in buying or selling any goods, wares, mer-
chandise, whatsoever; * * * guch corporations shall not be at liberty to
purchase any stock whatsoever to a greater amount than one-third of the capital
stock actually paid in; and that in the stocks or loans of this State and of the
United States, except their own bank stock and such stocks as shall be taken in
satisfaction of debts previously contracted, such corporations shall not deal or
trade in anything but bills of exchange, promissory notes, gold and silver, and
bullion, or in the sale of goods truly pledged for money lent and not redeemed in
due time, or in goods which may be the produce of lands.” (Act of 1850, Public
Laws, p. 477; West’s Penna. Statutes, 1920, sec. 1358.)

With regard to the purchase of corporate stocks by banks, the Pennsylvania
laws also provide ‘‘ The several banks of this Commonwealth are hereby author-
ized to negotiate loans to, or to purchase the stock of, this Commonwealth from
the officers or agents appointed under the authority of the State to effect such
loans, or to sell such stock; but nothing in this act or any other law shall be
construed to authorize any of said banks to make such purchases of any indi-
vidual or corporation, except such as shall be taken in satisfaction of debts pre-
viously contracted in the course of its dealings: Provided, That the amount of such
loans made, or stock so held, shall not exceed one-third of the actual capital
stock of such bank or corporation: And provided also, That the said banks may
sell out such stocks at any time their interest may require.”” (Act of April 23,
1829, Public Laws, p. 360; West’s Penna. Statutes, 1920, sec. 1363.)

Corporatrons permatied to purchase corporate stocks.—‘‘That hereafter any cor-
poration organized for profit, created by general or special laws, may purchase,
hold, sell, assign, transfer, mortgage, pledge, or otherwise dispose of, the shares
of the capital stock * * * of any other corporation or corporations, public
or private, of this or any other State * * * and while the owner of said
stock may exercise all the rights, powers, and privileges of ownership, including
the right to vote thereon.” (Act of July 2, 1901, Public Laws, p. 603 (West’s
Penna. Statutes, 1920, sec. 5785), as amended by acts of March 27, 1929, Public
Laws, p. 74, and April 18, 1929, Public Laws, p. 544.)

Nore.—It will be observed that apparently there is a conflict in the laws of
this State with refernece to the right of banks to purchase corporate stocks
An explanation of this apparent conflict has been requested of the counsel to
the Federal Reserve Bank of Philadelphia.

RHODE ISLAND

Purchase by trust compames permiiled by implication.—The laws of Rhode
Island do not contain any express authority for trust companies to purchase
corporate stocks, but it would seem that this power is given to such companies
by implication. A trust company is authorized “* * * to invest its capital
stock and moneys in its hands in such bonds, obligations, or property, real,
personal, or mixed, as it may deem prudent, * * *7’° (General Laws, 1923,
ch. 271, sec. 4; Banking Laws, 1929, sec. 4, p. 16.)

Savngs banks and banks and trust companies recetving savings deposits—Purchase
of steam railroad and bank stocks permitted.—Deposits in savings banks and in the
savings departments of banks and trust companies, and in the case of savings
banks, the income derived from investments held, may be invested subject to
detailed limitations in the capital stock of banks and trust companies and certain
steam railroad companies. (General Laws. 1923, sec. 1, Clause IV, Clause VII,
as amended by laws of 1927, ch. 1034, Clause XIV, Clause XV, as amended
by the laws of 1925, ch. 653; Banking Laws, sec. 1, p. 22, Clause IV, p. 30,
&ause VII, p. 87, Clause XIV, p. 43, Clause XV, pp. 44-45.)

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

Bankwng corporations may deal in corporate stocks.—*‘ Every banking corporation
may * * * deal in * * * public and other securities, and stocks of
other corporations; * * * may purchase and hold such * * * personal
property as may be conveyed to it to secure debts to the corporation, or may be
sold under execution to satisfy debts due in whole or in part to the corporation,
and as may be deemed necessary or convenient for the transaction of its business,
and may sell and dispose of the same at pleasure; * * *” (Code of 1922,
sec 3992; Banking Laws, 1928, sec. 62, p. 29.)

SOUTH DAKOTA

Banks prohibited from purchasing corporate stocks.—** No bank shall employ its
money, directly or indirectly, in trade or commerce by buying or selling goods,
chattels, wares, and merchandise, nor shall it invest any of its funds in the stock
of any other bank or corporation, nor make loans or discounts on the security
of the shares of its own capital stock, nor be the purchaser or holder of any such
shares unless such security or purchase shall be necessary to prevent loss upon a
debt previously contracted in good faith; stocks so purchased or acquired shall,
within six months of the time of its purchase, be sold or disposed of at public
or private sale; and after the expiration of six months any such stock shall not
be considered as part of the assets of such bank.” (Session Laws of South
Dakota, 1919, ch. 125; Banking Laws, 1927, sec. 8983, p. 27.)

Trust companies prohibited from purchasing corporate stocks.—‘‘No trust com-
pany shall employ its money, directly or indirectly, in trade or commerce, by
buying or selling goods, chattels, wares, and merchandise, nor shall it invest any
of its funds in the stock of any other trust company or corporation, nor make
any loans or discounts on the security of the shares of its own capital stock, nor
be the purchaser or holder of any shares unless such security or purchase shall be
necessary to prevent loss upon a debt previously contracted in good faith; and
stock so purchased or acquired shall, within six months of the time of its pur-
chase, be sold or disposed of at public or private sale; and after the expiration of
six months any such stock shall not be considered as a part of the assets of any
trust company.” (South Dakota Code, 1919, sec 9050; Banking Laws, 1927,
sec 9050, p. 68.)

TENNESSEE

All corporations authorized to deal in stocks —'‘That all private corporations
now existing or organized by virtue of the laws of Tennessee, and all private cor-
porations hereafter to be organized and created according to law, for the trans-
action of any lawful business, or to promote or conduct any legitimate object or
purpose, shall have the right, power, privilege, and immunity to purchase, hold,
own, sell, transfer, assign, vote, mortgage, pledge, and otherwise deal in stock,
bonds, or evidence of indebtedness of other corporations in the same manner and
with all the rights, power, privileges, and immunities of individual owners, except
that this act shall in no way be construed to give corporations power to create
unlawful monopolies, trusts, or combinations in restraint of trade.” (Act ap-
proved March 31, 1923))

TEXAS

Purchase of corporate stocks permitied —Banks and trust companies may pur-
chase, invest in, and sell stocks and other securities (Rev. Stat. 1925, arts.
396 (9) and 1513; Banking Laws, 1929, art. 396 (9), p. 18, and art. 1513, p. 76.)

Lumatation upon purchase of bank stocks.—**It shall be unlawful for any State
bank or bank and trust company to own more than 10 per cent of the capital
stock of any other banking corporation, or to make a loan secured by the stock
of any other banking corporation, if by the making of such loan the total stock
of such other banking corporation held by it as collateral will exceed, in the
aggregate, 10 per cent of the capital stock of such other banking corporation,
unless the ownership or the taking of a greater percentage of such capital stock
as collateral shall be necessary to prevent loss upon a debt previously contracted
in good faith; and any such excess so taken as collateral or owned by such bank
shall not be held as collateral nor owned by it for a longer period than six months.”
(Rev Stat. 1925, art. 513; Banking Laws, 1925, art. 513, p. 44.)

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

Purchase of corporate stocks permitied.—‘‘ Any bank or loan, trust, and guaranty
company or association, organized under the laws of the State of Utah, may
purchase, own, hold, and sell or otherwise dispose of any of the shares of the
capital stock of any other bank, loan, trust, and guaranty association or other
corporation: Provided, Such purchase shall be authorized by the executive com-
mittee and approved by the board of directors; and in case the purchase is of
stock in any other banking corporation the approval of said purchase must also
be had from the State bank commissioner: And provided, further, That nothing
in this section shall be so construed as to permit the establishment, maintenance,
or control of any branch bank or loan, trust, or guaranty company in the State.
All acts or parts of acts in conflict with this section are hereby repealed to the
extent of such conflict.”” (Compiled Laws of 1917, sec. 986, p. 299; Banking
Laws, 1927, sec. 986, p. 8.)

VERMONT

Purchase of bank or trust company stocks permitted.—Banking institutions are
empowered to invest their assets “in the stock of any national bank in the New
England States or the State of New York, or in the stock of any banking associa-
tion or trust company incorporated under the authority of and located in such
States, or in the stock of any bank incorporated under the authority of and located
in the Dominion of Canada; but a bank shall not hold bank stock both by the way
of investment and as security for loans in excess of 10 per cent of its assets, nor,
in any one bank, more than 5 per cent of its assets, or more than $200,000, or
more than 10 per cent of the capital stock of any one bank.” (General Laws,
sec. 5;;»63, par. (a), Subdivision VI, as amended by acts of 1929, Act No. 90,
sec. 5.

VIRGINIA

Purchase of corporate stocks permitted.— All banking institutions are empowered
to purchase and sell “all stocks and bonds.” (Acts of 1928, ch. 507, sec. 12;
Banking Laws, 1929, sec. 4149 (13), p. 30.)

WASHINGTON

Purchase of corporate stocks prohibited.—‘* * * Nor shall any such cor-
poration (bank or trust company) subscribe for or purchase the stock of any
other banking house or trust company, or of any domestic or foreign corporation:
of any character, * * * : Pronded, That such bank and/or trust company
may purchase, acquire and hold shares of stock in any other corporation which
shares have been previously pledged as secruity to any loan or discount made
in good faith and such purchase shall be necessary to prevent loss upon a debt
previously contracted in good faith and stock so purchased or acquired shall be
sold at public or private sale or otherwise disposed of within two years from the
time of its purchase or acquisition. (Laws 1929, sec. 5, p. 100; Banking Laws,
1929, sec. 46, p. 26.)

It is also provided that corporations doing a trust business may not invest
trust funds in corporate stocks. (Laws of 1929, ch. 206; Banking Laws, 1929,
sec. 77, p. 37.)

WEST VIRGINIA

Purchase of stocks of business corporations permitied but limited to 20 per cent of
purchasing bank’s capital and surplus.—Banking institutions authorized to trans-
act a trust business are empowered ‘“to buy, hold, sell and dealin * * * the
stocks or bonds of any business corporation.” (Acts of 1929, ch. 23, sec. 4.)

Banking institutions shall not invest ‘‘in the stock of any corporation’” an
amount exceeding ‘“20 per cent of the capital stock and surplus fund of any
banking institution * * *  The corporation mentioned in this section shall
not be construed to mean municipal corporations, districts or counties, or corpora-
tions owning the building in which the banking institution is located.” (Acts of
1929, ch. 23, sec. 21.)

Purchase of bank stocks.—*‘It shall be unlawful for any firm, association”or
corporation to purchase and hold stock in any banking institution organized or
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BRANCH, CHAIN, AND GROUP BANKING 609

authorized to transact business hereunder for the purpose of selling, negotiating
or trading participation in the ownership thereof either for the purpose of per-
fecting control of one or more such banking institutions or for the purpose of
inducing other persons, firms or corporations or the general public to become
participating owners therein. Nothing herein shall prevent the ownership of
stock in any such banking institution by any corporation for investment pur-
poses.”  (Acts of 1929, ch. 23, sec. 9.)

WISCONSIN

No statutory provisions.—The statutes of Wisconsin contain no provisions with
reference to the purchase of corporate stock by banks and trust companies except
mutual savings banks. The provision with reference to mutual savings banks
provides that “* * * no mutual savings bank shall invest any part of its
deposits in the stock of any corporation * * *’ (Wisconsin Stat. 1929,
sec. 222.13; Banking Laws, 1925, sec. 222.13, p. 52.)

WYOMING

Purchase of corporate stocks by banks prohibited.—‘‘ Hereafter no State bank shall
invest any of its assets in the capital stock of any other corporation *
and except such as it may acquire or purchase to save a loss on a preexisting debt,
and stock so acquired or purchased shall be sold within 12 months from the date
acquired or purchased Provnided, That a further time may be granted by the
State examiner.” (Comp. Stat of Wyoming, 1920, sec 5138 Banking Laws,
1927, sec. 32« p. 18.)

Governor Youna. We were asked for four other things. I have
prepared that information in a letter to you, Mr Chairman,

During the course of the hearings on branch, chain, and group banking held
before your committee on March 19, requests were made for the following data
which are submitted herewith.

1. A list of the principal bank chains and groups in States which permit
State-wide branch banking, and in States which permit restricted branch banking.

2. The capital, surplus, and total resources of banks in States which permit
State-wide branch banking, in States which permit restricted branch banking,
and in States in which branch banking is prohibited.

3. Available information on trust assets of national banks is shown on the
inclosed pages (16-21) of the 1929 Annual Report of the Comptroller of the
Currency.

4. Available data relating to the ratio of net earnings of banks, classified
according to size, to capital funds, i. e., capital and surplus and undivided profits.
A number of the Federal reserve banks have from time to time made studies of
the earnings and expenses of member banks in their respective districts and have
included in these studies certain ratios, among which are the ratios of net earn-
ings and of net profits to capital funds. In cooperation with the State banking
departments, the Federal Reserve Bank of Chicago has made similar studies
covering all banks in the States of Iowa, Illinois, Indiana, and Wisconsin. These
ratios of earnings to capital funds, in so far as available by size of bank, have been
tabulated in the inclosed statement. As a sample of the studies made by cer-
tain of the Federal reserve banks, I am inclosing herewith a copy of the study
made by the Federal Reserve Bank of Chicago for 1928.

I should like to insert that in the record. That was called for.
The Cuairman. That will be inserted at this point.
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(The material referred to is printed in full, as follows:)

Principal bank chains and groups on December 31, 1929, in States which permit
state-wide or restricted branch banking

Banks L d Bfr%nc‘h;es
S : R 0ans an of banks
Name and address of management or controlling interest (1)1; gxéa‘;l]l) investments | in chain
or group
STATE-WIDE BRANCH BANKING PERMITTED
California: Number
Trans-American Corporation,? New York $1, 139 879, 600
Goldman Sachs Trading Corporation,? New York. 25,072,000 | 94
Anglo-National Corporation,? San Francisco. 16 145 066, 000 1
BRANCHES PERMITTED BUT RESTRICTED AS TO LOCATION
QGeorgia, First National Bank, Atlanta_.._._.__.__. 7 104, 954, 000 10
Kentucky,? First National Corpomtlon, Louisville. 9 43, 823, 000 6
Loulsmna7 Calcasieu National Bank, Lake Cha.rles 6 14, 644, 000 8
Maine, Financial Institutions (Inc.), Augusta_ ... 9 59, 576, 000 17
Massachusetts, First National Old Colonv Corporatmn, Boston____ 20 568, 312, 000 31

Michigan:+

Guardian Detroit-Unjon Group (Inc.), Detroit 35
First National-Peoples Wayne Group, Detroit 21
Mlss§ssmpl, S. J. High & Associates, Tupe]o 10
II:IISW Jerslo;y Peoples Trust & Guaranty Co., 9
ew Y
Marine Midland Corporation, Buffalo. 19 425,436, 000 46
First Securities Corporation éyracu 14 115, 559, 000 13
Ohio, Banc Ohjo Corporation, dolumbm 4 61, 302, 000 13
Pennsylvania:
Peoples-Pittsburgh Trust Co., thtsburgh 7 167, 180, 000 1
Union Trust- Co., Pittsburgh_ - 6 458, 901, 000
‘Tennessee:
Rogers Caldwell,? Nashville 11 97,028, 000
‘American National Bank, Nashville. 15 35, 470,000

1 The other States which permit state-wide branch banking are Arizona, Delaware, Maryland, North
Carolina, Rhode Island, South Carolina, Vermont, and Virginia, but no chains or groups whatever were
reported in 3 of these Stabes and only small chains or groups in the 5 other States.

2 Exclusive of banks located in other States that belong to this chain or group.

3 No provision in State law, but branches or additional offices are operated under court decisions.

1 4 Il\Ilo) prm]r]lswn in State ]aw, but State banking department has made no objection to establishment of
loca] branches.

Capital and surplus and total resources of all banks in each State at the end of June,
1929, grouped aecording to provisions of State laws on branch banking

[Figures taken from 1929 Annual Report of the Comptroller of the Currency]

Capital and

State Capital Surplus surplus com- | Total resources
bined
United StateS o oo oomeecmomeeceeeane $3,764,087, 000 | $4, 597, 478,000 | $8, 361, 565,000 | $71, 805, 802, 000

STATE-WIDE BRANCH BANKING PERMITTED

L1 $454, 557,000 |  $397,972,000 |  $852, 529,000 | $8,051,250, 000
6, 026, 000 3,784,000 9,810, 000 107, 315, 000
234,134,000 | 159,363,000 |  393,497.000 | 4, 169, 954. 000
10, 800, 000 14, 730, 000 25, 530, 000 189, 755. 000
24, 880. 000 20,173, 000 45,053, 000 331,797, 000
40, 663, 000 73,911,000 | 114, 574, 000 993, 191, 000
37,335, 000 26, 654, 000 63, 989, 000 495, 243, 000
14, 390, 000 34, 847, 000 49,237, 000 , 406,
18,927, 000 10, 180, 000 29,107, 000 225, 578, 000
8, 086, 000 15, 263, 000 23, 349, 000 286, 399, 000
Virginia. 59, 316, 000 39, 067, 000 98, 383, 000 667, 612, 000
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Capital and surplus and total resources of all banks in each State at the end of June,
1929, grouped according to provistons of State laws on branch banking

BRANCHES PERMITTED BUT RESTRICTED AS TO LOCATION

Capital and

State Capital Surplus surplus com- | Total resources
bined
Total . . $2, 053, 186, 000 | $3,410, 381, 000 | $5, 463, 567, 000 | $44, 212, 976, 000
Georgia_ 40, 479, 000 26, 279, 000 66, 758, 000 454, 386, 000
Kentucky 1. .. .. 49, 775, 000 35, 451, 000 85, 226, 000 685, 024, 000
Louisiana 34, 218, 000 21, 330, 000 55, 548, 000 558, 655, 000
Maine____ . 13,876, 000 20, 286, 000 34, 162, 000 473, 228, 000
M h 143, 678, 000 222,709, 000 366,387,000 | 4,791, 518, 000
Michigan 2. o 129, 774,000 116, 240, 000 246, 014, 000 2, 500, 015,000
Mississippi. 16, 473, 000 10, 505, 000 , 978, 000 7, 294, 000
New Jersey . - - «ocooooociooeian 141, 374, 000 174, 042, 000 315, 416, 000 2, 865, 632, 000
New York_______ -1 870, 020,000 | 1,875,506,000 | 2,745, 526,000 | 20,804, 553, 000
Ohio..._ 191, 153, 000 151, 399, 000 342,552,000 | 3,314, 080, 000
Pennsylvania_ ... 378, 267, 000 723,625,000 | 1, 101 802,000 | 6,905,979, 000
T 44, 099, 000 33, 009, 08 000 577, 612 000
BRANCH BANKING PROHIBITED BY LAW 3

Total. e ce e e $1,189,233,000 | $744, 745,000 | $1,933,978,000 | $18, 264, 754, 000
Alabama. 30, 131, 000 21, 176, 000 51,307, 000 377, 962, 000
21,719, 000 9, 522, 000 31, 241, 000 269, 338, 000
31, 132, 000 18, 766, 000 49, 898, 000 ; 418, 127, 000
78, 417, 000 44, 744, 000 123, 161, 000 1, 234, 844, 000
61, 488, 000 9, 96,037,000 | 1,127, 571, 000
32 316, 000 13, 101, 000 45,417, 000 | 510, 585, 000
Oregon.._. 1, 061, 000 9, 650, 000 30,711,000 | 327, 948, 000
Washington 36, 532, 000 15, 509, 52, 041, 000 570, 442, 000
Wisconsin. ... .. 69, 676, 000 37, 315,000 105,991,000 | 1, 147, 485, 000
Colorado. 18, 123, 000 11, 897, 000 0, 020, 346, 309, 000
Cor 48, 033,000 94, 877, 000 142,910,000 | 1,495, 478, 000
Idaho. .. .. _________ - 5,912, 000 2, 259, 000 8,171,000 | 100, 421, 000
Illinoi: 333 507, 000 223, 286, 000 556, 793, 000 4, 922, 404, 000
67 258, 000 30, 096, 000 97, 354, 000 1, 014, 508, 000

40, 950, , 489, 61, 439, . 683,
108, 247, 000 61, 782. 000 170,029,000 | 1,487, 106, 000

11, 365, 0 3, 201, 000 16, 566, 000 | 190, 436,
3,437,000 1. 166, 000 4,603,000 | 53, 730, 000
3, 240. 000 1, 453, 000 4,693,000 | 51, 267, 000
121, 216, 000 55, 654, 000 176 870 000 ' 1,445,406, 000
11 921, 000 6, 254, 000 . 18, 175 000 | 194, 441, 000
33, 552, 000 25, 999 000 ; 59, 551, 000 | 440 223, 000

NO PROVISION IN STATE LAW REGARDING BRANCH BANKING (NO BRANCHES IN

OPERATION)
Total ... . $67, 111, 000 ; $44, 380, 000 $111, 491,000 |  $1, 276, 822, 000
- 6,630,000 | 21, 469, 000 28,099, 000 | 334, 643, 000
North Dakot: - 11, 137, 000 | 4,693, 000 15, 830, 000 ; 147, 251, 000
Oklahoma. .. - 33,412,000 10, 657, 000 44, 069, 000 | 543, 021, 000
South Dakota.__ - 11, 647, 000 4, 626, 000 16, 273,000 | 177, 214, 000
Wyoming. 2 935, 000 7,220, 000 | i 74, 693, 000

4, 285, 000 |
i

1 No provision in State law, but branches or additional offices are operated under court decisions.
2 No provision in State law but State banking department has made no objection to establishment of

local branch

es.

3 A number of branches are in operation, which were established prior to prohibitory legislation.

NatioNnaL Banks 1y THE Trust FiELD

The development of trust operations by national banks was evidenced by
continued and substantial progress throughout the Nation during the past yvear.
The statistics for this function compiled as of June 29, 1929, revealed that 2 442
national banks had received authority to exercise trust powers, with a combined
capital of $1,218,049,515, representlng 32.4 per cent of the number and 74.8
per cent of the capltal of all banks in the national banking system.
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612 BRANCH, CHAIN, AND GROUP BANKING

Trust departments had been established by 1,734 of these banks and 75,988
trusts were being administered with individual trust assets aggregating
$4,237,648,663. Seven hundred and thirty-six of these banks were also acting
as trustees for bond and note issues aggregating $7,370,154,456.

Compared with October 3, 1928, these figures represent a net increase in the
number of national banks authorized to administer trusts under section 11 (k)
of the Federal reserve act of 69, or 2.91 per cent; an increase in the number
operating trust departments of 149, or 9.40 per cent; an increase in the number of
trusts being administered of 12,212, or 19.15 per cent, and an increase in individual
trust assets of $940,338,544, or 28.52 per cent.

The growth in the fiduciary activities of the banks in the national banking
system and the increasing popularity with the public of this important department
of national bank operations are even more impressive when comparisons are made
with the activities of national banks in this field just three years ago. In June,
1926, national banks numbering 2,026 had authority to exercise trust powers,
with 1,104 actively engaged in administering trusts. These banks were then
acting in a fiduciary capacity for 26,053 trusts, with individual trust assets of
$922,328,677, and were acting as trustees for bond and note issues aggregating
$2,463,553,316. The figures compiled as of June 29, 1929, represent for the
3-year period an increase in the number of national banks authorized to administer
trusts of 416, or 20.53 per cent; an increase in the number of banks operating
trust departments of 630, or 57.07 per cent; an increase in the number of trusts
being administered of 49,936, or 191.67 per cent; an increase in individual trust
assets of $3,315,319,986, or 359.45 per cent; and an increase in the volume of bond
and note issues outstanding for which these banks were acting as trustees of
$4,906,601,140, or 199.17 per cent.

As the activities of national banks have grown, so have the earnings that
these banks have reported from this source. For the fiscal year ended June 30,
1929, trust department gross earnings aggregating $20,583,000 were reported,
as lcgozrgpa,red with $16,165,000 in 1928, $10,811,000 in 1927, and $8,255,000
in .

Another phase of fiduciary activity which is gaining in popularity is the creation
of insurance trusts. While the administration of this type of trust is a com-
paratively recent development in national bank trust departments, yet on
June 29, 1929, 118 national banks were administering 271 insurance trusts
representing the proceeds of insurance policies aggregating $11,384,632. Some
indication of the place this type of trust will make for itself in the future opera-
tions of national banks is evidenced by the fact that 558 trust departments
now hold 9,505 trust agreements which name those banks trustees in the future
of the proceeds of insurance policies with a present face value of $375,524,409,
an amount aggregating more than one-third of the total individual trust assets
under administration in 1926 by the 1,104 national bank trust departments
then in operation.

National banks with authority to exercise trust powers have shown continued
interests in the privilege afforded them to include the words ‘‘trust company’’
in their titles. While only 101 were operating with trust in their names in 1927,
the number has increased to 302 since that time, and this method of informing
the public of their authority to engage in trust functions is becoming general
in many sections of the Nation.

A recent analysis developed that of the 7,536 national banks in operation,
2,442, or 32.4 per cent, had authority to exercise trust powers; 2,839, or 37.7
per cent, had capital sufficient to entitle them to apply for permission to exercise
trust powers under section 11 (k) of the Federal reserve act, and 2,255, or 29.9
per cent, were ineligible to receive permission to engage in trust operations because
their capital was less than that required by the laws of the States in which they
were located for competing State institutions to receive like powers.

The accompanying recapitulation segregates national banks into six classes
according to capital and gives detailed information relating to their fiduciary
activities, following which is a table showing consolidated figures by Federal
reserve districts.
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BRANCH, CHAIN, AND GROUP BANKING

Ratio to capital funds of earnings of member banks distributed according to size of
b

ank

BOSTON DISTRICT

Net Net profits (after losses)
. earnings
Loans and investments %beior)e
osses)
1925 1925 1926 1927
Per cent | Per cent | Per cent | Per cent
Under $500,000__. . 2 .7 6.7 6.0
$500000t0§1000000 ............. 9.4 7.7 7.3 7.6
$1,000,000 to $2,000,000 107 8.6 9.9 8.5
$2,000,000 to $5,000,000. 10.7 8.5 8.7 9.2
,000,000 to $10,000,000 10.3 8.1 8.1 8.4
Over $10,000,000 1.2 6.8 7.2 7.3
Total_ 9.9 7.9 8.2 8.1

\
NEW YORK DISTRICT (ABOUT 40 SELECTED MEMBER BANKS IN EACH GROUP)

Net earnings (before losses)
Loans and investments
1923 1924 1925 1926 1927

Per cent | Per cent | Per cent | Per cent | Per cent
Under $500,000. 10.5 10.3 1.6 1.2 1.2
$500,000 to $1,000,000. 12.2 1.9 11.2 13.6 13.9
14.7 13.7 14.7 14.8 14.5
15.7 13.8 15.6 14.3 13.5
15.2 16.0 15.0 14.2 4.1
13.4 14.4 14.4 14.4 13. 2.
In New York City 13.3 13.5 13.4 13.8 12.5
Total - 13.6 13.4 13.7 13.8 13.3

PHILADELPHIA DISTRICT
Net profits Net profits.
(after (after

Loans and investments g’:ffgl)]; Loans and investments ?ﬁfggﬁ

banks only,-
1927
Per cent
Under $250,000 8.
$250,000 to $500,000_
$500,000 to $750,000.

750,000 to $1,000,000.
$1,000,000 to $1,250,000
$1,250,000 to $1,500,000- -

o owo
SwmNe

RICHMOND DISTRICT

Net profits Net profits
Loans and investments 1(():&:')' Loans and investments ]g’;&g‘;
, ,
1926 ) 1926
Per cent Per cent
Under $250,000. ... 3.0 || $2,000,000 to $5,000,000._ 5.8
$250,000 to $500,000. 4.3 || $5,000,000 to $10,000,000. 7.6
$500,000 to $1,000,000_ 5.8 || $10,000,000 and over . . 9.6
$1,000,000 to $2,000,000. 73
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Ratio to capital funds of earnings of member banks distributed according to size of
bank—Continued

CHICAGO DISTRICT (EXCLUDING BANKS IN CHICAGO)

Il\)IeIt earlnings g]"et plmﬁts
Loans and investments (before losses) (after losses)
1926 1928 1926 1928
Per cent | Per cnte | Per cent | Per cent
5.9 6.4 0.7 0.3
8.1 9.1 19 2.4
$ 9.6 10.0 3.9 4.8
$75 9.9 10.3 5.4 5.5
$1 10.2 10.4 6.8 5.1
$1 11. 4 12.2 7.8 6.8
$2, 13.0 12.6 8.1 8.9
$3 1.9 12.1 8.2 8.1
$4 11.8 12.7 9.1 9.7
$5 13.6 1.1 8.7 6.7
$6, 12.4 12.5 9.7 8.2
$1 13.2 12.0 10.1 8.2
Over 12.1 10.0 9.8 7.7
Total.... 1.6 10.9 8.2 7.2
ALL BANKS IN STATE OF ILLINOIS (EXCEPT COOK COUNTY)—1928
Loans and investments (a)}tegrrl);g?eg Loans and investments (grf?ﬁrmg‘g
Under $250,000___________ 3.3 || $1,250,000 to $2,000,000 . __._________ 5.5
$250,000 to $500 4.3 || $2,000,000 to $5,000,000- 7.4
$5oo 000 to $750,000_ 5.1 || $5,000,000 to $10,000,000. 6.3
$750,000 to $1,230,000 N 6.9 | Over $10,000,000 1.1
ALL BANKS IN STATE OF IOWA
Loans and invest- Net earnings Net profits (after losses)
ments 1924 1925 1926 1927 1924 1925 1926 1927
Per cent | Per cent | Per cent | Per cent | Per cent | Per cent | Per cent | Per cent
Under $75,000-._._.._ 0.9 0.3 0.2 0.9 —6. —9. 7.6 -9,
$75,000 to $100,000. .. _ 3.0 2.5 3.4 4.8 —5.6 —8.8 -1 —-5.2
$100,000 to $150,000. . - 2.5 3.4 4.0 4.5 —7.3 —6.3 —5.4 —=5.9
$150,000 to $250,000. . . 5.0 4.5 6.0 6.0 —2.2 —4.7 —2.2 —4.1
$250,000 to $500,000. - - 6.8 6.8 7.7 7.4 -9 -1.0 -9 —1.6
$500,000 to $750,000. - - 7.2 7.8 8.7 9.6 —12 —.4 —2.3 L6
$750,000 to $1,000,000. . 7.6 8.5 10.1 10.4 —L5 '8 2.7 Lo
$1,000,000 to $1 750,000 8.9 8.6 9.1 9.1 4.1 .5 4.3 1.4
Over $1,750,000_______ 9.2 10.7 10.9 9.7 3.3 6.3 6.2 4.4
Total__________ 7.5 8.0 8.7 8.5 .5 1.0 16 .8
ALL BANKS IN STATE OF INDIANA, 1927
Loans and investments Neitng:r o- (ﬁ?ﬁﬁﬁgef)
Per cent Per cent
Under $75,000. 4.2 2.8
75,000 to $100, 4.8 -1L9
6.6 3.4
7.9 5.0
9.0 6.0
9.2 5.5
9.3 6.1
10.6 7.4
11.0 8.3
10.1 7.7
9.8 6.9
ALL BANKS IN STATE OF WISCONSIN, 1927
Under $150,000 5.9 18
$150000t0$250000.4. 9.5 4.3
$250000 $350,000_ - - . 115 8.6
8350,000 $500,000. - - - 11.8 7.9
3500,000 50,000 _ _ <o oo e 13.1 8.5
750,000 to $1,000,000. .. 12.1 7.3
00,000 to $1,500,000. 14.2 10.8
1,500,000 to $2,000,000. 15.5 1.5
$2,000,000 to $5,000,000_-___ 14. 10.1
Over $5,000,000_.._..__ 12.0 9.9
B 7Y Y 12.7 9.4
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618 BRANCH, CHAIN, AND GROUP BANKING

ANavysis oF - MEMBER BaNk EarnNiNGs aNp Expenses, CHicaco FEDERAL
REsErRVE District, DECEMBER 31, 1927, T0 DECEMBER 31 1928, INCLUSIVE,
By MEANS OF RATIOS OF AGGREGATES

The third special compilation of statistics on earnings and expenses of member
banks in the Chicago, Federal reserve district—covering the calendar year 1928—
has been completed and the results thereof are presented in this pamphlet to
member banks and others interested, to provide the banks with data in a form
readily usable by them as a basis for comparing their own operations with those
of other banks, and in cases where they are desirous of so doing, to aid them in
discovering wherein a higher degree of efficiency might be attained.

The first of these special compilations of earnings and expenses, in so far as
the seventh Federal reserve district is concerned, was based upon reports of opera-
tions for the year 1924. It was followed by a second study, covering 1926, the
latter distributed in printed form in the spring of 1928. The current study follows
closely the lines laid down in the 1926 compilation, and includes, as did that for
1926, data for banks classified according to the size of centers in which they are
located and further classified within such groups according to the size of the
banks as measured by the volume of their principal earning assets, i. e., total
loans and investments. The 1928 compilation includes two tables not presented
in the previous studies, namely, one showing ratios of selected earnings and
expense items to related bases for all member banks in the district, and a similar
tabulation excluding the city of Chicago. It is believed these additional data
supplement the other material in an interesting and helpful way. They will
be found on page 11, together with a brief analysis of them.

METHOD OF COMPUTATION

A few points regarding the method used in computing the accompanying
tables, and suggestions regarding the method which might be used in computing
ratios for an individual bank comparable with the data shown herein, may prove
helpful in interpreting them, and add to their usefulness in gaging the position
of any particular bank.

The original information underlying the statistics was in all cases derived from
the regular reports of condition and of earnings and expenses which member
banks are required to submit periodically to the Federal Reserve Board and to
the Comptroller of the Currency, and it may be remarked that the amount of
detail provided by these reports determines the scope of the statistics which may
be compiled from them. Although the reports are not so complete as might be
desired in respect to such matters as income and expense directly related to the
banks’ premises, statistics summarizing the earnings and expenses of member
banks as reported are of considerable value. At least a part of this value will
be realized if the accompanying comparative tables and charts based on these
statistics but emphasize the importance to banks of adequate records and analyses
of their operations.

In compiling the ratios for groups of banks as presented in the accompanying

ables, the first step was to classify the banks into groups, first according to the

size of the centers in which they were located, and then according to the size of
the banks. Following this, figures from the condition and the earnings and
dividend reports of the individual banks were combined to obtain aggregate
figures for each of the groups. These aggregates were then employed in calcu-
lating various group ratios. Ratios, or percentages, are used because groups of
banks having earnings and expenses of widely different magnitudes are more
easily %ompared by means of percentages than on the basis of the actual dollar
amounts.

Four bases have been used in calculating the ratios (see Table I). They are
(1) earning assets (gross loans and investments); (2) capital funds (capital, sur-
plus, and undivided profits exclusive of reserves for taxes, interest, etc., accrued);
(8) gross earnings; and (4) gross deposits. The ratios were obtained by dividing
the aggregate ﬁgures for the various items of earnings and expenses (or such other
items as were to be expressed in the form of ratios), of a given group by the base
figure for the same group, and expressing the result as a percentage; for example,
the ratio of interest and discount received to average earning assets for banks in
a given group was obtained by dividing the aggregate amount of interest and dis-
count received by banks in that group by the aggregate amount of the banks’
earning assets. The figure for earning assets, capital funds, and gross deposits
which were used as bases on which to calculate ratios are averages of amounts
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reported on the five condition reports submitted during the year, including the
reports for December 31, 1927, and December 31, 1928.!

This was done because changes which occur in these items during the year
render it desirable to ascertain approximately the average volume outstanding
during the year before relating earnings and expense data to them by means of
ratios. An individual bank may make rough comparisons of its earnings and ex-
penses with those of groups of banks by means of ratios calculated on the basis of
earning assets (and other items from its condition report) for a single date. It
would be better, however, for the bank to follow as closely as possible the proced-
are by which the accompanying ratios were obtained, using averages of the
amounts of its earning assets, capital funds, and deposits as reported for the five
call dates during the year.?

In compiling these statistics member banks were classified into groups according
to their size and location in order to obtain a certain amount of uniformity among
the banks within the various groups. An important statistical result of this pro-
cedure was to eliminate to a considerable extent the disproportionate influence of
large banks upon the ratios for the earning asset groups. A more important result
was to make possible comparisons between groups of banks which were, in each
case, subject to similar conditions of operations in respect to the volume of their
‘transactions and the size of the centers which they served. The size of banks and
of the centers in which they are located are not the only, or always the most im-
portant, criteria of the conditions under which they operate. For this reason, in
comparing itself with other banks, any given institution should take into account
differences in the character of its operations as compared with those of the other
banks. These differences are, in part, indicated by dissimilarities in the proportion
of time deposits whichabank holdsandin the proportion of itsinvestmentstoitstotal
earning assets and to some extent, by the relative importance of earnings which it
derives in forms other than interest and dividends on loans and investments. It
is also important to bear in mind the effect on earnings and expenses of variations
in practice as regards cost and income directly related to bank premises.

For your convenience in determining what figures to use in computing these
ratios, we list below the numbers on the national and State banks’ condition
reports and on the reports of earnings, expenses, and dividends for all the items
used in the study. Items taken from condition statements, Form 2130, No. 319
for National banks, and Federal Reserve Board Form 105 (revised November
1928), for State member banks:

BRANCH, CHAIN, AND GROUP BANKING

National banks State banks

I. Earning assets.
II. Capital, surplus, and undivided profits.____
III. Gross deposits.
IV. Time d it;

Items 1, 2, 3, 4.
Items 14, 15, 16, 17.
Items 19, 20, 21, 22
Item 21.

Items taken from reports of earnings and dividends, comptroller’s Form 2129
for national banks, and Federal Reserve Board Form 107 for State banks (revised
November, 1928):

National banks State banks

1, Interest and discount received. 1(,b,ande) _._._______ 1 2a, b, and c).

2. All other earnings. .. 1(d, e, f, g h, and i) _| 1(d, e, f, g h,and i).

3. Total gross earnings 1 (a-i inclusive) 1 (a~i, inclusive).

4, Salaries and wages. . 2a 2a.

5. Interest and discou 2b 2b.

money.
g. Interest paid on deposits....._.._. 3’ éc, 2 (¢, d, and e).
. Taxes.. ... 21 21

8. All other expenses_ 2g. 2g.

9. Total expenses. . 2 (a-g, inclusive) . 2 (a-g, inclusive).
10. Net earnings.... - g AN R O] - 3.( b ad

a, b, ¢, d, and e) minus.| 5 (a, b, ¢, and d) minus.

11. Net losses FRAR AR 4 (a, b, and c).

12. Net additions to profits a. - -l 6.
13. Dividends. 13_ 13.

a Change to deficit if minus item.

1 In view of questions which have arisen in the past concerning the meaning of “average’’ as here used,
it may be said that figures for the five dates were merely added together and then divided by five.

2 In utilizing group ratios which are presented in the following tables, it should be borne in mind that
they are ratios of aggregate amounts, and that consequently the influence which the figures of the larger
banks of a given group exert on the group ratio is somewhat disproportionate to the number of such banks.
This is not a consideration of great important for most of the groups, since the range of size within any one
group is relatively narrow.

100136—30—voL 1 pT 6——3
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620 BRANCH, CHAIN, AND GROUP BANKING

With these figures at hand, all that is necessary in order to determine the
percenta%e ratio is to divide each item for which a ratio is desired by the base
figure. iven below are the various items for which ratios are shown in the
accompanying tables, indicating the operation involved in their computation:

Interest and discount received divided by average earning assets.

All other earnings divided by average earning assets.

Total gross earnings divided by average earning assets.

Interest paid on deposits divided by average earning assets.

Ins;erest and discount paid on borrowed money divided by average earning
assets.

Salaries and wages divided by average earning assets.

Taxes divided by average earning assets.

All other expenses divided by average earning assets.

Total expenses divided by average earning assets.

Net earnings divided by average earning assets.

\ Net losses divided by average earning assets.

Net additions to profits divided by average earning assets.

Stocks and bonds divided by average earning assets.

Afnerage earning assets divided by average capital, surplus, and undivided,
profits.

Net earnings divided by average capital, surplus, and undivided profits.

I\;ett additions to profits divided by average capital, surplus, and undivided
profits.

Interest paid on deposits divided by gross earnings.

Interest and discount on borrowed money divided by gross earnings.

Salaries and wages divided by gross earnings.

All other expenses divided by gross earnings.

Total expenses divided by gross earnings.

Net losses divided by gross earnings.

Net additions to profits divided by gross earnings.

Dividends divided by gross earnings.

Interest paid on deposits divided by average gross deposits.

Average time deposits divided by average gross deposits.

a Average capital, surplus, and undivided profits divided by average gross
eposits.

By computing these per cent relationships between the various items, an
individual bank may compare itself with the group of banks to which it belongs.
It will reveal any ratios which are much out of line with the group averages for
other institutions of its size. Many variations from group averages may be
shown due to peculiarities in the bank’s particular situation or to the type of
business handled, as already noted. Other differences might bring to light
conditions which officials would wish to correct.

We should welcome any questions which may arise, either with respect to
working out these ratios or in regard to results obtained.
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BRANCH, CHAIN, AND GROUP BANKING 623

This table includes 1,176 member banks (1,239 for the entire district, including
Chicago), which have been classified into 13 groups with 27 ratios computed for
each group, 13 on average earning assets as a base; 3 on average capital, surplus,
and undivided profits; 8 on total gross earnings; and the remaining 3 on average
gross deposits.

The trends shown in 1928 are similar to those in the corresponding tabulation
for 1926, especially those ratios based upon gross earnings, which represent a
percentage distribution of the banks’ earnings as between amounts absorbed by
expenses, losses, and amounts remaining as profits, and which are therefore
perhaps the most easily understood and generally speaking provide the most
ready means of making useful comparisons between groups of banks and between
individual banks and groups. For instance, the portion of Table I, which
deals with banks outside the city of Chicago, gives evidence, as was the case in
1926, of a tendency toward proportionately smaller expenditures for salaries
and wages by larger banks as compared with those of smaller size, a trend also
evident in the tabulation presenting the data for banks classified according to
size of center in which located. For the group composed of the smallest banks
(earning assets less than $250,000), the percentage of gross earnings paid out for
salaries and wages in 1928 was 28.87, as against 28.45 per cent in 1926, while the
percentages for the group comprising the largest institutions were 19 and 19.26
respectively.

Interest on deposits in 1928 absorbed 34.74 per cent of gross earnings, a small
reduction from 1926, when 35.06 per cent of gross earnings constituted the cost
of deposits. The foregoing item, combined with interest on borrowed money—
funds borrowed from other banks—represents the direct cost of the funds which
a bank employs; as in 1926, interest on borrowed money in 1928 tended to be
proportionately larger in the case of the smaller banks; this trend, however, is
less clear than in 1926, the group of 25 banks with earning assets of over $15,000,000
in 1928 expending 3.35 per cent of their total gross earnings for interest and
discount on borrowed money, as against only 2 per cent in 1926. The group
comprising the smallest banks, on the other hand, in 1928 employed a somewhat
smaller percentage of their gross earnings for interest and discount on borrowed
money, 2.71 per cent in 1928 as against 3.26 per cent in 1926.

The proportion of gross earnings of member banks absorbed by total expenses
was slightly greater in 1928 than in 1926, the percentage last year being 75.59
compared with 74.94 in 1926. Net losses were greater, most of the groups show-
ing a heavier volume than in 1926, and for all member banks outside the city of
Chicago, the aggregate was 8.24 per cent of gross earnings whereas in 1926 the
ratio was 7.43.  As was the case in the preceding study, the 1928 compilation
shows that the groups comprising the smaller banks, in general wrote off heavier
losses than the larger institutions. As a result of the greater proportion of gross
earnings absorbed by expenses, coupled with heavier losses as between the two
years, net additions to profits showed a material reduction, totaling 16.17 per
cent in 1928 and 17.64 per cent in 1926.

Attention is again drawn to the ratios in the accompanying tables which express
earnings and expenses in terms of average earning assets, 1. e., in terms of the
volume of business handled by the banks as indicated approximately by the
volume of their loans and investments. Both earnings and expenses in relation
to earning assets show a fairly uniform downwadrd trend for the smaller groups,
while in the so-called intermediate groups (earning assets $1,500,000 and more),
they show no particular trend; for the group of banks with earning assets over
$15,000,000, however, a drop in both earnings and expense items is evident as
compared with preceding groups. Salaries and wages show a progressive decline
for banks up to the million-dollar earning asset group, and remain practically
on the same level until reaching banks of the $6,000,000 size, after which another
drop is noticeable, especially for the group with earning assets of over $15,000,000.
Interest on deposits in 1928, for all member banks outside Chicago, was 2.20 per
cent of average earning assets, the ratio being materially lower than in 1926 in
the group of smallest banks. Losses as expressed in relation to average earning
assets show a uniform downward trend with the increase in size of bank, and
additions to profits moved upward in 1928, although after the group of banks
of $3,000,000 size is reached, both of these trends are irregular. A steady gain
in the ratio of earning assets to invested capital can be noted in the groups ol
larger banks.

Differences between banks in respect to earnings and expenses are a reflection
of differences in organization, efficiency, and character of business handled.
These basic differences are evidenced to some extent, though not wholly, by
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624 BRANCH, CHAIN, AND GROUP BANKING

differences in the size of the banks and in the size of the centers which they serve.
The ratios which are discussed above take no account of differences in the size
of the centers in which the banks operate, or of other differences in their operat-
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ing situation, and this fact accounts, to a considerable extent, for the irregularity
of movement in some of the ratios. A tabulation of banks grouped according
to the population of centers in which they are located is presented in Table ITI.
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BRANCH, CHAIN, AND GROUP BANKING 625

TaBrE II1.—Earnings and expenses of member banks in the Chicago Federal reserve
district, banks grouped according to size of centers, December 31, 1927 to December

31, 1928
Member banks in cenfters with a population
of—
All member
Description of ratios L ba:(:lli{sstg: tthe
1,000 | 5,000 5,000 | 100.000 ci
LG?O%%BH to to to and
4 5,000 | 15,000 | 100,000 | over
Percentage of the following to average earn-
ing assets:t
Interest and discount received 2 6.37 6.02 5.90 5.63 5.18 5.39
All other earning .46 .60 92 1.37 116
Gross earnings. .. 6.83 6.52 6. 50 6. 55 6. 556 6.55
Interest paid on d - 2.49 2.43 2.33 2.20 2.05 2.13
Interest and discount
- .12 .06 .08 . .16 .13
Salaries and wages. .. 157 1.40 1.38 137 1.24 1
’ 'axes. .35 .35 .36 .38 .39 .38
All other expenses.._. .74 .68 .71 .82 .89 .85
Total expenses. i 5.26 4.93 4.86 4.86 4.73 4.79
Net earnings. | 157 1.59 1.64 1.69 1.82 1.76
Net losses. - .98 W77 W72 .57 .28 .41
Net additions to profits : .8 .9 1.1 1. 1.35
Averageinvestments (bonds and stocks) - | 25,77 | 35.14 | 36.85| 3271 | 24.03 27,22
Percentage of the following to average cap- |
ital fund:?
Average earmng aSSetS. oo e I 599.88 | 675.84 | 710.75 | 702.29 | 694. 15 693. 14
Net earning: . 9.43 | 10.75 | 11.67 | 11.89 | 12.60 12.21
Net additions to profit ¢ - 3.58 5.55 6.53 7.88 | 10.67 9.39
Percentage of the following to gross earnings:
Interest paid on deposits....__._________| 36.38 | 37.32| 35.81| 33.63 | 31.35 32.56
Interest and discount on borrowed
1.72 1.22 1.25
21.41 | 21,20 | 20.96 | 18.98 19.73
All other expenses.... 15.96 | 15.92 | 16.50 | 18.33 | 19.55 18.81
Total expense: 76.99 | 75.62 | 74.73 | 74.17 | 72.27 73.10
Net losse: 14.28 | 1178 1 11.13 8.72 4.26 6.23
Net addltlons to profits. ... 873 | 12,59 | 14.14 | 17.11 | 23.47 20. 67
Dividends d d 9.71| 10.55 | 11.12| 13.21 | 13.02 12.70
Peroentage of the rollowmg to average gross
deposits:®
Interest paid on deposits.. - 2.51 2.41 2.29 2.09 1.94 2.03
Average time deposits... 56.82 | 56.88 | 57.60 | 49.13 | 36.48 41.83
Average capital funds.. - 16.86 | 14.64 | 13.84 | 13.53 | 13.62 13.75
Number of banks - 295 453 196 190 105 1,239

1 Includes total loans, and total bonds and stocks.

1 Includes interest and dividends on bonds and stocks.

8 Includes capital, surplus, and undivided profits (exclusive of reserves for taxes, interest, etc., accrued.)

4 Equivalent to ti:e ratio of net additions to profits to earning assets multiplied by the ratio of earning
assets to capital funds.

§ Includes demand, time, and Government deposits plus amounts due to banks.

In this table are given data similar to those carried in Table I, with banks
classified according to the population of cities in which located, five population
groups being used as was done in the 1926 study, namely, (1) Banks in cities of
less than 1,000 population, (2) 1,000 to 5,000, (3) 5,000 to 15,000, (4) 15,000 to
100,000, and (5) 100,000 and over. In subsequent tables, banks in each of the
population groups listed above are further classified according to volume of
average earning assets and ratios computed. A few noteworthy facts brought out
by these compilations are cited:

An increase in the size of city is accompanied by a decline in the ratio of interest
and discount received to earning assets; on the other hand there is also evident an
increase in the ratio of ‘“other’’ earnings, so that as a result of the contrary trend
of these items, total earnings showed irregular fluctuations and no definite trend.
An increase in the size of the bank, or in its earning assets, however, was accom-
panied by a downward movement in both interest and discount received and
““other” earnings, for groups of banks with less than $1,500,000 earning assets,
total earnings reflecting this trend definitely whether arranged with reference to
size of city or not, Total expenses move fairly uniformly downward with an
increase in either size of city or of bank. Net earnings, determined as they are
by variations in gross ea.rmngs and total expenses, showed a fairly uniform upward
trend accompanying increases in size of banks and of cities, net losses showing a
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reverse of this movement, thereby further emphasizing the upward trend for addi-
tions to profits. As there is a distinctly upward tendency in the ratio of earning
assets to invested capital with an increase in size of bank, and as this trend is
apparent irrespective of whether banks are arranged according to their own size
or that of city in which located provided the population does not exceed 15,000,
the ratio of additions to profits on the basis of invested capital shows an even
stronger upward trend than when on the basis of earning assets.

TABLES IV A TO E, INCLUSIVE

These tabulations are designed to supplement Tables Il and I11-A, and form
the basis of some of the discussion in the foregoing paragraphs. It will be noted

Tabte Il1-A.— Distribution of gross earnings of member banks in the Chicago
Federal reserve district, banks grouped according to size of centers, December
Sl1, 1927, to December 81, 1928

(Table 111) that time deposits show a rising tendency for cities with less than
15,000 population, and a downward trend for cities in the larger population groups.
For banks with earning assets of less than $1,000,000, the trend is upward and
for the larger earning asset groups ($10,000,000 and over) there is a definite
downward movement, these trends typifying situations wherein both factors,
i. e., size of bank and size of city, are operative. Where the size of city as a factor
is eliminated by following the trend as shown by the earning asset groups within a
group of cities of uniform size, the tendency is upward for size of bank until reach-
ing the $2,000,000 earning asset volume, and irregular thereafter. Where the
factor of bank size is eliminated by grouping banks of uniform volume of earning
assets according to cities in which located, the trend is generally downward
throughout all the groups.
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TasLE IV-B.—Earnings and expenses of member banks in the Chicago Federal
reserve district, banks in centers of 1,000 to 5,000 population, December 31, 1927,

to December 31, 1928

Member banks with earning assets of—
Description of ratios gﬁess $25& 000 550?,000 $750,000 |$1,000,000 |$1,500,000 Over Total
an 0
$250,000] $500,000/$750,000{$1,000,000 |$1,500,000 | $2,000,000 | $2:000,000
Percentage of the following to
average earning asse
Interest and dxseount re-
ceived 2 _ - 6.45 6.27 6.16 5.91 5.83 6.11 5.96 | 6.02
All other ear - .74 .55 .48 .44 .48 .72 .50
Gross earnings. _ 7.20 6.82 6.66 6.40 6.27 6.58 6.68 | 6.52
Interest paid on deposi 2,07 2.05 2.37 2.52 2.50 2.57 2.70 | 2.43
Interest and discouut
borrowed money.. - .10 11 . .06 .03 .05 .05 .06
Salaries and wages 2.12 1.78 1.48 1.30 1.30 1.20 1.20 | 1.40
Taxes_ ... .59 .40 .39 .32 .34 .33 .29 .35
All other exp 1.02 .93 .72 .68 .57 .59 .62 .68
Total expenses 5.91 5.27 5.03 4.89 4.77 4.74 4.87 | 4.93
Net earnings 1.29 1.55 1.63 1.51 1. 50 1.84 1.82] L5
Net losses_ 118 129 .92 W71 .66 .49 .25 .77
Net additi - 11 .25 .72 .80 .84 135 156 .82
Average investme
(bonds and stocks)...._..| 23.85 | 28.74 | 32.01 37.31 38.59 38.91 34.77 | 35.14
Percentage of the followmg to
average capital funds: 3
Average earning assets.....| 420.64 | 554.04 | 614.74 702.95 742.24 775.39 836. 10 [675.84
Net earnings -l 5.43 8.57 | 10.05 10.61 11.13 14.28 15.18 | 10.7.
Net additions to profits 4. 44 1.39 4,42 5.63 6.21 10.49 13.06 | 5.
Percentage of the following to
gross earnings:
Interest paid on deposits...| 28.7 30.06 | 35.62 39.45 39.93 39.09 40.47 | 37.32
Interest and discount on
borrowed money . ........ 1.41 1.57 1. . .77 .74 .70 .98
Salaries and wages - .44 | 26.15 | 22.18 20.36 20.73 18.20 17.99 | 21.41
All other expenses. - .44 | 19.55 | 16.59 15.63 14.65 14.00 3.67 | 15,92
Total expenses... .| 82.08 75.45 76. 40 76.08 72.03 72.83 | 75.62
Net 10558 - --oooo. .| 16.46 | 13.98 | 13.76 11.08 0. 56 7.42 3.79 | 11.78
Net additions to profi - 1.46 10.79 12.52 13.36 20. 55 .38 | 12.59
Dividends declared. . 7.61 9. 11.10 10. 10.79 1L 8.74 1 10.556
Percentage of the foll owmg “to
average gross deposits:§
Interest paid on deposits...| 1.98 2.05 2.35 2.52 2.47 2. 51 2.67 | 2.41
Average time deposits. .. 40.59 | 45.50 | 52.98 60. 84 57.95 68,47 62.79 | 56.88
Average capital funds_ 22,71 | 18.02 | 16.10 14.23 13.29 12,57 11.81 | 14.64
Number of banks__..._._._.._. 25 120 124 75 81 1 10| 453

1 Includes total loans and total bonds and stocks.
2 Includes interest and dividends on bonds and stocks.
3 Includes capi d]surpl , and undivided profits (exclusive of reserves for taxesif interest, etc.,

4 Equivalent to
assets to capital funds.

e ratio of net additions to profits to earning assets multiplie

8 Includes demand, txme, and Government deposits plus amounts due to banks,
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TapLs IV-C .—Earnings and erpenses of member banks in the Chicago Federal

reserve district, banks in centers of 6,000 to 15,000 population, December 31, 1927
to December 31 1928

Member banks with earnings asset of—
Description of ratios tlﬁags $500, 000 575& 000 |31, ootg’ 000($1, 500, 000($2, 000, 000) over Total
an
5300, 50018750, 0001, 000, 00/, 500, 000182, 000, 00053, 00, 00| % 000, 000
Percentage of the followmg
to average earning assets:!
Interest and dlscount
2 7.15 5.87 6.01 5.95 5.79 5.77 5.99 | 590
1.05 .52 .54 .60 .69 .61 .60
e 8.20 6.38 6. 53 6.49 6.39 6,47 6.60 | 6.50
nterest paid on dep - 261 1.67 2.17 2.18 2.23 2.42 2.65 | 2.33
Interest and discount on
borrowed money - .10 1 .09 11 .05 .09 .05 .08
Salaries and wages 195 1.69 1.56 1.4 1.35 126 129 | 1.38
.43 .41 42 .36 .33 .29 .36
120 88 .79 .80 .69 .63 .65 .71
6.29 4.96 5.03 4.95 4.68 4.73 94| 4.86
L91 142 1.50 154 L7 174 1.66 | 1.64
.60 .1 112 1.02 .49 .32 W72
L31 87 .80 .42 .69 1.26 134 .92
Average investments
(bonds and stocks) ... 33.26 | 31.91 34.11 34.27 36.78 40.25 38.27 | 36.85
Percentage of the following
to average capital funds:?
Average earning assets...| 507.40 | 560.73 616, 45 652,92 690. 55 783.81 843.22 {710.75
Net earnings. ... 9. 68 7.98 9.27 10.04 11.80 13.66 13.98 | 11
Net additions to profits ¢.| 6. 66 4. 4.92 2.74 4.73 9.84 1131 | 6.
Percentage of the followmg
to gross earnings:
Interest paid on deposits.| 31.89 | 26.25 33.23 33.52 34.93 37.41 40.21 | 35.81
Interest and discount on
2.73 1.40 1.76 76 1.38 0.81 | 1.
26,46 23.97 22.23 21.19 19.44 19.61 | 21.20
22.25 18.36 18.80 16.38 14,82 14.23 | 16,
77.69 76.96 76.31 73.27 73.05 74.86 | 74.73
8.73 10.82 17.23 16.01 7. 4.80 | 11.13
12.22 6.46 10.73 19.42 20.34 | 14. 14
d 11.52 9.78 12,62 11.87 11.18 9.55 | 11.12
" Percentage of the following
to average gross deposits:
Interest paid on deposits 2.67 172 2.15 2.16 2.19 .58 | 2.29
Average time deposi 44.20 | 37.91 50. 37 55.98 56.45 62.16 63.19 | 57.60
Average capital fund: 20.11| 18.27 16.09 16.23 14.22 1 11.52 | 13.84
Number of banks 5 18 39 45 18 | .196
1 Includes total loans, and total bonds and stocks.
3 Includes 1nterest and dividends on bonds and stocks.
3 Includes capital, surplus and undivided profits (exclusive of reserves for taxes, interest, etc., accrued).
¢+ Equivalent to the ratio of net additions to profits to earning assets multiplied by the ratio of earning
assets to capital funds.
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634 BRANCH, CHAIN, AND GROUP BANKING

Data similar to that given in Table | are presented in Table VI and accom-
panying graph, Table VII. It will be noted that for the Chicago banks, the
ratio of gross earnings to earning assets was higher than for the rest of the district,
totaling 6.84 per cent as the result of heavier “other” earnings, inasmuch as
interest and discount received averaged lower. Expenses on the basis of earning
assets averaged the same as for banks outside the city of Chicago, 4.79 per cent,
declines in interest on deposits and tax payments offsetting larger “other”
expenses. Net losses were considerably smaller and net additions to profits
larger than for the rest of the district. In the distribution of gross earnings,
expenses absorbed a lesser percentage as did losses, with resultant heavier addi-

Tabte VII.— Distribution of gross earnings of member banks in the city of Chicago,
December 31, 1927, to December 31, 1928

* INTEREST ON BANK FUNDS Q KSESRS M B W °N

tions to profits. Earning assets showed a lower ratio to invested capital and the
latter was larger in comparison with gross deposits. Time deposits constituted
31.05 per cent of gross deposits, whereas in the rest of the district they comprised
49.87 per cent, while interest paid on deposits was 1.91 per cent against 2.12 per
cent.

In comparison with the 1926 study, the ratio of earnings to earning assets of
the Chicago banks was heavier in 1928, as were total expenses and losses, and
also additions to profits. With respect to the distribution of gross earnings,
expenses in 1928 were lower, largely offset, however, by greater losses, so that
net additions to profits were smaller. The ratio of earning assets to invested
capital declined, while that of invested capital to gross deposits increased. The
ratio of time to gross deposits rose from 26.87 in 1926 to 31.05 in 1928, and the
interest paid thereon from 1.80 to 1.91 per cent.
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BRANCH, CHAIN, AND GROUP BANKING 637

In the above tables are presented a number of additional ratios not included
in the 1926 study, computed for certain selected earnings and expense items on
their related bases. Interest and discount received, for example, was subdivided
according to source, i. e., from loans, investments, or bank balances, and ratios
were computed on the basis of the first two of these sources, as well as on gross
earnings. The interest paid on time deposits was computed on the volume of
:such deposits.

Of the gross earnings of 1,176 member banks in the district without Chicago
(Table IX), 65.01 per cent represented the interest and discount received on
loans, 22.69 per cent the income from investments, 1.68 per cent the income from
bank balances, and 10.61 per cent earnings from ‘‘other” or miscellaneous
sources, such as exchange and collection charges, profits on investments, trust
department, and other services. Interest and discount received on loans
amounted to 5.86 per cent of the volume of loans, and income on investments
was 4.84 per cent of the volume of investments.*

For the entire district (1,239 banks), including the city of Chicago—the
interest and discount received on loans and investments constitutes a smaller
proportion of gross earnings, due to the fact that ‘‘other” earnings are in greater
proportion, 17.74 per cent against 10.61 as shown in Table IX. On the basis of

" the related earning assets, the Chicago banks tended to decrease also the ratios
of the classified earnings items, the interest received on loans totaling 5.56 per
cent, and that on investments 4.58 per cent.* The interest paid on time deposits
by all member banks of the district embraced in the study, averaged 2.86 per cent
of the volume of these deposits, while for banks outside Chicago this ratio was
3.20 per cent.

Governor Youna. I think that covers everything except the earn-
ings and expenses of each Federal reserve bank, which I had the other
day except for one column and that has been prepared. I shall put
that in the record.

The Cuarrman. That will be inserted at this point.

(The figures referred to are here printed in full, as follows:)

EArNINGs AND ExrENsEs oF EacH RESERVE BANk

Gross and net earnings of each Federal reserve bank, and disposition made of net
earnings, 1914~1929

Disposition of net earnings

Federal a Genraca; | Net

ederal reserve Toss earn-| deprecia- et earn- Franchise | Profit (+)
ngs té:’]'é’eglgx' ings Dividends {g:g‘gst:o tax paid to | or loss (—)

y BUEe paid surplus a U. 8. Gov-| carried

P ernment ¢ | forward

All Federal reserve he )
$2,173,252| $2,314,711) —$141,459] $217,463| ________.__|.._______.__.
. 5,217,998 » 467, 000 98| 1,742, 774

2,750, 9
16,128,339 6,548,732 9,579,607 6,801,726 $1,134, 234 $1,13, 234
67,584, 417| 14,868,107 52 716.310] 5,540,684 48, 334, 341
102,380, 583 24,013,079| 78,367, 504| 5,011,832 70,651,778 2,703, 894
181,206, 711| 32,001, 937 149, 294, 774; b, 654, 018| 82,916, 014] 60, 724, 742
122, 86! 40,778, 641| 82,087,225 6,119,673 15,993, 086 50, 974 466
50,498, 600 34,000,963| 16,497,736] 6,307,035 —659,904| 10,850,605
50,708, 566| 37,997, 280 12,711,286| 6,552,717 2,545,513 3,613, 056
38,340, 449| 34,622,260, 3,718,180| 6,682 496/ —3,077,962 113,646
0,449,066 6,915,958 2,473, 808 50, 300
47,599, 595| 30,087,850, 16,611,745 7,329,160 8,464,426 818, 150
43,024, 484| 29,076,235 13,048, 240! 7,754,530 5,044,119 249, 501
64,052,860, 31,930,830 32,122,021 8,458,463 21,078,899 2,584, 659
70,955,496 34, 552, 755/ 36,402,741 9,583,013 22,535,507 4,283,231 _..__..._..

Total.__._... 904, 628, 021/ 389, 412, 038| 515, 215, 983 90, 672, 460| 277, 433, 949 147,109, 574|__..........

e Amounts shown as transferred to surplus account for 1922 are net, i. e., after the deduction of amounts
charged to surplus account on Dec. 31, 1922, and paid to the United States Government as franchise tax.
For prior years as follows: For 1920—New York, $270,389; for 1921—Boston, $247,350; New York, $1,334,160;
Philadelphia, $36,366; Richmond, $20,459; Atlanta, $213,629; Chicago, $710,190; Minneapolis, $52,423;
Kansas City, $208,170; San Francisco, $306,926; total, $3,129,673.

*See footnote to Tables VIII and IX.
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638 BRANCH, CHAIN, AND GROUP BANKING

Gross and net earnings of each Federal reserve bank, and disposition made of net
earnings, 1914-1929—Continued

Disposition of net earnings

%xpenses, X
Federal reserve | (ross earn- eprecia- | Net earn-
bank ings tion, allow- ings Dividends Trans- tiian‘{*gsteo g'rfoﬁsz %t))
ances, ete. paid ferred to | ¢y Spnﬁov- carried
surplus 1 “ernment | forward
$160,062] —$34, - —$34, 603
194, 953 295,935  $249, 735 - 46, 200
545, 525| 740, 35¢ 601, 756 $75,100 $75, 100 —11, 597
1,170,015! 3, 305, 384,180 2,921, 000| .
1,720,202 5,777,381 414,447 5,362,934
2,000, 689 10, 272, 564 447,266/ 7,351,799 2,473,499
2,687,309 4,281,353 473,109 2, 3 , 20
2,443,911| 1,097, 402, 481,951  —170, 782| 786, 233|
2,254,548 1,252, 135 80, 717,187, 694, 681
088, 5¢ 470,422| 477, 798 —17,376|-
2,147,965 1,140, 581 2, 637, 933
162,204| 1,156,873 525,023 585, 888) 45, 962|
2,137, 745 837, 612 ), 446 287, 166
2,148,820| 2,316,522 590,830/ 1,725,602
2,394,697| 2,766,134 112 2,132,022
26,257,239 35,675,850) 6,813,568 21,750,887 7,111,395 ________.__
468,922  —123,887 —123,887
556, 962 414, 064! 127, 13| -| 286,951
1,850,733; 3,078,481} 1,942,819 649, 363 649,363 —163, 064
3,651,819 21,662,917 1,195,026] 20,467, 891 --
7,372,793| 27,959,619| 1,291,047| 23,964,678| 2,703,894/
7,397,191| 53,128,130, 1,477,096] 12, 332,523| 39,318,511
8,616,442/ 26,093,832 1,608,721} 3,782,671 20,702,440
11,349,279 7,627, 3,721,593 1,652,138/ —1,397,603| 3,467,058/
11,413,183 8,369, 504 , 043, 679! 1, 749, 239) 129, 44 1, 164, 996
8,569, 350 7,952, 498 616,852 1,796,530 —1,179, 678|_
10,217,174 7,113,876, 3,103,298 1,888, 19 1,215,102
10, 600, 968| ,851,220)  3,749,748) 2,100,191| 1,649, 557
10,647,759 6,927,158  3,720,601) 2,327,355 1,393, 246
18,483,042 7,464,600 11,018,433 2,743,725 8,274, 708
19,314,279 7,051, 055 263, 3,544,314| 8,718,910
262,723,052) 89, 272, 468| 173,450, 584| 25,443,510/ 80,000,812] 68, 006, 262
113,972 145, 489 —31,517 ——— —31, 517
448, 180) 198, 239 249,941 128, 458
1, 095, 540) 1, 665 753,875 623,
4,357,740 1,385, 651| 2,972,080 583,983 2, 608,344
8,.609, 1,950,711 6, 659, 169 462,380 6,196, 789
11, 848, 551 83, 435 ), 065, 116 496,679| 8, 204, 775
8, 008, 095 668, 641 5, 339, 454 517, 663; 935, 239
4,251,950  2,015,074| 2,236, 876 541, 552| 803, 594
4,592,771 414, 9. 2,177, 837 582,292 1,178, 588
2,915,846) 2,168, 754 47,092| 615, 135) 131, 957|
3,135,550 2,057,430 1,078,120 673, 212 404,
3,626,648 2,002,915/ 1,533,733 730,598 803, 135
3,363,626/ 2,187,157| 1,176,469 781, 540 394,929
, 394, , 111,905/ 3, 282, 641 843,755 2,
6,076,048/  2,274,060{ 3,801,988 938,312 2,863,676
67,838,043 26,796,060 41,042, 883! 8,519,162 26,964,820] 5,558,901 _..o____._.
|
i
. 113,815 169,580  —55, 774!,_ i —55, 774
- 452,129 158,321 293,808 143,237 ~+150, 571
-1 1,367,216 613, 534 753, 682| 716, 168 +37,514
-l 5,226,864 1,091,068 4,135,796 716,107 3,552,000 -~ --~-o--- —132,311
.| 7,800,8200 1,707,044 , 093, 785 , 7 7,
.| 14,468,619| 2,638,588 11,820,031
| 9,300,863 3,106,480 6,284,
Tl 4,994,282 2,725, 504
.| 4,655, 3,733, 869
-| 83,770,689 4,243,842
.l 4,013,456] 2,802,880 s
Tl 4,517,884 2,457,122 1
.| 4,197,836| 3,089,646 3
.| 6,250, 3,060,838 3,180,715  856,843| 2,323,872 .. ...... S NSRS ———
........... 6,986, 3,281,138| 3,705,442  910,007| 2,795, 435| A
........ 78,196,705| 35,288,553! 42,908,152/ 9,757,682 29,140,769| 4,009,701( ...
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Gross and net earnings of each Federal reserve bank, and disposition made of net
earnings, 1914—1929—Continued

Disposition of net earnings

Federal Gi %xpens‘es’ Net
ederal reserve ross earn- | deprecia- et earn- Franchise | Profit (+)
ings tion, allow- ings Divi dends Trans- tax paid to | or los#(—)
ances, etc. ferred to | {7 d
paid surplus U. 8. Gov-| carrie
Sury ernment | forward
|
mchmond
$319, 580 $144, 625 $174,955|  $151, 940 +$23,015
334, 102| 147, 531 186, 571 197, 9; —11,351
821,195 358,971 462, 224 240, 944 ) —11,664
2,979, 048 667,018 2,312,030 232,432 2,079, 598 3
, 775,324 898,058 3,877, 266 252,872| 3,624,394
902, 64: 1,664,137/ 5,238,506 203,052/ 4,740,869
, 729,679 2,336,052] 4,393,627 322, 693, 792
, 832,944 1,965, 496, 7, 448 353,321 32, 954,
, 878,896, 1,786,053 ,092, 843 342, 295/ 384, 404
, 210, 1, 830, 449 379, 791! 351, 251 28, 540|
, 182,460 1, 606, 350! 576,110 358, 162, 217, 948
2,429,017 1,701,372 727,645 363, 957 279, 216
, 086, 1, 588, 592| 497,711 372, 230 125, 481
2,857,648| 1,738,688 1,118,960, 370,683 74, 8! X
3,299,609 1,957,384 1,342, 225 368, 601 97 362 876, 262|
43,638,688 20,390,776] 23,247,912 4,551,865/ 12,495,858 6,200,189\ .. .. _.__.
236, 460| 153, 928 82,532/ +82, 532
279, 520 150, 213 129 307 —72,412
589, 789 301, 288 083; —10,120
2,293, 058 640, 585 1, 1‘52 473 ——
4,416,001) 1,033,604 2, 3‘!"'
7,476,431 1,466,107 6 010
7,406,652 1,910,433 5, 496 219
2,352,736/ 1, 680,006 672, 730
2,682,314| 2,330,135 352, 179
1,907,121} 1,634, 465 272, 655!
2,072,378 2,046, 187 26, 191
3,045,867 1,817,540/ 1,228,327
2,067,839 1,397,935 669, 904
3, 578, 156| 84, 171| 1, 693, 985
4 116, C49| 2 687,531) 1,428, 518 21, 696/ 303 032 803, 790| -
44,520,371 21,134,546/ 23,385,825 3,577,954 10,857,310 8,950,561 ___...._--.
1914-15_ 268, 885) 248, 794/ 20, 991
665, 937 262, 731 403, 206
2,083, 164 851, 285 1, 231, 879
8,481,747\ 1,676,666 6,805, 081
12,012,078/  3,435,874| 8,576, 204
30, 303, 218 25, 875, 749 792 769,
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14,505,117 ~ 853,785 2,075,323
1,405 215 876, 657, 289
1,178,355 904, 371! 27, 398
909, 1 909,123 .|
1,121,273] 934,016 187,257
2,253,923| 985,959 1,267,964
1,097,645 1,020,990 897, 6!
4,763,420 1,090,761 3,663,668 ...
5,424,665 1,170,363 3, 651,464
76,400, 955| 12,085,360, 40,093,582 24,222, 018|______..__.-
86,833 184,002  —97, 169)
207,948 156,931 141,017
773, 1 170,950 502, 156
2,676,828 899,018 1,777,810 1,603, 310
3,884,478 1,520,324 2,355,154 L6600 2,120,494
7,180,117 2,304,551 4,875,566 253,711 4, 621,855
5 166,315 2,214,380 2,951,026 270,253 1,042, 564
2,456,447 1,808,875 647,572 283,166 276, 450
2,753,435 1,571,272 1,182,163  296,810] 407,070
1,688,143 1,484,206 203,937 304,976 —101,039
2,055,637 2,149,177  —93,580 306,753 —400, 29
2,511,500 1,828,487, 683,022 314,420 368, 602
2,228,079| 1,452,398] 775,681 317,727 457,954 ..
2,001,925 2,116,766 785,159 321,855 423,011
3,247,936 2,362,052 885,884 319,231 56, 665
22,332,398 17,576,338 3,944,066/ 10,876,643 2,755,629 __________

39, 908, 736,
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Gross and net earnings of each Federal reserve bank, and disposition made of net

earnings, 1914-1929—Continued

Disposition of net earnings

Expenses,
Fpderal reserve | Gross earn-| deprecia- | Net earn- Franchise | Profit (-+)
bank Ings t;%%ésallgtzv- ngs  Ipividends fe’l;rrgtlilst.o tax paid to | or loss (—)
 ete. -
P e’ S

$100,112  $132,453| —$32,341| __ -

'—332 341

6, 883
—44 542

1,749,253 1,423, 798| 325,455
1,609,070 1,279, 968| 329, 102

1,710,304 1,095,600 614,704 )
1,026,031 1,131,269 794,762 184,030 61,073
Total......... 20,773,386) 14,288,902| 15,484,304| 2,733,805 7,642,988

14-15 102, 474 169, 250 —66, 776

, .
380,208  155,219|  224/989] 66,707
1,002,660 436,256  566,404| 364,503
3,451,936 1,014,188 2,437,748 309,729
4,961,482 1,038,120 3,923,362 228,755
7,409,987 1,860,306 5,540,681 257,672
5,712,858 2,656,762 3,056, 096| 620 486,918
3,004,660 2,311,624 783,036 275, ssg —157,%

2,240,
2,300, 558

, 813

2,993,019 2,646,208| 347,711 ) 65, 158

2,262,9100 2,516,002 —253,182 265,607 —518,879 ___________

2,300,985 2,027.064] 282,021 258 426 2, 450 22,04

2,677,340 1,920,871 756,460 252764 50,370 453,335

2,304,038 1,800,212 414,726 252,753 16,198| 145,775

2,507,068 1,038,208 659,760, 253, 254 40,651 365,355

2,076,576 | 1,962,090 1,013,586 256, 549 75,704 681,333
44,230,901 24,552,370 19,687,531 3,586,397 9,162,034 6,939,100 -______.__.

244,666| 169,278 75,388 65,523
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4,554,800 2,998,861| 1,555,999 506,068 1,049, 931

547, 06 508, 362
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69,823,284 36,323,892 33,499, 392% 6,288,422 19, 513, 629

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



BRANCH, CHAIN, AND GROUP BANKING 641

Mr. GoupssorouGH. Governor Young, a letter was referred to the
other day presented by Congressman Box, of Texas, written by George:
M. Craig, president of the Merchants National Bank, which is dated
March 5. Mr. Craig says that he spends his vacations in Canada.
and is on rather intimate terms with the bankers up there.

They are frank to tell me they can do nothing without first consulting the
parent bank which is usually located in Montreal. When money and credit are
plentiful the local farmers, merchants, and the industries can get loans at the
local bank without approval of the parent bank, and when conditions are the
reverse, it is the larger merchants and industries in the larger centers that get
the accommodations.

I also found that smaller accounts than $300 were not wanted and acceptable
in the small banks on account of not being profitable.

What, if anything, do you know about the conditions in Canada
as reflected by this statement?

Governor Youne. Ihave an entirely diflerent idea of the Canadian

"banking system, Mr. Congressman. My information, of course,
comes entirely from talking with Canadian bankers. I am told that
their branch managers are permitted to loan up to a certain amount.
Others that have been with them a longer while are allowed a larger
amount, and some of their branch managers have no limit as to the
amount they can lend; $2,500, I am informed, is the minimum
limit that they have ever placed on a manager. Anything up to
$2,500 they can lend, as they see fit, without consulting either the:
division office or the head office. That is what they tell me and it
seems to me that would be the logical way to operate it.

I do not think that every little small loan should be referred to
the head office any more than the loans that the Federal reserve banks
make to member banks should be referred to the Reserve Board.
They never are.

Mr. GorpssoroucH. What class of banks, if you do not object to
saying, have you discussed the matter with? Have you discussed it.
%vitli{ t‘lele officials of the parent banks or of the small unit and branch

anks?

Governor Young. My talks were with Mr. Rowley of the Canadian
Bank of Commerce and, if I remember correctly, I also discussed it
with Mr. McEackran. At that time he was the division superin--
tendent of one of the Canadian banks.

Mr. GorpsBorouGH. Now, the first gentleman you spoke of—what
was his position?

Governor Young. I think at that time he was division superin-
tendent. I think that was the title, and I think he was located at
Winnipeg. Since then he has been made, I believe, general manager
of the Canadian Bank of Commerce.

Mr. GoLpsBoROUGH. You never had any opportunity to investi-
gate or make an investigation coming from the rural banks?

Governor Youna. I never have.

Mr. GorpsBoroUuGH. The suggestion is also made in this letter,
as follows:

Another danger is that the powerful chain-store groups might dominate to an
extent the heads of chain banks and cause the local banks to refuse credit to
local merchants.

That same observation, of course, if it is valid, could be made as to
branch banks. What, if any information, or opinion could you ex-
press on that observation?
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Governor Youne. I have never thought of it, Mr. Congressman.
As an impulsive reply, I would say it is a possibility, but that it is
hi%\}/ily improbable.

r. GoLpsBOorROUGH. Governor Young, can you tell me or give me
any idea as to what percentage of the total banking resources of the
country, State and National, are in cities and towns and villages of
25,000 population and under?

Governor Younc. I do not think that I could give you that accur-
ately. I think that 698 reporting member banks would be fairly
‘close to it. Did you say 25,000 or%ess?

Mr. GoLDpSBOROUGH. Yes.

Governor Youne. I misunderstood the question. We can get that
information for you, Mr. Congressman.

Mr. GorpsBorouGH. It would be interesting to me and probabl
to the committee, bearing on this question of the extension of brancﬁ
banking into the rural districts. .

Governor Youna. That information can be prepared.

Mr. GorLpsBoroUuGH. It will be convenient for you to do that?

Governor Youna. Yes; and we shall be glad to do it.

Mr. GoLpsBorouGH. Governor, it would be very interesting to
this committee and to the House and to the country to know where the
pressure is actually coming from for an extension of branch banking
into the rural districts, and, having that in mind, I should like to ask
you if you can name any community which now has unit banking or
any bank, in any such community, which is asking for an extension of
branch banking involving that community?

Governor Youna. Well, I would have to answer, Mr. Congress-
man, that I can not recall anyone at the moment. I assume that
those banks in the smaller communities that have voluntarily joined
up with these groups would prefer branch banking, but I can not make
that as a positive statement.

Mr. GoLpsBorouGH. Have any banks joined up with these groups
or chains or branches except those of two classes; one class, in which
the unit bank has been driven to effect a consolidation because of what
would be termed unfair competition, that is, competition of a kind, the
direct purpose of which would be to drive out competition (that would
be one class), and another class, those banks who have been offered a
very abnormal price for their stock and have sold out, therefore,
simply as a purely commercial proposition?

Governor Younag. Well, I would prefer, Mr. Congressman, to have
those people who have been engaged in the formation of these groups
answer those questions. I have not talked with them about those
points that you bring up. I would say that every bank in the North-
west that has joined a group has done it voluntarily. I speak about
the Northwest because that is the territory with which I am more
familiar.

I think some of the banks in those groups that were in difficulties,
that their directors did not care to carry on any further, paid a
voluntary assessment, cleaned the institution out, and were glad to
turn it over to a group.

Now I am informed by both the Northwestern groups that they
have not taken any banks except those that were agreeable to the
proposal that they had to make to them and I am further informed
that there have been many applications received by both of those
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groups that they have not, as yet, taken into the groups. That comes
about because the applications come very rapidly and they are con-
servative men and do not care to expand too rapidly until they know
where they are going. .

Mr. GorLpsBorouGH. Do you believe that these groups or chains
or branch banks would be the ones who would be most apt to give us
the information that would accurately portray the situation?

Governor Young. Yes, and I think it would be advisable for the
committee to invite in some of the remaining independent bankers
and learn what their experience has been.

Mr. GoLpssorouGH. Now, as I understand you, you know of no
community which now has the independent banking system—no rural
community—that is a community affected by the trade area system
advocated by yourself and Mr. Pole, which is asking for an extension
of branch banking into that community?

Governor Youna. I do not know of any, but I believe that there
are some.

Mr. GoLpsBOROUGH. Your attention has not been called to any?

Governor Youna. Not to any specific instance.

Mr. GoLpsBorouGH. And no appeal has been made to you or, as
far as you know, to the board from such a community to facilitate
the passage of this legislation?

Governor Youna. No, sir.

Mr. GoLpsBoroUGH. Governor Young, the McFadden bill, which
extended branch banking in metropolitan centers, first came up for
consideration, I think, in 1925 and then again in 1927, when it was
passed. I was not here in 1927, but I remember very distinctly that
those who opposed the McFadden bill in 1925, definitely argued and
consistently argued that if the extension was granted, it would in-
evitably lead to a demand for further extension into the rural districts.
‘What I mean is that this very condition which apparently exists now,
was prophesied with absolute accuracy when that bill was up for con-
sideration and I remember distinctly the advocates of that measure
declared that if that measure were passed, it would put the national
banks on a parity with State banks, practically speaking and, as a
, matter of fact, instead of being a branch banking bill, it was an anti-

branch banking bill, and it was on that basis that the bill was passed.

It was that assurance gotten into the minds of a sufficient number of

Members of Congress, in the House and Senate, that caused that bill

to pass.

Is it not a fact that the pressure for this legislation is coming from
the larger institutions who want to absorb these various territories
and not from the territories themselves?

Governor Youna. I could not say that, Mr. Congressman.

Mr. GoLpsBorouGgH. Well, it is coming from somewhere, evi-
dently, because you never have legislation up for consideration unless
some one wants it. Legislation is never considered for philanthropic
purposes. That, I mean, is simply out of the question. There is
somebody who is advocating this—some economic group advocating
this legislation, evidently.

Governor Young. I think, Mr. Congressman, it probably origi-
nated with the Comptroller of the Currency.

Mr. GorpsBorouGH. That was his view?

Governor Youna. Branch banking? Yes.

-
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Mr. GorLpsBorouGH. You do not think that the larger banks,
which have branches in the cities, are behind this legislation?

Governor Youna. I think they are, exclusive of New York and
Chicago and possibly some other large centers.

Mr. GorLpsBOROUGH. You think they are?

Governor Youna. No; I think New York and Chicago——

Mr. GorpsBoroUGH. You think New York and Chicago are not,
as I understand you.

. Governor Youna. I do not think they are back of branch bank-
ing.

Mr. GorpsBoroucH. But the other centers, as far as you know,
are back of branch banking?

Governor Youna. I would have to exclude certain centers.

Mr. GorpsBorouGH. They are in favor of this particular sort of
extension into the rural centers, outside of the metropolitan centers?

Governor Youna. It is pretty hard for me to answer for another
man.

Mr. GoupsBorouGH. I do not want you to answer if you do not
know. I thought you had some information about it.

Governor Youna. What I have observed of the development of
the group banking systems throughout the various sections of the
United States and from the information that has been furnished to
the committee as to the volume that it has reached, it is reasonable
to assume they approve of what they are doing.

The CrairmAN. Governor Young spoke of the fact that New York
and Chicago are not in favor of this plan of extension of branch
banking. I suppose you refer to the plan suggested by the Comp-
troller, Mr. Pole?

Governor Younag. Yes; and I do not know that I should answer
thet way, Mr. Congressman. This is just casual talk.

The CramrMan. Will you explain what Chicago and New York
.are opposed to?

Governor Youna. I have talked with some New York bankers
and I have read some articles by other New York bankers, and I
would gather from those talks and from those articles, that they are
-opposed to the extension of branch banking.

Mr. GoLpsBorouGH. Do you object to giving your views of their
reasons for objecting to the extension of branch baking?

Governor Youna. I would like to get the articles and quote them
accurately.

Mr. GoLpsBoroucH. Jf you have an opinion as to why they are
opposed to branch banKing—and I do not know whether you have
an opinion or not—but if you do, you prefer not to give it? I might
-say I think it is very important for us to know why they are opposed
to branch banking.

Governor YouNG. I was thinking of one particular bank. They
believe in the unit bank and the correspondent system of banking in
the United States so strongly that one of their officers has appeared
in public in opposition to the extension of branch banking.

The CuAIRMAN. You mean Mr. Davidson of the Central Hanover,
I presume?

Governor Younc. That is the gentleman I had in mind. It has
‘been some time since I read his article, however.
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The Cuairman. I should like to ask, in view of the statement you
have made, whether or not one or more of the banks in New York
and Chicago have lodged with the board their views on this particular,
-question?

Governor Youna. No bank has lodged its views.

The CuatrMAN. They have not given an expression of their views
to the board?

Governor Youna. No.

The Cuairman. I should like to ask another question. Have you
.any idea of the kind of banking that they want to do? I have gained
the impression from your answers that they would prefer a continu-
ance of the unit banking throughout the country, with contacts
through correspondents.

Governor Youne. In so far as that one particular bank is con-
-cerned; yes.

' The Cramrman. That does not apply to the banks generally in
those cities?

Governor Youna. Well, T have talked with two other bankers that
I remember and they seemed to have the feeling that we were not
ready for branch banking in this country at the present time and, for
that reason, I gathered that they were opposed to an extension of
‘branch banking.

The Cuairman. The reason I asked those questions was due to
the fact that a vice president of one of the large banks in New York,
doing branch banking, said to me a year ago last October, in dis-
cussing the possible extension of branch banking through national
legislation, that if they did not get legislation, it was coming anyway;
that it was necessary to run pipe lines around this country and head
them into New York and if we did not authorize it by national legis-
lation, they would proceed under State authority or chain ownerchip;
that it was bound to come. Now, Mr. Goldsborough.

Mzr. StronG. May I have a moment there?

Mr. GoLpsBOROUGH. Yes.

Mr. Strong. It was stated this country was not ready for branch
‘banking. What did you think he meant by that?

Governor Young. Well, the technical set-up of a nation-wide
_branch banking system, with all the mechanics that are involved and
the development of people to operate the various: divisions, takes
‘time. It took 50 or 100 years in England.

B Mr. StronG. That would indicate they desired it but they were
not ready for it?

Governor Youna. No; I rather got the impression from them, Mr.
‘Congressman—{rom those two men—that they would prefer not to
have it, but, as the chairman has said, they felt it was inevitable and
it was coming.

It is very hard for me to express another man’s views. I did not
:go into it in any detail at the time. I am simply trying to give the
committee the impression I got.

Mr. Strong. I think the record should show that when we were
-considering the McFadden bill, New York bankers came down here
and insisted on clauses that would give them the right to have branches
in New York.

Governor Youna. Well, they have them in New York.
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Mr. StroNG. Now they want them in New York and also in the
rest of the country. )

Governor Youne. I think, generally speaking, New York has re-
frained from going outside of the city.

Mr. StronG. Of course they are prohibited from doing that under
the McFadden bill, if they are national banks.

Governor Youna. I mean even by groups or chains.

Mr. GorLpsBorouGH. Last Wednesday I think I stated, according
to figures given to me by Mr. Smead, the banks in Greater New York
City, State and National, had a total capital of $1,155,063,000 and,
In answer to a question by me, you stated the total deposits of all
banks in the United States, State and National, amounted to about
$4,000,000,000.

Governor Young. That was capital.

Mr. GoLpsBorOUGH. I mean capital; yes.

Governor Youna. That is just capital. The New York figures*
were also just capital.

Mr. GoLpsBoroUGH. That means, of course, that Greater New York
alone—that is, the city—has more than one-fourth of the total capital
of all the banks in the United States. Now, does not that indicate a
strong trend toward monopoly, in your mind?

Governor Young. To answer that, Mr. Congressman, I should like
to refer to the figures that the Comptroller of the Currency, I believe,
has introduced 1n the record, showing the total deposits of banks in
various cities in the United Statesin 1914 and again in 1929, and show-
ing the percentage of increase in various large cities throughout the
United States.

The increase in deposits in the United States from July, 1914, to
July, 1929, was 180 per cent.

Without New York City, it is slightly below the average—172 per
cent.

In New York City the increase is 217 per cent. Of the 16 cities
listed, the highest increase of any place in the United States, during
that period, 1s Detroit, where it is 466 per cent and, in making that
statement, I am not including San Francisco, because in San Fran-
cisco there has been a very large increase because of the branch
banking system in Califormia all of the deposits of which are now
listed under San Francisco; whereas in 1914, they were not.

Dallas, during that period, has increased 437 per cent. Atlanta
has increased—— :

Mr. GorpsBorouGcH. That is State and National banks?

Governor Young. All banks; yes. Atlanta has increased 234 per
cent.

So, the increase throughout the United States, Mr. Congressman,
has averaged 180 per cent, of which the increase in New York is 217
per cent, and the highest, excluding San Francisco, is Detroit, 466
per cent.

So that increase has been general throughout the United States.

Mr. GorpsBorouGH. As 1 understand you, outside of the branch
banking systems in California, the only increases higher than the
New York banks have been in Detroit and Atlanta—is that correct?
. C(%iovemor Younc. Noj; there has been a higher increase in Cleve-
and.

Mr. GoLpsBoroUGH. How much was that?

.org/

Federal Reserve Bank of St. Louis



BRANCH, CHAIN, AND GROUP BANKING 647

Governor Youne. Two hundred "and twenty-five per cent for
Cleveland. Iwillname all of them. Chicago, practically the same—
210 per cent; Cleveland, 225 per cent; Atlanta, 234 per cent.

Mr. GoLpsBoroUGH. Atlanta, Ga.?

Governor Youna. Yes.

Mr. GorpsBorouGH. I thought you said that was four hundred and
something?

Governor Youna. No; 234 per cent.

Minneapolis, 184 per cent; Dallas, 437 per cent; San Francisco,
I am not giving because of the branch situation out there; Detroit,
466 per cent.

The lowest increase was 97 per cent and, because of adverse pub-
licity, I will not name the city.

Mr. GoupsBorouGH. What was Baltimore? Have you that
there?

+ Governor YouNG. One hundred and forty-four per cent.

Mr. GorpsBorouGH. Now, do you not think, in view of the average
of 180 per cent, with New York 217 per cent, that shows a trend
toward New York, even though these isolated instances, which you
mentioned, do exist?

Governor Youne. I would say it is very slight.

Mr. GoLpsBorougH. Governor, I have here a clipping from the
Baltimore Evening Sun of March 24, an article dated New York,
March 24, written by Preston R. Krecker. In speaking of a state-
ment by Mr. McGarragh, former chairman of the Federal Reserve
Bank of New York, in his annual report of 1929, this article states:

In that document, Mr. McGarragh, who has since resigned to become the
president of the Bank for International Settlements in Basle, Switzerland, states
that for a number of weeks, from February to May for last year, the New York
bank’s directors repeatedly voted an increase in the bank’s discount rate only to
be overruled each time by the Washington body. It will be recalled that the

rate was eventually raised, but not until the following August, months after the
bank’s directors first thought credit conditions called for an increase.

Is that an approximately correct statement of what occurred in
1929?

Governor YouNG. A very accurate statement.

Mr. GorpsBorouGH. Now, will you state the board’s reasons for
not granting that permission to the New York Federal Reserve
Bank and, in connection with that question, I think I should say that
I personally felt away back early in 1928 that if the discount rates
were not raised we would have a collapse in this country.

Governor Youna. I shall be very glad to speak for the Board.
In January, 1929, after the seasonal requirements were out of the way,
there was a return flow of currency, reducing the amount of member
banks’ indebtedness, as it does every year. Speculation was proceed-
ing at a very rapid rate. Speculative credit was expanding to such
an extent that the board felt that some direct action—moral suasion
or whatever you want to call it—was an advisable thing for the
system to do at that time,

Mr. GoLpsBoroUGH. That was in 19287

Governor Youna. That was 1929,

Mr. GoLpsBOROUGH. 19297

Governor Young. 1929; yes.

With that thought in mind, the board dispatched a communication
to each of the reserve banks in reference to speculative credits, while
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banks were simultaneously borrowing from the Federal reserve banks.
The reaction to that letter was very good from practically every
reserve bank.

On February 14 or 15—1I can not recall the date now—the Federal
Advisory Council was here in Washington and approved the action
of the board. Previously to that, the Federal Reserve Board had
issued a public statement appeahng not only to the borrowers but
to the lenders, with reference to this vast increase in the use of
speculative credits.

The advisory council approved of the action of the Federal Reserve
Board. The New York directors felt that that should be supple-
mented by an increase in the rate. The board felt that the results
could be accomplished without the increase in the rate and I think
I state accurately that between February and May, in so far as
member banks were concerned, there was a reduction in security
loans. There was, however, an increase in loans coming from non-+
banking sources and I will "have to refer to Doctor Goldenweiser,
but I think in May, brokers’ loans were just about what they were in
February. So, during that period, the board felt that its program
of direct action was accomplishing results and it was not necessary
to raise the rate, feeling if they did raise the rate, a great deal of the
increase would be passed on to business.

In the latter part of May, up until August, there was a large in-
crease of brokers’ loans and other security loans, in member banks.
Most of the increase came about, I believe, because of the great
amount of stock rights that were issued at that time. In additign
to that, the exchange of old currency for new currency required more
Federal Reserve credit. The result of all this was that, in August,
the rate request of 6 per cent was approved. It was initiated by the
Federal Reserve Bank in New York and approved by the Federal
Reserve Board.

From August until the latter part of September

Mr. GorpsBoroUGH. May I interrupt there? By August, had
not the situation gotten entirely out of hand? Could any raise of
the rediscount rate at that time, in view of the mental attitude of a
great part of the public, be of any practical service?

Governor Youne. Well, there are many people within the system
now that say that the 6 per cent rate in August did eventually,
in October, have some effect on speculation. I think it had some
effect, but a very slight effect. I think that the situation broke in
October because the American public was ready to change its mind.

Mr. GoLpsBorOUGH. Your opinion is, as I understand it, that the
boiu'd s action in not permitting a raise in rate in August was sound
policy?

b G(()ivernor Youna. I am speaking, Mr. Congressman, for the
oard.

Mr. GoLpsBOoROUGH. You still think so?

Governor Youna. The board still thinks so.

The CuarrmaN. Will you yield, Mr. Goldsborough?

Mr. GoLpsBoroUGH. Yes; but I want to go along further along
that line, Mr. Chairman. However, go aheag

The CrairMAN. You mentioned a result to be accomplished in
February, due to the change of your policy. What results were you
referring to?
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Governor Youne. Starting with August each year there is a sea-
sonal requirement which, over a period of five years, has been shown
to be in the neighborhood of $300,000,000 additional Federal reserve
credit that is needed between August and December, 1931. That is
represented largely by currency requirements—additional currency
that is used at that season of the year.

You will recall at that time the discount rate in New York was
raised and the bill rate was lowered. It was believed that, if additional
credit was to be put into the market, it would be better to have it
go in through bills. It was believed that that would not increase
the volume of the discounts and would not put any additional pres-
sure on the member banks, which might tempt them again to raise
rates to business throughout the country.

The CuairMaN. On the theory that it would be less apt to go into
brokers’ loans, that release of credit?

Governor Youna. Yes. Of course, it is extremely hard to ear-
mark credit. Generally speaking, it is less easy for credit to seep
into the speculative field through bills than

The CuairmMaN, This change in the policy by raising the discount
rate to 6 per cent was with the view of taking care of that $300,000,000
demand that occurred between August and December?

Governor Younag. Yes, sir;-and in addition to that——

The CualrMAN. It was not aimed further to tighten and restrict
money that was going into brokers’ loans and into the stock market?

Governor Younag. Well, could I explain that in my own way,
Mr. Chairman? I think by doing that I will perhaps answer your
question.

The CuATRMAN. Yes.

Governor Youna. In August the Federal reserve system found
itself in this position, that 1t had a bill rate much higher than the
discount rate—I think the minimum bill rate at that time was
5% per. cent and the discount rate was 5 per cent. That was rather
inconsistent, Liaving a bill rate, which is your prime paper, higher
than the discount rate. So, partly to correct that situation and
partly to say to the banks that were borrowing from the Federal
reserve and simultaneously loaning for speculative purposes, ‘“Go
easy’” and by reducing the bill rate to commerce ang industry and
saying to them, “Come on.” That briefly was the policy as nearly
as I can recall. I want to recall, also, that the discount rate_ was
only raised in New York. It was not raised elsewhere.

he CrairMAN. You were classifying credit, then, were you not?

Governor Youna. Attempting to, by moral suasion or whatever
you want to call it.

The CrairMAN. You referred to the period of raising rates in
August. Did the international exchange situation come into con-
sideration in connection with that change in rate?

Governor Young. I am just trying to think of that particular
time, Mr. Chairman, if you will give me a minute or two.

I will answer it this way: If my memory serves me correctly, I do
not believe the international exchange was taken into consideration
at that time.

The CrairMAN. What happened to the Bank of England rate at
or about that period? Was 1t raised or lowered?

-
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Governor Youne. The Bank of England raised its rate on Febru-
ary 7, 1929, from 4% to 5% per cent and nothing was done with their
rate until September 26, when the rate was put up to 6% per cent.
That was about 40 days after the New York raise.

Mr. GorpsBoroucH. May I proceed?

The CrAIRMAN. Just one other question, if you will pardon me.

My question also embodied the period of Feg ruary when the board
sent out its notice, on February 6, as I recall it, admonishing the
banks to observe a little more closely the requ1rements of borrowers.

That notice was aimed at what, Governor?

Governor Young. That notice was aimed to attempt to restrain
the tremendous expansion of speculative credit.

The CrairmMaN. With particular reference to the increasing amount
of brokers’ loans?

Governor Youne. If I can read this statement, then I can state it

accurately, Mr. Congressman.
_Tl}{e CHAIRMAN. That is the statement that was issued at that
time

Governor YouNG. Yes.

The CuairMAN. Suppose we put that into the record. I am
familiar with it. That will be done unless some member of the
committee wants it read.

Mr. StronG. I would like to hear 1t read

The CrarrMAN. All right; proceed with it.

Governor Youna. That statement was as follows:

The United States has during the last six years experienced a most remarkable
run of economic activity and productivity. The production, distribution, and
consumption of goods have been in unprecedented volume. The economic
system of the country has functioned efficiently and smoothly. Among the
factors which have contributed to this result, an important place must be assigned
to the operation of our credit system and notably to the steadying influence and
moderating policies of the Federal reserve system.

During the last year or more, however, the functioning of the Federal reserve
system has encountered mterference by reason of the excessive amount of the
country’s creidt absorbed in speculative security loans. The credit situation
since the opening of the new year indicates that some of the factors which occa-
sioned untoward developments during the year 1928 are still at work. The
volume of speculative credit is still growing.

Coming at a time when the country has lost some $500,000,000 of gold, the
effect of the great and growing volume of speculative credit has already produced
some strain, which has reflected itself in advances of from 1 to 1% per cent in
the cost of credit for commercial uses. The matter is one that concerns every
section of the country and every business interest, as an aggravation of these
conditions may be expected to have detrimental effects on business and may
impair its future.

The Federal Reserve Board neither assumes the right nor has it any disposi-
tion to set itself up as an arbiter of security speculation or values. Itis, however,
its business to see to it that the Federal reserve banks function as effectively as
conditions will permit. When it finds that conditions are arising which obstruct
Federal reserve banks in the effective discharge of their function of so managing
the credit fa.cilities of the Federal reserve system as to accommodate commerce
and business, it is its duty to inquire into them and to take such measures as
may be deemed suitable and effective in the circumstances to correct them,
which in the immediate situation means to restrain the use, either directly or
indirectly, of Federal reserve credit facilities in aid of the growth of speculative
credit. In this connection the Federal Reserve Board, under date of February
2, addressed a letter to the Federal reserve banks, which contains a fuller state-
ment of its position:

‘“The firming tendencies of the money market which have been in evidence
since the beginning of the year—contrary to the usual trend at this season—
make it inrcumbent upon the Federal reserve banks to give constant and close
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attention to the situation in order that no influence adverse to the trade and
industry of the country shall be exercised by the trend of money conditions,
beyond what may develop as inevitable.

“The extraordinary absorption of funds in speculative security loans which
has characterized the credit movement during the past year or more, in the
judgment of the Federal Reserve Board, deserves particular attentlon lest it
become a decisive factor workmg toward a still further firming of money rates
to the prejudice of the country’s commercial interests.

“The resources of the Federal reserve system are ample for meeting the growth
of the country’s commercial needs for credit, provided they are competently
administered and protected against seepage into uses not contemplated by the
Federal reserve act.

“The Federal reserve act does not, in the opinion of the Federal Reserve Board,
contemplate the use of the resources of the Federal reserve banks for the creation
or extension of speculative credit. A member bank is not within its reasonable
claims for rediscount facilities at its Federal reserve bank when it borrows either
for the purpose of making speculative loans or for the purpose of maintaining
speculative loans.

““The board has no disposition to assume authority to interfere with the loan
practices of member banks so long as they do not involve the Federal reserve
banks. It has, however, a grave responsibility whenever there is evidence that
member banks are maintaining speculative security loans with the aid of Federal
reserve credit. When such is the case the Federal reserve bank becomes either a
contributing or a sustaining factor in the current volume of speculative security
credit. This is not in harmony with the intent of the Federal reserve act nor is it
conducivx,a to the wholesome operation of the banking and credit system of the
country.’

Mr. Strong. What date was that?

Governor Youna. February 5, 1929.

The Cuairman. That letter was sent to the different Federal
reserve banks, was it not?

Governor YouNG. Yes, sir.

The Cuairman. And the effect of that letter on the Federal
reserve banks was, of course, to examine more closely rediscounts
that were offered from member banks. Did it have this effect, that
it was a notice to member banks to discriminate on loans, and did
the Federal reserve banks so direct member banks?

Governor Youna. From what I know of the operation of the
Federal reserve banks, and having operated one for 10 years, I believe
that that is the procedure that has been followed by the Federal
reserve banks ever since they have been organized. I think the
letter of the board was a remainder of what should be done. I think
the subsequent statement of the Federal Advisory Council went
beyond the Federal Reserve Board, and went right directly to the
member banks.

The Crairvan. Without objection, a copy of that communica-
tion from the Federal Advisory Council will be placed in the record
at this point.

(There was no objection, and the communication referred to is as
follows:)

The Federal Advisory Council at a preliminary meeting yesterday made the
following minute, which was delivered to the Federal Reserve Board at the regular
quarterly meeting of the council and the board this morning:

“The Federal Advisory Council approves the action of the Federal Reserve
Board in instructing the Federal reserve banks to prevent, as far as possible, the
diversion of Federal reserve funds for the purpose of carrying loans based on
securities. The Federal Advisory Council suggests that all the member banks
in each district be asked directly by the Federal reserve bank of the district to

cooperate in order to attain the end desired. The council believes beneficial
results can be attained in this manner.”

100136—30—voL 1 pT 6——5
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Mr. Branp. What was the date of that?

Governor- Youna. Of the commumcatlon of the advisory council?

Mr. Branp. Yes, sir.

Governor YouNeg. February 15, I thmk

The CuatrMaN. The point that I was making in that connection
was that it seems to me from memory that that is the first time since
the Federal reserve system was organized that by an official edict of
the board and the advisory council the use to which proceeds of loans
granted by member banks was attempted to be directed.

Was there ever another period when such was the case?

Governor Youna. I think that was mentioned in 1923 in our
annual report. ) )

Doctor GOLPENWEISER. 1923, and, in more detail, in 1926.

Governor Youne. What action individual reserve banks have
taken publicly I do not know.

The CratrmaN. I recall that when Governor Strong of the Federal
reserve bank appeared before this committee, he stated that the
Federal reserve management had no jurisdiction over what use was
to be put to the proceeds of loans granted by member banks.

Do you agree with Governor Strong’s statement in that respect?

Governor Youne. From a practical and legal standpoint, yes; but
I am quite sure that Governor Strong in his way practiced direct action
in the New York district just as much as I did in the Minneapolis
district. ) ]

Do not misunderstand me; I had the very highest regard for
Governor Strong, and I do not think he intended to make any mis-
statement, but to a degree the Federal Reserve Bank of New York
exercised direct action; there is not any question about that.

The CHAIRMAN. They did that last October, did they not?

Governor Youna. In specific cases.

. The Cuamrman. Now, Mr. Goldsborough, I do not want to break
in any further on your examination. ) ) . .

Mr. GorLpsBorOUGH. Governor, referring again to this article of
Mr. Krecker’s, the statement is made:

The point is that, in the opinion of many bankers, the devastating break in the
stock market last autumn might have been averted had the central banks put
the screws on the money market early in the year, as the New York bank’s direc-
tors sought to do. As it was, the orgy of speculation on the stock exchange was
continued for several months longer, while the bubble of inflation was blown
bigger, with the result that when the boom did collapse the destruction was far-
reaching.

As I understand it, speaking for the board, that is not your view?

Governor Youne. That is not the board’s view, or was not the
board’s view, and they still retain the same view. ) L

Mr. GoLpsBOROUGH. Another statement made in this article is as
follows:

The suggestion is that when the directors of a regional reserve bank decide
definitely on a change in the bank rate they make public their decision irrespective
of whether Washington vetoes that decision or not. By so doing they would lift
the veil of mystery which breeds uncertainty. The public would be advised at
least of how the bank’s directors feel about the credit situation and could be guided
accordingly.

Under existing practice a very few become exclusively possessed of information
of immense and general importance to all bankers and business men everywhere,
while the latter areréept in the dark and grope along trying to find out where
they stand. If, mor6over, publicity should be given to a reserve bank’s decision

i
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the moment they are made the full responsibility for failure to make the desired
change could then be placed squarely where it belonged.

What do you think particularly of his statement that information
is gained by a limited number of individuals and groups-that is not
available to the entire business public?

Governor Youna. I do not think so. In the 12 years that I have
been associated with the Federal reserve system, 1 have yet to hear
of any officer or director——

Mr. GorpsBorouGH. I did not suggest that; I did not mean that.
I did not mean to intimate, and I want this put in the record, that
any officer or director of the Federal reserve system or of the Federal
reserve bank used the information he acquired; I meant bankers and
business men who were not officials of the Federal Reserve Board or the
Federal reserve bank.

Governor Younc. Well, what others, Mr. Congressman, would

" have it?

Mr. GoLpsBoroUGH. That is just what I am trying to find out.

Governor Youna. No others would have it. I think I can illus-
trate that by stating what happened on February 15 when the New
York board requested that the rate be raised to 6 per cent. You
will recall that that was an all-day telephone session between the
New York bank and the Federal Reserve Board, in which there were
nine directors of the reserve bank in New York, eight members of the
Federal Reserve Board, two secretaries of the Federal Reserve Board,
and possibly four or five officers of the New York bank that had that
information. You will recall that on the start the newspapers
arrived at erroneous information. They thought that the board
was trying to put a 6 per cent rate in in the New York bank, instead
of what actually happened. In the course of 30 days, I would say
that that information was known by at least 150 people within the
Federal reserve system, directors or officers or secretaries or others.
If T remember correctly it was almost two months after February 15
before the public arrived at the real story.

So that I think I can say with safety that no one had any informa-
tion that they could use to advantage.

Mr. GoLpsBoroUGH. I see. That is a very fine statement to be
able to make, and as far as I am concerned, I believe every word of
it. ButwhatI was trying to find out was whether there was anybody
outside of the system who could get the information or who did get
the information, as this article seemed to imply.

Governor Youna. 1 doubt it. Suppose that they had the infor-
mation that the New York directors wanted to raise it to 6 per
cent and the board would not grant the raise; they would be just
where they were before. There was no real information until the
Federal Reserve Board approved the rate.

Mr. GoLpsBorouGH. I do not know about that. I think if an
individual knew the New York bank wanted to raise the rate to 6
per cent, and the board would not grant them the permission, he
would be in a vastly better position than one who did not know
about it at all, because that first individual would at least know the
drift of the mind of the bank and the mind of the board, which would
be of great value.

Governor Young. Well, the directors of a reserve bank would
have every right in the world to issue that kind of statement if they
so elected, and the board could not possibly object to it.
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Mr. GorpsBorouGH. They would have the right to do it?

Governor Youna. Obviously so. You can not deny men the right
to free speech. Whether it would be advisable to issue such a state-
ment is a debatable question.

Mr. Forr. May I ask one question right there, Mr. Goldsborough?

Mr. GoLpsBorOUGH. Yes, sir.

Mr. ForT. A year or two ago, Governor Young, there was public
information as to a dispute between the Chicago board and the
Federal Reserve Board, which was thoroughly understood by all the
public. There were statements issued on that, were there not, about
the raising of the rediscount rate?

Governor Youne. That was before I came on the board. I do
not think the board issued any statement.

Mr. Fort. The board did not, but the Chicago board did, did it not?

Governor Youna. I think individual members of the Chicago board
did. I do not think the—— '

Mr. Fort. I mean, the information was made public at the time
that the controversy was on between the Chicago board and the
Federal Reserve Board. :

Governor Younag. Correct.

Mr. Winco. Is it not true that in February, 1929, there were some
individual members of the Federal reserve bank board in New York
who were quoted as to their opinion about the situation and the
advisability of action one way or the other?

Governor Young. Not in February. I think one member did
express himself in May. '

Is that correct, Doctor Goldenweiser?

Doctor GoLpENwEIsER. That is right; not at the time.

MraWINGo. What I had in mind was that they were directly

uoted——
4 Governor Youna. In March one of the banks advocated within its
monthly bulletin

Mr. Wingo. What I had in mind was not only in the current
number of a bulletin that came out, or a statement that came from
some bank—and I get so many of them that I do not recall—but
some writer, while he did not quote any specific name—just as in the
case of the quotations that used to come from the White House—
stated that:

It is known or said upon good authority that the directors of the Federal
Reserve Bank of New York think that stringent action should be taken. .

I was struck at the time because I had the impression that the
general public had, just the reverse of what the situation was.

Governor Young. Was not that 60 days later?

The Cuatrman. Will the gentleman yield?

Mr. GoupsBorouGH. I think I ought to be allowed to finish my
cross-examination.

Mr. Winco. I beg the gentleman’s pardon.

The CuairMaN. If you will permit me one question further; apropos
of what has just been said, the controversy arose through the dis-
closure by a director of the Federal Reserve Bank of New York that
he was in favor of raising the discount rate.

Governor Youna. I do not know that.
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The CuairMAN. The press indicated that Mr. Charles E. Mitchell,
president and chairman of the board of the National City Bank, was
that member of the Federal Reserve Board, of New York.

In view of what has happened here in the last few minutes, I want
to ask if there is not grave danger, when action like that is known to
a director of the Federal reserve bank—particularly when that
director is the head of an institution which 1s affiliated with institu-
tions that are interested in stock market operations—of disclosing
information that may be used for speculative purposes?

Governor Younc. I do not think so, and I would regret to think
that any director or any officer of any Federal reserve bank would use
information of that kind to his advantage. ,

The CuairmMaN. I was not suggesting that, but the crux of the
situation is that here is a man, a director of the Federal reserve bank
with that knowledge, who happens also to be the managing head of a
national bank and the head also of affiliated institutions engaged in
stock market operations. From the very make-up of the situation, it
would seem to me that any man in that favored position is bound to
use that information, whether he does so willfully or not. The fact
that he possesses that information will bring about decisions which
will necessarily affect the transactions in the market.

Governor Youne. Mr. Congressman, he does not get it any quicker
than the public getsit. What happens is that the New York directors
meet about 2 or 2.30, and they usually take care of the routine business
first. The rate discussion is then brought up during the meeting, and
some one makes the motion to establish a higher rate, or to fix a
higher rate. There is discussion and maybe there is a unanimous
vote and maybe a divided vote, and it carries or it does not. The
Federal Reserve Board holds itself in readiness at all times either to
approve or disapprove rates. That information is phoned to the
Federal Reserve Board and followed up by a wire, and the board
meets immediately and discusses the situation and approves it or
disapproves it by a uananimous vote or a majority vote. That action
perhaps is taken not before 2.30, and it is reieased simultaneously by
the Federal Reserve Bank of New York and the Federal Reserve
Board at 3 o’clock. Those directors stay in conference until after
that is released and the public has that information just as quickly as
that director has as far as any use could be made of the information.

The CrairmaN. This particular occasion was a matter of con-
troversy between the Federal Reserve Bank of New York and the
Federal Reserve Board, was it not?

Governor Youna. That is correct.

The CrairMaN. Mr. Goldsborough, I do not wish to take any
more of your time.

Mzr. GorLpsBorouGH. I have a question or two.

Mr. Young, on last Wednesday I directed several inquiries to your
view as to whether when banking groups become sufficiently power-
ful they do not become measurably the Government itself—in other
words, whether the officials representing the Government are able
to act independently of the pressure which either directly or in-
directly comes to them from these powerful groups.

I am dgoing to illustrate what I have in mind by a situation which
is now developing along another line. The Standard Oil Co. of New
York and the Vacuum Oil Co. are in process of effecting a merger.
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The directors of each company have approved it, but it has not
yet been submitted to the stockholders of the two companies. Those
two companies were constituent members of the Standard Oil Co. of
New Jersey, which was dissolved in 1909 by a decree by the Supreme
Court of the United States holding the groups a combination in
restraint of trade. /

As I said before, these companies desire to merge, and the Depart-
ment of Justice has filed a bill in equity to restrain the stockholders
of the constituent companies from voting the merger. In other
words, a bill in equity has been filed by the Government to prevent
the violation of a penal statute.

Now, any lawyer will tell you that can not be done, and the general
understanding among lawyers who have the situation in mind 1s this,
that these two companies, when they file their answers to this bill in
equity, will not plead to the jurisdiction; in other words, that par-
ticular question will not be raised and they will be able to get a decla-
ratory decree of the court before anything is actually consummated.
Stated in another way, it appears to be an amicable suit. It is ob-
vious that the ordinary individual or the ordinary business could not
make any such arrangement as that with the Department of Justice—
and T am not criticising the Department of Justice; I am only saying
that when aggregations of individuals or of capital become strong
enough, inevitably to a greater or less extent they control those who
should control them.

Now, then, here we have a situation where almost all of the banking
resources of this country are now centered in the metropolitan areas.
If these metropolitan banks extend their influence out into the rural
districts, they will control the economic situation, which in turn, will
control the social situation and the political situation, and in turn
will create a condition where the cities will control the policy of the
Government. In the cities, of course—for we are a new country—
they have an unassimilated population to a large extent, and politics
are not handled and decisions as to governmental matters are not
made as they are in the country I think it has been said that the
so-called graft conditions which exist in American cities do not exist
anywhere else in the civilized world, and it is attributed to the control,
the easy control by politicians, of this vast horde of unassimilated
foreign population.

ow, do you not think that one of the things we ought very
carefully to consider before we assist in the extension of branch
banking into the rural districtsis the question whether or not American
life ought to be turned over to the great centers of population?

Governor Younag. If there is such a possibility, I think you ought
to consider it very carefully.

Mr. GoupsBorouGH. That is all.

Governor Younag. Mr. Chairman, Congressman Geldsborough
made an inquiry of me earlier, as to whether I knew any place where
unit banking existed where there was a demand for branch banking or
group banking. At the moment I could not recall or did not remem-
ber. 1 now recall that one of my friends in the Far West that went
into one of the group set-ups in the Northwest wrote me, after he
had taken the action, and asked me if he did not act wisely. So I
assume that he arrived at his own conclusion voluntarily.

{ That is the only case that I recall at the moment.
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Mr. Forr. May I interject one question in regard to a matter,
Governor Young, that you were discussing some time ago under the
questioning of Mr. Goldsborough and Mr. Wingo. I did not want
to interrupt Mr. Goldsborough at the time. It relates to the matter
of the value to an institution with which a Federal reserve bank
director might be connected of the knowledge of the action taken
by the Federal reserve bank, and you said you felt, and I agree with
you, that no officer or director would utilize that deliberately for
the advantage of his own institution; but is it not a fact that so
long as the contemplated action of the bank is not known—in other
words, so long as the public has no knowledge of whether or not the
bank is considering officially a change in the discount rate—the
knowledge of that status would be of very great value and inevitably
used, as Mr. McFadden has said, in making decisions by any director
of that Federal reserve bank who also was the director of a bank

" which was dealing in stocks, either for its own account or for the
account of an affiliate?

Governor Youna. Let us take the outstanding case, from Febru-
ary 15 or 14, whichever it was, clear through until May or June.
If that director during that period had attempted to take advantage
of the contemplated raise in the rate, he would have been out of luck

- for three months at least, because of the position that the board took.

Mr. Fort. But the general public did not even know in any definite
way that the board was even considering the change in the rate, did
it? It has only guesswork to go by.

Governor Youna. Nothing but guesswork.

Mr. Fort. The question I am coming to—and I have not any
preconceived idea on it—is whether or not the public is entitled to the
information generally at the conclusion of a board meeting as to
whether the discount rate is even up for discussion.

Governor Youna. Possibly.

Mr. Fort. And as to the size of the vote by which the discussion is
resolved.

Governor Youna. Well, I have a feeling myself—a personal feel-
ing—that the less those things are discussed in the newspapers, the
better, but I may be wrong. If the directors of the New York bank
care to make a public statement as to what they have done, I could
not object to that, but during the year 1929, and I will ask Doctor
Goldenweiser and Mr. Smead or Mr. Wyatt to correct me if I am
wrong, the board had 49 requests for increases in rates, 24 of which
were approved and 25 disapproved. I think those figures are accurate;
if they are not I will correct them.

Now, that means that you would be in the newspapers practically
all the time, and with additional controversy all the time.

Mr. Fort. Of course, stock markets thrive on uncertainty and not
on certainty. That I realize is true.

Governor Youna. Maybe the uncertainty between February and
May had an effect on the market.

Mr. Fort. I am not sure it did not, but my thought in this connec-
tion—and the matter I am trying to direct your thought to—is along
the line that I questioned you when I had you under examination,
namely, whether it is proper for the officer of an institution which
itself deals in stocks to be also a director of the Federal reserve bank
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that fixes the rediscount rate which we all know vitally affects the
stock market.

Governor Youne. I will have to answer that, Mr. Congressman,
by saying that in my entire association with the Federal reserve
system I have never seen a director take advantage of that, or never
had any intimation he did in any way, shape, or manner. That
would mean that you would have to get directors that were divorced
from the stock market entirely, to follow your thought out.

Mr. Fort. Not necessarily. The distinction is this, that if either
for the account of the bank or for a security affiliate the dominating
officer of the bank is accustomed to dealing in securities for its account
in large volume

Mr. Winco. Parden me, but you used the word “bank.” Do you
mean the Federal reserve bank or a member bank?

Mr. Forr. Member bank. .

Mr. Wingo. Youmean to say, then, that the director of the member
bank is also a director of the Federal reserve bank?

Mr. Fort. He might very well be.

Mr. Winco. I just wanted to follow you.

Mr. FortT (continuing). Dealing largely in securities for the account
of his own institution, 1t seems to me, without any dishonor or dis-
credit, that he would be gravely deficient in the performance of his -
duties as an officer of his own institution if he did not have his judg-
ment controlled as to the bank’s further operations by his knowledge
of the judgment of his Federal reserve bank codirectors as to a forth-
coming increase or decrease in the rediscount rate.

Governor Younag. Let us follow that right along in actual practice.
I have described the customary method of fixing and approving the
discount rate. Obviously no director can take advantage of that
situation.

Mr. Fort. Absolutely; I agree with you.

Governor Young. So we will eliminate that. Then we come to a
controversy such as existed between the board and the New York
bank from February until May. That director had that information
every day; he had it every week, but he could not use it; it was of no
%enef(iit to him at all until it had the approval of the Federal Reserve

oard. :

Is not that reasonable conclusion to arrive at?

Mr. Fort. It might be that he could not use it, Governor Young,
with the same value that he could use knowledge of a definite happen-
ing, but, knowing the condition that existed, that his bank was
keeping up the pressure on the Federal Reserve Board to produce
action in accordance with its views, he certainly had a balance of
knowledge that the rest of the country did not have—he knew that
there was at least more likelihood of an increase than a decrease.

Governor Youne. But he did not get it.

Mr. Fort. Not immediately; he got it eventually.

Governor Youne. I will go a little further with that. I think it
was in May that they ceased making the recommendation to the
Federal Reserve Board for an increase in rate, and the discount rate
raise in August really originated with a conference of governors that
was held in Washington, so I do not see, Mr. Congressman, how they
could use that information to advantage. There might be a possibility

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



BRANCH, CHAIN, AND GROUP BANKING 659

of using the information that they could get in reference to open-market
operations, but I do not think so.

Mr. Fort. How about the reverse of the situation, where the
Federal Reserve Board desired the local Federal reserve bank to
raise the rate, so that he was sure of its approval?

Governor Youna. Well, the only time that the Federal Reserve
Board initiated a rate, it did not happen that way.

Mr. Fort. But the member of the Federal reserve bank or board of
the district, having that knowledge and knowing the attitude of his
own board, would have a distinct advantage over the rest of us,
would he not, which he might or might not use?

Governor Youna. I do not think so.

Mr. Winco. Your theory is that he would necessarily use it in
casting his vote as a member of the directorate of his own bank, that
it consciously would affect him?

. Mr. Fort. Well, I think that in the larger banks, where they have
the power, they do not wait for directors’ meetings to buy stocks.

Governor Youna. Let us follow that along. Let us assume that
the Federal Reserve Board should arrive at a conclusion that there
should be a rate raise in some bank——

Mr. Fort. Or a reduction.

Governor Young. Or a reduction, one or the other. Well, the
law gives the board the power to fix the rate for the Federal reserve
bank, and that has only been done in one instance. The procedure
that 'would be followed would probably be this, that the board,
viewing the entire credit structure of the Umted States, would
believe that it was advisable that there should be a rate raise or a
rate reduction. They would pass that information on to the officers
of the reserve bank, not to the directors, because we are not in close
contact with them. At a meeting of the directors at 2 o’clock they
would be acquainted with the views of the board, and the directors
might agree and they might disagree. If they disagreed, they would
not initiate the rate. If they did agree, they would initiate the rate,
and it would be immediately approved by the board and a director
would be in the same position as if the bank initiated the rate itself
and the board approved it.

Mr. Fort. Except that they might agree to initiate it a week
later or two weeks later.

Governor Younc. That might be possible; they might say it is
too early.

The CuarrMAN. In connection with the change of rate that you
spoke of a few moments ago, what would be the process in a change
in rate supported, for example, by the bank in Philadelphia? Do
you consult with the other banks, the other 11 banks?

Governor Youna. No.

The CuairmaN. They are not consulted?

Governor Younc. No.

The Cuairman. They are not made cognizant of any change in
the rate of the Philadelphia bank until after that has been decided
upon?

Governor Youna. Under some conditions they would be and under
others they would not. :

The Cuairman. Under what conditions are the directors and
officers of all of the 12 banks notified or consulted before a change in
rate is made effective?
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Governor Youne. Under no_conditions, but this has happened:
Obviously a rate raise in one district which would be above the rate
in other districts, has an effect upon the entire United States, and I
mean by that that if New York were on a 5 per cent rate and elected
to raise it to 6 per cent, obviously the board in approving or dis-
approving would take into consideration the effect, immediate or
eventual, that that might have on the other districts of the United
States in determining whether we would approve or disapprove of
the rate. Now, it would be possible under those circumstances
that I, as the head of the board, might consult with the officers at
Cleveland or with the officers at Chicago, Philadelphia, orelsewhere,
to find out what, in their opinion, the effect of that rate would have
in their district and whether there was strong opposition to it or
whether they had no feeling about it at all. That would not, however,
go to the directors of these other banks, because they only meet every
two weeks or every 30 days, and the board has to act quickly.

The CuairmaNn. Of course, this problem is a very sensitive one,
and I would like to state for the record that in my questions a few
moments ago wherein I mentioned Mr. Mitchell of the National City
Bank of New York in connection with the rate change and the possible
benefit he might derive from his associations, I was not accusing
Mr. Mitchell of having used that information in any manner; I was
merely using that to illustrate the possibilities, or the sensitiveness
connected with that kind of a situation.

Mr. Fort. Ihave the same feeling about all of it; I think the Federal
reserve system has been run with a very high sense of honor.

The CuAirRMAN. It seems to me that there is a grave possibility of
information pertaining to possible changes in the policy of the Federal
reserve getting out to those who are closely associated with officers
and directors of the Federal reserve banks. As an illustration of what
I mean, take, for instance, a class C director of a Federal reserve bank
who attends a directors’ meeting where a matter of change of policy
is up for consideration. He has a business associate who knows from
his partner’s action one being a director of the Federal reserve bank
and the other the operating head of the business, practically what
action took place in that meeting without the director telling him,
if it happens to be a class of business that is affected by a change in
rate or a change of policy. It seems to me that it is such a sensitive
thing that in many instances information like that is bound to get out.

By way of illustration, I want to cite an incident that occurred
on the 1st of last October. I was in New York, on lower Broadway,
when I met an officer or director of one of the Federal reserve banks,
¥hoks?h90k hands with me, and I said, ‘“What are you doing in New

ork?’

He said, ‘I am just going over to my brokers to sell everything I
have got.”

He passed on, and I went my way. My natural thought was,
What is going to happen‘? What is this all about? Here is an officer
of the Federal reserve bank:

Governor Youna. An officer?

The CrairmMaN. He was a director of the bank, and I thought
that he must have advance 1nf0rmat10n on some movement. I
have thought of that many times since.

Governor Youna. Well, let us follow that a little further——
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The CuatrmMaN. I bring that up just to get your reaction on it,
whether or not there is a possibility of anything like that happening.

Governor Youne. I will be glad to give it to you. In August we
took action in reference to the discount rate and the bill rate, which
was known to the public as quickly as it was known to any director or
officer of any reserve bank—or, inside of five minutes.

The CrairMAN. Does the pubhc get the effect of that action as
quickly as a man immediately engaged in the activities of the system?

Governor YouNG. It has the same information.

The CuairMaN. But the capacity there to analyze it and note its
effect is not as keen as with the one who is very close to the Federal
reserve operations.

Governor Youna. In September we proceeded to buy bills; that
was public information. In October we were asked for authority to
buy Government bonds, if necessary, to relieve the situation. Now,
that was the information that that man had, which was an easing
policy so far as the credit situation was concerned so that in October
he did not have any information that the public did not have, and he
must have been prompted to sell securities for some reason other than
Federal reserve policy or Federal reserve action.

Mr. Dunsar. I would like to ask the chairman and Mr. Fort a
question.

You have spoken about the possibility of contemplated action
being disseminated to the public and thereby creating a speculative
market. It is pretty hard to keep it a secret; you can not do it;
people contemplate and have in their minds certain procedure and,
somehow or other, the newspaper men get their information mostly
out of the air, but they know what is going to occur before the
participants themselves come to a conclusion.

What have you to suggest that would prevent this impression
going forth which has influenced speculation and disturbed the busi-
ness conditions of the country which you in your questions to Gov-
ernor Young have somewhat deplored?

Mr. Fort. Are you asking me?

Mzr. Du~xsar. Both of you.

Mr. Fort. I have no commitments in my mind other than the
feeling, which I think I have disclosed, that the whole practice of
the purchase and sale of stocks by banks for their own account or
affiliates is bad banking and ought to be stopped.

Mr. DunBar. How would you stop it?

Mr. Fort. By forbidding banks to indulge in the purchase or sale
of stocks.

Mr. Dunsar. That is right.

Mr. Forr. That is another question, however.

Mr. DunBar. That is the one I was talking about.

Mr. Forr. What I mean is that there ought to be some law that
would be definitely applicable to banks on that.

The CuairmaN. The point I was raising was that there was a
sensitiveness here that probably could not be reached by law. It
comes back to the element of human nature, and I do not know but
that it goes even beyond that, where a man, by not saying anything,
really answers a question, because the understandmg is so close
between those who are associated in the actual operation of the
system and those who are either engaged in market operaticns or in
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business that they decide the course as to a change in policy as
affecting their own particular situations or their opportunity to make
money. That is something that no law can cover. It is a situation
that an officer of an institution, either as a director or an active
officer, be he ever so honest, might, by evading an answer to a direct
questioy] give information of material value to one engaged in specu-
latiye operations.

r. DunBar. I agree with you as to that; that is the difficulty
at the directors of the Federal reserve system labor under, and it 1s
one that they would like to solve if possible, and yet at the same time
it is a condition that more or less reflects unjustly upon them.

Mr. Wingo. Mr. Chairman

The CuarrMaN. 1 might say here for the purpose of this record
that this present discussion is proceeding as it is because of the fact
that Judge Brand does not happen to be present, but he will proceed
to-morrow, and, having this time available, a latitude is being given
to the members of the committee to ask questions of Governor Young
out of the regular order,

Mr. Winco. A while ago, Governor, you were talking about rates,
and you suggested that the board had the poower to fix rates. 1
believe that has been decided by the present board and I also believe
that you have had one or two Attorney Generals tell you that you
had the power to fix rates.

I do not know that it is worth while, and may be it is just a personal
satisfaction, but I would like to reiterate what I have said every time
that question was raised, that that was not the original contemplation.
One of the bitter controversies as far as this House committee was
concerned was where the power to fix rates should be lodged, and
originally it was suggested that the board should have that power.
That very controversy was involved in the question which concerned
the selection of directors, and the directors we divided into three
classes, letting the member banks be represented, letting business be
represented and letting the board be represented. Those who had
raised the original controversy objected to a central board having the
power to dominate the rate by imtiatory declarations, and they were
led to believe that all on earth that this final language which was used
meant was to approve or review or determine, I believe the language
is “subject to review and determination.”

That word ‘““determination,’” they were led to believe meant the
final determination; in other words, that the rate should not become
effective until reviewed and determined finally by the board, and, of
course, it may be another one of those instances where a few knew
what they were driving at and used language to conceal what they
were doing to get by the opposition of an unquestioned majority,
both in the committee and in the House. It is also true that some
gentlemen who were connected with the writing of the act have
right-about-faced on that, for they have given two opinions in
writing, and one was that it was intended for them to have the power
and the other that they should not have it; and, while my judgment
or my recollection may be confused on some things, on a major
controversy like that I do not think I can be confused, and only
recently did I refer to my notes as to the controversy i which I
engaged in reference to that very question, and I specifically asked
the question not on the floor but of some gentleman who had some-
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thing to do with it if that language would be interpreted as centralizing
the power to fix rates here in the board at Washington, and I was
assured that it would not, that they simply wanted to have the
checks and balances, and the review and the determination was
intended to give the supervisory board some control and veto power
and not just unlimited power to fix the rate.

Governor Younag. It clearly gives the board the veto power.

Mr. Winco. No question about it. The argument used was this,
in connection with the original proposal for a uniform rate, that there
are different types of business in different parts of the country, and
seasonal demands are different, and that therefore a rate which might
be beneficial for a New York bank would be just the opposite for Min-
neapolis or San Francisco or Kansas City. Then the argument to
leave the final determination with the boarg, the veto power, was urged
by those replying to that argument, that that was true, but that if
you leave the power without any review by the Federal Reserve Board
n any one of the 12 banks, that then that one bank might be arbi-
trary in the use of its power and might put in effect a rate which by
its reaction would affect the other 11 banks, and therefore the board
sitting here at Washington should have the final veto power, so as to
check a bank that used its power unwisely or arbitrarily so far as the
whole country was concerned or abused its power by putting in effect
a rate which it realized would have a punitive effect on some other
bank that it wanted to affect.

That is the argument that was made pro and con here at the table
and in conferences, and the real intention was that never should the
board initiate a rate, that the board should take no action at all until
the bank submitted a proposed change, and then the board could either
approve it, or else it couFd veto it and the bank then, if it wanted to
take any further action, would have to make some other suggestion.

That was the original thought. Maybe it was wrong, and maybe
the present determination is wise—I do not undertake to discuss
that, but I just wanted to put that in the record in view of some
contentions that have been made.

Governor Youneg. It has been my observation, Mr. Congressman,
in the actual operation of the system, that the initiation of a rate in
one district does have an effect on other districts, not to the extent,
however, of requiring a uniform rate throughout the system.

Mr. Wingo. Well, this is true, is it not, that at a certain season of
the year there is a larger demand for credit, say, in Kansas City,
and under normal conditions, especially before the war, at the very
time you had the heaviest load, at the peak of your credit load in
Kansas City, nine times out of ten, for a period of 10 years prior to
1913, that was the dull period in New York. In other words, credit
was more plentiful then and as a rule New York sent out its surplus
credit into the Kansas City territory and met the demands out there
for surplus credit.

Now, if there is a heavy demand for credit in Kansas City or in
some of the States where they recognize under the usury laws a 10
per cent rate in advance that the member banks may charge their
borrowers, and the wheat farmers and the country bankers are
carrying those accounts, on account of the scarcity of cash, say at a
rate of 8 per cent, the very necessities of the case demand the highest
seasonable rate in that territory, and if at the particular moment the
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New York rate should be put abnormally low, it would have one
effect and, on the other hand, if the New York rate were put very
high, it would have just the opposite effect. If the New York rate
was the same that day that the rate is at Kansas City, it would make
the burden in Kansas City a little bit heavier, would it not? In
other words, a 6 per cent rate in New York is higher for New York
than a 6 per cent rate in Kansas City is for that territory, is it not?

Governor Youna. I would say yes.

Mr. Wingo. You catch the point? In other Words, 6 per cent is
a high rate in New York City, is it not?

Governor Youna. Very high.

Mr. Wineo. But a 6 per cent rate in the Kansas City territory is
not an abnormally high rate?

Governor Youne. It might be a very effective rate in that district.

Mr. Wingo. I am talking about member banks. I do not know
of & bank in my district that charges the general run of people——

Governor Youna. You are talking‘about member banks?

Mr. Wingo. Yes; about the general credit rate. In other words,

- I do not know of a smgle member bank in my district that is making
a 6 per cent rate to all of its customers. Its preferred customers
get it, but I can not get a 6 per cent rate; I have to pay 10 per cent
1n advance at my bank, even now with this plentiful money and with
this wonderful easy credit.

The point I am getting at is the necessity for having a different
rate sometimes in different Federal reserve districts.

Governor Young. Oh, yes.

Mr. Winco. That was recognized in the beginning, and for that
reason it was first urged that you ought to have 12 different banks
and that each bank ought to fix the rate to meet the needs of each
particular district with which they were more familiar, but, on account
of the general effect that might have on any other single bank it was
thought that the Federal Reserve Board ought to have the veto power
so that if some bank showed a reckless dlsregard of the whole country,
tﬁe board could preserve and protect the general public interest in
that way.

Governor Youne. I think that has been followed out in the opera-
tion of the system. Uniform rates have not been general. We have
rates now ranging from 3}¢ to 4} per cent in the system.

Mr. Winco. But, W1th1n itself, a 3}4 per cent rate in one district is
relatively lower than a 3} per cent rate in another district at the
same time, is it not?

Governor Youna. It might be.

Mr. Wingo. In other words, as to the effect—and that is what you
go by—a 3}{ per cent rate in Kansas City would be entirely different
from a 3}4 per cent rate in New York Clty, would it not?

Or, let us take a 4}{ per cent rate; a 4} per cent rate in New York
City would have a very different effect than a 43 per cent rate in
Kansas City, would it not?

Governor Youne. It would depend upon the conditions and cir-
cumstances.

Mr. Wingo. In other words, there is more than just a 1 per cent
difference in the relative demands and actual price of credit as fixed
by supply and demand in Kansas City on the one hand and New
YZ)rk on the other?
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Governor Younc. There might be.

Mr. Wingo. As a general rule, measured by the actual transaction,
it runs between 2 per cent and 3 per cent, does it not, so far as the
member banks are concerned? In other words, the current level
of interest rates in the Kansas City district runs from 2 to 3 per cent
above the current interest rate in the New York district. at was
true the last time I checked up on it and got expert advice, although
it may not be true now. That was a few years ago.

The Cuairman. It is now 1 o’clock, but before we adjourn I want
to place into the record a letter from the Comptroller of the Currency
under date of March 27, 1930, inclosing certain information previously
asked for in regard to a comparison of bank assets in the United
States between July, 1914, and July, 1929, showing the increase in

" banking assets in a number of the larger cities in the United States.

Mr. Winco. Does that statement show the assets with reference
to what you might call the two major groups, the independent unit
banking group and then the others?

The CrairMan. Noj; it does not. It shows the entire banking
assets in the United States for July, 1914, and July, 1929, showing
the per cent of increase to be 180 per cent.

(The letter and statement referred to are reproduced below.)

CoMpPTROLLER OF THE CURRENCY,
Washington, March 27, 1930.

-

Hon. Louis T. McFADDEN,
Chairman Commiltee on Banking and Currency,
House of Representatives, Washington, D. C.

My DEAR Mg. CuairmMaN: In compliance with the request of the Hon. James
W. Dunbar upon the occasion of my appearance before your committee on
March 14, I am inclosing a table showing a comparison of total loans and in-
vestments of all banks in each of the 12 Federai reserve bank cities and 4 other
selected cities as of July, 1914, and July, 1929, together with the percentage of
increase during that period.

This 1s submitted to you for insertion on page 256, Volume I, part 3, of the
hearings before the Committee on Banking and Currency, House of Repre-
sentatives, Seventy-first Congress, second session, under H. Res. 141.

Yours very truly,

J. W. Porg, Comptroller.

Marcu 25, 1930.
Subject: Banking resources in New York and other cities, 1914-1929.

In order to measure the relative increase in banking resources between 1914
and 1929 in each of the 12 Federal reserve bank cities and in 4 other selected
cities, also in the United States as a whole, as well as in the United States exclusive
of New York City, the following table has been prepared comparing total loans
and investments of all banks in each of such cities in the two years. The results,
while believed to be substantially correct, can not be said to be exact, for official
figures for State banks are often not available separately for individual cities
(only State totals often being published). The figures given were taken from
the nd-McNally bankers’ directories for Julﬂ%, 1914, and July, 1929, except
in the case of New York City. For that city official figures as published by the
Comptroller of the Currency and by the State banking department were used,
due to the fact that it was not practicable to eliminate from the bankers’ directory
figures the assets of the foreign branches of New York City banks.
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Total loans and investments Increase,
July,
City 1914, to
July, 1914 July, 1929 Julss
Per cent
United States * $20, 876, 000,000 | $58, 533, 000, 000 180
Unites States, excluding New York City__........._..__. 16, 898, 000, 000 45, 928, 000, 000 172
New York. 3,978,000,000 | 12,605 000, 000 217
ChiCAZO- -~ ool 873, 000, 000 2,708, 000, 000 210
oston. . 744, 000, 000 1, 850, 000, 000 149
Philadel 775, 000, 000 2, 030, 000, 000 162
Cleveland e 297, 000, 000 966, 000, 000 225
Richmond 9, 000, 000 135, 000, 000 129
Atlanta.... 41, 000, 000 137, 000, 000 234
St. Louis. ... 301, 000, 000 594, 000, 000 97
Minneapolis. . .. - oo oo oI 109, 000, 000 310, 000, 000 184
Kansas City. 106, 000, 000 242, 000, 000 128
Dallas. 30, 000, 000 161, 000, 000 437
San Francisco_ . . 394, 000, 000 1, 895, 000, 000 ®)
Baltimore. ... ___________________ 242, 000, 000 591, 000, 000 144
Pittsburgh___ 489, 000, 000 1, 083, 000, 000 121 4
Detroit ..o 178, 000, 000 1, 008, 000, 000 466
New Orleans_.._______..___.__ 85, 000, 000 242, 000, 000 185

1 Exclusive of joint-stock land banks, Federal Intermediate credit banks, and Morris-plan banks; figures
for New York City also exclude private banks.

2 From annual reports of the Comptroller of the Currency, exclusive of Alaska and insular possessions.

¢ Available figures for 1914 and 1929 are not comparable, due to the fact that the published figures for the
city include a large number of out-of-town branches.

Mr. Winco. Right on that point, if I may, I would like to ask the
governor one question before we go.

In the last three years, measuring banking capital and resources
by loans and investments, while there has been a large increase, yet
relatively the larger increase has been in the resources of other than
the independent unit banking system. There has been a very rapid
trend toward group, chain, and branch banking in the last few years,
has there not?

Governor Youna. That is correct.

Mr. Winco. My recollection of that table that you had here the
other day of member banks shows that the independent unit banking
system had about thirteen billions in loans and investments out of
thirty-five billions. I checked it up the other day, and that is one
thing that I intended to ask the governor about, but I failed to
brmg over m{v notes.

Governor Young. I think that was some information that was
presented by the comptroller. I have a copy of it.

Mr. WincGo. I questioned you some about it.

Governor Youne. But we put in some other information that
‘included all of the banks of the United States, and the sum and
substance of it was

Mr. Winco. Let me have that table that is before you; I think
that is it. It is Table 4, ‘““Number and loans and investments of all
member banks in each State, and of member banks that operate
branches or belong to groups or chains, by States, December 31,
1929,” and is marked ‘‘St. 6526.”

I notice that for the whole United States, the loans and invest-
ments amount to $35,934,000,000; for the 1ndependent unit member
banks, $13,275,000, 000

The point I Want to get at is this, that that trend has been very
noticeable in the last three years, and it leads to this conclusion—
and whether it be wise or unwise, I am not discussing now—that,
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measuring the resources of banks by the item of loans and invest-
ments, the greater part of the resources are in the banks other than
the independent unit banks.

Governor Youna. That is correct.

Mr. Winco. The natural tendency seems to be that way, and I
am not discussing the merits of whether that is wise or unwise.
But we have reached that point where, from a practical operating
standpoint, the banking business of the country has already gone into
either chain, group, or branch banking, or the dominating volume of
it has, has it not?

Governor Youna. Yes, sir.

Mr. Winco. So under the present law your independent unit
banking system is being forced out. I am not talking about whether
it is wise or not, and I am not using the word ‘‘forced’ in an offensive
sense, but, just on account of the competition and the natural choice

* of those engaged in banking, the independent unit bank seems to be
passing to a large extent out of the picture.

Governor Youne. I would not be prepared to say that it is forced ;
I am rather inclined to think that it is being done voluntarily in the
greater number of cases.

Mr. Winco. I am not, as I have previously stated, using the word
“force’ in an offensive sense, but it is that force that flows from the
natural exercise of judgment of those who choose between the differ-
ent types of banking. They voluntarily are going more and more
into group, chain, and branch banking and less and less maintaining
the independent banking system.

Governor Younc. The figures show that.

Mr. Wingo. In other words, I am not talking about any improper
methods being used; that is not the point; but I am just talking
about the natural trend of those who are responsible for the forms
of banking in the United States represented by their actual action
in that type of banking in which they engage, and it shows more and
more that they are going into group, chain, or branch banking, and
less and less to independent unit banking.

Governor Young. Modified to this extent: In volume, yes; in
number, no.

Mr. Winco. That is very striking. That is another point I wanted
to call attention to, and then I will close. The independent unit
member banks of the Federal reserve system number 7,321, and only
have resources, measured by loans and investments, of $13,275,000,000.
The remaining banks, out of a total number of 8,522, have total
resources, measured by loans and investments, of $22,659,000,000.

So that the only predominance of the independent unit banks to-day
is in mere numbers of the banks. There are 7,321 out of 8,522, and
a little more than a thousand other banks, other than the independ-
ent unit banks, have the remainder of the $35,934,000,000 of re-
sources, as against the $13,275,000,000 that the larger number of
small independent unit banks have.

Governor Youna. Correct.

Mr. Winco. Whatever is responsible for that we are not discussing;
we are just talking about the natural trend. There is nothing strange
about it, measured by the experience of other countries; it is the same
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story of the way they went in England, Canada, France, and Ger-
many—it is a natural trend in all countries, is it not?

Governor Youna. Every country that I recall, although I do not
remember that the independent bank ever developed in Canada.
I do not think it did.

Mr. Winco. Well, they had, when we first commenced this branch-
banking controversy, over 30 banking systems there.

Governor YounG. They were all branch systems.

Mr. Winco. Yet they were all independent systems. Now they
have gotten down to where they have 10 actual banking systems,
and 3 of them dominate all 10. I do not mean that they have a
majority control, but it is generally admitted that the ““big three’
now dominate in Canada.

I have all of those statistics on these other countries, and I will put
them in the record, but at this point, in connection with a suggestion
that he made and without discussing the merits of the respective .
systems, I wanted to show what the natural trend is in this country.

That is all.

The CuatrMAN. The meeting is adjourned.

(Thereupon, at 1.05 o’clock p. m., an adjournment was taken until
10.30 o’clock Wednesday norning, April 2, 1930.)
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WEDNESDAY, APRIL 2, 1930

House oF REPRESENTATIVES,
CommiTTEE ON BANkING AND CURRENCY,
Washington, D. c.

The committee met in the committee room, Capitol, at 10.30
o’clock a. m., Hon. Louis T. McFadden, (chairman) presiding.

The CratrmMaN. The committee will come to order.

Governor Young, have you something further to submit?

STATEMENT OF GOV. ROY A. YOUNG—Resumed

Governor YouNa. Yesterday it was requested that I secure and
put into the record a statement of the Federal advisory council as of
.date February 15.

The CuairMaN. That will go into the record at this point.

(The statement referred to is here printed in full, as follows:)

[Statement for the press. For immediate release Friday, February 15, 3 p. m.]

The Federal advisory council at a preliminary meeting yesterday made the
following minute, which was delivered to the Federal Reserve Board at the regu-
lar quarterly meeting of the council and the board this morning:

“The Federal advisory council approves the action of the Federal Reserve
Board in instructing the Federal reserve banks to prevent, as far as possible, the
.diversion of Federal reserve funds for the purpose of carrying loans based on
securities. The Federal advisory council suggests that all the member banks
in each district be asked directly by the Federal reserve bank of the district to
.cooperate in order to attain the end desired. The council believes beneficial
results can be attained in this manner.”

The Crairman. Have you anything further, Governor? )

Governor Young. The other information will take some time,
Mr. Chairman.

The CrairMAN. Now, Mr. Busby, you are to proceed next.

Mr. Busey. Some days ago when the Comptroller of the Currency,
Mr. Pole, was before the committee, the main argument, as I under-
stood it, urged by him for branch banking was that many of the
unit banks had failed during the last 10 years. I called his attention
to the fact that four States along the Atlantic coast—North Carolina,
South Carolina, Georgia, and Florida—with a population of 7% per
«cent of that of the whole United States, had had 729 bank failures,
and that nine States in the agricultural northwest—Minnesota,
Towa, Missouri, Oklahoma, North Dakota, South Dakota, Nebraska,
Kansas, and Montana—with 14} per cent of the country’s popula-
tion, had had 2,768 bank failures, while 78 per cent of the population
had 2,157 bank failures or 28.4 per cent of failures. So, that gave
us 22 per cent of the population of the country having 71.6 per
.cent of the bank failures out of a total of 4,925 banks which failed
from 1920 to 1929.
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I asked him the question whether chain, group, or branch banks
located in that type of territory—that is, agricultural territory—
would not be subject to the same pressure in times of deflation,
especially where the loans were secured almost wholly by agricultural
products, stock, and other products of the farm. What is your
opinion regardmg that situation with reference to these bank failures,
about which you know?

Governor Young. I think that the pressure would have been
just as great for additional credit. I think under a branch set-up
that probably there would have been greater discrimination in the
way the money was lent.

ow, I want to refer to something I referred to the other day,
something that is very seldom mentioned in the causes for bank
failures, and that is the tremendous loss of deposits in many of those
banks. I could name a great number of them that did lose during
that period at least 50 per cent of their deposits.

Mr. Bussy. In what way did they lose them?

Governor Young. Lack of confidence on the part of the public;
they withdrew their deposits, so that the country banker was not
able to liquidate rapidly enough to pay those deposits without
getting assistance from a correspondent or from the Federal reserve
bank, and even with the assistance that he got from the Federal
reserve bank there was great hesitancy upon his part in acquiring
any new loans, and I think, coming from that territory, as you have
and I have, that we both know that many of these agricultural
problems could have been worked out and were actually worked out
by the banks that were in position to lend additional money to
bridge men over and to take care of them.

The CuairmaN. Will you yield there, Mr. Busby?

Mr. BusBy. Yes.

The CuairMaN. What caused the lack of confidence, Governor
Young, that you referred to?

Governor Youna. One bank fails and that always creates a lack
of confidence in the remaining banks, and, in the Northwest where
they failed in such great number, there was an inclination on the part
of the public to withdraw the funds, hoard them, or move them into
the larger centers. Now, under a branch system where these
difficulties frequently are "local and not general—in other words,
where you may have a drought in one section but not in another,
or you may have, difficulty with the sheep industry in one place
but the cattle in another place you are not having difficulty with—
many of those situations can be worked out if time is granted and
if additional funds are lent to the proper kind of people. I think
that a branch system would enable them to do that where in many,
many cases the unit banker was not in position to do it.

Mr. Bussy. Do you not think that the biggest argument for a
branch system is the fact that where there are several banks in the
system a run on one of the banks would not be near so likely, and,
if it were made, the other banks the system could come to its rescue
in a sufficient way to reestablish confidence and stop the run?

Governor Youna. I will go a little further than that and say that
they would have to go to its assistance, because the failure of any
branch or the failure of any part of the chain naturally would tear

.down the whole branch system or the whole chain system, and they
could not let one section of it fail.
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Mzr. Bussy. Of course, if the distress became so general as to reach
nearly every bank, as it did in the central northwest when they
had 467 failures in Iowa during a 9-year period, that would affect
the parent bank as well as the branches if they were all located in that
territory, would it not?

Governor Yeuna. It would, Mr. Congressman, but the probabilities
are that if we had a branch system established, say 20 years ago within
those little trade areas, that they never would have accumulated
many of the loans that they did accumulate. That is why many of
those unit bankers in that territory have been able to stand up, because
they did resort to diversification.

Mr. BusBy. You stated the other day that undoubtedly there was
great depreciation in the collateral used as a basis for loans in that
section and all sections of the country, or words to that effect, I
believe?

Governor Youna. Yes, sir.

Mr. BusBy. You stated in so many words that undoubtedly the
Federal reserve system would have taken in, after having made due
examination of these banks and their collateral, as many as 2,500 of
the banks which later failed had they applied in 1917 or 1918 for
membership in the Federal reserve system.

Governor Youne. I made this statement, that there were 3,000
nonmember banks in the ninth Federal reserve district in 1917, and
that if they had applied for membership in the Federal reserve system
we probably would have accepted at least 2,500 on the information
that we had in reference to those banks at that time, or, I will put it
this way, on the information that we thought we had.

Mr. BusBy. This is about what I wrote down at the time you were
here before; that from what you, the Federal Reserve Board, knew
about the banks in the agricultural section, and your opinion of their
solvency, you were sure that 2,500 of those which had failed during
the last 10 years would have been admitted as members of the Federal
reserve system.

Governor Young. Well, if T stated it that way, I misstated it, Mr.
Congressman. I would like to refer to the record.

Mr. Bussy. I am not positive that these are your exact words, but
I think I was taking down about what you said as nearly as I could
follow you while you were stating it.

Governor Youne. I will attempt to make that clear.

Mr. BusBy. I just called your attention to it for that reason.

The Cuatrman. I would suggest that in order to clear this up, the
exact statement of just what Governor Young did say on this par-
ticular subject be placed in the record.

Mr. BusBy. It 1s already in the record, and I think it would be
well for him to cover this again. If I did not get it right, it is not
due to any intention to mislead, but merely for the purpose of getting
more light as to the attitude of the Federal Reserve Board.

What I want to get is whether or not the Federal Reserve Board
and the highest banking authorities in the country believed that the
banks to which we referred and about which we have been talking
were sound and were being conducted in a proper banking manner,
and, of course, any explanation or any light that the governor may
be able to give us on that subject is all that I am asking for.

Governor Youna. That will require a little explanation, Mr.
Congressman, which I am very glad to give.
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You are familiar enough with country banking as it was conducted
for a great number of years to know that such a thing as a statement
of a borrower was very, very seldom ever given to a country banker.
The country banker felt he knew everyone in the community and
knew all about their affairs, and he lent on that knowledge or that
assumed knowledge. That was the information that the examiner
had, to pass upon the assets of that bank, simply what the banker
told him. I do not mean by that that the banker was dishonest;
he really thought that he knew all about that bank; he would tell
the examiner what he knew about a note. It would appear like good
credit and the examiner would pass it.

From 1918 on, however, country banks proceeded to secure state-
ments from their borrowers so that by 1921, in the Northwest, it was
a general practice both with member and nonmember banks to secure
statements from all borrowers. Those statements were not always
accurate as to values. The farmer in good faith would list 160 acres *
of land at $200 an acre——

Mr. BusBy. Well, now, let me interrupt you there. The fact was
that the market value of those 160 acres in all probability was $200
an acre at the time he listed it.

Governor Youne. Probably:

Mr. BusBy. And is it not a fact that conditions could have changed
so much within a year that that same land on the market would not
have brought more than 50 per cent of the price that it was listed at a
year before?

Governor Youna. Yes.

Mr. Bussy. That was really the trouble with the banks in that
territory and in all agricultural territory, to a large extent, was it
not, that the deflation brought down the values and left the loans
without sufficient security?

Governor Youna. Well, that came with too liberal lending in the
first place. What I am attemptmg to point out, if I can just go a
little bit farther, Mr. Congressman

Mr. BusBy. 1 wanted to cover several other things, and wanted to
abandon this line.

Governor YounG (continuing). Is that previous to 1919 national-
bank examiners and Federal reserve authorities had very little to go
on other than the word of the country banker, and I am not accusing
him of anything dishonest at all; it may be that he thought he knew
all about this territory when he really did not, and under those con-
ditions, with the reports on those banks, we probably would have
accepted many of them for membership. After 1920 or 1921, when
these lines of credit were supported by statements of the farmer, and
the banker learned that the farmer not only owed his bank but owed
maybe another bank and maybe three or four banks, and was liable
in many ways as an indorser, that paper had an entlrely different
complexion, so that after 1921, had these same 2,500 banks applied
to the Federal reserve for admission, probably a great number of them
would not have been admitted.

Now, do I make my point clear?

Mr. BusBy. I wanted to come to this, and that is the idea of a
trade area—of a branch banking system being made secure by
operating in a trade area. Had a branch banking system with the
same view that the Federal Reserve Board had concerning the solidity
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or stability of many of these banks operated in the territory of the
central northwest and been subjected to the same deflation which
‘was brought about, according to my notion, largely by reason of the
action of the Federal Reserve Board in 1920, especially with regard
to lands, would not the branch banking system confined to that trade
area have received a considerable shock if it had not gone under just
like the individual banks did?

Governor Young. To a degree, Mr. Congressman, I think it would
have, but let us follow that in actual practice. Everything is a trade
area.

Mr. Bussy. That is my idea about it.

Governor Youna. A little community, say in South Dakota, finally
got up to a place where it had inhabitants numbering 200 or 300,
with a trade area for a radious of 5 or 10 miles. After it became
that trade area, the unit banker entered into that community and

* did business. That trade area, in turn, was connected with another
trade area.

Sometimes it is well to illustrate by specific example, and I will in
this case by taking Aberdeen, S. Dak. Aberdeen, S. Dak., is a trade
area, I suspect, for a distance of from 50 to 75 miles north, south;
and west, and possibly 25 miles east. Those banks did business with
possibly 200 little banks in that neighborhood. It was the custo-
mary practice, however, of the Aberdeen bank to lend those smaller
banks money for seasonal requirements in the fall of the year, and
it 'was always paid back. In 1919, because of railroad conditions
and many other factors, they were not paid back, and, in fact, many
of these little bankers went to the Aberdeen banker and told him
all of their troubles and asked what they should do and asked for
advice and also asked for more money. The Aberdeen banker lent
more money. In 1920 that did not come back, and more money
was required. Obviously the Aberdeen banker proceeded to look
into many of these little units, and, while he could not operate them,
he could state the conditions under which he would lend additional
money to them, which he did, but even that was too small, and many
of these little banks in that neighborhood, and, say, 50 other com-
munities like it in the Northwest, found it necessary to go to their
Minneapolis and St. Paul correspondents and they in turn found it
necessary to go to the Federal reserve bank of Minneapolis, and, for
the years 1920, 1921, 1922, 1923, and 1924 they borrowed very
heavily, so much so that the Federal reserve bank at Minneapolis,
if I remember correctly, was a continuous borrower from other
Federal reserve banks for almost a period of a year and a half.

Now, there was a larger trade area centering in Minneapolis and
St. Paul. I believe, Mr. Congressman—and our hindsight is always
better than our foresight—that if branch banking had been permitted
in that little trade area of Aberdeen 20 years ago many of these
difficulties would have been avoided. However, that is an opinion.
I believe to-day that that small trade area has passed; there has been
a development away beyond that. It is almost beyond district lines,
but it is confined pretty well to trade areas.

You can not define a trade area by mileage. It might be 50 miles

_from one community ; it might be 100 miles from another community;
and, as it is in the Northwest, it stretches almost two-thirds of the
way across the United States.
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Mr. Bussy. All right. In that connection, I want to read just a
few lines from a book, Reserve Banks and the Money Market, by
Mr. W. Randolph Burgess, assistant Federal reserve agent for the
Federal Reserve Bank of New York, which book has a foreword by
Mr. Benjamin Strong. On page 1 he says, “To reap the benefits of
nation-wide branch banking this country would have needed banks
with branches so far separated as the distances between London and
Moscow, Constantinople and Paris, or Madrid and Vienna,” giving
me an idea as to what he conceives to be the proper “trade area’ for
branch banking. :

What do you have to say in connection with his view as to the extent
to which branch banking ought to be operated if it is going to be
worth while and effective in this country?

Governor Youneg. That, Mr. Congressman, is what I have been
attem&)ting to determine in my own mind, the trade area that it
should be confined to. I have just stated that I thought it would
have been a better development in this country if it had been con-
fined to that little trade area that I recently described surrounding
Aberdeen, S. Dak., but it has now gone beyond that, and what
limit should be placed on that I do not know at the moment. I hope
that this committee can get something that will define that area.

The CuairmMan. Will the gentleman yield for a question?

Mr. BusBy. Certainly.

The CrairMAN. Governor, when the Federal reserve system was
established, we created 12 districts. Those were sort of trade areas,
were they not?

Governor Young. They were.

The CuairMAN. And has the idea been abandoned that the tying
up of the member banks with the Federal reserve bank for the dis-
trict can not serve the public satisfactorily and thus observe a unit
system?

Governor YounG. There are some difficulties with that, Mr.
Congressman—for instance, in Kansas City. Kansas City only has
a very small strip in the State of Missouri that belongs to the Kansas
City Federal reserve district. Obviously their trade area must
extend into the Missouri territory much farther than the Federal
reserve has outlined. You will find that in all the districts there is
an overlapping. For instance, in the ninth Federal reserve district,
where northern Michigan and northern Wisconsin have been assigned
to the Minneapolis district, both Chicago and Minneapolis serve a
trade area in that territory. ,

The CuarmAN. Is not that the fault of the laying out of the
districts, and could not that be corrected by a rearrangement of
districts?

Governor Young. I do not believe so.

The CrARMAN. Then apparently there are defects in the theory
:)lvhich was the basis for the establishment of the 12 Federal reserve

istrets.

Governor Youna. No, I do not think so. There will always be
overlapping.

I will put it this way, Mr. Chairman, that the 12 Federal reserve
districts, with the 25 branch districts, come just about as close as it
is practicable to define a trade area at the present time.

Mr. Bussy. I understand Mr. Seiberling wishes to ask a question.
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Mr. SeBERLING. I just wanted to ask you one question. I find
that there is objection 1n my city to branch banking because the plan
that you have would enable a bank in Cleveland to put a branch down
in Akron, where we have all the banking facilities that we need.
Would it be a feasible thing to have a bill passed to provide that
branches might be put in trade areas but not in any county where
they had a city with a population of, say, 100,000, or something of
that kind?

Governor Youne. That branch could not be put in Akron except
with the approval of the Comptroller of the Currency.

Mr. SerseErLING. But he might approve it.

Governor Youna. And I think that with the experience that we
have had, the probabilities are that the Cleveland bank would not
go into Akron territory and establish a branch, but they would prob-
_ably associate or affiliate with some established bank in Akron and
establish that as a branch.

Mr. SeiBerLING. Would such a provision as I have indicated be a
feasible one, in your judgment?

Governor Youna. I have thought of that, but have not arrived
at any conclusion about it yet.

Mr. SteBeRrLING. Thank you, Mr. Busby.

Mr. StronGg. May I ask a question? It would be rather dangerous
to rest upon the presumption that the Cleveland bank would not be
allowed to put a bank in Akron, or Dayton——

Mr. SeiBeruiNGg. Or Canton.

Mr. StronG (continuing). As long as we had a comptroller who
believed in branch banking, would it not?

Governor Youna. Well, can we not take the results of the McFad-
den Act, Mr. Congressman? You recall when the McFadden Act
was before Congress, everyone believed that there would be a branch
established on every corner the same as is the case with chain stores.

Mr. Strone. I did not.

Goveror Youna. That was one of the arguments that was used.

Mr. StronG. I can not speak for anybody else, but I did not
believe in any such proposition as that.

Governor Young. That was one of the arguments made at the
time. However, that has not developed, and, in so far as the
McFadden Act is concerned, I can not help but feel that there has
been no abuse in connection with the establishment of branches in
the larger centers of the United States.

Mr. StronGg. Has not the argument been made that the bankers
are doing now indirectly what the law prohibited them from doing
directly in establishing groups and chains all over the United States?
If they are going to keep it up, in two years they will have them in
every State of the Union.

hG‘rlovernor Youne. I assume that those groups are operating within
the law.

Mr. StronG. The intention of the law was that they should not
proceed in that way. It was said here at the time that if we would
give the national banks the right to have branches in the States
where they permit branch banking, and limit them to the cities where
the parent banks are located, that that would satisfy the situation.
Now we are told by men who believe in branch banking that group
and chain banking are developing to such an extent that within
two years they will be in every State in the Union and Congress
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will then feel that it is desirable to go to branch banking to avoid
the more undesirable group and chain banking.

. Governor Youne. It appears to me, Mr. (%ongressman, that that
is what you are confronted with right at the moment. These groups
and chains have developed; they have been in existence for 30 or
40 years.

Mr. StrONG. Only a few of them for that length of time.

Mr. Bussy. I would like to go ahead whenever you get through
with that, Mr. Strong, as consistently as I can, because I want to
get through.

The Canadian branch-banking system is such that the banks in
Canada may establish a branch in the most remote part of the
Provinee, is it not?

Governor Youne. I am not familiar with the law, whether they
have to secure permission from the Government, or whether they
just establish it. :

Mr. Bussy. I am not talking about how they do'it, but the law
permits any one of the 34 banks there to establish branches wherever
they care to by complying with the proper requirements of the law.

Governor YouNe. That is my understanding.

Mr. BusBy. So that there is no attempt to define a trade area in
branch banking in Canada?

Governor Youna. That is correct.

Mr. Bussy. I read in this same volume of Mr. Burgess’s that about
20 years ago the writer took part in a debate on the subject ,*Resolved,
that the United States should adopt the Canadian banking system.”’

Did it ever occur to you that we would be better off with our bank-
ing arrangements if we had the Canadian system instead of the
American system?

Governor YouNG. No; I would prefer to see a central bank of issue,
which Canada has not.

Mr. Bussy. The Canadian banks issue what we call paper money
in this country without putting up any deposit or reserve whatever
back of that to secure it, do they not?

Governor Young. I do not think so. It is secured by gold up to &
certain point, and, for seasonal requirements, the Government permits
them to issue up to a limited amount against securities, if my memory
of the law is correct.

Mr. Busy. I am not particularly interested in following that.

Governor Youne. It is a secured currency, I am sure, Mr.
Congressman.

Mr. Bussy. Now, in Scott on Money and Banking, I read this,
on page 240: .

After several bank failures in Canada—

About 1880—

agitation for a radical modification of the banking system was revived, and it was
again proposed that the system in vogue in the United States should be introduced

So that the Canadian system, with all of its advantages of branch
banking, is not to them the ideal system, as I understand their
attitude toward banking?

Governor Younc. I can not answer for the Canadians. I know
that on different occasions they have investigated the Federal reserve
system. Two years ago Governor Harding of the Federal Reserve
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Bank of Boston appeared before the Canadian authorities and gave

them a very complete and very accurate description of the Federal

i’gferve system. What action has been taken since then I do not
ow.

Mr. Bussy. In order that we may have a general conception of the
field in which banking operates, and the necessity for banking, the
national wealth of our country is estimated around $300,000,000,000
is it not, in round numbers?

Governor YouNnG. Yes.

Mr. Bussy. I notice that Mr. Pole states in the 1929 report of the
Comptroller of the Currency that the bank assets are about $72,000,-
000,000, so that the bank assets represent about 24 per cent of the
national wealth. In the same report he also states that the loans
and investments of banks in this country are practically $58,000,-
000,000, and that the other $14,000,000,000 represent bank shares

“and other assets of the banks.

What I am coming to is this, the usual growth of our business
activities in this country increases its need for credit, according to
actuaries and economists, amounts to about 4 per cent a year, but
in 1928 business developments need for credit amounted to an
increase of only about 3 per cent.

Mr. SeiBerLiNG. Three per cent of what?

Mzr. BusBy. Three per cent of the bank credits outstanding; 1928
was a very active year in stocks and bonds, and in speculation, and
I am coming now not to all the loans made by the banks in the
country, but to brokers’ loans made on the New York Stock Exchange,
and I am reciting more than perhaps I ought to in order to get to the
point that I want to talk about.

Taking the reports of all banks in the United States, the combined
Joans and investments on January 1, 1928, total $55,450,000,000; on
January 1, 1929, they were $58,206,000,000. That was an increase
in bank loans of $2,816,000,000, or an increase of 5.1 per cent increase.

Now, as to loans by banks “for the account of others,” and that
type of loan carries no reserve whatever, does it—it is simply put out
and called in?

Governor Youna. That is correct.

Mr. BusBy. On January 1, 1928, those loans amounted to $1,627,-
000,000, but by January 1, 1929, loans made by banks for ‘“account of
others’ were $3,361,000,000, or an increase of $1,734,000,000, more
than a 3 per cent increase in the Nation’s bank credit—in that type of
loan, with the 3 per cent increase in the Nation’s need for credit for
the country and adding it to the 5.1 per cent increase of credit made
by banks in the regular channels of banking loans, there was more than
an 8 per cent increase in credit as against a 3 per cent requirement for
credit for business needs. T hat gave a certain inflation of credit of
more than 5 per cent over and above the increase in the need for
credit by business. Is that not true?

Governor Youne. I have tried to follow you very carefully, Mr.
Congressman. Let us go back to one figure you gave, or possibly
two. You figured the increase in brokers’ loans between January 1,
1928, and January 1, 1929, for the account of others, as $1,700,000,000?

Mr. Bussy. Yes.

Governor Youna. And, figured that is 3 per cent of the total
wealth of the country?
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Mr. Busy. I will state it this way: So the necessity for credit on
the bank credit outstanding was 3 per cent, but the credit extended
was 8 per cent, and, if that be the sitwation, would that not increase
inflation of credit tremendously and tend to cause just what hap-
pened in the stock market in October, 1929?

Governor Youna. I think it did. I am not subscribing to yvour
figures, but I think they are approximately correct.

Is not that right, Doctor Goldenweiser?

Doctor GoLpENWEISER. I think so. .

Governor Younc. There is a natural increase each year of about
3 per cent, I believe. Is not that about the normal increase?

Doctor GoLpENWEISER. Increase of credit?

Governor Youna. Increase of credit.

Doctor GoLpENwEISER. They usually estimate it from 4 per cent
to 5 per cent.

Mr. BusBy. Going along further, brokers’ loans, call loans, on -
September 26, 1928, were $4,435,000,000. On the same date in 1929
they amounted to $6,671,000,000, a considerable increase. On Octo-
ber 2, 1929, they jumped to $6.804,000,000, the peak of brokers’ loans.

Now, I want to divide those into the sources from which they came,
so that we can understand the operation of money in New York City
and where it came from.

I find that brokers’ loans made by New York City banks on
January 5, 1929, were $837,000,000, and on September 25, 1929,
the New York banks had increased their loans to $1,024,000,000, an
increase of $187,000,000 in that short time.

Now, the second source from which the call loans came was from
the New York banks for out-of-town banks, and that relates specifi-
cally to instances such as Mr. Dunbar referred to the other day when
he said that one of his city banks of New Albany, Ind., sent $200,000
to New York banks to loan on call because of the splendid rate of
interest.

The New York banks, were loaning for out-of-town banks, on June
5, 1929, $1,513,000,000, and on September 25, 1929, $1,876,000,000,
an increase of $363,000,000 in three and a half month’s time.

Governor Young. May I make a slight explanation of that par-
ticular figure? That may represent loans of country banks to that
amount and it may not. For instance, if I am a customer of a bank
in Chicago, and I elect to lend $1,000,000 on call in New York, I
instruct my Chicago bank to charge my account and to lend that
amount. When that goes to New York, the transaction is made for
the Chicago bank and may be reported -in these figures as lent for out-
of-town banks when, if you were to trace the transaction back, you
would really find that it was lent for a customer bank. Those figures
we can not separate. So that may have some bearing on this increase.

Mr. Bussy. I am glad to have that explanation.

In coming to the third source of call loans, on June 5, 1929, the loans
made through New York banks for the account of others were
$2,934,000,000

Governor Young. $2,923,000,000.

Mr. Bussy. And on September 25, 1929, those loans had increased
to $3,860,000,000.

Governor Youna. Correct.

Mr. Bussy. Or, in three and a half months, this increase in call
loans made by other than banking institutions was $926,000,000, so
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that in percentages the call loans shortly before the break in the
market stood as follows: The New York banks were lending 15
plus per cent of the money; the banks outside of New York City
were lending about 28 per cent of the money; and individuals, corpo-
rations, and trust companies were lending 57 per cent of the call
money in New York City; and that 57 per cent had no reserve what-
ever back of it, did it?

Governor Younag. None whatever.

Mr. BusBy. Now, in the event that the market should become
shaky and in the event that the individuals who had made call loans
wanted to get their money, what could be done by investors in stocks
when called on for a repayment of these loans except to throw their
securities on the market or have them supported by the banks?

Governor Younag. It was either one or the other.

Mrs. PraTr. May I ask a question?

Mr. BusBy. Surely. ‘

Mrs. PraTr. Did that cover entirely call loans?

Governor Youna. There were some time loans aggregating about
$600,000,000. :

Mr. BusBy. I believe I am dealing with call loans altogether.

Governor Youna. No; both time and call loans, but the time loans
are very small.

Mr. BusBy. The time loans about that time ran only about ten
or twelve per cent of the total of brokers’ loans, did they not?

Governor Youna. I think that is approximately correct.

Mr. BusBy. So you can see how little of that amount was stable
and fixed and how much of it was liquid and could be slipped out
from under the stock investors in a days’time and leave them stranded
in the air, so to speak.

Now, I beg your pardon for calling attention to so many figures,
but banks deal with figures and the only way we can get at con-
clusions is to come along down this line.

Now, the banking situation in the country as developed during
the last two years especially has been conducive to the result we
have just described here, has it not?

Governor Youna. It has permitted it, but I think, generally
speaking, the bankers of the country discouraged it. Competition
and many factors forced them to do

Mr. BusBy. But many of the banks in the country have estab-
lished very extensive trust and investment subsidiaries which have
brought to the front many of the stocks which went on the market
and increased the number of listings on the New York Stock Exchange.
I will add to that question this, so that you can answer it all together:
Has not the ““right to purchase’ shares issued to members of these
financial institutions been a source of great inflation in stock issues?

Governor Young. Generally speaking, and I am talking a good
deal from memory, Mr. Congressman, the banks in the country did
not participate in that inflation. Now, there are exceptions to every
statement, of course.

Mr. Bussy. Banks now operate many kinds of businesses. I use
the Bank of Ttaly again as an example. The best information we have
here is that the Transamerica Corporation, which is the controlling
body of all of the Bank of Italy interests, has these different activities
in hand—Dbanking, securities, dealing in realty, security underwriting,
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holding company, dealers in mortgages, farm loans, both joint-stock
land bank loans and the ordinary farm loans, fire insurance, and, in
fact, practically every business activity that our country deals with
in a large way. Now, does it not strike you that a bank interested in
the development of all of those lines, many of which presuppose the
issuance of stocks that are eligible for listing on the New York Stock
Exchange, tends greatly to increase the amount of listings?

Governor Younag. Well, the stocks that you have mentioned so far,
Mr. Congressman—Iand bank bonds, insurance stocks, Transamerica,
and the various ones that you did name, are not listed on the New
York Stock Exchange, I think, and I question very much whether
any of the loans represented by the brokers’ figures that you have
cited cover any of those securities which you mentioned.

Mr. BusBy. How about securities underwriting and the activities
that the underwriting business develops?

Governor Young. Those credits covering underwritings of bonds
and others are included in those brokers’ figures. To what extent I
do not know, and I do not think anyone else knows. It is-extremely
difficult to get that information. - As a guess, however, I would say
that it represents a very small percentage of it in so far as bonds are
concerned. Obviously when the larger corporations that were listed
on the stock exchange issue rights and those rights were subscribed
and paid for, much of the credit extended was represented by this
increase in brokers’ loans.

Mr. Bussy. A few days ago I ran across an article written by
Lawrence Stern & Co., investment bankers of Chicago and New
York, in which investments in bonds are shown in the aggregate over
a 10-year period and the investments in stocks are shown during the
same period. These are reliable people that I quote from, are they
not?

Governor Youna. I assume so.

Mr. Bussy. I say that with a view of asking that these figures may
be inserted in the record for the information of those who may want
to refer to them later.

Thg CuairmaN. Without objection, that will be placed in the
record.

(The article referred to is reproduced below.)

PROSPERITY SHOWN BY INVESTMENTS—GROWTH OF PUBLIC PARTICIPATION IN
NEW FINANCING IS ANALYZED -

Cuicaco, March 26.—A striking indication of the rapid growth of wealth and
prosperity in the United States is found in the constantly increasing amounts
invested annually by the American public in new securities. Such investment
for the past 10 years has totaled more than $72,000,000,000, according to a
statistical survey just completed by Lawrence Stern & Co., investment bankers
of Chicago and New York.

Significant of the rapid growth of interest in securities, the survey pointed out,
is the fact that while in 1920 the annual volume of investments was only 5 per
cent of the national income, in 1929 annual security purchases had risen to 13
per cent of the estimated national income.

INVESTMENT AND POPULATION

“A comparison of the growth of security buying with the growth of popula-
tion,” said the survey, ‘‘furnishes an equally striking illustration of the increase
in the securities market. The 1920 total of new security issues represented an
annual per capita investment of only about $36.50, whereas in 1929 the annual
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investment in new securities per capita had risen to approximately $96.50. In
other words, new securities absorbed by the American public in 1929 were equiv-
alent to nearly $100 for each man, woman, and child in the country.

“According to recent estimates, there are about 17,000,000 investors in the
country, so the per capita share among actual investors would amount to about
$600 in 1929. It also is interesting to note that available income tax figures
show that while only 936,470 in the entire country have incomes of $5,000 or
more, almost 20 times that number have had the vision and confidence to lend
their savings to the furtherance of the Nation’s industrial and commercial
importance.

‘“Expressed in terms of volume, the increase in new securities purchased by
investors shows a gain of 190 per cent in the 10-year period—from an annual
total -of about $4,010,000,000 in 1920 to more than $11,500,000,000 in 1929.

“Except for slight declines in the years of 1925 and 1926, there has been a
gradual increase each year in the volume of new securities sold. Since 1926 &
yearly average of more than $10,000,000,000 in investment capital has been
poured into new stocks and bond securities, climaxed by the new high record
established last year. .

NEW SECURITIES

‘“While the relative importance of stocks as investment media has increased in
recent years, bond issues comprised 74 per cent of the total of new securities sold
during the 10-year period studied, 1920 to 1930, inclusive. Bonds have con-
stantly led stocks in popularity until 1929, the first year in history in which stock
issues exceeded bond offerings.

““Since 1922 the volume of stock financing has been increasing—in that year
only $623,299,000 in stock issues was sold out of a total of $5,239,000,000 securi-
ties offered. Gradually increasing stock investments, however, reached $3,575,-
000,000 in 1928 and then almost doubled in volume in 1929, reaching the high
point of $6,865,000,000 and exceeding the bond offerings by more than two
billions of dollars.

‘““That the excessive stock offerings in 1929 represented an abnormal condition
seems to be proved by the fact that immediately following the stock market
decline in November, a preponderance of bond offerings was again established
and has been consistently maintained ever since. Bond financing has long been
the favorite method of providing capital for the country’s business and industrial
growth and continues to carry a strong appeal to the conservative investor.

““So far in 1930 the bond volume has been substantially in excess of 1929, new
offerings in the first two months of the year having totaled over $1,200,000,000,
as agailtlst $850,000,000 in the same period last year—an increase of nearly 45

er cent.
P ‘“‘Ever since the Liberty loan campaigns the volume of bonds absorbed by the
public has been gradually growing. For the 10-year period, 1920 to 1929,
nclusive, investors have purchased $53,156,383,000 in bond issues.

TREND OF FINANCING

“In the same period the total of stock issues was but $19,003,738,000—more
than 60 per cent of which were purchased by investors during the last three years.”

The following compilation shows the trend of new security financing annually
during the 10-year period, 1920 to 1929, inclusive:

Bonds Stocks
1920 el --| $2,938,964,000 | $1,071, 084, 000
. 867, 010, 000

623,992, 000
746, 459, 000-
5, 482, 033, 000 866, 286, 000
6,132,021,000 | 1,310, 971, 000
6, 183,395,000 | 1,317,772, 000
8 429,193,000 | 1,758, 606, 000
6,397, 657,000 | 3 575,979, 000
4,820,804,000 | 6, 865, 570, 0CU
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Mr. BusBy. I have called your attention to these figures which,
of course, you do not vouch for, but which, if correct, would show,
would they not, that our system of banking or the disposition of the
public or some other unmentioned reason has caused a considerable
Increase in the buying of stocks and a disposition to disregard the
buying of bonds?

Governor Youne. I would say that it was the disposition of the
public, and that that prevailed until October of 1929; and, since
December, I have not the figures, but I would not be at all surprised
if it would show that they were turning back to bonds.

Mr. BusBy. Bonds are more stable and a sounder investment than
stocks, are they not?

Governor Youna. I would say so; yes.

Mr. Bussy. Banking circles so regard them, do they not?

Governor Youne. They do. A bond is usually a secured obliga-
tion. A stock is an equity security, as a rule. .

}1:/11-. Fort. In some companies the bonds are not as good as in
others.

Governor Youna. That is true. There are exceptions to every
statement I make.

Mr. Bussy. I would like to call attention, just for the purpose of
placing it in the record, to a statement in the report of the president
of the New York Stock Exchange issued in 1929, wherein he says,
on pages 24 and 25, that the bonds listed on the New York Stock
Exchange in 1929 amounted to $47,379,000,000 and the stocks listed
amounted to $67,474,000,000, a total of $114,851,000,000 in listings
on the New York Stock Exchange for 1929, an iIncrease over 1928
of $28,240,000,000, or 33 per cent. I do that for the purpose of show-
ing the disposition, either under our present banking system or for
some other reason, on the part of the public to get into that type of
transaction which most of the people in this country believe to be
almost wholly a gambling ‘proposition instead of an investment
proposition. V

Governor Youna. Mr. Congressman, I would like to call attention,
in connection with that point, to this: I think you said that the
listings on the New York Stock Exchange now were $140,000,000,000,
or were in January?

Mr. BusBy. $114,000,000,000 on January 1, 1929.

Governor Youne. Well, let us take January 1, 1929; there was
$114,000,000,000 worth of securities, all paid for except $5,330,000,000
represented by brokers loans at that time, or, going a little beyond
that and taking all the security loans by all the banks, you bring it
up to $7,800,000,000. It illustrates the tremendous buying power of
the American public.

Mr. Bussy. I realize it.

Governor Younc. When you figure that over 90 per cent of all of
these securities are paid for.

Mr. BusBy. Now, that brings us back to this: Is it not a fact that
this buying power of the public has been brought together and
centered in New York and that that was largely responsible for the
distressed conditions in many other sections of the country? In other
words, did not the New York Stock Exchange siphon the money out
of all other sections of the country to that one center, to the great
detriment of business and, in many cases, to the absolute destruction
of business?
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Governor Youna. I would not put it quite as strong as that, Mr.
Congressman. The entire banking structure of the country had
fifty-eight billions in loans and investments, of which the banks,
at the peak before the crash, had loaned about two billion and a
half. That is about 5 per cent.

Mr. Bussy. I know that down in my State you could not sell
municipal, county, or State 6 per cent bonds to any advantage at
all, because the money had all been taken out to be used in operations
on the New York Stock Exchange, not with a view of getting dividends
but with the hope that the stocks would go up in price and that
the buyers could get out from under them at a profit, and leave them
with somebody else.

Governor Younc. That was the general feeling with many people
in the United States. .

Mr. BusBy. Do you not think that a banking system that will

- encourage that condition is not to the best interests of the country as
a whole?

Governor Young. Well, I take the other view, Mr. Congressman,
that the banking interests of the country, generally speaking, dis-
couraged that.

Mr. BusBy. When those same banking institutions have trust
subsidiaries and bond-selling syndicates organized under their control,
do you not think that those were the direct causes of the overissuance
of bonds that were listed on the New York Stock Exchange?

Governor Young. Bonds or stocks?

Mr. Bussy. Bonds and stocks.

Governor Youna. To a degree; yes.

Mr. BusBy. In other words, if these syndicates did not develop
the business they are in, there would be no profits in their operations;
and was that not involved at that time as a buying factor?

Governor Young. Correct; but I think we will all agree that the
distribution of bonds through ind«(alpendent houses or any selling
organization is all right; I mean good bonds.

Mr. BusBy. Yes; I think so; but will you not also go far enough to
say that many of the stocks listed on the New York Stock Exchange
never paid a dividend, and that many of them never will pay a
dividend to the buying public?

Governor Younag. Well, I am not familiar with the details of the
stock, but I will just accept your statement as an accurate one.

Mr. BusBy. One other thought. There is a great tendency in
this country among the bigger banking institutions to combine with
other big banking institutions and make still bigger banking institu-
tions, is there not?

‘Governor Youna. That is true in the larger centers.

Mr. BusBy. A list given out by the New York Times a few days
ago contains 12 banks throughout the world 5 of them in the United
States, with total resources of more than $20,000,000,000. What
do you have to say with regard to there being a disposition among
the banking interests of the world to bring their operations together
in such a way that will unify the banking activities of the world into
one general or great system of financing?

Governor Youna. 1 believe it is impossible.

Mr. BusBy. You believe it is impossible?
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Governor YouNG. Yes.

Mr. BusBy. Well, is it not a fact that the Federal reserve system
of our country has been operating, within recent months, so as to
assist the banking interests in England?

Governor Youna. Not that I know of.

Mr. BusBy. Has it not maintained a discount rate favorable to
the Bank of England, so that the Bank of England might build up
its gold reserves?

Governor Younag. The Bank of England has preceded the Federal
reserve systen for a period of four or five months in discount rates.

Mx;1 Buspy. That is what I speak of. Has it not always main-
taine !

The CrairMAN. If you will pardon an interruption, I was going to
suggest that we have matters in the House that are of importance to
all of us, and perhaps we had better quit at 12 o’clock. I suggest
that we adjourn at that time. .

Mr. BusBy. I can suspend at any time, Mr. Chairman.

The CuarrMaN. Well, I suggest you go ahead until 12 o’clock.

Mr. BusBy. Has it not always maintained a discount rate that
gave the Bank of England an advantage of one-half of 1 per cent
until recently, and would not that situation naturally tend to build
up the Bank of England’s gold reserve?

Governor Youna. It would under normal conditions, with the free
flow of gold between the countries. The situation that existed from,
I am going to say, January 1, 1928, until October, 1929, a period of
approximately 21 months, was such that the discount rate had but
little effect. The call rate was the controlling factor.

I should like to put a little something else in the record here; that
is, when you refer to brokers’ loans, many of those were for foreign
account.

Mr. Bussy. I see, but they affected our stock market just the
same, nevertheless.

Governor Youna. Doctor Goldenweiser calls my attention to the
fact that the Bank of England’s discount rate is below our rate.

Suppose you make that statement for the record, Doctor Golden-
weiser.

Mr. GoupENwEISER. The Bank of England’s discount rate was
below the New York discount rate from July 13, 1928, until February
7, 1929.

Mr. BusBy. Now that condition existing has enabled the Bank of
England to build up the best gold reserve that it has had for some
years, has it not?

Governor YounG. I think their gold holdings have been muc
higher at different times. .

Mr. GoupeENnwEeiser. They have been losing gold.

Governor Youna. They have not accumulated any great amount
of gold during the last five months. They are apparently satisfied
with their position.

Mr. BusBy. Two nights ago, Mr. James G. MacDonald, who
talks on the international stituation, especially with regard to finance,

spoke on the Bank for International Settlement. He made the

statement, that shortly after its organization, $9,000,000,000 in

‘German bonds would be turned over to the Bank for International
Settlements—which is located in Switzerland and will be managed by
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25 individuals, and those bonds are to be sold to the public throughout
the world to finance Germany’s reparations. I will ask you if you
have given any study to the preliminary steps that have been taken
to organize this international bank.

Governor Youna. I have.

Mr. BusBy. That is about the amount of German bonds it will
undertake to handle, is it not?

Governor YounNG. Yes.

Mr. BusBy. He also stated that the New York market will be ex-
pected to take a considerable share of these bonds. Do you know
whether or not that is true?

Governor Youna. They expect the New York market will absorb
some.

Mr. BusBy. The New York market is the greatest market in the
world to-day for stocks and bonds, is it not?

Governor Youna. I think so; yes, sir.

Mr. BusBy. When the New York market takes those bonds, what
will be the natural course, in a banking way, for it to take with respect
to them?

Governor Younag. They will be taken by private or public sub-
scription, I suspect.

Mr. BusBy. Well, is it your opinion there will be any limit to which
New York will be supplied with those bonds?

Governor Youna. Well, they can not take them, Mr. Congress-
man, any faster than the public will take them.

Mr. Busey. In other words, as fast as the American public will
absorb them by purchasing them, bonds will be supplied to the New
York banks or the New York bond market for the public in America,
will they not?

Governor Youna. I think there will be many restrictions on that.
Obviously on one would care to borrow the entire amount at once.
It will be borrowed as and when needed.

I think the initial offering that has been suggested is in the neigh-
borhood of $300,000,000 of which this market will be expected to
take $100,000,000. That is nothing but gossip, however.

Mr. Bussy. I understand.

Governor Younag. Our people have figured out that the maximum
that could be out at any one time, under the reparations settlements,
will be in the neighborhood of $2,000,000,000. Is not that correct,
Doctor?

Mr. GOLDENWEISER. Yes, Sir.

Mr. Bussy. I suppose it is generally understood that the New
York bankers have loaned billions of dollars to the European govern-
ments and European nationals and those loans are outstanding at
the present time. Have you any information on that?

Governor Youna. I have not, but I can get that.

Mr. BusBy. Would you mind, if the chairman thinks this is proper,
furnishing us, for the record, the amount of loans made by American
banking institutions to European government and European nationals,
so that we may see something concerning the status of the private
banking condition between our country and the countries in Europe?

Governor Youna. That would cover municipalities and industrial
concerns, or any bond issues floated

Mr. Bussy. Due to be repaid to our people.
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Governor Youne. I think those figures can be obtained.

The Cuaairman. Without objection, they will be inserted in the
record at this point.

(The figures referred to are printed in full as follows:)

INTERNATIONAL CApiTAL PositioN oF THE UNITED STATES

Following is a brief statement of the best available estimates of the interna-
tional capital position of the United States at the end of 1928, the latest date for
which figures are available, based on the publication of the Department of Com-
merce, entitled ‘““The Balance of International Payments in the United States
in 1928.” It should be noted that these figures are in the nature of estimates—

[In millions of dollars]

Duefrom| Due to
abroad | abroad

Securities luding war debts) 13, 555 4,181 *

Deposits and short-term loan: 797 2, 803

Liability on t of acceptances 9 53
15,131 7,037

Mr. BusBY. As fast as the reparation payments are made through
the Bank for International Settlements what would prevent the
funds from being applied as credits to the countries to whom they
should be paid and then passed over to liquidate the obligations of
those countries to the international bankers and the American lenders
of those countries?

Governor Youna. If I correctly understand your inquiry——

Mr. BusBy. Through the Bank for International Settlements?

Governor Young. The initial transaction will be through the
Bank for International Settlements, and those countries that receive
the money and receive the credits could do whatever they wanted to
with the money. If they wanted to pay their obligations to America,
of course, they could pay them.

Mr. BusBy. Practically the same situation was pictured the other
night by our chairman, and it was his deduction that those payments
would actually come into—and if I misstate the chairman I hope he
will correct me—will come largely into the hands of those who had
extended the loans to European countries, and they would get imme-
diate payments of those amounts immediateli after they are paid
on the reparations, and they could proceed with their banking activi-
ties, having collected their money from the European countries in
that way. Would there be anything to prevent that?

Governor Younc. Immediately? Yes; many things.

Mr. BusBy. I mean within a reasonably short time.

Governor Younag. I would rather say it was possible over the
period of 60 years, which period is set up as the period over which
the payments are to be made, and the assumption is that a sum has
been fixed that Germany can and will pay.

Mr. BusBY. As soon as the bonds are sold the amount of money
secured through the sale of reparation bonds of the German Gov-
ernment would be available to somebody, would it not?

Governor Youna. Yes.

Mr. BusBy. Would anything prevent an arrangement between
the American bankers and European countries whereby this money
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may be paid over directly to the American bankers as soon as
the bonds are sold?

Governor Youna. Those are details that I should like to make
some inquiries into. I suppose they can pay that when they want
to. Obviously, I should think they would use it to reduce their
obligations to this Government.

r. BusBy. That would be the natural inclination if the bankers
did not intervene with their scheme.

Now, one newspaper in this country sought to criticise our chair-
man, and I think very unjustly so, for having expressed a conclusion
which we have practically reached in discussing this same proposi-
tion. There is nothing that you know of in the plan for organizing
this international bank that would prevent the European govern-
ments from paying this money over when the bonds are sold, to

. satisfy their obligations to the American bankers, is there?

Governor Youna. Well, I shall have to check that again, Mr.
Congressman.

Mr. BusBy. That is all I care to ask.

Mr. SeiBeERLING. I have just one question, Mr. Chairman.

Mr. ForT. May I ask just one question of Mr. Busby?

Mr. Bussy. Just a second, please.

The CraIRMAN. Did you have a question, Mr. Seiberling?

Mr. SeiBERLING. Yes.

Mr. ForT. I wanted to ask Mr. Busby a question in reference to
his last question.

The CuairmMAN. Very well; go ahead.

Mr. ForT. On your previous questions you have developed the
idea that the bonds that the American bankers took were all now
distributed to the American investing public. When you say these
moneys would be used for payment to the American bankers, you
mean in order to cancel the obligations held by the American invest-
ing public and originally floated by the bankers, do you not?

Mr. BusBy. I mean this—and of course it is a matter of detail and
in the future—when the bonds are delivered to the Bank for Inter-
national Settlements, if they are passed out to the American public,
or to the extent they are passed out to the American public and

aid for, the funds would go in to displace the bonds. Then, accord-
ing to the scheme of things, when payments are to be made to the
several countries as fast as these payments are credited to the coun-~
tries by the Bank for International Settlements, the bankers of
America, who have heretofore made loans to those same countries,
could come in, and in all probability would, and present their claims
for payment.

Mr. Fort. That is what I meant. Their claims, however, are for
money they have loaned initially by purchasing the bonds of those
countries, but they have turned around and sold those bonds to
individual average investors; so, the money would go to the average
investor and not the banker. That is what I am getting at.

Mr. Bussy. To the extent, perhaps, that the individual investor
deals with the New York banks in representing him in managing his
bond purchases.

Mr. Fort. I know a great many of those issues are wdiely held by
individuals and they would get the money.
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Governor Youna. I think Congressman Fort’s conclusions would
be more in line with my own views on that.

Mr. Bussy. And in meeting that, I want to say this: We have had
various Liberty and other loan issues in this country. They went
out to the people and the people held them until after 1920 when they
sold at 85 or 87 per cent then they drifted back into the hands of the
big bankers and they got the people on our own bonds. I do not
think our people would fare any better on these international bonds.

Mr. Fort. Of the total floated by the big bankers of about
$300,000,000, they retain part and the public has the rest.

Mr. Busey. If something like. that $300,000,000 of bonds have
been sold in this country, have you any idea how much of that money
will stay in this country?

Governor Youna. That would depend upon many factors, Mr.
Congressman. Itwould depend, in a measure, on the gold movement.

Mzr. Forr. The payments from all sources would be $300,000,000;
and if the bonds stayed here, there would be no money taken out of
the country.

Mr. Bussy. In order to keep the record straight, let me say this:
When the money is available on the reparation bonds when sold,
the New York banks that operate in international banking trans-
actions would get the European bonds heretofore issued and sold
to the people in the United States at a discount from the public,
like they did the Liberty loan bonds, and profit by the discount
in purchase. The public would be worked in the same way it was
on their own national bonds. There is no reason why they should
not, according to the bankers’ view.

Governor Youne. Liberty bonds sold in 1920 at about 82, 83 or 84.
Mr. Smead, have you any figures of the bonds held by the banks in
the United States in 19207 They were much higher than the amount
held now, so I do not think you can accuse the bankers of the country
of taking the profit. They hold less to-day than in 1920.

Mr. Busey. I can go into that further, but I will save that for
another day. Many of that class of bonds have been called or have
matured, and of course are off the market.

The CuairMaN. We will adjourn /'now until Friday morning at
10.30.

(Whereupon, at 12 o’clock, noon, the committee adjourned until
Friday, April 4, 1930, at 10.30 o’clock, a. m.)

FRIDAY, APRIL 4, 1930

HouseE oF REPRESENTATIVES,
ComMITTEE ON BANKING AND CURRENCY,
Washington, D. C.
The committee met in the committee room, Capitol, at 10.30
o’clock, a. m., Hon. Louis T. McFadden (chairman) presiding.
The CHAIRMAN. The committee will come to order. Judge Brand,
I think you are the next on the list.

STATEMENT OF GOV. ROY A. YOUNG—Resumed

Mr. Branp. Before proceeding, Governor, to the real issue before
the committee, I want to submit a few facts relative to the Federal

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



BRANCH, CHAIN, AND GROUP BANKING 689

reserve banks and the amount of franchise tax they have paid and
when they have not paid, and get your judgment about it.

During the years 1914 to 1925, inclusive, the franchise tax paid to
the Government by the 12 Federal reserve banks, amounted to
$139,173,943. For the year 1926, only $818,150 was paid.

In the year 1927 all the 12 banks paid was $249,591.

In the year 1928 all of the banks together paid an aggregate of
$2,584,659.

The aggregate amount throughout the years up to 1929 was
$142,826,343.

During the years 1927, 1928, and 1929 the New York Bank, the
Boston Bank, the Philadelphia Bank, the Cleveland bank, and the
San Francisco bank paid nothing. During the years 1927 and 1928
the Chicago bank paid nothing. During the year 1927 the Rich-
mond bank, the Atlanta bank, the St. Louis bank, and the Dallas
bank paid nothing.

What I want to know is why these banks did not pay any franchise
tax during those years.

Governor Youna. Solely because of the law. The law permits
the accumulation of a surplus 100 per cent of the subscribed capital
of a reserve bank. Generally speaking, the banks in those sections
increased their capital, thereby increasing their stock subscription to
the Federal reserve stock, thereby increasing the possibility of
increasing their surplus account.

In the other sections where a franchise tax was paid the profits
in previous years were large enough so that they accumulated their
surplus account up to 100 per cent of their subscribed capital, with
the result that the balance went to the Government.

Now, in addition to that, I want to call your attention to this,
in the Minneapolis district: I am not quoting these figures accurately,
but they are approximately correct. Seven or eight years ago the
paid-in capital of the Federal reserve bank in Minneapolis was
approximately three and one half millions of dollars. Many banks
in that territory have closed, and as they closed they used their capital
stock as an asset and it was withdrawn from the capital of the Federal
Reserve Bank of Minneapolis, so that figures now of the paid-in
capital of the Federal Reserve Bank of Minneapolis is approximately
three million to three million one hundred thousand dollars. So,
the Minneapolis bank reached its 100 per cent of its subscribed
capital four or five years ago.

Mr. Branp. What district is that?

Governor Younag. The ninth district.

Mr. Branp. Is it not strange to you, even in the face of your state-
ment, that during all of the hard and lean years of the country from
1920 on down to 1927, these banks paid millions and millions of dollars
of franchise tax into the Treasury and yet these large banks to which
I referred during the years 1927, 1928, and 1929, did not pay a cent?

Governor Youna. Not strange, under the law.

Mr. Braxp. I do not understand your answer. I asked this ques-
tion a few years ago, and followed it up by another question, namely :
By manipulation of figures and other ways of getting around it, would
it not be possible that these banks could reach the point where they
would not pay any franchise tax—and on that occasion I got an affir-
mativ? answer from that witness. Now, I want to ask you if that is
not a fact?

.

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



690 BRANCH, CHAIN, AND GROUP BANKING

Governor Young. Your inquiry is that they can juggle the figures
in such a way that they do not have to pay a franchise tax?

Mr. Branp. Can they do that or something else in such a way as to
avoid paying a franchise tax?

Governor Young. My answer is no.

Mr. Brano. Why do they increase the stock—to keep from pay-
ing a franchise tax or for what reason?

Governor Young. When a member bank that has a capital stock
of $50,000 and increases that capital stock to $100,000, that requires
it to subseribe for that much more stock in the Federal Reserve bank.

Mr. Branp. Well, I know; but is not the increase of this capital
stock one of the reasons why the franchise tax has not been paid?

Governor Youna. For the last 10 years there has been an increase
in the capital stock of member banks of approximately $400,000,000.
I can get those figures for you, Mr. Congressman. It is very hard to
remember them all.

Since December 31, 1926, the capital stock of member banks has
increased from $2,200,000,000 to $2,700,000,000 and the surplus has
increased from $1,955,000,000 to $2,864,000,000. I am just taking
this roughly.

Mr. Branp. Yes; I want you to do that in the interest of time.

Governor Youna. Yes. That shows an increase of $1,400,000,000
in capital stock, which requires those banks to subscribe for additional
capital to the extent of 6 per cent of that amount, which is $84,000,000,
and to pay in 3 per cent, or $42,000,000. I will reconcile those figures
if T can. I want this to be fairly accurate.

Mr. Branp. I do not care to go into details too much about it.

Governor Youna. I would like to go into details to explain the law
and how it came about.

Mr. Branp. I know what the law is, but I do not know how it
came about that those 10 banks ceased, for the years named, pay-
ing any franchise tax into the Treasury. :

Governor Youna. That was an increase in the subscribed capital
of the Federal reserve banks by member banks of $84,000,000, of
which $42,000,000 was paid in, but as those banks earned they were
not required to pay a franchise tax to the Government until they had
accumulated $84,000,000 in their surplus account.

Now, maybe I can be specific by taking a certain bank and illus-
trate by that just what does happen.

Mr. Branp. Which one will you take?

Governor Youna. I will take New York, if that is all right with
you.

* Mr. Branp. That is all right with me. For three years they paid
nothing.

Gov%rnor Younag. New York, as of the date of March 26, 1930,
has a paid in capital of $69,718,000, which means a subscribed capital
of $139,436,000. .

Its surplus fund at the moment is $80,001,000, meaning that the
Federal Reserve Bank of New York would have to accumulate addi-
tional earnings above the 6 per cent that it pays on stock, $59,435,000
before it would be required to pay any franchise tax to the United
States Government.

Mr. Branp. According to your answer, based upon your figures
there, there may come a time when none of the banks will pay any-
thing into the Treasury on the franchise tax.
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Governor Young. Quite true. One year aneapohs was the only
‘bank that paid a franchise tax. I will make that statement and cor-
rect if it it is not accurate. The method of distribution of earnings of
reserve banks is mandatory under the law.

Mr. Branp. Yes, I know; and it is a very wise requirement.

Governor Youna. But there is no way they could juggle those
figures at all.

Mr. Branp. I am glad to hear that. I am surprised to hear that
is the only reason they have paid nothing in the last three years into
the Treasury.

Governor Youna. Well, now, if some one made that other state-
ment, they may have had this in mind, Mr. Congressman: One
Federal reserve bank is permitted to rediscount for another Federal
reserve bank, so that if the borrowings were very high in the New
York dlstrlct the Federal Reserve Board would require the Federal
Reserve Bank of Minneapolis to rediscount some of that paper for
New York. There is a remote possibility of doing that and avoiding
‘the payment of franchise tax, but it has never been done. That is
‘the onf;' thing that comes to mind.

Mr. Brano. This is not germane exactly to the present questions
before the committee and I will not go into it any further. When,
in your opinion—and this question is suggested by my friend to my
left—will these 12 Federal reserve banks resume paying any franchise
tax, if ever?

Governor YounGg. That would be extremely difficult to answer,
Mr. Congressman. If we should have a repetition of what we had
in 1919 and 1920, when borrowings were very heavy and profits large,
those surpluses would be built up very quickly. If, on the other
hand, we should run into an easy money period for the next four or
five years, it might be difficult for the reserve banks even to earn the
6 per cent dividends. I could not answer that.

Mr. Branp. Well, I will proceed with my regular questions on the
issue that is now before the committee.

I want to ask you, Governor, what is the chief evil, if you admit
there is any, to the present system of banking under existing law,
which would appeal to Congress to take into consideration the
advisability of making a change?

Governor Youne. I would say, first, too many banks.

Second, that group systems have deve]oped which may be good and
which may be bad; but, in my opinion, the branch system within
trade areas, if you can define that, Would be better than the group or
«chain systems.

Third, I think examination -and surveillance have improved
tremendously in the last 8 or 10 years. I think there is a possibility
for further improvement along that line.

Fourth, if it were possible, I should like to see more banks support-
ing the Federal reserve system.

r. BRanp. Would it interrupt you there to ask this question:
‘What benefit is it to a member bank—a bank of the Federal reserve
system which does not have any occasion to borrow any money from
its correspondents and does not have any occasion to discount any
eligible paper with the Federal reserve bank—to remain a member of
the Federal reserve system?
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Governor Youna. The main advantage in my opinion is that that
bank which you describe is contributing to a system which I believe
has been of tremendous benefit to the business, agricultural, and com-
mercial interests of the country, and that banker has to look to an
indirect benefit more than a direct benefit.

Mr. Branp. How will it benefit such a bank, for instance, when it
receives no interest on its daily balances or for the use of its reserve
fund, and not borrowing any money or discounting any paper

Governor Young. I think it is an insurance, Mr. Congressman,
and the day will come when it will have to borrow some money.

Mr. Branp. When that time comes he can get back into the sys-
tem, if that necessity arises and he has withdrawn from the system.

Governor Youne. I am inclined to agree with you that, under
ordinary circumstances a nonmember bank can not operate without
contributing. However, that is an opportunity that every member
bank has the same as the nonmember bank, and if all banks of the
United States should arrive at the same conclusions, we would have
no Federal reserve system, and I do not think that anyone wants that.

Mr. Branp. Now, in answer to the first question, you gave different
reasons which account for the evil in the present existing law. Are
you prepared, at this time, to suggest any remedy by way of proposed
legislation or otherwise to correct this evil?

Governor Youne. I am not, but I expect that the Federal Reserve:
Board will be in a position to do so at a later date.

Mr. Branp. Governor, what, in your judgment, is the motive or
real reason why these large banks are merging, such as occurred in
New York a week or two ago, and the Fourth National Bank and the
Atlanta & Lowry National Bank of Atlanta merging into the First
National Bank of Atlanta a few months ago?

Governor Youne. We have become a great commercial nation and
a great factor in international finance, and larger units are required to
conduct that business.

Mr. Branp. Is it not true that such mergers and consolidations
of these large banks tend to monopolize capital and credit?

Governor Youna. I have repeatedly said before the committee
that I thought that was a possibility but highly improbable and I am
still of that opinion. ‘

Mr. Branp. Are not such consolidations as I have referred to
grima facie evidence that these mergers will give to the consolidating:

anks greater control over capital and credit?

Governor Youna. Well, if there was just one developing, there
might be some strength to your statement, but there are many of
them developing.

Mr. Branp. Many consolidations?

Governor Youna. Yes.

Mr. Branp. Does not that increase the tendency to give a monopoly
upon capital?

Governor Youne. I do not think so. I would say that the com-
petition is just as strong to-day as it ever was and just as keen.

Mr. Branp. What sort of competition do you refer to?

Governor Younag. For banking business.

Mr. Branp. Do the mergers of these great banking institutions
melet wigh the approval of the general business interests of the country
at large?
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Governor YouNG. Any reply I make, Mr. Congressman, would
have to be an assumption.

Mr. Branp. It would be your opinion, I take it.

Governor Younag. These banks are owned by the public as stock-
holders. Many of them represent the business interests of the
country, and if they consent to the consolidation or the merger or
the grouping, I think it is fair for me to assume that the business
interests of the country do approve of it.

Mr. Branp. Of course, if they consent. That is the crux of the
question. Are the general business interests throughout the country
approving, in your judgment, the great consolidations that are going
along all over the country in the great centers?

Governor Youna. I do not know, Mr. Congressman. Certainly
those that are stockholders have consented.

Mr. Branp. I am not talking about the stockholders. They are
part of the banks and they are in this business of consolidating. I
am talking about the business interests of the country that have no
stock in the banks and have no connection in a financial way with
the banks except possibly a desire to borrow money.

Governor Youna. I can not answer that, Mr. Congressman.

Mr. Branp. I will ask you this question, in which I am very much
interested: Are not such consolidations and mergers particularly
antagonistic to the agricultural States and the agricultural classes in
these States?

Governor Youna. I do not think so.

Mr. Branp. Will not the effect of such mergers force the agricul-
tural States to adopt branch banking, notwithstanding such States
are opposed to universal branch banking?

Governor Youna. I think so. I do not like the word ““force.” I
think, as time goes on, the rural communities and agricultural com-
munities will learn some of the advantages of branch banking.

Mr. Branp. As a general proposition does this—pardon me if I
interrupted you.

Governor Youna. No; go ahead.

Mr. BrRaND. As a general proposition, does this merger proceeding
going on throughout the country meet with the approval of the
Federal Reserve Board?

Governor Young. When I first appeared before the committee
I read a statement to the committee. The sum and substance of
that letter was that the board wanted more time to investigate it.

Mr. Brano. Idid not hear your answer.

Governor Youne. The board wanted more time to investigate
the whole general question of group, chain, and branch banking
before they made any commitments. That was also a statement
of my own and anything I might say before the committee would be a
rather impulsive conclusion. I would prefer to have more time
to study the problems.

The CuarrMaN. Would you allow me to ask a question there,
Judge Brand?

Mr. Branp. Yes.

The CrairMAN. In connection with this consolidation and concen-
tration of assets the movement is pretty fast now. Is the board
concerned about that development?

-
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Governor Youna. It is extremely hard for me to speak for my
colleagues, but obviously, when they are arranging for an extensive
investigation and study of the whole question, they are at least
interested in the subject if not concerned.

The CrairmaN. Supposing that study should take a period of
one or two years. Might it not happen that the consolidation and
the full plan of the men aggressively at work now may be entirely
completed before that determination is made?

Governor Young. Well, the figures I presented here the other
da&show that it is pretty well completed now.

r. BRAND. Does the Comptroller of the Currency consult with
the Federal Reserve Board before giving his approval of these large
banks consolidating into one large institution?

Governor YouNg. I will have to refer to Mr. Wyatt as to the legal
status of that. Not as a matter of statutory procedure, Mr. Con-
gressman. He has frequently discussed with me as to what consoli-
dations were taking place. There is nothing in the law that requires
him to consult with the Federal Reserve Board.

Mr. Brano. I know that, but I did not know, as a matter of fact,
whether he consulted with you or not.

Governor Youne. My relations are very close with the Comptroller
of the Currency.

Mr. Branp. I am very fond of him, too, but when you come to
dealing with such propositions as the great mergers going on in New
York and the great one in Atlanta, so far as we are concerned, it might
not be out of place for him to consult you and other members of the
board. I do not criticise him for doing or not doing so, however.

Governor Youna. Congressman, all of those consolidations and
mergers are reported to the Federal Reserve Board, and inasmuch as
we have no authority in the matter, we simply note them.

Mr. Brano. In your judgment, should Congress take any action
by appropriate legislation seeking to check such mergers, or is that
one of the questions you have under advisement?

Governor YoUNG. '}:hat is one of the questions we are considering.

Mr. Branp. Along the same line—I wrote down these questions
two weeks ago but did not get an opportunity to interrogate you
sooner—should Congress take any action by appropriate legislation
to give the Comptroller of the Currency authority, in his approval,
when he gives it, of such mergers, to impose some limitation upon
such mergers? It may be that the answer to that is now being con-
sidered likewise.

Governor YounG. Yes; we are considering that.

Mr. Branp. Under your construction of the Federal reserve act,
has the Comptroller of the Currency or the Federal Reserve Board
any right or authority to impose any limitations upon such consolida-
tions at the present time?

Governor Younag. The Comptroller of the Currency, so Mr. Awalt
informs me, has the authority to approve or disapprove these mergers
and consolidations. The Federal Reserve Board has nothing to do
with it in so far as national banks are concerned. We do, however,
have the authority to approve or disapprove them in so far as State
member banks are concerned.

Mr. Branp. Yes; I knew that the comptroller had authority to
approve or disapprove, but I did not know whether, under the act
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creating the Federal Reserve Board, or in any other act of Congress,
he hail authority to put any conditions or limitations upon his ap-
proval.

Governor Youna. If he disapproved, he would put a limitation
upon it.

Mr. Branp. That, of course, would be the end of it. They would
not merge. Could he say, for instance, ‘‘I am going to allow you to
consolidate these institutions, provided it is done in certain areas or
sections of the country or by imposing certain capital requirements,
etc.”? I am wondering if he has any authority, under existing law,
to put any conditions on his approval?

Governor YounG. Are you speaking now about chains?

Mr. Branp. I am speaking about approving the mergers of large
banks—the consolidations in great centers of capital of different banks,
like the First National and the Chase, of New York, recently, and the
two banks in Atlanta.

Governor Younag. We term that as a merger, and he has no au-
thority, if I understand the law correctly, except approval or disap-
proval. May Mr. Awalt answer that?

Mr. Branp. Yes.

Mr. Awavrr. Judge Brand, under the law, the comptroller is given
the right to approve or disapprove.

Mr. BRanD. Yes.

Mr. Awart. Now, before he approves, he can say to these banks,
“You must do so and so before I will give approval to this consolida-
tion.” So, while the law does not specifically state that he can put
some limitations on it in the consolidation, they have to meet his
approval. In order to do that, of course, certain conditions have to
be met. Does that answer your question?

Mr. Branp. That is a more concrete answer to it. He has the
right to impose certain conditions on it?

Mr. Awavr. Before they consolidate, but not after it. The law
sets down certain conditions, of course, in itself.

Mr. Branp. I am going to ask you this question, Governor, which
you may take under advisement when considering the other questions
which have been submitted to you and which are unanswered, but
which later on you will submit answers to:

As governor of the board, do you think it advisable to enact legis-
lation to prevent such consolidations of the banks in the large centers
of the country? If not, don’t you think it advisable, if the board has
no power to prevent such consolidation, that the Federal reserve act
ought to be amended so as to give the board authority to impose
limitations upon such consolidations?

You need not answer that now unless you are prepared to do so.

Governor Younag. I should like to answer that later.

Mr. Branp. I think the authority ought to be lodged somewhere,
in the Comptroller of the Currency or the Federal Reserve Board, to
che(i,lé or put some limitation upon them in the interest of the business
world.

Governor Young. Mr. Awalt has just informed me that the Comp-
troller of the Currency, in his testimony, said that if the branch
banking privilege was extended to the national or member banks, in
his opinion Congress properly should place some limitation.
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Mr. Branp. I am glad to hear that. I want you to take into
consideration, when you are preparing your opinion about the ques-
tions already submitted to you, the answer to this question: If
nothing is done to prevent such mergers or consolidations of the large
banking institutions of the country, won’t the inevitable result be
that these large banking institutions will absolutely control or put
the smaller banks of the country at the mercy of these consolidated
banks? In short, if this consolidation or merger of large banks
continues, won’t it in the end give these banks absolute control and
a monopoly of capital and credit throughout the country?

You need not answer those two questions now, but I should like to
have you answer them when you are ready to give your opinion to the
committee upon other questions propounded to you.

Governor Youne. I would like to do that, but I have answered that
so many times before the committee, that it is a possibility but not a
probability.

Mr. Branp. I have not had the opportunity to be present at all
the hearings, and therefore am probably asking questions which have
already been submitted to you by other members of the committee.

Governor Younag. I have a stenographic record of that and will be
glad to answer that at a later date.

Mr. BEepy. Would it not be helpful to have the governor explain
why he thinks that is a possibility but not a probability?

Mr. Branp. I did not catch that that was his answer.

Governor Young. I have gotten the idea from the inquiries of the
committee that there seems to be a fear 1 unit or 2 units or 3 units
will eventually control all of the credit of the United States. The
credit of the United States comes largely from the depositors who are
great in number and, collectively, represent a tremendous volume of
this credit. If those units become so strong, they become a monopoly
to the detriment of other depositors and customers, the business being
profitable, obviously it will induce many of these depositors and
owners of credit to set up other organizations.

I think we will always have competition in credit, regardless of
whether it be 26,000 independent units, as it has been, or whether it
may be two or three hundred larger units. I just can not conceive
of all the credit in the United States, which is owned by the people,
being centered in the hands of a few people.

Mr. Branp. I want to come nearer home. Take Atlanta, for in-
stance, where the Fourth National Bank and the Atlanta & Lowry
National Bank merged into the First National Bank, being only one
or two banks left in Atlanta outside of their branches: What effect
will such merger have upon the individual, and the small country
bank borrowers?

Governor Youne. The ability of the small country bank to
borrow from:

Mr. Branp. From the merged banks; and the farmer, for instance,
who wants to borrow money to make a crop.

Governor Youna. Well, let us assume that the organization in
Atlanta refused a deserving country bank credit. That country
bank would not stop there. The country bank would go to New
York or somewhere else.

Mr. Branp. He might go to New York or somewhere else, but it
would be a vain thing to do if he is not known and could not borrow
money or get credit elsewhere.
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Governor Younag. My observation is that the banks are always
looking for good customers.

Mr. Branp. Referring again to the merger of banks in the great
cities, what effect will that have on the rate of interest paid to small
banks who have deposits with their correspondents in large cities?
They only pay 2 or 2% per cent now. If this reorganization of large
banks continues, won’t it have the effect to decrease the rate of interest
on daily balances?

Governor Younag. Not in my opinion. There will be sufficient
competition in this country so that if Atlanta gets down too low in
its rate it pays the country correspondents, they would seek cor-
respondents elsewhere and get them.

Mr. Brano. I know that is sound as a general proposition, but
suppose the other two banks in Atlanta join with the First National
Bank? What would prevent that group from running down the
rate of interest they pay their correspondents on daily balances,
‘when the correspondents have no other connections and are known
to no other banks in the city or State?

Governor Youna. If I were operating a bank in New York and
knew of any such condition in the Atlanta district, it would not
take me 24 hours to get down there to Atlanta and solicit that business
and get it on a profitable basis.

Mr. Brano. I hope you are right.

What effect will these mergers have on the rate of interest these
New York banks, for instance, will charge a bank in Georgia if he
wants to borrow some money; in my judgment it will have the effect
of making the bank pay a higher rate of interest than now. Is that
right in your judgment?

Governor Young. I do not think so. There will still be sufficient
competition, Mr. Congressman, to compel those banks, whether in
New York or Atlanta, to follow the market and obtain that business
on a competitive basis.

Mr. Branp. Take a country bank, for instance, member of the
Federal reserve system, which has been doing business with New York
and Atlanta banks, assuming the consolidation of large banks in
New York and Atlanta will continue and they should decide to increase
their interest rates on loans, what fix would this country bank be in
when it has no financial connection with other banks in New York
and Atlanta?

Governor Young. You have the simplest solution in the world on
that, Mr. Congressman. Go to your Federal reserve bank where
you can always get a lowerrate than you get from your correspondents.

Mr. Branp. Suppose you take a bank that does not belong to the
Federal reserve system?

Governor Youne. That is the strongest argument I have heard
for a long time for membership in the Federal reserve system. That
is why he should be a member. That is the assurance he will have.

Mr. Branp. Still, this is forcing the nonmember banks to join the
Federal reserve system. This situation compels him from necessity
to become a member.

Governor Youne. That is proving to him it is advisable for him
to go in.

Mr. Branp. In your judgment?

Governor YounG. Yes, sSir.
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Mr. Branp. What effect does the increase in the discount rate or a.
decrease in the discount rate of the Federal reserve banks have on the
price of farm commodities?

Governor Youne. That is a question that has been before this
committee on many occasions.

Mr. Branp. But I never asked you about it before.

Governor Youne. My opinion 1s that it is a factor and a con-
tributing factor, but not a determining one; in other words, I do
not think we could put the price of money down to 2 per cent and
arrive at the conclusion that agricultural products are going to
increase in price 10 per cent or 20 per cent any more than you could
put up the rate to 7 per cent and it will depress agricultural products
further than they have been.

Mr. Branp. How came cotton to go down from 40 to 10 cents a
pﬁound, under the deflation policy of 1920, if it does not have that
effect?

Governor Youne. I will not admit there was a deflation policy
in the Federal reserve system in 1920, because I operated a Federal
reserve bank in an agricultural section and there was no deflation
of credit.

Mr. Branp. I thought it had become an historic fact all over the
world that there was a deflation policy inaugurated in 1920 and that.
the policy caused a decrease in the price of farm commodities, in-
cluding cotton.

- Governor Youna. There was a thorough investigation by a joint.
commlttee of the House and Senate in 1922, if I remember correctly,
in which the House and Senate did not arrive at that conclusion.

Mr. Branp. Well, I have great respect for the members of the
committee of the House and Senate to which you refer, but I do
not agree with them if they reached such a conclusion. I know as
a matter of fact that subsequent to the inauguration of this policy,
unlike the policy inauguarted after the Civil War, when the people
were given a year’s agvance notice of it, which was suddenly and
secretly inaugurated so far as 90 per cent of the world was concerned,
cotton which was selling at 40 cents per pound went down to 10
cents per pound, on account of which fact thousands of farmers and
hundreds of banks in my State went broke.

Mr. GoLpsBorouGH. May I ask a question there in order to make a
suggestion?

Mr. Branp. Yes.

Mr. GorpsBorouGH. Governor, in 1921, Governor Harding was
before this committee and I remember very distinctly he had a large
chart over on that side of the room [indicating] and I guess he was
asked by different members of this committee twenty times about the
deflation in the agricultural districts and he always evaded the ques-
tion. He never did answer it. He undertook to say that the credit
throughout the country was not deflated, but when it came to the
specific question regarding the agrlcultural sections, he would not
answer. I was here in the committee and know that is a fact.

Governor Young. I was in an agricultural section:

Mr. Branp. And it is broke, toe, is it not?

Governor YouNng. And there was lent not less than $118,000,000, if
I remember correctly, in the ninth Federal reserve district, an amount
far in excess of what the Federal Reserve Bank of Minneapolis had.
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Mr. GoLpsBorouGH. Is it not a fact that all our leading economists
recognized that that deflation policy did take place as far as the agri-
cultural sections were concerned; that they deplored it, but excused
it on the ground that it was a very unusual condition ; the first time the
Federal Reserve Board had been subjected to that condition and they
simply used poor judgment. Is not that generally recognized among
economists?

Governor Young. Not that I know of, Mr. Congressman. It
may be true.

Mr. Steacarn. That is what they said before this committee.
They said the Federal Reserve Board in that period was simply
feeling its way in the dark and finding their powers, and the state-
ment was made not in support of the more bitter criticisms indulged
against the Federal Reserve Board but, on the contrary, exculpating
the board from the purposes so often attributed to them, but clearly
insisting that the board did pursue a deflation policy in reference to
agriculture.

Mr. Brano. I know it to be a fact that the people in my district
and State clearly Understood that a deflation policy had been inau-
gurated, with the results, so far as our farmers and banks are con-
cerned, as above indicated.

Say January, for instance, before this deflation policy was inaugu-
rated, cotton was selling for 40 cents per pound, and in November
thereafter this same cotton, of the same grade, weight, and condition,
which was worth as much in November as it was in January, was
selling for 10 cents per pound.

Governor Youna. In 1920?

Mr. Branp. The year deflation of prices began. What caused
this great reduction in the price of cotton, if not due to the effect of
this deflation policy, as I call it and have always called it, right or
wrong?

Governor Young. I think the main cause was a buyers’ strike
throughout the world. The first evidence we had of the deflation
was in Japan, where the price of silk became so high there was no
consumptive demand for it. That was the first evidence we had of
the starting of a world-wide depreciation of products. It did not
start in this country.

Mr. Branp. I remember very well the Georgia National Bank of
Athens had cotton warehouse receipts from farmers all over the
country. They made the mistake of holding the cotton when it was
40 cents a pound for higher prices and when it got to 10 cents, the
Atlanta Federal Reserve Bank and the bank’s correspondent in New
York called upon the president and directors of that bank to collect
their money. When they called for it the farmer had to sell his
cotton at this low price, the proceeds of which was not enough to pay
his loan, and the consequence was he not only lost his cotton but
his farm also, which broke the ordinary farmer and he has been
broke ever since.

Mr. Steaearn. Let me have the witness for a minute, please.
This was shown in Omaha, Governor Young, before the committee
to which you referred, which I suppose is the same committee:
The insistence had been made all along and they brought figures
to show there had been no decrease in loans to justify the charge
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that a deflation policy had been effected. At Omaha—TI forget who
the witness was—but at Omaha a witness from the Federal reserve
bank in that district brought a chart that showed this: When the
seasonal demand for an increase in the loans for crop marketing and
the like took place, the figures showed that there had been some
increase in loans, but just as the chart showed an increase in loans,
it showed a decrease in nonborrowers, clearly demonstrating that the
regular borrowers from that Federal reserve bank did not enjoy
any of the increase in loans for seasonal demands. The testimony
was all to the effect that there was a normal seasonal increase in
demands for loans but the banks in the small communities, instead
of being able to carry their customers, and furnish additional credit
had to collect on their paper. The only way they could collect was
by the sale of their farm products and they were being thrown on a
cgnstantly falling market. That is what the testimony showed out
there.

Mr. Winco. I ask permission at this point to put that chart in
the record.

The CrairMAN. Without objection that will be'done.

Mr. Wingo. I think I have a copy of it in my files.

(The chart referred to will be reproduced in a later part of these
printed hearings.)

Mr. BusBy. Governor Young, do you know anything of a meeting
held here in Washington on May 18, 1920, by the Federal Advisory
Council and the class A directors of the Federal Reserve Board with

- a view to discussing a policy of deflation, that policy being to with-
draw from the eligible paper for rediscount certain types of securities?
It was not any open public meeting, but in a meeting held with
Governor Harding and the type of directors I have mentioned.

Governor YounG. I do not think I attended that meeting, but if
I remember correctly, that was the meeting referred to many times
in the %ublic press in which they had a stenographic record of what
was said.

Mr. BusBy. Where the public was not taken into consideration in
the way of giving

Governor Youna. That has been published.

Mr. BusBy. As a direct result of that meeting and its actions
and policies, discussed by it, the deflation policy of 1920 soon followed,
and then the break in farm commodity prices Judge Brand referred
to was the natural result. Was not that true?

Governor Youne. I am not familiar with the meeting, Mr. Con-
gressman. Mr. Wyatt can make a statement in reference to it.

Mr. Bussy. Idonot want to take any more time from Judge Brand.

Mr. Steacarn. With Judge Brand’s permission, I want to ask
another question. Regarding the policy of the Federal reserve banks
in handling Government bonds carried by member banks——

Governor Young. I can only speak for one district—the ninth
Federal reserve district.

Mr. SteEAGALL. You know that general situation as regards the
market for bonds, and the way the bonds were carried by the banks,
do you not?

Governor Younag. Well, I think it was optional with the bank to
sell or buy. I talked frequently with bankers who paid, I think 5 or
6 per cent to carry the bonds, and they were only yielding 4% per
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cent, as to whether it was advisable to sell or not. Sometimes they
sold, and sometimes they did not. .

I ought to make this statement in defense of the board at that time.
I was operating the Federal Reserve Bank of Minneapolis, where
conditions were very bad. We lent in great volume, lent beyond our
own capacity. The New York and other reserve banks in turn lent
tous. We took care of the member banks, and the nonmember banks
were taken care of by city correspondents. We, in turn, lent the city
correspondents to take care of the nonmember banks. )

I recall very well coming to Washington at one time and talking
with Governor Harding, of the Federal Reserve Board. We had
gone up to $113,000,000, and we were attempting to analyze the
situation. At that time we felt we might possibly have to go up to
$150,000,000 or $175,000,000 to take care of it or attempt to take
care of it.

There was no restriction on that bank, never a letter to the Federal
reserve bank, and no one ever bothered me in the operation of the
Federal Reserve Bank of Minneapolis from 1919 right clear through
to the time T left.

Mr. SeiBeruiNG. May I ask a question there?

Mr. Branp. Certainly.

Mr. SeBeERLING. Did you not get instructions from the Federal
Reserve Board to quit taking automobile accessory paper early in
19217

Governor Younc. Never did; not that I remember.

Mr. SeiBeruIiNG. You do not know that the Atlanta Federal Re-
serve Bank got such instructions, do you?

Governor Youna. No; I do not know. I know that we in Min-
neapolis did make a very strong plea to some of our member banks
to take care of the agricultural interests and avoid some of the un-
necessary credit at the time.

Mr. SeiBerLING. It was the opinion of the Federal Reserve Board
that the automobile business had gone about as far as the country
would stand at that time, was it not?

Governor Youna. Iwould have to check that up, Mr. Congressman.

Mr. SeiBerLING. And since then the automobile business has in-
creased many times beyond what it was then.

Governor Youna. I can express my own opinion. Under the con-
ditions that existed in the ninth Federal reserve district, I thought it
was best at that time to give more attention to agriculture, to put
them in a position so that they could buy the automobiles later. In
other words, it was our desire to take care of agriculture first, in
preference to anything else.

Mr. Branp. Governor, the question was asked several years ago of
a representative of the Agriculture Department if the Federal re-
serve banks, acting in conjunction with the Federal Reserve Board,
could by the adoption and inauguration of a given policy, cause a
decrease or an increase of prices of all farm commodities, and he
answered yes.

Governor Youna. Who answered that way?

Mz. Branp. I think it was the Secretary of Agriculture that
appeared before this committee several years ago after Governor
Hardli?g left the Federal Reserve Board. I asked the question
myself.

-
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In other words, do you not think that with cotton, say, selling now
at 50 cents a pound and wheat at $1.50 a bushel the 12 Federal reserve
banks and the Federal Reserve Board can get together and agree
upon a policy which when promulgated would have the effect of
deflating the prices of these farm commodities?

Governor Youna. I do not think so. I am going to illustrate that
by a specific example. It does not make any difference whether you
are operating a Federal reserve bank or a commercial bank; your
object is to conduct that institution in such a way that you will not
lose money.

Now, this deflation that they speak about occurred in 1920. In
1919 the Federal reserve bank had loaned in the neighborhood of
$90,000,000 in the Northwest. Practically every penny of it de-
pended upon agriculture. Now, would I, as the executive officer of
that bank, deliberately go out on any policy or campaign that would
destroy the collateral back of the $90,000,000 I lent? I do not think -
$0.

Mr. Branp. I do not think you would have done it, but, as a
matter of fact, something happened in the country that caused that
very effect on farm commodities, and the Federal Reserve Board
and the 12 Federal reserve banks constituted the only machinery
of the Government that could do it. It seems to me that the con-
clusion is logical that it was done by the Federal Reserve Board, and
if it was done one time by the Federal Reserve Board it could be
done again.

Mr. SteacarLn. If I may interrupt, a chart that we had showed this,
that the amount of loans in that Federal Reserve district remained
substantially the same during the period in which there was a largely
increased seasonal demand for credit. There was no increase in loans,
but there was a big decrease in nonborrowers, or the list of non bor-
rowing member banks. In other words, the Federal reserve bank in
that district had accommodated quite & number of new customers
without increasing the amount of money it had out, leading inevitably
to the conclusion that instead of increasing the loans to the member
banks in the agricultural sections to take care of the seasonal demand,
there had necessarily been a decrease in the amount of loans to them,
and the only way that could happen would have been for them to
have collected out of their farmers in a market where prices were
constantly falling and where the only possible effect of calling a loan
would be further to depress the price.

That chart showed all of that.

Mr. Winco. I think-the gentleman from Alabama is in error as to
what locality the chart covered; I think it was either St. Louis or
Kansas City.

Mr. SteacaLL. My recollection is that it was Omaha.

Mz;1 Winco. But, anyway, wherever it was, I will put it into the
record.

Mr. SteacatL. This happened in Nebraska; the chairman will
remember it.

Mr. Branp. One other question, and I believe I will conclude.

The Citizens and Southern Bank with which you are very familiar
has a branch bank in Athens and others in Atlanta and different
cities in the State. There is one other bank there ar Athens. Neither
one of these banks nor any of the Atlanta banks will lend money on
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-crop mortgages which I know are very poor security. There is a
great section of my district and in Congressman Bell’s district where
farmers have no money with which to make a crop and they can’t
borrow it unless the banks lend them money on crop mortgages.
We have no branch banking law in the State of Georgia now, but
our little bank, the Brand Banking Co. of Laureville, Ga., does
make loans to these farmers on crop mortgages.

Now, what is going to become of such farmers if all the banks of my
district, say, refused to loan money for the purpose of enabling them
to make crops? Many of the small banks in my district and Congress-
man Bell’s district have been lending money on crop mortgages.
‘What is to become of this class of people? What suggestion can you
make as an expert witness and as & man who has had considerable
experience in all phases of the banking business with respect to what
such people should do, and .what does the banking system of the

. United States owe to the farmers of the agricultural sections of the
country in the condition indicated by me?

Governor Youne. Mr. Congressman, I do not think that I can
afford to advocate any program that would take depositors’ money
and lend it on poor security or poor collateral, as you say these loans
are. That condition has happened frequently in the ninth Federal
reserve district. It was taken care of by a seed lien loan of the
Government on several occasions. It was taken care of in 1927 by
a seed lien loan authorized by the Congress, because there was
failure to pass the deficiency appropriation bill, with the result that
the Government was in the position of having the loans authorized
with no money to lend. That situation was handled by those various
counties issuing warrants, and those warrants were sold to Minne-
apolis and St. Paul banks and the proceeds loaned by the counties
to the farmers.

Mr. Branp. Then if that is the only remedy, the banking business
does not do the farming class any good in such a case as I have
referred to

Governor Youna. I think that they have done a great deal along
those lines, to their sorrow in many cases. Surely, Mr. Congressman,
you do not want me to advocate that a bank should take a depositor’s
money—a widow’s, if you please—and make a poor loan with it?

_ Mr. Braxp. Of course not, and that is the first time I have heard
the word ‘“depositor”” used in all of this investigation. I thought
he was lost sight of entirely.

Governor Youna. I think he is the man we should give a great
deal of attention to.

Mr. Branp. I think so, too; but I do not think that he is being
given enough attention by the Federal reserve banks and the banks
that belong to the Federal reserve system or do not belong to it.

I have given you a case where the situation is serious, and it is no
hypothetical question. This class of farmers are in a position where
they can not farm and cultivate a crop, which they must do if they
feed and clothe themselves, their wives, and children, much less
educate them, unless & bank loans them money on crop mortgages;
and the banks in the large cities will not do this.

In such a case as I have cited, if we should have a good crop—and
no one ever knows what it is going to be—the bank which loans
money to these people on crop mortgages gets it back, because they
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are honest and pay their debts when they can; but if there is not a
good crop I concede there is a loss to the bank.
Governor YouNG. My experience with crop mortgages has been

* this, that a crop mortgage may be the best security in the world if

Digitized for FRASER

they get a good crop, but it is the poorest security in the world if
they do not get a good crop.

Mr. Branp. When you are ready to answer the questions pro-
pounded to you by myself and other members of the committee, I
will thank you, at that time, to answer the following:

(1) Are the people in this section of the State of Georgia—and
there are many sections of Georgia in the same condition—receiving
the help or assistance they are entitled to at the hands of the present
banking system of the United States? -

vi(l2‘?) If they are not, what remedy do you suggest to correct this
evil? .
(3) What system of banking would you suggest would best sub-:
serve the interests of the people of this section in the condition they

are in as described by me?

(4) Particularly in the counties where banks have all become
insolvent, and on account of the distressed condition of the people
they are unable to organize a bank, what would you advise to be done
in order that such sections of the country may have the benefit of
banking facilities?

Now, coming back to the depositor, what have you to suggest?
I am not going into the subject of insurance for depositors, because
both the Comptroller of the Currency and yourself are opposed to
any sort of a guarantee of deposits, and it looks like the whole Treas-
ury Department is.

You have given us your opinion about helping the banks which are
members of the Federal reserve system. Taking into consideration
that you are opposed to paying any interest on reserve funds in the
Federal reserve banks, are you prepared now to state in what manner
you would suggest helping the member banks? They are not getting
enough out of the system as I see it.

Governor Youna. I stated the other day, Mr. Congressman, that
the board in its annual report to the Congress of the United States
would recommend that more of the earnings of the Federal reserve
system be distributed to the member banks, but the method by which
that distribution would be made has not yet been arrived at.

Mr. Branp. Have you any way of helping member banks other
than using part of the franchise tax? If not, where are you going to
get the money to help?

Governor Youna. One suggestion has been made that the amount
that goes into surplus be reduced and that what is over that be dis-
tributed to the member banks. That is complicated and requires a
good deal of study.

Mr. Branp. I have finished, except for this suggestion, that I would
like to have the board confer with the Comptroller of the Currency,
the Secretary of the Treasury, and also with Judge Garrett, who once
had a plan in mind, the details of which I do not have, and submit
to the committee some workable plan to protect depositors or to
guarantee deposits. Some sort of deposit guaranty is coming sooner
or later. It may not come in your lifetime or mine either, but there
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is goini to be a revolution in this country unless depositors are given
wme character of protection against loss.

An amendment along this line was proposed to the original Federal
reserve act when the same was before the Finance Committee of the
Senate. If the Federal Reserve Board can work out a plan and make
some recommendation for legislation giving protection to depositors
by way of a guaranty fund or otherwise, without making the strong
banks take care of the weak banks, I think it should be done. I think
the highest duty you can render to the people of the United States
and to the depositors in all of the banks, particularly the small ones
in the agricultural States, is to devise such a plan, if you can. I am
thinking more about the depositors than I am of the stockholders.

Mr. StreAacaLL. Let me ask one or two questions.

Mr. Forr. We had a special order for 12 o’clock.

Mr. SteacaLL. I thought he was through. .

Mr. Luce. Mr. Chairman, I move that we now go into executive
session.,

Mr. Fort. I second the motion. :

The CrarrMAN. It has been moved and seconded that the com-
mittee resolve itself into executive session. .

(The question was put, the motion agreed to, and the committee
¥ent Into executive session.)
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