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BRANCH, CHAIN, AND GROUP BANKING

TUESDAY, JUNE 3, 1930

House or REPRESENTATIVES,
ComMmiTTEE ON BANKING AND CURRENCY
Washington, D. C.

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

The CrairMAN. The committee will come to order. Mr. George
W. Davison, of the Central Hanover Bank & Trust Co. of New York,
is present this morning, and we will be very glad to hear any statement
Mr. Davison cares to make.

Our usual procedure, Mr. Davison, is that the witness make such
statement as he desires, after which members of the committee may
want to ask some questions.

STATEMENT OF GEORGE W, DAVISON, PRESIDENT, CENTRAL
HANOVER BANK & TRUST CO.

Mr. DavisoN. Mr. Chairman, 1 think the most succinct form in
in which I could say anything is to give you this pamphlet containing
an address I made in San Francisco last October, before the bankers’
convention. I am sure you do not want me to burden you by reading
it, but I will summarize what I said there, in a few words.

The CrairMaN. Have you given expression to any other opinions
in regard to this subject, in addition to those contained in the pam-

hlet?
P Mr. Davison. I think I was interviewed by a man from Printers
Ink, who printed what I stated to him at the time of the interview,
which was along about the same lines. If anybody desires me to, 1
can amplify what I have stated in that address.

The traditions of our country are wholly against any concentration
of any power of any kind; particularly against the concentration of
banking or money power.

You have only to recall the days of Andrew Jackson and the
changes made before the Pujo committee made any report. It
only requires a statement of the conditions that then existed to realize
how sensitive the people are to conditions of that kind.

I further feel very strongly that the unit bank, the independent
banker, in the community, locally owned and loc ally responsive, has
been a tremendous force in the development of our country and one
of the essential elements that makes our people different from those in
other countires.

I do not think that any comparison can be drawn between the
continental countries, with their branch systems, and America, for
they have all been brought up to a different manner of thou(rht and
are quite accustomed to part of their people being the underdog,
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1782 BRANCH, CHAIN, AND GROUP BANKING

being subservient, and, of course, all of them are, compared to the
stretch of the American Continent, comparatively small and cover a
very narrow, localized area.

For example, in England the total area of the five great banks is no
greater than New York and New Jersey.

I think also you will find that the experiences of some of the large
banks abroad have not been such as to justify any of the claims
made for branch banking—that it prevents failures and crises. The
experience of the large bank in Denmark, even with Government
help, was most unfortunate. Probably the economic crises in Japan
were very much extended and the development of the country re-
tarded for a long period by the fact you had great banks with Gov-
ernment help which stayed liquidation in 1922, which we had in 1920
and 1921, and it was not until 1927 that the thing broke loose there,
but, in the meantime, for five years you had a position of stalemate,
with business practically at a standstill.

In Canada there are at least two instances of great banks becoming
involved in extreme difficulty.

The suggestion that branch banking is going to take care of the
small community—the community too small to support a local bank—
I do not feel has any great merit. None of these chains formed thus
far have ever been known to take over poor banks. It is not the
weak bank they buy, and the change in our own methods of trans-
portation and communication has probably rendered unnecessary the
existence of banks in very small communities.

When you come to consider that the failures in American banks
have been confined largely to localities in the South and the territory
from Minnesota south, you can find a cause quite apart from the
general banking situation that gave rise to these results. Both of
them were undoubtedly the result of the high prices of certain agri-
cultural commodities during the war, with a consequent increase in
the value of the price of real estate, and, of course, the Florida boom
was the same thing.

I think some of you must be alarmed by the change that is taking
place in the character of some of our communities with the vast
extension of chain stores, for they are replacing merchants and men of
responsibility with clerks on a small salary who can not advise, and
certainly can not support, local charities and public institutions.

Banks are one of the very few corporations which advertise their
debts. You see a bank speaks of its total resources, which include all
deposits. Of course, their deposits are debts to some one esle. Four-
fifths, at least, of a bank’s money is money deposited with it by other
people and the primary duty, I think, of every bank, is to its depos-
itors rather than to its stockholders. Experience shows that when
that duty is well done, it is profitable to its stockholders.

But the first aim of every banker is to know that he is going to be
able to pay his debts. There is no doubt chain banking has come
because branch banking is still illegal and it started, beyond any
question in my mind, as a speculation and promotion matter. It has
stopped generally because of the debacle that took place last fall in
the price of securities, and except in local communities it is going on
now in smaller areas and largely because of fear.

There have been a great many people in talking with me and talking
with some of our officers, who are afraid because of the source from
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BRANCH, CHAIN, AND GROUP BANKING 1783

which the suggestion for wider branch banking was made, that branch

banking is going to come, and they do not want to be taken over by

some foreign and remote group, and they are combining, as a measure

(k;f dﬁf;nse and not from any desire or belief in an extension of branch
an

1 thmk I have summarized pretty well the things that were in my
mmd 1 have been very brief, and I shall be glad to elaborate my
views if the committee desires on this subject, and if you desire, I
will send a copy of this pamphlet to every member of the committee.
T have some natural modesty about

The Cuamuan. I am going to suggest that, without ob]ectlon,
this statement of Mr. Davison, which is the speeoh he delivered in
the American Bankers’ Association convention at San Francisco, be
made a part of the record at this point.

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

In the case of Georgia, you had an instance of chain banking, and
when the Bankers Trust Co., of Atlanta, failed, some 80 banks, sup-
posedly independent, went down within 40 hours. Our history of
chain banking has been been that when one goes bad the others go.

I do not believe that there is anything that chain banking can do
for banking members of its group that can not be done , and is not
now being done, by correspondent banks. It was thought when the
Federal reserve act was passed that the need for correspondent banks
had ceased to exist. The national bank used to carry part of its
reserve with its correspondent in a reserve city, but there are many
needs that the Federal reserve does not meet for the bank in outlying
districts. It has collateral that is not available and I do not think
should be available at the Federal reserve bank, and it can send that
to its correspondent and can secure funds on that, if needed. It.can
get and does get advice as to securities, and when it has a surplus of
funds it can send them to its correspondent either to be invested in
commercial paper or in loans on call and, in the same way, it has been
known and does call on its correspondent for aid when the financial
needs of that community are great.

The great difference in that, to my mind, is this, that the local
bank sends its funds to its correspondent because it Wants to, and not
because some one in a reserve city tells them to. It is a transaction
between principals and not a transaction between a head of a system
and a clerk or employee.

BankiNe EvVOLUTION IN AMERICA

A DISCUSSION OF MERGERS, BRANCH BANKING, CHAIN BANKING, AND THE UNIT
BANK

(By George W. Davison, President, Central Hanover Bank & Trust Co.,
San Francisco, October 3, 1929)

The privilege of addressing you to-day is deeply appreciated. It is as the
head of an institution which has been intimately associated for more than a half
century with the work and problems of bankers all over the country that I am
venturing to talk to you, and the subject which I shall discuss concerns every
one of us. I propose to talk to you about current portents for our American
banking future.

‘What is happening to our American banking system in this era of accelerated
speed, innovation, and change? When the dust of the era has cleared away will
our American banking system be radically different from the banking system
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1784 BRANCH, CHAIN, AND GROUP BANKING

with which America faced the new conditions at the end of the Great War a
little more than a decade ago? What is denoted by the rapid progress of the
merger movement for larger and larger banking institutions? By the persistent
movement for the expansion of branch banking beyond municipal confines? By
the movement for what is called chain banking, obviously an endeavor to estab-
lish a compromise with National and State statutory limitations on branch
banking? Are all these movements to go on with gathering force and widening
sweep until we have a few hundred or even a few score mammoth banking insti-
tutions with myriads of branches? Or are we going to preserve our banking
system essentially unchanged in form, organization, and control?

These are only some of the questlons which we, who are engaged in what is not
too accurately called the banking business, are all asking ourselves and one
another. The very questions give concern. The implications of an answer in
favor of an intense concentration of control in the banking field must give us still
more concern because of the basic characteristics of American banking in its
historic past and because of the contribution of our banking to the exploitation
of American economic resources and the prosperous growth of American enterprise.

The general reason for addressing you on the subject chosen is the common
interest we all have in whatever adaptations we should make to fit our activities
to the needs of the time and the future. The particular reason for addressing
you on this subject is the special interest I have in the work and problems of a
great many separate banks. The bank and trust company which I have the
honor to direct is the depository and correspondent of a large number of banks.
Their interests are our interests. We are the possessors of a pioneer tradition in
the establishment of correspondent bank relations, and all the thinking I have
been able to do on questions affecting our bankmg future has centered around
some of the most valid conclusions which are to be drawn from the contacts and
experiences of a correspondent bank with its depositing banks. When we recall,
and recall we can with pride, the encouragement and assistance which the freedom
of independent initiative in our highly individualized banking system has given
to the constructive achievements of American history and trade and the enhance-
ment of the popular welfare, I am satisfied that all these questions can receive
an answer affirming that there is no necessity in our banking, past or present,
for a revolutionary change in our banking system in the near or further future.

So that I shall not be misunderstood, I wish to make it clear that I believe in
bank mergers, up to the point where they are not restrictive of interbank com-
petition and up to the point where independence can be retained and relations
with customers do not become mechanical or stereotyped. I helieve in branch
banking in limited local areas where the closest kind of contact can be kept with
the main office and, of much greater importance, where the main office has a
close and exact knowledge of local business conditions and the local people.
Regarding it solely as an experimental form of branch banking I shall not argue
here against the endeavor to weld banks into chains moored to holding companies
which are in turn subsidiary to or allied with institutional banks. One of our
great advantages as Americans has been the opportunity offered by our vast
geographical extent, by the different qualities of our population, and the differ-
ent resources of our far-flung land to engage in experiments, political, social, and
economic. In our laboratories of such experimentation we have made helpful
discoveries. One of the discoveries which we have been continually making is
that what was often supposed to be new has not necessarily been new, and, far
more often, what was thought to be desirable because it was new has turned out
not to be good. It might be asked, in passing, if you go in for buying banks in
order to make a chain or to set up branches, or if you go in for mergers for the
sake of size, where are you going to stop? These are awkward questions to
answer, but at long last T do not argue against experiments in branch-banking
expansion, because I believe that we have something else which is better; which
argues for itself.

AMERICA [AS THE BEST BANKING SYSTEM IN THE WORLD

What is there about American banking which would indicate that it is in the
way of a great change in organization, form, and control? Is there anything
fundamentally wrong in the present organization, form, and control? I think
not. I believe that to-day America has the best banking system in the world;
the most flexible; better adapted than the banking system of any other country
to the enhancement of the economic welfare of all its people. What other country
can show anything like our highly developed check system for facilitating the
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BRANCH, CHAIN, AND GROUP BANKING 1785

exchanges of its domestic trade? What a tribute to our banking system is our
check system which gives such currency to confidence.

Undoubtedly this was not always so. It was not so prior to 15 years ago,
when the Federal reserve system was set up. Nevertheless, our banking in
our whole history has matched the requirements of American opportunity and
contributed invaluably to its realization. Every lesson that experience set for
our banks was learned and the teaching was put into effect; whether the lessons
taught by the destruction of the first and second Banks of the United States;
the lessons of the periods of free banking and wildeat bank note issues; the
lessons of the battles for sound money; the long lesson of our panics which finally
enabled our banks to convince themselves and so convince the people that our
banking system must have some centralized direction, some centralized ability
to render solvency liquid, and give fluidity to credit, some coordinating factor
of banking power through mobilized reserves; or the further lessons learned in
the recent war years as the result of which our bankers, instead of being chiefly
brokers in loans, have become dealers in credit for the Nation and the world.

FREEDOM OF INITIATIVE AND COMFETITION SHOULD BE RETAINED

Through all the decades and generations of banking mistake and banking failure
the periods of disordered currency, the cycles of boom, panic, and depressxon
American banking has persistently gone forward and ta,ught by experience,
has suited itself to the demands of each new day. What is there about the record
which is to account for this, and why is it that America has, as I believe firmly
it has, the best banking system at present for its needs? The answer is to be found
in the one universal fact which stands out in our banking history; that our
banking has been done by individual banks, locally owned and headed by re-
sponsible individuals who were free to make bheir own decisions and accomplish
their own successes, who were intimately associated with the activities of their
local communities, thoroughly acquainted with local conditions and local people,
and, because the ramlﬁcatlons and contacts of banking are éndless, more or less
in touch with industrial, trade, and financial conditions elsewhere. I believe that
it has been vital to the interests of America that our bankers have had the indi-
vidual freedom of initiative and competitive action which they have enjoyed
(subject to such statutory restrictions and governmental supervision as the popu-
lar will has demanded and time has shown to be wise and desirable), and I believe
that it is going to be equally vital to the interests of America in the future that
the largest possible amount of individual freedom of initiative and competitive
action should be retained by our bankers.

The prime characteristic of American banking has been its intense individual-
ism. This used to be true also of American enterprise in trade and industry
where it is becoming less true. Reasoning by analogy is always dangerous and
never more so than in the attempts to draw analogies between the economic
movement toward concentration in manufacturing and merchandising and a
movement toward a similar concentration in banking. The character of the
service is fundamentally and essentially different.

HOW BANKING DIFFERS FROM BUSINESS

Earlier in these remarks I said that it was inaccurate to speak of the banking
business. We know how unlike banking is to the business to which it ministers.
The vocations of the banker are far more akin to the vocations of the professions
than they are akin to the activities of business. In the case of banking institu-
tions directly or indirectly engaged in merchandising securities there is a resem-
blance between banking and business, but in my view the merchandising of se-
curities is not an essential of deposit banking. True, the banker deals in money,
but very little in real money which is a commodity, and very much in promises
and orders to pay money which are not commodities. Real banking is dealing
in credit, and credit can hardly be regarded as a commodity. The banker is all
the time engaged in exchanging his better-known credit for the lesser-known
credit of his customers; or if you like, engaged in giving a circulating quality and
a buying and debt-paying power to the credit of his customers on his judgment of
their character and resources. Basically, banking is engaged with character,
and in this engagement a bank renders service to its many customers. Its
earnings are more of the nature of the fees received by a physician or a lawyer
than they are of the nature of the money price obtained by a manufacturer or
merchant for the goods which he sells. I might add further that the difference
between banking and business is indicated strikingly by the fact that the competi-
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1786 BRANCH, CHAIN, AND GROUP BANKING

tion between banks is in quality of service; that there is seldom a question of
price; that there is no real problem of cheaper banking for us to solve.

It has often been said that the great fault with American banking has been that
there were too many banks. The criticism is important and has its veracity. It
is quite likely that during the last generation particularly there may have been
a too liberal chartering of national and State banking institutions. With some
24,000 State and national banks and trust companies, we have, it seems to me, a
sufficient assurance of banking competition. Because we have had so many
separate banks, competition between them has too often conduced to excesses of
departure from sound banking principle and wise banking policy. It has also
conduced to an excessive amount of uncompensated service by banks generally
in the effort to gain or retain deposits. Because of the very multiplication of
banks there has been on oceasion an undue amount of bank failures. Your
retiring president, Mr. Hazelwood, has recently contributed an article to one of
the magazines pointing out that the multiplication of banks in communities
successfully maintaining one bank, a too liberal chartering by both State and
Federal authorities has been the primary cause of bank failures. The remedy for
this lies in administration, not in legislation nor revolutionary changes. It is
for these reasons among others that I believe in bank mergers—up to a point,
as I have already said, and in localized branch banking. Nevertheless, I think
that all which our multiplicity of individual banks has cost the banking com-
munity and the American people has been a trifling price to pay for the values
inherent in and the benefits derived from our individualistic banking and from the
maintenance of banking freedom of initiative and competitive action. In no
phase of our American life has our individualistic tradition maintained so thor-
oughly the free play of competition as among our banks. It is that which is
primarily responsible for the adaptability shown by the American bank and the
American banker to all the changing needs of new conditions and the promise of
new opportunity.

BETTER BANKING AND HUGE CONSOLIDATIONS ARE NOT NECESSARILY
SYNONYMOUS

One thing we must grant; that as in other economic fields all institutions,
organizations, methods, practices, and controls must justify themselves by per-
sistent progress to the best results, so must our banking system justify itself.
This is only another way of saying that while we believe we have now the best
banking system in the world for our needs we have not attained perfection and
never shall; that we must work for still better banking. That the way to better
banking lies along the road of a banking system intensively concentrated to the
last degree I am not prepared to admit; indeed I am disposed to deny that better
banking and huge banking consolidations which tend to reduce materially the
individualism of American banking are at all synonymous. Good banking is
good banking, whether in the large or in the small, and it is my firm conviction
that the best possible banking can be done just as well by the banks in the
sparsely settled agricultural regions as by the larger banks of the towns and the
much larger banks in the cities. I believe that it is only possible for better
banking to be done by banks which are individually free to improve their serv-
ices as their situation permits; banks which have independent freedom of indi-
vidual initiative basing their action on their own knowledge of local conditions
and their own judgment of local character and credit worth and are at liberty
to make their own choice of cooperative affiliations.

It is my conviction that a study of our banking history and of our banking
system as it'is to-day reveals the lines along which our banking individualism
can be preserved. Have we need of importing the organization and practices of
(I)t(liler ég,t}ic;is, even if they are lands of a mnch older banking history than ours?

oubt it.

We have come to have a great deal to do with foreign countries and shall have
more. We have learned a great deal from abroad and shall continue to learn
more from countries and peoples with older experience. Yet what we appropri-
ate from abroad we are most apt to apply in terms of our own experience and
tradition and transform it to the requirements of our own more fluid and dynamie
life. 'When our financial education had been carried so far that we were prepared
for the legislation which took shape in the Federal reserve act we did not set up
a central bank. We provided for a centralized banking system which should be
a coordinating factor of cooperation between all of the banks of our entire bank-
ing community.
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BRANCH, CHAIN, AND GROUP BANKING 1787

FOREIGN BANKING SYSTEMS AND THE UNITED STATES

The statement, often heard, that we should take lessons from European bank-
ing systems and concentrate into a relatively few large banks through the country
at large with manifold branches is not well founded. True, it may be wise to
strengthen through consolidation and consequent stronger capital accounts within
prescribed geographical limits and within localities where kindred interests assure
a mutual and related benefit; but the vastness of our country with its great
geographical distances and varying sectional interests, pride, and prejudice, pre-
sents a problem wholly different from that of any European nation.

The branch manager of the English banks would be unacceptable to the
American citizen who wishes always to deal in banking with one whom he regards
as having greater special knowledge but his equal in other respects. Small
deposits can not here be fed directly to the great urban centers. Tribute and the
feudalistic overlord have no place in American banking when the hearts of the
people are consulted, and any banking system not approved in the hearts of our
people has no place in our present nor in our future. Great changes in system
in this country rarely take place by creations at the top; they come from a deter-
mined wish in the hearts of the great body of citizenship which eventually ex-
presses itself. We have been too long nurtured on independent doctrines to
permit a final concentration of that which in its essence belongs to countless
individuals, namely, the deposit account.

Nor can the French system, which centers in Paris, be presented as desirable
for us. The leadership of the great banks in France is blindly followed, but where
is there a French farmer or local merchant akin to our farmer or local merchant,
and where is our small manufacturer or investor akin to the Frenchman of equal
rating who relies on Paris and unhesitatingly and unquestioningly follows its
banking dictates.

And in Germany another wholly different picture offers. The paternal
industrial bank flourishes there, a creation unknown to America until the last
few years, when some of our great banks have established adjuncts whereby they
have taken a leading part in creating and fostering industrial enterprises. This
business is one which must be done, but whether by banks of deposit or their
adjuncts or by private entrepreneurs is for the future to determine. It seem
certain that the banking institution which is prejudiced by its own creations
can not be the choice of the independent local banker as a depository of his re-
serves or his surplus funds and that the accumulations of capital represented by
deposit accounts in all sections of the country which should be maintained
in as liquld a form as possible will not, without the independent local banker’s
consent, be used extensively in promoting industrial undertakings.

BANKING INDEPENDENCE SHOULD BE MAINTAINED

So it would seem that no Furopean system has any real part in our banking
life as a whole, although we may select from it whatever may be suited to aid or
to balance our own devices or ideas. We have worked out over a long period
our own banking development. It has been steadily improved and there is
encouraging room for further improvement; but it has always maintained the
independence of its individual parts, be they large or small, and we are not ready
to surrender our independence. The larger will become larger and, we hope,
stronger. The smaller will become larger and, we hope, also stronger, but in-
dependence in the best meaning of the word and within proper local areas should
be cherished and maintained. Strengthen the smaller bank, unify and consoli-
date within localities, foster direct dealings between clients and those bankers
who have their own money at stake and take just pride in the prosperity of their
surrounding territory. That plus a close and friendly association with a reserve
city bank ecarned by years of affiliation is the ideal situation.

THE HOLDING COMPANY

What shall we say of the development of the holding company for the owner-
ship of bank stocks if its avowed purpose is only to control banks throughout the
country and direct their policy? KEven as an interim step toward a braunch
banking expansion which may be legalized I believe it to be a development with-
out promise. The banker far and wide throughout the United States can not
take kindly to the ideas which it embodies. Is it to be carried out to the point
where our bankers are asked to divide themselves; on the one side those who
wish to control the vast power of much money for purposes of their own and on
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1788 BRANCH, CHAIN, AND GROUP BANKING

the other side those who cherish independence of thought and action joined to
close relationships more intensified even than in older days with correspondents
bound together as partners in aims and ideals who have their own money and
reputations at risk and who believe in the independence of their territory and
depositors? If so it is with this latter class that we wish to align ourselves and
to serve them to our utmost ability in fraternal partnership. Do we want to
see banking become so monopolized that a given section shall be visualized as a
source of tribute only with its industries and merchants not regarded as individ-
%xalg a‘.’nd with a remote control able to lay its heavy hand on local industry and
rade?

Trusteeship is becoming a common and much overworked word. It is to be
feared sometimes the part it occupies and must ever occupy in our relations to
our customers and depositors, if not overlooked, is not sufficiently emphasized.
Our primary responsibility as bankers is to our depositors who have intrusted
us with the care of their funds. Experience has shown that this responsibility
when well exercised can be profitable to stockholders. Possibly at times the
profit side of the matter is too much in mind. We are among the few corporations
who hoast of their debts, the loans to us by our depositors, called deposits. The
strength of the capital structure and its relation to deposits is apt to be submerged
in the grand figure of ‘‘total resources.” The duties and responsibilities owed
by us to our depositors are very real and our care should be how best we can
serve those who have become our customers. That it is a trusteeship in a very
real sense with all the implications of the word can not be stated too strongly.

I have been surprised since reaching San Francisco to learn how great a part
the price of bank stocks is playing among the group and chain people. Time
was—and will be again, I sm confident—when it was not considered becoming in
a banker to be concerned in the selling price of his bank stock, much less to be
active in the market for it.

Almost on my arrival a man came to me and asked if I remembered his offering
me control of a bank within a year. I did and he gleefully told me he had sold
it for two and a half times that price to a well-known group. He had hardly left
when another told me of the difficulty a recent group had had in maintaining
the price of their stock and how much stock they had to take in doing so. Another
sale at twice its market value was then reported.

Have we here some explanation of the purpose of group and chain activity—
immediate market appreciation—and little, if any, regard for intrinsic values,
earning capacity, and the customers of the bank on whom with good management
the future must depend?

WE NOW HAVE MORE THAN THE EQUIVALENT OF FOREIGN BANKING

I contend that we already have in our banking system what 1 believe to be
more than an equivalent of foreign branch banking and its development will be
consistent with our traditions. Long prior to the creation of the Federal reserve
system banks throughout the country established relations with banks in the
principal cities as depositories for portions of their funds; as correspondents who
could be consulted about all kinds of problems and to which the depositing banks,
could turn for cooperation .in meeting the credit requirements (and for many
decades the currency requirements) of their vicinities. While the establishment
and development of these correspondent bank relations began with the national
banks as a direct result of the provisions of the national bank act for the deposit
of certain percentages of reserves with banks in reserve and central reserve cities,
the need for these correspondent bank relations grew far beyond the needs for
reserve depositories alone. Proof of what purpose these correspondent bank
relations served was furnished by the action of State banking institutions which
also established their position with strong correspondents and this proof has been
emphasized by the experience we have had since the Federal reserve system began
to function. One of the contemplated purposes of the framers of the Federal
reserve act was to do away with the deposit of reserves in correspondent banks
and to “‘keep bank funds at home.” Have correspondent bank relations ended?
Most certainly they have not. And why? Because correspondent banking has
grown to meet needs and requirements of our banking community which have
cemented correspondent and depositing bank relations almost indestructibly.

CORRESPONDENT BANKING VERSUS BRANCH BANKING

It is to correspondent banking, if I may be allowed to use a phrase which
carries its own definition to all bankers, that, in studying our banking history
and our banking system as it exists, my thought turns for the assurances that
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will safeguard and preserve the individualism of American banking which, I
believe, we all regard as indispensable to the health of the American economic
future if we as bankers are to serve our people as well in the future as we and
our predecessors have served them in the past. The growth of correspondent
bank relations is a normal economic evolution of the individualism of our bank-
ing. I think that the line of advance to still better banking and the provisicn
of a complete service suited at all times to make its contribution to the realiza-
tion of American opportunity and the diffusion of increasing prosperity lies in
the normal evolutionary development of correspondent banking.

Branch banking, should it become legalized, may possibly give us better me-
chanical banking. Nobody knows better than we do that banking is not an
enterprise of formulas and machinery. It is profoundly involved with the human
side of life, with people engaged in the business of making a living. Let us have
all of the better banking machinery that our ingenuity can devise and our judg-
ment approve, but let us not place our confidence in the perfection of banking
mechanism, for if we should our banking system would bec¢ome increasingly
rigid and lose the flexibility which is indispensable to the service that bauks
have to perform. For the preservation of that essential flexibility I believe our
correspondent banking to be most admirably adapted.

Our correspondent banking safeguards the individual initiative and the inde-
pendence of banks everywhere. It is questionable if extensive branch banking
is compatible with the preservation of the values which our individualistic bank-
ing system has fostered. Correspondent banking certainly is compatible with
the preservation of these values precisely because it has fostered them. I think
it almost not too much to say that close relations formed by the independent
banks themselves with strong institutions of their own choosing in the financial
centers of the country, now more than ever, can contribute to the protection of
those popular liberties which are associated with our American tradition of the
independence of the individual and the right of every individual citizen to equality
of opportunity. It seems to me that in these days of economic concentration
and consolidation our banking system, with its continuing achievement of in-
creasing cooperation by thousands and thousands of independent banks, exem-
plifies more than does any other form of our economic institutions the basic
American idea. That idea has been illustrated in our national attitude toward
other nations, governmentally interpreted and expressed. Our position in the
world to-day is not one of isolation and aloofness; it is a position of entire inde-
pendence of entanglements of fofmal alliance but of a readiness to cooperate
for the advance of every essential interest of the world. This, it seems to me,
has been the relation which our banks hold toward each other and toward the
American public, and I believe that the development of this sort of banking
can go on to make the position of our banking system still more effective as an
exhibition of cooperative independence.

I am sparing you statistics. There is little significance in the total number of
banks that can now be counted in an extension of branch banking beyond strictly
limited localities. The figures of branch banking expansion which are frequently
cited are small when set against the thousands of banks grouped together in rela-
tions with correspondent banks. Statistically stated the branch banking move-
ment to date is very limited. Its import is all that I am considering here. The
point which I seek to make is that we have not perceived the potentialities of
correspondent bank relations and that it is imperative to perceive them and to
take steps to realize them. All the separate banks in our correspondent bank
groups have perhaps only a little less in the way of active relations with each
other than have the branches of any one of the great banks abroad where the
principal relation of the branch is, after all, to the head office. Precisely the
principal relation of our depositing "banks is to their correspondent banks; but is
there any reason why relations can not be cultivated between the deposltlng
banks in a group headed up by the leadership of correspondent banks in reserve
and central reserve cities? I would like to have you direct your thought to the
answer which should be returned to this question and in thinking of it I am sure
that many things will occur to you which can be done to extend and improve
correspondent bank relations so that if I may paraphrase in part and in part

uote the language of the constitution of the New York Clearing House Associa-
tion, the interests of the correspondent banking groups may be promoted and
50 that all banks associated in correspondent bank relations may assure the

‘““maintenance of conservative banking through wise and intelligent cooperation.”
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WIDENING THE SCOPE OF CORRESPONDENT RELATIONS

Tell us how we may all work together for such a purpose and what we, as cor-
respondent banks, may do to help you give a more complete service to your
communities. In what new ways may we cooperate with you to strengthen your
own independent position? If you are adding to your service and building up
trust departments, for example, can we he!p vou out of our long and large trust
experience? Can we help you to make sound loans which are the real guarantee
of bank deposits? Can we help you to make sound investments and keep your
investments liquid? Should there be conventions of depositing banks under
the leadership of the correspondent banks with which they are associated so
that out of such conventions may come closer affiliations between the depositing
banks themselves? Should there be some form of conference committee in each
such correspondent banking group which can act as a clearing house for the ideas
and problems of members of the group? Customarily the banks which are mem-
bers of the Federal reserve system call public notice to this membership in their
letterheads, their literature, and their advertising. Do vou or should you, as
depositing banks, in the same way set forth the names of your correspondent
banking institutions?

The service which correspondent banks render to their depositing banks is well
known. There is ample room and a beckoning opportunity to build up stronger
and closer relations of mutual helpfulness to better service by our entire banking
system. Good banking has had to be done in the local communities by the banks
which have established good relations with correspondents in reserve and central
reserve cities. The nature of the balances maintained by the depositing banks,
the quality of the loans and discounts offered to the correspondent banks as excess
lines or rediscounts, the way in which loans are handled by the depositing banks;
all that goes to constitute the record of correspondent relationships makes for
good banking everywhere. It certainly makes for as good banking all around as
could possibly be the result of destroying the individual integrity of banks by
absorbing them as branches under a distant control. So far as concerns the
solidarity of the banking community. the historical relationships of correspondent
banks are cemented by strong, invisible ties of loyalties and business friendship
arising out of years of fair and honorable dealing and mutusal confidence. What
ties of branch banking can be as strong as these? What can we do to make
stronger the ties which bind together men proud of their independence, their
individual integrity, and their freedom of action?

The relations of depositing banks to their correspondents have been a normal,
natural evolution encouraged by the spirit of our banking laws and the political
and economic traditions of our country. These relations have fostered the ini-
tiative and independence of our banks everywhere. The independently owned
and controlled bank can do far more in serving its particular community than a
bank owned by distant interests. All the knowledge and confidence derived from
local contacts can not be translated into terms understandable by some controlling
authority at a remote point. I propose a resolute endeavor to make the largest
possible and most effective use of correspondent bank relations and in making
such an endeavor we can rest our confidence in an expectation of success on the
sturdiest of foundations.

THE INDEPENDENT LOCAL BANKER CAN NOT BE REPLACED

In banking nothing can take the place of the man on the ground who knows
local conditions and the men with whom he is dealing and has the power to make
his own decisions under a responsibility owed only to resident ownership control.
Also, and I would like to stress this, we American people have a deep-seated dis-
trust of concentrated power, especially concentrated financial power, money
power. This distrust has often been latent for long periods; but however dormant,
it has been there. It was that which made it possible to destroy the first and
second banks of the United States. It was that which less than two decades
ago threw the country into the turmoil of the “ Money Trust’ investigation. Let
us not forget that in the statute books of the Nation and of the States we have
laws against .excessive concentration of economic power. They have been in-
voked in the past and can be invoked again. They can be amplified and be
equipped with more iron teeth. Our annals show that the invariable accompani-
ment of any protracted period of economic depression is a fresh political lurch in
the direction of just such legislation and a fresh invocation of its enforcement.
Just now there are no signs of an impending period of economic depression but it
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is reasonable to expect that some day it will come. If we as the men charged with
the wise administration of our banking system, because we are charged with the
wise administration of our own banking institutions, should allow ourselves to
be guided into courses alien to American traditions we may reckon upon hearing
in such a period of depression the voice of the specious political agitator calling
for ‘“more socialized banking.”

We as a people, have, in the long run, and will always, in the long run, interpret
equality of opportunity not as meaning a chance for everybody to be a hired man
but as a chance for every American who has the ambition, will, and ability, to
become the owner of his own business, run his own show, be his own boss. I know
of nothing in our national economy which seems to me to stand so signally for
the preservation of equality of opportunity as our individual banking system.
Individualism is being submerged in other economic fields, as it is in politics.
Our banking system is the stronghold of individualism. Economically, it may
yet be the last citadel.

Preservation of the individualism of American banking rests, in the last analy-
sis, in the individual banker. He can save his individual freedom of independent
initiative only by furnishing the most complete and best possible banking service
to his community in accordance with sound banking principles and wise banking
policies. He can help himself to this end by availing himself of all the possibili-
ties which correspondent banking offers, and I pledge my institution to your
assistance in such a cause.

The CuaremMaN. Mr. Davison, your summary here this morning is
a very complete statement.

Mr. Davison. Thank you.

The CuarrmaN. You call it a summary, but I think it is one of the
most intelligent summaries that has been presented to this committee,
and we appreciate your coming before the committee.

Mr. Davisox. You know how sorry I am that there was any mis-
understanding about my appearance here.

The Cuairman. We are having some difficulty in getting men who
represent the viewpoint you represent to appear before the committee
and present the difficulties and the views of that class of banks, and
I am sure you can recognize the reasons for that.

Mr. Davison. I think you will find it a much larger element than
is thought. A great many are really anxious and fear they have to
do something.

The Crmairman. Realizing the importance of this study to banking
in the country at this time, we are trying to do the job and we are
trying to get all the information we can. We have only a few more
days, because our authority ceases with this session of Congress.
However, we are trying to get all the information we can during the
session so that if legislation is necessary it can follow at the next
session of Congress.

In view of your statement and in view of the fact also that you are
the head of one of the larger banks in New York City, your statement
is particularly interesting. It is interesting in this respect to me, at
least, because there has been a fear throughout the country, in years
gone by, of the possible centralization of banking in' New York, and
you, representing one of the largest institutions in New York, rather
confirm that view.

It is evident to those of us who have been hearing statements from
the heads of the large group or chain banks that have been developed
that they are building up a condition in trade areas throughout the
United States which is taking from New York some of the business
which otherwise would naturally come to New York as the money
center.
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In view of your stated opposition and your well-known attitude on
this subject, I should like to have you tell us about the Central
Hanover Bank & Trust Co. of New York. Will you put into the
record, if you have it, a statement of the bank? If you do not have it
with you, will you insert it in the record?

Mr. Davison. Our bank has a capital of $21,000,000, a surplus of
$69,000,000, and undivided profits of about $25,000,000, the deposits
running from four to five hundred million. We have a number of
correspondents throughout the country and we do a general banking
business. We do a great deal of foreign business with most of the
countries of Europe, except Russia.

The?CHAIRMAN. Have you any branches or any affiliated com-

anies?
P Mr. Davisox. We have no affiliated companies. We have
branches within the Borough of Manhattan only. We have a very
large trust business, bot corporate and personal, and safe-keeping.

The CrarMAN. You see a distinction between branches within the
city limits and branches within the trade area or the Federal reserve
district, or nation-wide, do you not?

Mr. Davison. I certainly do. I think that experience has shown
that branch banking within a locality is a service to the community.
We have shown that we know how to do it and do it well. The head
of the bank must be in constant touch with all conditions, and you
are not so remote that it is not a matter of policy that is determined
by the head from actual knowledge rather than based on reports
made from remote or far-distance districts that guide him in making
policies.

We do not issue or sell securities, nor have we any affiliated com-
panies that do anything of that kind.

The CralrMAN. Your relationship with any and all banks is that
of correspondent?

Mr. Davison. Absolutely.

The CHAIRMAN. Is there any more connection between the Central
Trust Co. of Chicago and your institution?

Mr. Davison. None at all.

The CrarrMaN. Than with any other?

Mr. Davison. Not at all.

The CuatrMAaN. There is no connection there?

Mzr. Davison. No, sir; none at all. I am afraid we are not prin-
cipal correspondents.

The CrairMAaN. I know there has been a suggestion made in the
past that the two institutions were connected.

Mr. Davison. Not at all. General Dawes has been a great per-
sonal friend of both myself and my predecessor.

The CuarrMaN. It will be interesting to the committee, in view of
the fact that so many banks throughout the country have affiliated
companies, to know why your institution has not gone into that
branch of the business.

Mr. Davison. The affiliated company, in the first place, I think,
started because national banks were unable to buy stocks. We do
a very large personal trust business, probably larger or as large as any
bank in the country. I have always believed that the way to avoid
sin is to avoid temptation, and I am better able to serve those trusts
which have been committed to our care by not having anything to sell.
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I have always been afraid of the ability of a man running & bond or
securities department to sell them to our people as well as to out-
siders, in case things get sticky or slow, and I have avoided any
possibility of being in the business or having something to turn over
to people who have intrusted us to make the best decision without
any self-interest.

The Cuairman. There is pending before the committee, and of
course 1t is a matter that has been referred to frequently in the hear-
ings, a question of giving the examining authority, the Federal reserve
system or the Comptroller of the Currency, the power to examine
affiliated companies connected with national banks. I gather from
what you have said you also think that that would be necessary.

Mr. Davison. 1 do not see where there could be any objection to
that.

The Cuarrman. Of course it would be very difficult to examine a
national bank unless they examined the affiliated company.

Mr. DavisoN. Beyond question.

The CrarrMaN, In connection with this study, Mr. Davisen, it is
quite important to the committee to know who controls these large
banks. Will you have any objection to furnishing us, as was furnished
to the Pujo committee during that examination, a list of your largest
stockholders?

Mr. Davison. No.

The Cuarrman. If you will furnish that to the committee, it will
be for the committee’s confidential use only.

Mr. DavisoN. Ido not think thereis any stockholder in the Central
Hanover Bank & Trust Co. who owns over 2% per cent of the stock.

The Cuairman. Then, control in the bank is not vested in the
officers and directors of the bank?

Mr. Davison. No, sir.

The CuatrRMAN. It is a free and open control?

Mr. Davison. Absolutely, and always has been.

The CramrMan. How do you conduct your foreign business? Have
you your own agencies abroad? Are they correspondent agencies, or
do you have your own officers abroad?

Mr. Davison. We have representatives in Berlin, Paris, and Lon-
don. They are merely agents, and we are correspondents of many of
the principal banks abroad and do a great deal of business with them.

The office in Paris, I would say, is merely a service station for
those who use our credit when they go abroad. We have found it
necessary to open an extra office in London for that purpose. We
have a business office in the city that is able to get credit information,
and so forth, for us.

The CHAIRMAN. Suggestions have been made from time to time
and are pending here now in regard to increasing the line of eligible
paper for rediscount in the Federal reserve system. In that connec-
tion, we are confronted with requests that we make eligible for
rediscount paper growing out of partial payments and to make
mortgages, railroad bonds, and good municipal bonds eligible, under
certain set out provisions, and so forth.

Is there a dearth of ehglble paper to secure the release of the proper
amount of Federal reserve credit at the present time?

& Mr. Davison. Not at the present time.
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The Cuareman. Would you favor enlarging the scope to include
those lines that I have referred to?

Mr. Davison. I would not.

The CaAlRMAN. My analysis has been rather general, but do you
agrec with that?

Mr. Davison. I think that our experience with installment paper
is rather meager. I think, after our experience with that type of
paper is greater, we may consider that, but I do not know. 1 think
1t 1s still too unknown, although the record of the experience we have
had with it has been surprisingly good.

Certainly bonds would simply be opening the door for securities
of all kinds, and I do not see that that should be done. There has not
been, up to the last few years or the last three or four months, as
much commercial paper in the market as we were accustomed to
having. I think it has been due to several reasons: One, primarily,
corporations have taken advantage of the situation since 1921. A
great many were caught in 1921 with large debts, and they were
compelled to raise additional capital, but the price of their securities
has furnished an opportunity to raise capital without taking on a
fixed debt, and most of our great corporations have had money to
ll:andkrather than having to borrow, which they ordinarily do, at a

ank.

The CuamrMaN. Do you see any harm in the use of Government
securities, short or long term, as practiced now by the banks, in
securing Federal reserve credit?

Mr. Davison. I think it is invaluable to the bank.

The CuarrMAN. You approve, then, of the plan now in operation
in connection with the release of Federal reserye credit, particularly
by banks in New York and other large cities?

Mr. Davison. I do.

The CuairMAN. You do not think that that makes easier access
to the release of that credit than should be?

Mr. DavisoN. No; I do not think so.

The CuairMAN. You do not think it leads to any abuse what-
soever?

Mr. Davison. I have not seen it. I think it has worked wonder-
fully well and shown a flexibility that has been remarkable.

The CuairmaN. You do not think that that releases credit to
stock market speculative operations, through the absorption of brokers’
loans by the banks?

Mr. Davison. I do not. You can easily see what would happen,
however, with a money market such as we had last summer, if the
deposits of the whole country, or the outlying sections, were available
and the New York banks simply drew them in to loan at the rates
money commanded in New York last year.

The CuairMAN. I think it was the clearing house rule that permitted
banks to make brokers’ loans on the market.

Mr. DavisoN. No; the clearing house rules made a charge and
recognized a condition that actually existed.

The Cuairman. Was that a stock exchange ruling, that one-half
of 1 per cent charge?

Mr. DavisoN. No; a clearing-house rule. The situation grew
up from what I told you. Corporations had raised money from their
securities for their necessary capital, and under the clearing-house
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rules they were getting a low rate of interest, and there was a higher
rate available by asking the bank to lend it. I remember eight or
nine years ago I refused to do it, but I found I was losing deposits and
everybody had to do it, and the clearing house made a uniform charge
for it.

The Crairman. The question was asked some weeks ago, when
the Comptroller of the Currency was present, as to whether or not
there was any legal authority for them to permit a bank to make
these loans and make a charge. The comptroller suggested that he
would furnish the committee with the information with regard to that,
but he has not done so as yet.

Mr. Davison. I do not see what more you need. A bank can act
as agent for its correspondent, whether a corporation or an individual,
and perform any service that the man asks it to do. That is all they
are doing. I do not see what limitation there would be on our doing
that.

The CuamrmMaN. The suggestion has also been made to this com-
mittee that one of the main causes of this great suction of money into
New York from the country during speculative periods is due to the
fact that the big banks in New York offered to their customers to
place so much of their funds in the market, provided they would keep
certain balances with them, and that that has been a method of se-
curing this business from the country which has finally resulted in
plaguing the big New York banks.

Mr. Davison. I do not think there is anything in that. What I
am trying to emphasize is that at the present time the action of the
correspondent bank is the action of the bank in the locality. It is
not the action of the New York banks or what the New York banks
would like. It is what they wanted to do. They are independent,
and to sacrifice that I think would be a great sacrifice and would be
a menace to our general welfare.

The CuairMAN. The Comptroller of the Currency has recom-
mended to this committee, as you know, an extension of branch bank-
ing over its present limitations—within the city limits—to a larger
undefined area known as the trade area. Would you think it advis-
able to extend branch banking as he suggests?

Mr. Davison. No; I would not.

The CuarrmManN. Would you extend it beyond the present limita-
tions?

Mr. Davison. I think your national bank act has got to provide
that the national banks can have branches wherever the State legisla-
tion permits State banks to have branches. You have got to do that,
probably.

I can see no reason for the extension, and I think if the comptroller’s
suggestion were followed, you would find a wild orgy of speculation
in bank stocks by the bigger banks and by big outlying banks that
would make last year’s affair pale.

Mr. StroNG. Mr. Davison, I apologize for being late and not having
heard your statement, but from what questions you have answered, 1
understand you are opposed to an extension of branch banking?

Mr. Davison. Yes.

Mr. Strone. The comptroller is advocating branch banking in
trade areas, which he says is that circle of territory around the large
moneyed or commercial centers that controls the trade of that terri-
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tory. In the examination of the Governor of the Federal Reserve
Board he intimated that they were trying to work out a system of
trade areas in the United States which might amount to 37. He also
said that he thought that trade areas would be broken down or at
least he said this, that within 50 years, and it might be sooner, we
would have nation-wide branch banking. He was followed on the
stand by Mr. Giannini, of the Bank of Italy, who favored world-wide
branch banking.

We had before us group bankers from Minneapolis, Detroit, St. Paul,
Buffalo, and Atlanta. They seemed to think they had reached a
proper system of banking and insisted they had improved financial
conditions in their territories and they were in a sound condition.
I remember that the group banks of Minneapolis and St. Paul had,
within the year, gotten together over 100 banks each and insisted
that it was a proper and permanent system of banking.

T have just been out to Tulsa, Okla., and Wichita, Kans., addressing
the State bankers of those States, and a reliable banker, a man whose
word can be accepted, stated he had visited St. Paul and Minneapolis
and asked those groups up there what will be the ultimate result.
They said, “Oh, well, eventually we will have nation-wide branch
banking and we will sell out to New York interests and make several
million dollars.”

Mr. Davison. I think you have put your finger on the main spur
to chain banking thus far, and chain banking is simply something
they can do when they can not do branch banking. I think there are
now groups of chains forming out of fear.

Mr. StroNG. I mention this because I believe the desire for group
banking is eventually to make money by selling out to branch bank-
ing systems in the great money center, which is New York.

Mr. Davison. I have called attention in the memorandum I
submitted—I did not put it in the paper which I took out to San
Francisco because, while I had it in the back of my head, I did not
have enough concrete instances to speak about it, but when I got out
there I injected a little memorandum that is contained in the paper
which is typewritten here [exhibiting]. The thing that amazed me
was the way everybody was talking about the price of bank stocks and
the price of group shares and the effort every member was making to
maintain the prices. That was all I heard, and there is no question
in the world, and I am very firm in what I stated before you came in,
that the primary purpose of chain and group banking has been stock
promotion and speculation; and if you open the door, you will see
some more.

Mr. StroNG. Another thought that comes to me in connection
with this whole development, and which these hearings evidence will
eventually lead to nation-wide, if not international branch banking
is the proposition you suggest, namely, that the head bank’s control
of the branch banks destroys the independence of individuals in the
community where unit banl,;s previously existed. If we had nation-
wide branch banking, that can result in but one proposition; that is,
driving out the middle class of people, as it has driven them out in
every country of the world where they have had branch banking,
and that will destroy the independence of the American citizen which
this Government was built to maintain. Do you agree with that
statement?

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



BRANCH, CHAIN, AND GROUP BANKING 1797

Mr. Daviso~. I do.

Mr. StronG. I thank you. That is all.

Mr. Davison. There was a suggestion, I do not know how true it
was, that a premium was being offered to the branch manager or the
manager of an outlying branch who could send money to the local
center. That is a natural development of that idea, beyond any
question, whether it actually happened or not.

The CHAIRMAN. Some of the members of the committee are in
uite & quandary as to just what this committee or Congress should
0. We are in the midst of this study, and the disclosure of the fact

that there is an opportunity for business or for making money has
undoubtedly accelerated the development of this movement to
chains and groups; and almost daily we are advised through the press
of new groups being started, combinations which are attempting to
build up stronger positions in this particular line. We know perfectly
well that this committee can not act, in a legislative way, until we
have completed this study. None of us knows what should be done.
We will be very glad, in view of this situation, if you have any sugges-
tion in regard to what we should do, to have you make those sugges-
tions.

I introduced on the spur of the moment, a few weeks ago, when
Mr. Ottley was on the stand and somewhat at his suggestion and
others, a bill which would tend to limit the acquisition by groups of
national banks and member banks of the Federal reserve system, these
being the only banks over which we have authority. This bill pro-
vided that before any banks or groups can acquire member banks,
they should have the approval of the comptroller’s office or of the
Federal reserve. This was intended as a possible check on improper
associations being built up, as there is a limitation in the bill to
10 per cent ownership of the stocks in such banks. Any acquisition
beyond that must first be submitted to the Federal Reserve Board
or to the Comptroller of the Currency. There has been strenuous
opposition to that. It was simply an attempt to obtain some control
over such matters until we could decide what should be done in a
legislative way, for the best interests of the country. It has been
very difficult to find any language which could be introduced into
law that would regulate chain banking because, in the final analysis,
it comes down to the question of who is fit to own bank stock. Can
you give any help along this line?

Mr. Davison. I can prepare something and submit it to you. Of
course 1 have not touched on the matter of who is responsible. We

_have made much of the double liability, and if I form a holding
company that holds the stocks of a chain of banks—and the history
of chain banking shows that when one goes the others go—you lose
your double Lability.

The CratrmMan. We shall be glad to receive it. If you send it, it
will be inserted in the record following your remarks here. I should
like to say in addition, that we hope you will be very free in your
suggestions to the committee.

Mr. StronG. And 1 should like to point out further that while
we are engaged in these hearings these banking groups are being
formed and being developed.

Mr. Davisonx. Undoubtedly.
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Mr. StronG. In fact, the chairman, in whose opinion I have a
great deal of confidence, has stated that within two years we will
have branch banking in every State in the Union.

The Cuairman. Here is a clipping from the New York Tribune
of May 31, 1930, in which it states:

MARINE MIDLAND GAINS STRENGTH IN UTILITY FIELDS.

At the outset Marine Midland consisted of the Marine Trust Co., of Buffalo,
Union Trust Co. of Rochester, and 13 others. The total of 15 has been subse-
quently increased to 18. The Fidelity Trust Co. of New York, recently acquired,
gave the Marine Midland banking chain a foothold in New York City, where it
is also planned to form the Marine Trust Co. of New York with initial capital of
$25,000,000.

That is an enlargement of the scope over that indicated by Mr.
Rand when he was before the committee a couple of weeks ago.

The press also carried yesterday a statement covering the forma-
tion of the Caldwell group in Tennessee, embracing $600,000,000 of
assets, and there are indications around that other s1tuat10ns are
developing, especially in western Pennsylvania, where it is indicated
a New York group, the August Belmont group, are organizing a
$50,000,000 chain of banks in western Pennsylvania. There is also
an indication in Pittsburgh that such a thing is happening, and in
other sections, this is rapidly developing.

r. StronG. I would suggest, if I had control, that we conduct
these hearlngs for another year, and that we pass legislation that
would prevent this development in the meantime.

The Cuairman, This has a very great influence on the Federal
reserve, as now constituted.

Mr. Davison. I think Mr. Dawes pointed that out very well in his
statement.

Mr. StroNG. Mr. Davison, if this control of the credits of banks and
of banks, extends throughout large trade areas and throughout
Federal reserve districts, so that the banks are united in control,
through group banking, what effect do you think that will have on the
Federal reserve banks? Would they not control the Federal reserve
banks very largely?

Mr. Davison. It is quite possible.

Mr. Luce. Mr. Davison, I gather from the name of the banking
institution you represent, yours is not a national bank?

Mr. Davison. No.

Mr. Luce. Why do you continue as a State bank?

Mr. Davison. Possibly inertia, because we started that way. The
foundation of the company was two trust companies, the Central
Trust Co. and the Union Trust Co. At that time national banks could
not do a trust service. The main portion of our business was cor-
porate and personal trust business for a long while.

Mr. Luce. Yours is an amalgamation of a trust company and a
national bank?

) Mr. Davison. Yes. We merged with the Hanover National Bank
ast year.

Mr. Luce. You had at that time the opportunity to continue either
as a national bank or as a State bank?

Mzr. Davison. Yes.

Mr. Luce. What were the reasons that impelled you to choose the
State bank form?
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Mzr. Davison. I think largely our history.

Mr. Luce. And I infer that you see no practical advantages that
either system has over the other?

Mr. Davison. Practically none to-day.

Mr. Luce. We are in this situation; We are now considering this
and many other problems that come before this committee and we
find ourselves hampered by the existence in this country of one system
that seems to be quite beyond our control. Do you expect that the
memorandum you contemplate submitting will show us any way in
which this committee or this Congress can interfere with your opera-
tions?

Mr. Davison. As a matter of fact, most of the banks of the country
now belong to the Federal reserve system—75 per cent, at least.

Mr. Luce. Not in number.

Mzr. Davison. Certainly in assets. We are a member of the Fed-
eral reserve system; so that you do control our operations.

- Mr. Luce. So long as you choose to stay in the system, but you
can, at any minute, leave the system.

Mr. Davison. No State bank has gone out of the system.

Mr. Luce. I thought our 1nf0rmat10n was quite to the contrary
in reference to some Ohio banks.

Mr. Davison. I was not familiar with that.

Mr. Loce. Iaminformed by the chairman that I wasin error about
the Ohio banks, but there still remains the fact that, excepting in-
directly and with no complete power, we, in this room and in Congress,
may not 1ssue orders to you.

Mr. Davison. No.

Mr. Luce. Now, if you and I were building a new banking system
in this country, might not that embarrassing situation be one of the
first we would face?

Mr. Davison. I do not know. 1 donotknow that it is as acute as
you suggest.

Mr. Luce. Let me continue the line further. I understand that
the measure of temporary restraint which the chairman hasintroduced
applies to national banks. Isthere any way in which we could compel
your bank to refuse ownership of more than 10 per cent of its stock to
any other person?

Mr. Davison. As long as we remain a member of the Federal
reserve system, yes.

Mr. Luce. But if you found it to your advantage to leave the
system:

Mr. DavisoN. I can not conceive finding it to my advantage.

Mr. Luce. But there are scores of banks in the country that seem
to find it to their advantage to leave and to join a group, see more
advantage in joining a group than staying in the Federal reserve
system, perhaps.

Mr. Davison. I can not conceive of that situation arising with
respect to our bank or to any bank of our character. As I stated—
I do not know whether you were here—I think since the stock market
debacle, the principal formation of chain and group banks has been
influenced by fear, fear inspired by the pronouncement made that
Washington favored an extension of branch banking, and groups in
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localities are getting together so that they will not be easy prey to
anyone who wants to buy them.

The Crarman. Will you explain just what you mean by “favored
by Washington’’?

Mr. Davison. The statement came out that the comptroller’s
office favored it. When I was in San Francisco I heard that the
Treasury Department favored it. I do not think that has been borne
out by the facts, and everybody was in a tremor that this thing was
coming and it was a situation they had to meet. That is why I repeat
what I said, whatever opinion your committee has and Congress has,
the sooner it is determined, the better I think for the whole situation.

Mr. Luce. We observe in every important line of activity in this
country to-day a marcked tendency toward consolidation. We observe
that the important lines of retail trade and of wholesale trade and of
important industries are all responding to what looks like an economic
urge. In none of those fields that I have observed, has any element
of fear entered. It has apparently been wholly due to tbe belief of
men that more profit is to be made through the economies that result
from consolidations. Why do you think that in banking this move-
ment has some unique cause?

Mr. Davison. I do not say that it has any unique cause. I do
say that the analogy between chain stores and other consolidations in
no sense exists in banking. Banking has always been regarded as a
public service and regulated, and should be regulated, because of its
public character. As I stated before you came in, four-fifths of all
the bank’smoneyis depositors’money. Itisnotthebank’smoney; and
I think the obligation of the bank—and I am repeating what I said
before you came here—is primarily to the depositors and secondarily
to the stockholders.

Mr. Luck. I am greatlyinterested, of course, in your line of thought;
but to my mind, to use a threadbare quotation, ‘1t is not a theory but
a condition that confronts us’’; and, at the moment, it strikes me that
it is our duty to face a condition and not a theory of banking; not the
wisdom or prudence of it primarily, but the palpable fact that in
every path of human endeavor consolidation is the order of the day,
and you still do not make it clear to me why, on the sole line of profit
through consolidation, banks should be considered in a class by them-
selves and somehow different in respect to the motives that are urging
men to act.

Mr. Davison. I certainly have tried to make it clear that I think
you should regulate branch banking and you should regulate chain
and group banking so as to prevent any one central community
controlling and dominating the banking interests and banking powers
of smaller communities. I made that very emphatic. I do not know
whether you were in the room or not.

Mr. Luce. At this time in the session of Congress every Member
of the House is greatly burdened with duties, and it is not possible to
be here for every minute.

Mr. Davison. I do not

Mir. Luce. I am simply saying that in apology for not being pres-
ent when you made your opening statement.

Mr. Davison. It is not necessary to apologize, but I simply repeat
that in this memorandum I go quite fully into the reasons why bank-
ing is different from selling groceries.
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Mr. Lucge. Certainly we all appreciate that fact, but that is not
the question I am driving at. I am leading up in the endeavor to
find a concrete basis for action. I am leading up to an inquiry as to
how it is possible, viewing all the methods of evasion that are open,
to prevent one man owning the stock of two banks.

Mr. Davison. I know of no way.

Mr. Lucs. If there is no way to prevent it how is it going to be
possible to check group banking?

Mr. Davison. The chairman suggested one method that certainly
membership in the Federal reserve bank will enable you to make
effective, that no one should be permitted, or that no outside group
should be permitted to own more than a certain percentage of the
stock of a bank of that kind.

Mr. Luce. Granting that a law could be passed that would prevent
Jones from holding stock in a greater amount than 10 per cent in
your bank or any other bank, how can you prevent Jones from own-
1ng more than 10 per cent in one bank and Mrs. Jones more than 10
per cent in another bank, or how can you escape the ordinary recourse
to straw men? How can you prevent a group of men from dividing
up amongst themselves, the stock of the banks? 1t is the possibility
of evasion, at any tlme of legislation that is one of the factors we
must cons1der, and if we, so far have been shown no way to do these
things, I think we must accept the condition and face it.

We have this same problem before us in other fields. There is a
committee now engaged in studymg the question of joint holdings of
railroads. The members of that committee look upon it as even more
important than our problem. There are measures that are being
urged upon us to prevent the joint holdings of chain stores. Our
mail contains many appeals to stop this, but no one tells us how, as-
suming it should be done.

Now, after that little speech, let me ask you this question: If it
should prove beyond the powers of legislative bodies to stem the
tide of consolidation, and we had open to us only the power of regu-
lating and directing, would you prefer that we direct the carrying of
bank consolidation into the branch field rather than the group field?

Mr. Davison. I would.

Mr. Luce. That answer meets one very important problem before
us. Now, if we are going to direct it into the branch field, will you
%ive me a reason why your bank ought not to have a branch in Jersey

ity ?

Mr. Davison. Well, of course, Jersey City is not very remote
from New York.

Mr. Luce. Well, make it Newark.

Mr. Davison. Well, Newark has its own problems. It has credit
situations and public situations that we, in New York, probably could
not be fully familiar with. We would have to get a second-hand
report from someone else and I think it would be altogether wrong
that New York should be dictating the credit and banking policy of
a locality in another city and one in which we were really foreigners
and strangers.

Mr. Luce. You feel more at home in Harlem than in Newark?

Mzr. Davison. Naturally we would; yes, sir. But the situation is
altogether different. Harlem is & place of small businesses and homes
and the banking situation there would not involve big industries.
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It would not involve the city or the county or a great number of local
different activities like a city of the importance and character of
Newark or Jersey City.

Mzr. Luce. Does the New York law permit you to open a branch
in Poughkeepsie?

Mzr. Davison. No.

. Mr. Luce. In many States, state-wide branch banking is permissi-

e.

Mr. Davison. Yes, sir.

Mr. Luce. Of course you know a great deal more about the situ-
ation there than I do, but I live in a suburb of Boston, 10 miles out.
Newark is about 10 miles from New York, is it not?

Mzr. Davison. Ten or fifteen miles, something like that.

Mr. Luce. As a suburbanite, all my business life, I have a reason-
able belief that the business men in Boston are pretty well informed
about the district within a radius of 15 miles. Most of them live there.

Mr. Davison. Newark would resent being called a suburb of
New York.

Mr. Luce. Resent it or not, the fact is, geographically, it is in
propinquity to New York.

Mr. Davison. I do not think economically, socially, or in any
other way, it is a suburb of New York. As a matter of fact, you call
up Poughkeepsie. In discussing this paper last August with one of
my officers, in clarifying one point, he happened to ask me, “What
would you say about a branch in Bridgeport?” I said that “That
would probably involve a great many of the elements we have here,
but if you go to Poughkeepsie, you will find a great many elements
that do not exist here, especially with respect to farming conditions.”

Mr. Luce. If you have your office in Poughkeepsie, the observa-
tion we have had here of the workings of branches wherever they have
been established, has led us to think that in all the ordinary, every-
day transactions, the authority rests with the local representatives of
the central banks.

However, that is all, and I thank you.

The CuairmMaN. Mr. Davison, before turning you over to another
member of the committee, in view of what you have said, I should
like to ask you whether or not promoters and officers of banks engaged
in organizing chains and groups, and also the extension of branch
banks beyond the present limits, are not forgetting the fact that
four-fifths of the banks’ assets belong to the public and that the offi-
cers are, in a sense, only trustees, and rightfully subject to State and
governmental supervision, and under these circumstances, whether
we should not be even more careful in supervision to protect against
possible exploitation by aggressive and greedy operators who are
doing this for a profit. Should not the public have the assurance
that these operations are being scrutinized more than heretofore?

Mr. Davison. I agree with that.

Mr. GoLpsBoroUGH. Mr. Davison, in discussions on the floor of
the House in the last nine years and in this committee, as far as I
can tell, the three major reasons given by the proponents of branch
banking have been first, the number of failures that has taken place
in banks in the last 9 or 10 years; second, the fact that branch bank-
ing would stop group banking and chain banking; and third, that
branch banking in the national system is necessarily in order to enable
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national banks to compete with State banks in States that grant the
right to State banks to establish branches.

Now, my theory has always been that none of these three reasons
had anything to do with the real reasons behind this movement for
branch banking and, in order to try to clarify that situation, on Jan-
uary 9, 1930, I 1ntroduced a bill which, if enacted into law, would do
three thlngs Tt would compel dissolution of group banks ‘and chain
banks and it would prevent any further extension of branch banking
among State banks.

Now, assuming that that legislation, in its entlrety, is constitutional
and could be done, do you think you would favor it?

Mr. Davison. I think so.

Mr. Goupssorougu. With your permission, I should like to send
you a copy of this bill, and a copy of a statement that I made in sup-
port of the constltutlonahty of it, and when you communicate with
the committee I would appreciate it if you would comment on this bill.

Mzr. Davison. I would be very happy to do that.

Mr. GoLpsBoroUuGH. Now, these banks that have failed, especially
in the Northwest, in the last nine years, in your judgment, in the case
of most of those failures, have they not occurred because of credit
conditions arising out of the war?

Mr. Davison. I think so. I made that statement.

Mr. GorpsBoroUGH. I am very sorry I could not be here to hear
it.  You think, do you, that the unit system, which has built up the
country, is as valid now, under normal conditions, as it ever was?

Mr. Davison. I certalnly do.

Mr. GorpsBorouGH. Now, do you not think that the pressure
which is coming for branch bankmg, is coming not from the districts
which would have branches, but from interests in metropolitan areas
-who would like to acquire credit control over those districts? Putting
it in another way, do you think that the rural districts of the country
are making any demand for branch banking?

Mr. DavisoN. I do not. I think the thing started in the oppor-
tunity [or speculative and commercial profits.

Mr. GoLpssorouGH. I think that is all.

Mr. Lerts. Mr. Davison, I have only one question. I was im-
pressed with your statement as to the talk which you encountered at
San Francisco. I understood you to say that you found the conversa-
tion out there to be with respect to the price of bank stocks and of
group holdings.

Mr. Davison. I did.

Mr. Lerts. And that, I take it, arises from the fact there have been
many consolidations, more than anything else?

Mr. DavisoN. Yes.

Mr. Lerrs. And that implies speculation?

Mr. Davison. It does.

Mr. Lerrs. In your judgment, would it be advisable, if possible,
to stop speculation in bank stocks?

Mr. Davison. No.

Mr. Lerrs. We think we should have speculation there the same
as in other stocks?

Mr. Davison. I do not think you can help it. Anything that is
ever sold, you can not escape people buying in the hope it will go up.
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Of course, the history of bank stocks in New York City has been,
over a long period of years, that they are very profitable.

Mr. Lerrs. Assuming it were possible, do you think it would be
advisable to prevent speculation in bank stocks?

~Mr. Davison. I do not like legislation that restricts normal activi-
ties.

Mr. GoupsBorouGH. It is a restriction of trade, is'it not?

Mr. DavisoN. Absolutely.

Mr. Lerrs. Thave often noted, where there is a consolidation of two
banks, that when the prospect or plan for consolidation is announced,
the stocks of each bank 2o up.

Mr. Davison. That is frequently bound to be the case, because one
bank is getting a little more in price than it heretofore commanded
in the market.

Mr.? Lerrs. Do you not frequently see where stocks of both banks
go up?

Mr. Davison. Frequently, like last year, where you had a specula-
tive furor; yes.

Mr. Lerrs. But is it not & fact that when you get a better price
for the stock of one bank, you decrease the assets of the other?

Mr. Davisox. I do not think so always. There may be an actual
gain to both in the consolidation.

Mr. Lerrs. That is what I want to get at. How can there be.
profit in the mere combination of two banking houses?

Mr. Davison. Well, now, take the merger of the Hanover Bank
and the Central Union Trust Co.: We had a commercial business in
modest proportions, and a very large trust business and had a large
number of correspondents and a large number of commercial custom-
ers. Instead of doing business in two offices, we do it in one. It
happens to be the one we have just moved in. We can handle the-
whole of the commercial business and the trust business much more
economically than we could handle separately the two types of
business. The contact we have had in years past with the number
of new customers has awakened them to the possibilities in the line
of our trust service that the bank can offer that customer now that the
Hanover did not handle. I think there has been a decided gain to
both companies, the two services supplementing one another. It is
well rounded and complete.

Mr. Lerts. Is it not a fact that in these consolidations, the per-
sonnel of the two banks are retained, perhaps going in one hou%e\ with
the result that the bank is overmanned?

Mr. Davison. I think that will correct itself if it is true.

Mr. Lerts. Is it not often seen that the agreement for the consoli-
dation resolves itself finally to a case of taking care of the personnel of
the two institutions?

Mr. Davison. I have seen but two such agreements in my life and
personnel has not been mentioned in either.

Mr. Lerts, You think, then, that the profit which arises out of
such a situation is due to the economies which are effected?

Mr. Davison. Yes; and the increased contacts and business that
goes with it.

Mr. Lerts. Does it give you increased contacts or simply combine
the contacts of the two institutions?
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Mr. Davison. I explained to you a moment ago that the Hanover
had very little trust business. We call to the attention of all Hanover
customers what we could do in taking care of securities and trust
business. It has given us a contact with people that we ordinarily
would not have had. That is merely one instance.

Mr. Lerts. I have seen bank stocks sell very much above their
book value.

thdDAVISON They always do and there is a reason why they
shou

Mr. Lerrs. Will you please explain that reason?

Mr. DavisoN. Take oursituation here: I explained that our capital
surplus, and undivided profits aggregate $105,000,000. It represents
an investment of $7,000,000 by the stockholders in other words, the
book values of our stocks and the dividends paid have never measured
their earnings because we have always, over a long series of years, put
back part of our earnings into surplus and built it up.

Mr. LeTTs. Does not that reflect itself in the book value?

Mr. Davison. Possibly, but it also means

Mr. Lerrs. The book value
. Mr. DavisoN. It also means you are storing up always for the

uture.

Mr. Lerrs. But all of that is represented in book value?

Mr. Davison. It is not in book value. The earnings in our trust
department are in no way represented by any asset on my books.

Mr. Lerrs. How is book value determined?

Mr. DavisoN. The book value is the value of your securities and
assets over the amount that you owe your depositors.

Mr. Lerts. Yes, and that would include the reserve, of course?

Mr. Davison. Includes everything that we have that we do
not have to pay out, but it does not measure in any way the vast
business that we have built up where I am acting as trustee or execu-
tor or taking care of other people’s properties or acting as registrar
in the transfer of corporate trusteeships.

Mr. Lerrs. Is that spoken of as good will?

Mr. Davison. Yes; but it is a very tangible asset.

Mr. Lerrs. How is it tangible? Is it not intangible?

Mr. DavisoN. No, it has a regular earning.

Mr. LerTs. It is not anything you can take hold of.

Mr. Davison. I take hold of it every year.

Mr. Lerts. How?

Mr. Davison. The money that comes in from the service I render.

Mr. LETTs. As soon as you have earned it, it becomes quite tangible.

Mr. DavisoN. Yes, but I am going to earn it the next year too.

Mr. Lerrs. You are talking about good will?

Mr. Davison. No.

Mr. Lerts. Good will is what you will earn in the next year and the
year following. That is not tangible.

Mr. DavisoN. Where the business is fixed, in my opinion it is.

Mr. Lerrs. Can it be said that you are a fixed part of that in-
stitution?

Mr. Davison. I do not mean me.

Mr. Lerrs. Can it be said that any part of your personnel is fixed
and definite?
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Mr. Davison. It is not a question of personnel. For example,
yﬁu have named me as trustee of a trust for which I make an annual
charge.

Mr. Lerts. Can it be assumed that this potential earning power is
something that may not be destroyed?

Mr. Davison. I think so; yes.

Mr. Lerts. It can not be destroyed?

Mr. Davison. That is right.

Mr. Lerts. I am not speaking of possibilities in your bank, but in
other banks, have we not seen men, by their own dishonesty, destroy
those earnings?

Mr. Davison. You are not bringing in such elements——

Mr. Lerrs. Why not?

Mr. Davison. Because I am assuming you are going to have
capable management.

Mr. Lerrs. How can we avoid it when we are talking about po-
tential earnings which I prefer to call good will and which you do
not accept unger that name?

Mr. Davison. No; now just a moment. I say some of the earn-
ings of the future are not in what we would call ordinarily good will.
Good will, as I figure it, means an earning which it is assumed will
go on because you have been earning in the past that sort of money.

Mr. Lerts. And because you have the confidence of the community
that you serve.

Mr. Davison. We have the confidence of the community that we
serve, yes. Now, any increase in my trust company I would say
would go to your form of good will, but what is already on the books
and which I retain as long as I remain honest, is not good will. So,
we only differ as to part, anyway.

Mr. Lerrs. I went a little further into this than I intended to,
because you resisted the idea there was an intangible character

Mr. Davison. And I was probably wrong.

Mr. Lerrs. And you seemed to think it was something that is
tangible.

Mr. Davison. I was trying to separate your good will into two
elements. It is purely technical however.

Mr. Lerts. I would like to get that into the record—just what
those two elements are. A part of it, I assume, would be the faith
that the community has in the personnel.

Mr. Davison. Yes.

Mr. Lerts. And a part of it would rest upon the success of the
institution in the past and its ability—— .

Mr. Davison. I think that is good will.

Mzr. Lerts. And its ability to serve the community in its nbeds?

Mr. DavisoN. Yes.

Mr. Lerts. What other elements are involved?

Mr. Davison. In good will, I should say none.

Mr. Lerts. Then, in this potential earning power that you speak
of, would there be anything else? .

Mr. Davison. What I was trying to make clear and I do not think
I got across to you, is that, for example, we have been created a joint
trustee in a number of estates or by a number of individuals and
those trusts run on for an indefinite period of years. They are
terminable only for misconduct, say. Now, I say that the earnings
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you make from that are a measurable quantity and do not constitute
an element usually known as good will which depends on your con-
tinuing to have the confidence of the community and to get new
buslliness and make earnings. That is the distinction I was trying to
make

Mr. LErrs. That relates to the trust activities of the institution?

Mr. Davison. Yes.

Mr. Lerrs. And not what we regard as banking, technically?

Mzr. Davison. No.

Mr. Lerrs. Well, the thing I was primarily interested in, was in
knowing whether it is a good thing that we should have speculation in
bank stocks.

Mr. Davison. T think most speculation is unfortunate, but it has
some advantages in some cases, and I do not know how you can stop
it without restraining unduly freedom of activity.

The Cuarman. May I ask a question right there, Mr. Letts?

Mr. Lerts. Certainly.

The CuairMAN. In connection with speculation in bank stocks,
do your increased facilities for trading accelerate trading in bank
stocks?

Mr. Davison. I think the facilities have come because of the
desire to trade. They are not quoted on any exchange. It is all
over-the-counter market.

The Cuairman. Of course the general public does not always
recognize it is a slower market and subject to more fluctuations than
in the listed stocks.

Mr. Davison. Beyond peradventure.

Mr. Lerrs. Can book values be accurately determined from bank
statements?

Mr. Davison. I should say so, generally; yes.

Mr. Lerts. How close does that come to actuality?

Mr. Davison. As far as the physical assets are concerned, I think,
it is actual.

Mr. Lerrs. Then, some of these elements that we have been talking
about would induce any prudent investor in going to a higher value?

Mr. Davison. Absolutely.

The Cuamrman. Referring to your colloquy with Mr. Letts in
regard to good will, that asset might be entirely depreciated, might it
not, by a change of management where an inefficient management
would come in?

Mr. Davison. I think so; yes.

Mr. SEiBERLING. I understand from your San Francisco speech
and from your statement here to-day that you believe that correspond-
ence banking is a solution of many of our difficulties?

Mr. Davison. No, I say that correspondent banking offers all
the advantages that are claimed for branch banking, and that the
correspondent banking has been a slow growth which some thought
would be terminated by the Federal reserve system, but still persists
because of the service it renders.

Mr. SeiBerLING. But you think it is very much the better system?

Mr. DavisoN. Yes, sir: leaving principal dealing with principal and
not employee with employee

Mr. SEIBERLING. Approximately how many correspondents has
the Central Hanover Bank & Trust Co.?
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Mr. DavisoN. Approximately 3,000.

Mr. SeiBERLING. What I want to get at is what your relationship
is and what you really do. You loan these correspondents funds
from time to time, I take it?

Mr. Davison. Yes.

Mr. SeiBERLING. And do you require collateral?

Mr. DavisoN. In some cases we have collateral and in other
cases we do not have collateral.

Mr. SEiBERLING. In most cases you have collateral?

Mr. DavisoN. I would not presume to say which is which.

Mr. SemBeErLING. If you loan a country bank in Ohio or in Illinois—
one of your correspondents—you would have collateral?

Mr. DavisoN. Sometimes yes and sometimes no.

Mr. SEiBERLING. You charge interest on those loans?

Mr. Davison. Certainly.

Mr. SeiBerLiNGg. Would you consider it good business to loan
money to a correspondent out in the country if you did not have good
collateral for your loan?

Mzr. Davison. We have done it.

Mr. SEiBERLING. But there are not very many instances of that?
I have been connected with the banking business, and as a rule when
banks borrow money from New York they put up collateral, do they
not?

Mr. Davison. I should say, generally, yes.

Mr. SeiBerLING. Then, that part of it is a business arrangement;
in other words, your correspondent carries a balance with you and
draws drafts on you and you pay interest on those daily balances?

Mr. DavisoN. Yes.

Mr. SeiserLING. And when they get into trouble and need money,
you go out and look them over

Mr. Davison. It is not only when they are in truoble they need
money. In the normal course of business, they frequently need
money. They have collateral or receipts which they can not dis-
count with the Federal reserve bank.

Mr. SeiBeruING. If, for any reason, they need money, they have
to bring satisfactory collateral to New York and pay a satisfactory
rate of interest, and then you lend them money?

Mr. DavisoN. Yes.

Mr. SeiBERLING. Now, you have heard some talk about the num-
ber of banks that have failed. I think it is somewhere around
10,000, since 1920. These have been unit banks and it is the failure
of these unit banks that gives rise to this investigation and to an
endeavor to find some method of rectifying these gieat losses, which
has occurred. to sections of our country.

Mr. DavisoN. There have been no failures in New Jersey:

Mr. SemBErLING. ] find I should have said between five and six
thousand bank failures. You are opposed to chain and group
banking, of course?

Mr. Davison. I think it is unfortunate.

Mr. SeiBErRLING. You believe in the unit bank?

Mr. Davison. I do.

Mr. SeiBerLiNG. If we had to make some change you would prefer
to go to limited branch banking rather than chain and group banking?

Mr. Davison. I would, because of the responsibility.
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Mr. SmiBerrLiNG. How many of your correspondent banks fail
during the period from 1920 to 1930?

Mr. Davison. I could not tell you.

Mr. SerBERLING. Some of them have failed, have they not?

Mr. DavisoN. Yes.

Mr. SerBErLING. Now, what did your bank do as correspondent
in New York, to keep these banks from failing?

Mr. Davison. Well, in many cases, we loaned them money in
trying to help them.

Mr. SerBERLING. But not without giving collateral, and you had a
prior claim on the assets of the bank when it failed?

Mr. Davison. On some of the assets. It has not always been a
fortunate loan.

Mzr. SziBerRLING. You got your money before the depositors?

Mr. Davison. We did not always get it.

Mr. SeiBerLING. You loaned some of those banks?

Mr. Davison. Yes.

Mr. SEiBERLING. But not many where you did not get it back?

Mr. Davison. Not too many or I would not be in business.

Mr. SeiBerLING. But you have loaned them money?

Mr. DavisoN. Yes; that is the reason they have us as correspond-

Mr. SEiBERLING. A bank that is in bad financial condition—you

could not do anything to protect the depositors of that bank, could
ou?
Y Mr. Davison. Unless the loan I make him carries him over.

Mr. SeiBerLING. If you take any collateral out of the bank, that
does not help the depositor at all?

Mr. Davison. It frequently does.

Mr. SErBERLING. Yes, if you save the bank.

Mr. DavisoN. We have frequently saved the bank.

Mr. SeiBerLING. The fact the bank was your correspondent, in
some of these cases, did not keep them from failing?

Mr. Davison. They did not avail themselves of our advice.

Mr. SEiBERLING. You say Newark is too far away to give advice
to from New York, yet you stress the point you can give advice to
correspondents all over the United States which is valuable. I do
not see how you can reconcile those two statements.

Mr. Davison. I can see how I can.

Mr. SeiBerLING. I wish you would do it.

Mr. Davison. I can give advice to a banker on the trend of the
money market. If he has a lot of bonds and I am of the opinion that
money is going to get dear, which necessarily means bonds will
necessarily 1go down, I might save him many dollars by telling him
when to sell, and T can Investigate the securities and know-more
about them with a large organization, than he can with a small
organization and being remote. :

We are helping now correspondent banks that are sending young
men on and staying six or seven weeks and learning about the trust
business.

Mr. SeiBERLING. You do not think it would inure to the benefit
of your Newark correspondent bank? :
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Mr. DavisoN. Yes; but the ordinary business of this bank is living
from day to day and using the funds in loaning them in that com-
munity. That 1s the main business of a bank, and the country has
been built up on character loans made by small bankers in small
communities that knew the men they were lending money to, loans
that would not pass muster if studied from the purely statistical
viewpoint.

Mr. SEIBERLING. Your correspondent bank usually maintain bal-
ances in your bank?

Mr. Davison. Yes.

Mr. SerserniNg. What rate of interest do you pay?

Mr. DavisoN. I do not know whether it is 1% or 2 per cent.

Mr. SeiBErLING. You pay them a rate that enables you to realize
a profit out of the loaning of it?

Mr. DavisoN. Yes.

Mr. SeiBerLING. They can purchase securities from your bank?

Mr. DavisoNn. We do not sell securities.

Mr. SeiBERLING. You do not sell securities at all?

Mr. Davison. No, sir.

Mr. SerBerRLING. They can loan on call through your bank, can
they not?

Mr. DavisoN. Yes.

hMr. SeIBERLING. And of course you get a certain percentage of
that?

Mr. Davison. We have recently; yes.

Mr. SeiBErRLING. Now the questions I have asked you bring about
the relationship between the correspondent bank and your bank, do
they not?

Mr. Davison. Well, I think the questions and answers do. I think
it 1i{s a much wider service than you apprehended when you started to
ask me.

Mr. SeiBeErLING. These 3,000 correspondent banks, maintaining
balances in your bank, greatly increase your deposits and the money
you loan on the street means a profit to your institution?

Mr. Davison. Yes.

Mr. SeiBerLING. Now, if there should be adopted trade area
branch banking, and we had 35 different areas with large parent
banks, many of the banks now correspondent branches of your bank
would be lost to you, would they not?

Mr. Davison. I do not know. Some of these groups that have
been formed maintain deposits with us.

Mr. SemBERLING. If two or three big Chicago banks organized
branches in trade areas and took over the unit banks in their trade
areas that were correspondents of yours, you would lose them?

l\l/{r. Davison. Unless the Chicago bank maintained a larger balance
with us.

Mr. SEmBERLING. You would not have as many unit correspondents?

Mr. Davison. But I might have more money.

Mr. SeiBERLING. Now, the branch-banking plan that you were
criticizing would really be detrimental to the interests of the New York
banks, would it not?

Mzr. Davison. I do not know—not necessarily. .

Mr. SerBErLING. Would not these large branch banks be independ-
ent, more or less, of New York?
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Mr. Davison. They are quite independent now. That is the one
thing I want to maintain—that they should remain independent.
Yl\/{{rf; SemBErLING. Would they not be more independent of New

ork?

Mr. Davison. They would not. New York ultimately would
probably dominate them,

Mr. SeiBERLING. In what way?

Mr. Davison. The ownership would get to New York.

Mr. SeiBerLING. You mean they would go out and buy the stock
of these parent banks?

Mr. Davison. I think that is a natural thing.

Mr. SieBerLING. This domination of money and credit is a valu-
able thing to New York?

Mzr. Davison. No.

Mr. SeisERLING. Why should they go out and buy the stocks?

Mr. Davison. To have the domination they do not now have.

hMr?. SerBerLING. If it is not valuable to them why would they buy
them?

Mr. Davison. We are probably talking about different things.
I did not say the New York banks, but I said the domination and
control would probably end in New York, which is the money center.

Mr. SeiBerLING. Now, is not the main reason for your opposition
to branch banking that you are sitting very prettily in New York
now?and you do not like to have any change made that would affect
you?

Mr. Davison. Not at all.

Mr. SeiBERLING. You think that would have nothing to do with
you at all?

Mr. Davison. I know it has not in my case.

Mr. SeiBeruING. I think in your San Francisco speech you said you
believed that a small country bank, say in a l-crop community,
can diversify by placing part of its resources with a correspondent
bank in a great city and through that bank purchase open-market
commercial paper, readily marketable bonds, and acceptances, and
make call loans.

Mr. Davison. I do not think I said it that way. I said that the
%orrespondent bank would perform those services for the country

ank.

Mr. SeiserLING. Would not that practice result in a restriction of
banking services to the local community in which the small bank is
situated and throw the bulk of the business to a great metropolitan
bank, by means of which the metropolitan bank makes a profit on
every transaction?

Mr. Davison. It has not so far and would not do it near as much
as if the bank in the community was a branch of a New York bank
and then it would take money, if it was guided solely by the desire
for profit, and place it where 1t would make the most money. At
present the local bank decides where the money is to be placed, if
it is available and not needed for the community—decide it, as a
principle.

Mr. SerBeErRLING. They are free to select their metropolitan bank?

Mr. Davison. Yes, sir; and use as much or as little as they care
to in the community. If they were a branch, that matter would be
decided for them by the parent bank.
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Mr. SeiBerLING. Some of these local banks have several New York
correspondents, do they not?

Mr. DavisoN. Yes.

Mr. SeiBERLING. Now, if a city bank in New York should endeavor
to force its policy upon a correspondent bank or dictate to it what
it should do, it could easily switch its account to another bank?

Mr. Davison. Yes; under the present system, which gives them
entire freedom of action.

Mr. SeiBeruING. Now, then, if that is true and that switching of
deposits or accounts to another New York bank is possible, and would
be done if interference distasteful to the local bank is indulged in—
can’t prevent the New York bank from establishing or enforcing any
given policy of banking in the country?

Mr. Davison. We can only offer advice. We can not compel
acceptance of it.

Mr. SeiBERLING. And you have to be very careful about that?

Mr. DavisoN. I do not know. We have a rather nice relation
with the bulk of them.

Mr. SEIBERLING. You have to be very careful about your advice
because they may change to another correspondent bank?

Mr. Davison. Lt is built up in mutual confidence, on the same basis
on which you maintain an account in your bank—because you like
the people.

r. SEIBERLING. The banking business, above all other businesses
in the country, is based on confidence?

Mr. DavisoN. Absolutely.

Mr. SeiBerLiNG. No bank can pay all of its depositors in one day
and have to depend on the regular course of business and rely on that
to conduct its business and I assume that is one of the reasons you
are opposed to group and chain banking, because if one bank fails,
confidence in the whole group is destroyed?

Mr. Davison. That is the experience.

Mr. SE1BERLING. And that is so with branch banking?

Mr. Davison. Well, a branch bank can not fail unless the parent
bank fails.

You have the case in Georgia where 84 banks fail when one member
of the chain fails.

Mr. SeiBerLiNG. I want to ask this question because nobody has
yet satisfactorily answered the question here. Can you tell me how
the call-money rate is fixed in New York?

Mr. Davison. As a rule by the demand for money and the supply.

Mr. SeiBERLING. And is it true the higher the stock market goes
the more demand there is for money?

Mr. Davison. It happens that way because the higher the stock
market goes, as a rule, the more speculation there is and the more peo-
ple borrow on stocks, who do not own them, and naturally the greater
the demand for money.

Mr. SeiBerLING. And when you have a large list of customers at
your bank to borrow money on listed stocks, and the banks of New
Yo;'k are short and they have to have more money, the call rate goes
up’

Mr. Davison. We do not have a list of customers at our bank
borrowing on securities.
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Mr. SemBERLING. I do not mean little customers through the
window, but if you have a lot of demand for money on good securities
on the proper margin, you like to supply the money?

Mr. Davison. If we have it.

Mr. SeieeruiNG. If it is not available in New York, they can put
the call-money rate up and get the money?

r. Davison. Yes; it usually brings in more money.

Mr. SerseruiNGg. Where did that money come from?

Mr. Davison. Part of it comes from out in the country. During
the last year a great deal came from abroad.

Mzr. SeiserLING. What do you mean by “out in the country’’?

Mr. DavisoN. In the United States.

Mr. SerBerLiNG. Can you make any estimate as to the amount of
outside money that was drawn into New York during the abnormal
call-money period last year?

Mr. Davison. I can not.

Mr. SerBeRrLING. Can anybody make an estimate?

Mr. Bussy. I can give it to you if you want the percentage.

Mzr. SeiBerLING. Can you figure that out for us?

Mr. Davison. If the statistics are available.

Mr. SeiBERLING. If you had the statistics, could you make a
computation of it and gwe us a guess?

Mr. Davison. I think it could be done.

Mzr. SeiseruiNG. Would you mind doing it?

Mr. Davison. I will see what can be done.

Mr. SeiseruING. I should like to have you put in it the record and
show how much money came to New York during the high call-
money rate period. Do you think the experience New York had last
year 1n October was a good thing for the country?

Mr. Davison. Well, New York was the center of a disturbance
which was the creation of a situation that was country wide.

Mr. SeiserLING. I know, but

Mr. Davison. And New York handled it wonderfully.

Mr. SeiBeruING. Do you think that the inflation and the stock-
market collapse were good things for the country?

Mzr. Davison. Of course not.

Mr. SeiBerLING. How bad a thing was it?

Mr. Davison. We have not yet found out.

Mr. SEiBERLING. It was very widespread?

Mr. Davison. Of course it was.

Mr. SzieerLING. Have you any solution, not perhaps to stop it,
but restrict it so it can not happen again?

Mr. Davison. I do not think you can stop it.

Mr. SeiBerLING. We are in a position where the Government that
coins the money and is responsible for the circulating medium of this
country, is without power to rectify a situation that produces dis-
astrous results, which can not be remedied and can not be estimated?

Mr. DavisoN. Yes.

Mrs. Pratt. I think my ingenuity will be taxed to find new ques-
tions. However, I should like to get one point clear. Mr. Davison,
you believe in the unit bank, not only in the large centers, but in the
small towns, and I was wondermg if you feel that this correspondent
system—a, system of having correspondents throughout the country,
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large banks in the metropolitan centers having correspondents—takes
care of the trouble better than any branch banking would?

Mr. Davison. I think it does, and I think it is truer to our tradi-
tions and prevents what you have been talking about, a money
denomination or control.

Mrs. PraTr. Does it, in your mind, take the place of branch
banking?

Mr. Davison. I think so.

Mrs. Prarr. It has been brought out here this morning that you
have somewhat the relationship, with your correspondents, that a
parent bank would have with 1ts branches; that you are willing to
give advice. In this instance you are in the central money market
of the world and you are willing to help them out of difficulties?

Mr. Davison. I think we do everything that tends to benefit the
community served by our correspondents, by lending money and
giving advice, and so forth.

Mrs. Prarr. You think the trouble arises, largely, due to this
country really being overbanked?

Mr. DavisoN. Yes. The statistics show that they had one bank
for every 750 people in North Dakota and you have had more failures
in North Dakota than anywhere else.

Mrs. Prarr. And it is adjusting itself and you would not be in
favor of legislation to promote a new system?

Mr. Davison. I would not. I think the system that has grown
up in our country is infinitely better than any branch system that is
in existence in any foreign country, even in Canada, which is more
like us than any European country could be. Their experience
has been that it has not worked to the advantage of the people in the
smaller communities as the unit system has worked here.

Speaking of speculation, I think you ought to stop the Florida
speculation.

Mr. SziseruiNG. But the Florida speculation did not center around
any organization in Florida that you know of, did it?

Mr. Davison. No.

Mr. SeiBerLING. But the stock speculation centers around the
New York Stock Exchange.

Mr. Davison. Oh, there ars three or four exchanges.

Mr. SeiBerLING. But the stock exchange in New York——

Mr. Davison. That is the largest exchange.

Mr. SeriBerniNG. There is the center where this speculation is
carried on.

Mr. Davison. I think the speculation in San Francisco is just as
wide. Of course New York is the ultimate place.

Mr. SeiBerLING. That is not comparable with the Florida specula-
tion. There was no center where it was carried on there. Individuals
went down there and invested their money——

Mr. Davison. The brokerage offices in San Francisco were more
crow(iled than the brokerage offices in New York, from what I have
heard.

Mr. SeiBeruING. The stock exchanges are centers to encourage
speculation.

Mr. Davison. Not to encourage it.

Mr. SeiserLING. That is the way they live. You can not main-
tain an exchange unless there is speculation.
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Mr. Davison. Oh, yes.

Mr. SeiBErRLING. I do not think your illustration of the Florida
speculation is comparable, myself.

Mr. Davison. All right.

Mrs. Pratr. I think it has besn brought out bere several times
during the course of the hearings that there is a feeling possibly that
New York is responsible for the money that comes into New York.
Now, is not that really human nature? I think New York is blamed
continuously that so much money is drawn there. The pressure does
not come from New York to bring in the money, does it? Is not the
anxiety of people outside of New York to get in responsible for its
getting there?

Mr. Davison. I think you have expressed it very well.

The CuamrMAN. In view of Mrs. Pratt’s previous questions to you
and your answers, in which you state you would not recommend any
change in banking laws——

_ Mr. Davison. I mean revolutionary change, such as branch bank-

gl‘he CuAIRMAN. You realize since this development has taken place,
that the unit bank is being succeeded by these other forms, and it is
in a struggle—you might call it a death struggle. Many of the men
who testified here, who are in favor of group and chain banking, have
said that unit banking could exist along with it. Do you think that
is possible?

Mr. Davison. I do not know. I read, coming down, what Mr.
Dawes said about that, and I do not think I fully indorse his con-
clusions.

I happened to be speaking, last week, with a man in a rather siz-
able city who has a bank there, where the larger bank in that
town had been purchased by a group or chain and his opinion was
that his bank was growing while the other bank is not growing. His
bank is growing for reasons of local pride and because it was locally
managed and he thought the other was shrinking a little. That can
only happen in a community that will support more than one bank.
In a community that would support only one bank, I presume it
would not be a unit bank.

The CuairmaN. Earlier this morning I referred to the scarcity of
eligible paper. What effect on the amount of eligible paper for re-
discount does the absorption of bankers’ acceptances and prime bills
by banks acting for foreign correspondents or foreign countries have
on the eligible paper available for release of credit by the Federal
reserve banks? Is that one of the reasons for the shortage?

Mr. Davison. I do not think so.

The CrairMAN. Would it not be logical, if eligible paper is ab-
sorbed by those banks to cover investments here, to be one of the
reasons?

Mr. Davison. It might be.

(Discussion off the record.)

The CrarMAN. I think this completes the hearing before the com-
mittee, and the committee appreciates very greatly your appearance
here, Mr. Davison.

(Whereupon, at 12.40 o’clock p. m., the committee adjourned to
meet at 10.30 o’clock a. m. Wednesday, June 4, 1930.)
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WEDNESDAY, JUNE 4 1930

House oF REPRESENTATIVES,
CommiTTEE ON BaNkiNG AND CURRENCY,
Washington, D. C.

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

The CrArRMAN. In pursuance with an invitation extended by the
committee, we have here this morning Mr. Albert H. Wiggin, head of
the Chase National Bank in New York. Mr. Wiggin, will you please
give the reporter your title, and so forth?

STATEMENT OF ALBERT H. WIGGIN, CHAIRMAN OF THE GOVERN-
ING BOARD OF THE CHASE NATIONAL BANK OF NEW YORK

Mr. WicaiNn. My name is Albert H. Wiggin, chairman of the gov-
erning board of the Chase National Bank of New York.

The Cuairman. Mr. Wiggin, as you know, the committee are
engaged in the study of branch, chain, and group banking, under
the authority of House Resolution 141. We are attempting to com-
plete that study, under the authority of the resolution, at this session
of Congress. Realizing the important position that you occupy as
the head of one of the largest banks and banking groups in the
country, if not in the world, the committee will value very highly any
statement that you can make which may enlighten us or be helpful
in this study.

We realize a great change in our whole banking situation in the
country is under way, and the committee are desirous of getting all
the light we can in case Federal legislation should be necessary.
Therelf{ore, we shall be very glad to hear any statement you may care
to make.

Mr. WigeiN. You should understand, Mr. Chairman, any state-
ment I may make, or any questions I answer, are my own opinion. I
am not here under instructions from our board or from the stock-
holders, or after any official consideration of the subject.

I have not prepared a statement for this occasion, my preference
being to answer any questions that are asked, but 1 might, for the
benefit of the record, to bring the subject up, read a statement I
made at the time of the merger with the Mechanics and Metals
National Bank.

The CuairMAN. Without objection, that will be placed in the
record—or do you want to read it?

Mr. Wigein. It will be satisfactory simply to place it in the record.

The CrairmaN. Without objection it will be placed in the record
at this point.

(The statement referred to is as follows:)
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This merger, together with similar steps on the part of other institutions in
the last two or three years, has been made the occasion of comments to the
effect that mergers are the order of the day and that the line of logical develop-
ment is toward fewer and much bigger banks. I am not prepared to subscribe
to this doctrine without qualification, and I would not have our merger with the
Mechanics and Metals National Bank judged on that basis alone. It is significant
that while bank mergers are taking place, new banks of moderate size are also
coming into existence and doing well. A merger may bring together organiza-
tions which can not work harmoniously and may combine interests which are not
compatible. Each case must be judged on its own merits. Haphazard mergers
merely for the sake of large figures do not assure good banking. In the case of
the merger of the Chase National Bank and the Mechanics and Metals National
Bank a great deal of careful thought and planning preceded the decision. The
responsible officials of both institutions knew one another well before the merger,
and were sure that they could cooperate in a friendly and efficient way. he
merger has been accomplished with entire good will and with a minimum of fric-
tion and disturbance.

It may be observed that the Chase National Bank reached the position of the
second largest national bank in the country in volume of net deposits without any
mergers at all. Attaining great size through growth alone, it was able to develop
a body of traditions, ideals, and practices which give it a distinctive character.
The mergers which have since taken place have made it possible for us to give
larger lines of credit to great business organizations, have made possible the more
economical handling of many functions, and have broadened the range of our
activities, but they have not destroyed the distinctive character of the Chase
National Bank.

The CuairMaN. Have you any further statement?

Mr. WiceiN. No; I would rather answer questions.

The CuairMaN. The other witnesses who have appeared have
given us information pertaining to the institutions with which they
are connected. If you have not with you this morning that informa-
tion, I am going to suggest that you furnish for the record a statement
of the Chase National Bank of New York.

Mr. Wigain. I shall be very glad to do that.

The CuarrmMAN. And affiliated companies.

Mr. WiceiN. You mean a list of the affiliated companies or a
statement of all of the affiliated companies?

The CramrMaN. We would like to have a statement of each com-

any.
P Nfr. Wicein. We can do that very readily, and I will start it with
the bank statement that was published this morning which is right
up to date, and then give you the other statements.

The CrairMAN. I have a statement which appears in the New
York Times under date of June 2, which gives a list of your branches,
and so forth. I presume it is the same——

Mr. Wicein. This is a statement of the bank.

The CrairMAN. The two probably cover the picture and, without
objection, they will both be placed in the record at this point, to be
followed by other detailed data as regards your various affiliated
companies.

Mr. Wicain. I shall be glad to furnish it.

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

[New York Herald Tribune, Wednesday, June 4, 1930]

On June 2, 1930, The Chase National Bank, The Equitable Trust Co. and
Interstate Trust Co. were formally merged as The Chase National Bank of the
city of New York.
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Statement of condition at close of business, June 2, 1930 *

RESOURCES
Cash and due from banks_ _ - __ ... $592, 458, 308. 83
Loans and disecounts_ ... _--- 1, 435, 359, 900. 64
U. S. Government securities_ . - 228, 710, 596. 93
Other securities_ - - - o 106, 580, 632. 51
Real estate- .- . 34, 771, 643. 58
Redemption fund—U. 8. Treasurer___ . __ - cccemoceo- 386, 825. 00
Customers’ acceptance liability . . ... _____ $172, 184, 069. 87
Less amount in portfolio- . ._________ 20, 018, 289. 14
— 152,165, 780. 73
Other assets . - - - - oo oo oo 1, 001, 374. 98
Total oo oo e 2, 551, 435, 063. 20
LIABILITIES
Capital - _ - o . 148, 000, 000. 00
SUrplus - - o e 148, 000, 000. 00
Undivided profits- - . __________ 60, 723, 478. 27
Reserved for taxes, interest, ete 9, 744, 827. 59
Dividend payable July 1, 1930..______ 5, 550, 000. 00
Deposits - - e 1, 916, 236, 313. 91
Circulating notes_.___________________________________ 7, 736, 500. 00
Acceptances_ ... __ $176, 775, 899. 86
ss amount in portfolio_ __________ 20, 018, 289. 14

156, 757, 610. 72

94, 501, 162. 90
4, 185, 169. 81

L S 2, 551, 435, 063. 20

Each shareholder of The Chase National Bank is also the holder of a like
number of shares of Chase Securities Corporation.

Capital funds of Chase Securities Corporation, which are in excess of $125,-
000,000, are not included in the bank statement.

4 Responsibility for policies and service is vested in the following board of
irectors: .

Albert H. Wiggin, John McHugh, Charles S. McCain, Robert L. Clarkson,
Winthrop W. Aldrich, Frank Altschul, Vincent Astor, Gordon Auchincloss,
Earl D. Babst, Howard Bayne, Amos L. Beaty, Hugh Blair-Smith, Henry 8.
Bowers, E. N. Brown, Francis H. Brownell, Kenneth P. Budd, H. D. Campbell,
Henry W. Cannon, Newcomb Carlton, Walter S. Carpenter, Jr., Malcolm G.
Chace, Harold Benjamin Clark, J. S. Coffin, Howard E. Cole, Edward J. Cornish,
Harvey C. Couch, Frederic R. Coudert, Clarkson Cowl, Paul D. Cravath,
Bertram Cutler, Gerhard M. Dahl, Thomas M. Debevoise, Richard Delafield,
Clarence Dillon, Franklin D’Olier, Frederick H. Ecker, Halstead G. Freeman,
T. M. Girdler, David M. Goodrich, Edward H. R. Green, A. H. Griswold,
William E. S. Griswold, Henry O. Havemeyer, Charles Hayden, James N. Hill,
Arthur G. Hoffman, Ralph C. Holmes, George H. Howard, Daniel C. Jackling,
Otto H. Kahn, Lewis Cass Ledyard, Jr., James T. Lee, L. F. Loree, H. Edmund
Machold, John C. Martin, Thomas N. McCarter, Charles G. Meyer, Albert G.
Milbank, Jeremiah Milbank, John G. Milburn, George M. Moffett, George
Welwood Murray, Joseph D. Oliver, Henry Ollesheimer, Eugenius H. Outer-
bridge, Thomas I. Parkinson, Frank L. Polk, Robert C. Pruyn, Samuel F. Pryor,
Lyman Rhoades, Andrew W. Robertson, Ferdinand W. Roebling, jr., Reeve
Schley, Carl J. Schmidlapp, Charles M. Schwab, Alfred P. Sloan, jr., Robert C.
Stanley, John C. Traphagen, Cornelius Vanderbilt, Thomas F. Vietor, George
P. Whaley, F. Edson White, and Henry Rogers Winthrop.

Head office, Pine Street, corner of Nassau. Equitable Trust Branch, 11 Broad
Street. Forty-five other branches in Greater New York.

Foreign offices: London, England (2); Havana, Cuba; Cristobal, Canal Zone;
and Panama City, Republic of Panama.

Berlin Representative: Unter den Linden 57. Rome Representative: Piazza
Mignanelli, 3.

1 This statement does not include the statements of any of the affiliated organizations mentioned below.
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1820 BRANCH, CHAIN, AND GROUP BANKING

Affiliated organizations: Chase Securities Corporation, American Express Co.,
Equitable Eastern Banking Corporation, American Express Bank & Trust Co.,
the Chase Safe Deposit Co., and the Chase Bank (Paris and Mexico City).

[The New York Times, Monday, June 2, 1930]

To-day the Chase National Bank, the Equitable Trust Co., and the Interstate
'%ru;{t Co. are formally merged as the Chase National Bank of the City of New
ork.
The consolidated institution is controlled by a directorate of recognized leaders
in American finance, industry, law, transportation, insurance, and public utilities.
Outstanding executives, chosen for their wide experience and ability in bank-
ing, investment, and trust service are available for personal consultation to clients
of the consolidated bank.
Head office, Pine Street, corner of Nassau.
The merger gives the Chase Natiohal Bank 46 branch offices, in prominent
residential and business districts of Greater New York.
Equitable Trust Branch, 11 Broad Street (formerly head office, The Equitable
Trust Co.).
Produce Exchange Branch, 25 Broadway.
Mercantile Branch, 115 Broadway.
Maiden Lane Branch, 75 Maiden Lane.
National Park Branch, 214 Broadway.
‘Worth Street Branch, Broadway at Worth Street.
Importers and Traders Branch, Worth Street, corner of Church.
Franklin Branch, Franklin Street, corner of Hudson.
Prince Street Branch, Broadway at Prince Street.
Stuyvesant Square Branch, Second Avenue at Fourteenth Street.
Metropolitan Branch, Fourth Avenue at Twenty-third Street.
Garfield Branch, Fifth Avenue at Twenty-third Street.
West Twenty-third Street Branch, 338 West Twenty-third Street.
Fifth Avenue Branch, 204 Fifth Avenue.
Madison Square Branch, Madison Avenue at Twenty-sixth Street.
Twenty-eighth Street Branch, Madison Avenue at Twenty-eighth Street.
Pennsylvania Branch, Seventh Avenue at Thirty-second Street.
Mutual Bank Branch, 49 West Thirty-third Street.
New Netherland Branch, 40 West Thirty-fourth Street.
Seventh Avenue Branch, Seventh Avenue at Thirty-sixth Street.
Forty-first Street Branch, Madison Avenue at Forty-first Street.
Times Square Branch, Seventh Avenue at Forty-first Street.
Grand Central Branch, Lexington Avenue at Forty-third Street.
Forty-fifth Street Branch, Madison Avenue at Forty-fifth Street.
Forty-sixth Street Branch, Park Avenue at Forty-sixth Street.
Forty-eighth Street Branch, 18 East Forty-eighth Street.
Fifty-seventh Street Branch, 143 West Fifty-seventh Street.
Fifty-ninth Street Branch, Lexington Avenue at Fifty-ninth Street.
Park Avenue Branch, Park Avenue at Sixtieth Street.
Seventy-second Street Branch, Broadway at Seventy-second Street.
Seventy-fourth Street Branch, Broadway at Seventy-fourth Street.
Seventy-ninth Street Branch, Madison Avenue at Seventy-ninth Street.
Eighty-sixth Street Branch, Broadway at Eighty-sixth Street.
Columbus Avenue Branch, Columbus Avenue at Ninety-third Street.
Ninety-sixth Street Branch, Madison Avenue at Ninety-sixth Street.
Harlem Market Branch, 2011 First Avenue.
One Hundred Tenth Street Branch, Broadway at One hundred and tenth Street
Harlem Branch, Third Avenue at One hundred and sixteenth Street.
Manhattanville Branch, 422 West One hundred and twenty-fifth Street.
s One Hundred Forty-ninth Street Branch, 368 East One hundred and forty-ninth
treet.
s One Hundred Seventieth Street Branch, 96 East One hundred and seventieth
treet.
Washington Heights Branch, Wadsworth Avenue and One hundred and eighty-
first Street.
Fordham Branch, 301 East Fordham Road.
Hamilton Trust Branch, 191 Montague Street, Brooklyn.
Avenue ‘“M?” Branch, Avenue “ M’ at East seventeenth Street, Brooklyn.
Queens Village Branch, Jamaica Avenue at Two hundred and seventeenth Street,
Queens Village.
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Foreign offices: London, England (2); Habana, Cuba; Cristobal, Canal Zone;
and Panama City, Republic of Panama.

Berlin representative: Unter den Linden 57. Rome Representative: Piazza
Mignanelli, 3.

Affiliated organizations: Chase Securities Corporation, American Express Co.,
Equitable Eastern Banking Corporation, American Express Bank & Trust Co.,
The Chase Safe Deposit Co., and the Chase Bank (Paris and Mexico City).

. ’llc‘lhe CuairMAN. We should like also to have a list of your stock-
olders.

Mr. Wicain. The list of stockholders would be rather long. There
are some 70,000 stockholders.

The CrAIRMAN. Could you do as was done in the Pujo Committee,
furnish is a list of the stockholders owning over 500 shares of stock?

Mr. WicaiN. We will furnish whatever limit you would like to put
on. You understand that list of stockholders does not necessarily
give the correct picture. They are frequently in broker’s names or
in the names of clerks; so, it does not necessarily give you what you
are driving at, but we can give you whatever you want.

The CrARMAN. The question of double liability has been before
this committee on various occasions. Where bank shares are held
in the name of a dummy or in the name of brokers, or what you
might call street names, the double liability goes against the name
to whom the certificate 1s issued?

Mr. Wigain. The man in whose name it is, is liable to collect
from the real owner. It usually carries through.

The CurArMAN. There is no getting away from that double lia-
bility when the stock is held in that manner? In some instances, it
has been called to the attention of the committee that there was an
increasing amount of stock being held by dummies who were not
responsible and, by that method, they are getting away from the
enforcement of the double liability.

Mr. WiceiN. That might be true. The fact that the number of
stockholders increases so rapidly, from year to year, does bring in a
great many names that are not the actual owners and, of course, it
would be very much more difficult to collect from the actual owners.

The CuarrmaN. It is rather difficult to follow the ownership of the
bank, particularly during these days of active markets on bank stocks?

Mr. Wicain. Correct.

The CuairmMAN. And it raises practically a new issue as regards
ownership of banks?

Mr. Wicain. Of course, the trading is apt to be in good banks and
there is not very much danger of that liability.

The Cuairman. I suppose that is so. We have pending here
before the committee, Mr. Wiggin, a bill in connection with the regu-
lation or supervision, more particularly, of affiliated companies by
the supervising authority, the Comptroller of the Currency. You
recognize, do you not, the necessity for such an examination to be
made of affiliated companies with a national bank, when the comp-
troller makes his examination?

Mr. Wigein. Each unit would be under supervision. I assume
that the purpose in auditing the holding company would be to prevent
abuse in the use or the substitution of units.

The CuamrMAN. To avoid a mixing of the assets; in other words,
unless the supervisory force has access

Mr. Wicein. I do not know that it is necessary, but it certainly
would not do any harm. Each unit is going to have its own bank
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officers. They take an oath of office and are bound to run that bank
in an honest way, but I can see no harm in auditing the holding com-
panies.

The CuairmanN. Take, for instance, your affiliated or holding com-
panies, they are organized under the State of New York?

Mr. Wicein. We have no holding companies in the sense that they
are bank holding companies. We have nothing of that kind. We do
have the Chase Securities Co., but it was not organized to buy bank
stocks, or anything of that kind.

The CuarrmaN. The Chase Securities Co. originates and sells
securities?

Mr. WicciN. Yes.

The? CuAIRMAN. What other affiliated companies have you in your
group?

Mr. WiceiN. We own the American Express Co.; that is, we own
98 per cent of it.

The CuairmMaN. What does the American Express Co. do now?

Mr. WiegiN. The American Express Co. is a travel bureau, selling
steamship tickets and transportation; it sells travelers’ checks and, in
Europe, a subsidiary company of the American Express, called the
American Express (Inc.), does a banking business in various cities.

The CuairMaN. And that is owned entirely by the American
Express Co. here?

Mr, Wicein. Owned entirely by the American Express Co. here;
yes, sir. :

The CralrMAN. Do you carry on a banking businesss through the
offices of the American Express Co.?

Mr. Wigein. Not in this country. The American Express Co. is
the principal owner of a bank called the American Express Bank &
Trust Co., which has an office in their building in New York and does a
purely banking business in that one office.

The CuairmaN. It has a great many offices throughout the world?

Mr. Wicein. Yes; I can get the exact number.

The Cuairman. Will you please put that in the record, together
with its offices in the United States—both the bank and the express
company?

Mr. WiceiN. The bank has but one office. If you will give me a
minute, I will give you that information.

The American Express Co. has 34 offices in the United States and
66 in the rest of the world.

The CuairMAN. Does the Chase National Bank, or any of its
affiliates, other than the American Express Co., have foreign branches?

Mr. WicaiN. The Chase National Bank has to-day 4 foreign
branches; it has 1 in Havana; it has 1 in Panama, and 1 in Crisotal,
and, since Saturday last, has 1 in London. .

The Chase Securities Co., for its distribution of securities, has—
without refreshing my memory I can not give the exact number—
some 15 or 20 branch offices throughout this country; also 1 in London.

The CrairmaN. The London office is the only one abroad which the
Chase Securities Co. has? )

Mr. WiceiN. We have our sign on the door in the Paris bank as
well, I think you can count the Paris office also.

The recent merger, which took in the Equitable Trust, made
necessary the formation of a new bank under the Edge Act, known
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as the Chase Bank, which is organized to take over the Paris branches
of the Equitable Trust Co. It seemed wiser to do it through the
subsidiary,under the Edge Act, rather than have a branch of the main
office. A tax question was one of the matters involved.

Mexico City has a branch of this Chase Bank, which is a subsidi-
ary of the corporation organized under the Edge Act. There are
other affiliations, but owing to this recent merger and the rapidity
with which things are happening it is a little difficult to keep all of
those things straight in my mind. However, the Equitable Corpora-
tion, a subsidiary company of the Equitable Trust, is now merged
with the Chase Securities Corporation. The Equitable Trust Co.
had an affiliated company called the Equitable Eastern Banking Cor-
poration, with offices in Shanghai and other cities. That remains
ntact.

There is in process of organization a new Equitable Trust Co.
The formation of the Equitable Trust Co. has the advantage of pro-
tecting that name and, so that it can be possible, will do a certain
amount of trust and banking business. That is in process of organ-
ization.

I think that is the complete picture of the affiliations.

The Cuamrman. If it is not, if you will supply the committee with
the further information, we will be very much pleased.

Mr. Wicein. There is one more affiliation. That is the Chase
Safe Deposit Co. That has nothing to do with the banking business,
however.

. (The statements of the affiliates referred to are printed in full, as
follows:)

STATEMENT OF THE CONDITION OF CHASE SECURITIES CORPORATION AT CLOSE
: oF BusiNeEss DecEMBER 31, 1929

RESOURCES

Cash_ - $7, 136, 976. 33
Bills and accounts receivable_ - _ . __________________________ 28, 754, 717. 93
Securities. ... 75, 603, 974. 05
Total . 111, 495, 668. 31
LIABILITIES
Bills and accounts payable_ . ______________________ ______ 5,272, 380. 01
Suspense__ e _ 49, 686. 02
Reserves:
General _________________ . ________ $1, 000, 000. 00
Tax and other reserves..._______________ 2, 644, 482, 74
Dividend payable Jan. 2, 1930___________ 1, 312, 500. 00
— 4,956,982 74
Capital stock (5,250,000 shares, no par value) .. 73, 000, 000. 00
Surplus and profits_ . ______________________ 28, 216, 619. 54
. —F—FF F F 101, 216, 619. 54
Total 111, 495, 668. 31
OFFICERS

Trust department: Reeve Schley, George E. Warren, J. Sperry Kane, Ralph
L. Cerero, vice presidents; George A. Kinney, second vice president; Howard F.
Walsh, corporate trust officer; George I. Pierce, personal trust officer; Edward
S. Dix, George J. Runge, Oliver B. Hill, Vincent L. Banker, Frederick Pintard,
Paul H. Selchow, Norman W. Andrews, John I. Brooks, jr., Frederick T. Burrows,
Edward C. Kerr, Lester A. Kraushaar, Caspar A. Blass, Horace Tomlinson,
Vgélliam F. Wilson, Robert M. Dunwoody, Esmond B. Gardner, assistant trust
officers.
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Foreign department: Joseph C. Rovensky, Lynde Selden, Arthur W. McCain
vice presidents; Manfred Barber, Ernest H. Kuhlman, John B. Heinrichs, second
vice presidents; John G. Peterson, William E. Hughes, James A. Macllvaine,
Otto T. Kreuser, assistant cashiers; Allan V. Daily, manager; Walter E. Sullivan,
Edmund M. Ellerich, Nicholas J. Murphy, Frank N. Powelson, James G. Baker,
Edmund G. Powell, Oscar Armburster, Louis Dezzi, assistant managers.

Credit department: David MacKenzie, assistant casbhier and manager; Mal-
colm Corduan, assistant cashier; Arthur B. Murray, Richard Griffiths, Andrew
S. Ross, Edward Bartsch, Ernest C. Schwarz, assistant managers.

Investment service department: John E. Bastedo, manager; Wilton A. Pierce,
assistant manager.

Comptroller’s department: Arthur M. Aiken, second vice president and comp-
troller; Arthur K. Schulz, William W. Besson, assistant comptrollers.

Condensed statement of condition of American Bank Express & Trust Co., New
York, N. Y., at close of business June 6, 1930

RESOURCES
Cash and due from banks. ... ____._.___ $3, 072, 814. 13
Loans and diseounts._ . ___________________________________ 20, 608, 432. 54
United States Government securities_ - ____ . _______________ 1,018, 143. 10
Other bonds and investments_ .. ____________________________ 4,487,913. 28
Customers’ liability on acceptances. .- ________________ 14, 130. 25
Accrued interest receivable.________________________________ 67, 857. 71
Total o e 29, 269, 291. 01
LIABILITIES
Capital .- ___________________ RS $10, 000, 000. 00
Surplus - - - .. 5, 000, 000. 00
Undivided profits_ - - _______________________ 99, 942. 03
—— 15, 099, 942. 03.
Reserves: Interest, taxes, ete_ - ________ 782, 857. 75
Discount collected but not earned._ - __________ 992. 61
Liabilities as acceptor, indorser, or maker on acceptances and
foreign bills_ _ - oo 548, 679. 01
Deposits - - - oo 12, 836, 819. 61
Total - e 29, 269, 291. 01

AMERICAN ExprEss Co. AND THE AMERICAN ExpreEss Co. (INc.)
RESOURCES AND LIABILITIES APRIL 30, 1930

JIssued by vice president and comptroller, New York, June 11, 1930}
American Ezxpress Co. condensed statement of resources and liabilities April 30, 1930

RESOURCES .
Cash on hand andinbanks__.______________________________ $3, 661, 718. 49
Demand and time loans secured .. _________________________ 13; 611, 346. 49
Due from banks and bankers______________________________ 8, 716, 210. 14
Branch offices working funds and items in transit. . __________ 1, 354, 511. 56
United States Government securities 36, 474. 60
Qther public securities. . ______ . . ___ 11, 254, 003. 27
Other securities and investments___________________________ 26, 423, 130. 35
Real property and equipment______________________________ 6, 068, 773. 02
Customers’ liability under acceptances and letters of credit____ 869, 587. 24
Bank guaranties on travelers’ cheques and circular letters of
eredib . ... 5,252, 105. 25
Accrued interest and accounts receivable - - ________________ 702, 036. 39
Deferred debit items________________ e 163, 991. 04
Total resources._ - _ . oo eeeo. 78, 113, 887. 84
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LIABILITIES
Capital _ . e $18, 000, 000. 00
Surplus December 31, 1929 _____________.___ $5, 898, 745. 36
Net earnings from current opera-
tlons _______________________ $432, 463. 46
Dlvidends ac-
crued.___.____ $90, 000. 00
Dividends  de-
clared_______ 270, 000. 00
————————— 360, 000. 00
_ 72, 463. 46

5, 971, 208. 82
Adjustment to profit and loss of prior periods. - - 1, 921. 09

—— 5,973,129 91
General IeServes - - o _______ 4, 643, 250. 22
Reserved for depreciation, taxes, losses, and other items__._____ 3,290, 511. 04
Dividends payable. _ - _ .
Due to banks and bankers 9, 636, 379. 60

Travelers’ cheques and travelers’ letters of credit_____________ 30, 928, 680. 17

Money orders, drafts, and other financial paper issued and not
yet presented for payment_._____________________________ 4, 270, 401. 68
Acceptances and letters of eredit.__ .. ___.___________________ 871, 087. 24
Accrued and other current liabilities____.___________________ 272, 372. 90
Deferred credit items._ - ____ 228, 075. 08
Total liabilities- - - - ___ 78, 113, 887. 84

The American Express Co. (Inc.) condensed statement of resources and liabilities (as
per New York books and not including branches), April 30, 1930

RESOURCES
Cash - - o $5, 117, 922. 32
Securities and investments_ - _____________________._________ 1, 923, 715. 34
Real property and equipment__.____________________________ 770, 574. 14
Operating capital advanced to foreign offices__________________ 905, 293. 58
Accounts receivable_ . _..__ e 65, 550. 85
Expenses paid in advance_ .. ___________ 291. 66
Total resources . - - - e 8, 783, 347. 89
LIABILITIES
Capital sboek . - - - - i 6, 000, 000. 00
Surplus Dee. 81, 1929__ . _____________________ $1, 572, 454. 47
Net earnings from current operations__________ 11, 661. 44

1, 584, 115. 91
Adjustments to profit and loss of prior periods._ 1,374. 78

General reserves._ _ . __ e ___ ’ 832, 551. 07
Reserved for depreciation, taxes, losses, and other items_______ 329, 656. 40
Accrued and other current liabilities - ______________________ 35, 270. 73
Deferred credit items_____________ . ____________________ 379. 00

Total labilities. - - - .- .. 8, 783, 347. 89

American Express Co directory of division managers of outside territory,
United States (May 1, 1930):

H. C. Elwes, vice pres1dent 65 Broadway, New York.

Eastern division: A. C. Heffernan, manager, H. R. Kibbe, assistant manager,
65 Broadway, New York, N. Y.

100136—31—voL 2 pT 14——4
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Central division: E. M. English, manager, J. T. Walsh, assistant manager, 58
East Washington Street, Chicago, Ill.

Southern division: G, F.- - Fetscher, manager, 606 the Standard Building,
Atlanta, Ga.

Southwestern division: C. 8. Taylor, manager, W. A. Schaperkotter, assistant
manager, Ninth and Locust Streets, St. Louis, Mo.

Pacific division: G. B. Viets, manager, O. D Colby, assistant manager, Mar-
ket Street at Second, San Francisco, Calif.

American Express Co., directory of independent office organization May 1,
1930 (United States and Canada)

H.C. Elwes, vice president; T. L. Happ, assistant to vice president, 65 Broad-

way, New York

é M. Shirey, ‘R. M., 91 Luckie Street, NW. Atlanta Ga.

R. D. Angell, R. M T. E. Greenwood D.P. A., Barbet F.I.T., 118 W.
Fayette Street Baltlmore, Md.

G.R M., 4 North Nineteenth Street, Brrmmgham Ala.

WL E'Steams R. M., A. A. Prickett, A. R. M. and F. L. T., P. G. Hedrick,
A R. M. and F.I.T. Sta.tler Hotel Bulldmg Park Square Boston Mass.
B.J. Maloney, R. M S. Radecki, D. P. A,, E. Klenast F. I T Main and

Erie Streets, Buffalo, N. Y
E. L. Walsh, R. M E. T. Madden, A. R. M., J. H. Doesburg, A. R. M., A. H.
Ward, F. 1. T., 70 East Randolph Street Chlcago, 111.
J. E. Wea.ver R. M., W. D. Distler, b.'pP Fourth and Elm Streets, Cin-
omnatl Ohio.
G. Kehoe, R. M., M. H. Nealon, D. P. A,, J. Roy Galvin, F. I. T., 1003
Huron Road, éleveland Ohio.
C. Dorris, 'R. M, S. E. Whipkey, D. P. A., X. F. Drexler, F. I. T., 1306 Com-
merce Street, Dallas, Tex.
E H. Balley,R ,S. A. Dunsay, D. P. A,, 1643 Stout Street, Denver, Colo.
. F. Whitbeck, R. M., O. A. Johnson, A. R. M., A. A. Barthel, D. P. A.,
F. H Vonesh, F. I. T 23 Fort Street West Detroit, Mich.
R. S. Cauvm manager John Falkenburg, A. M Agramonte (Zulueta) 15,

Havana, Cuba.
R. S. Ferguson, R. M. 257 South Meridian Street, Indianapolis, Ind.
H. C Templeton, R. M Baldwin, D. P. A., 933 Walnut Street Kansas

City, M
L. H. Kellan, R. M., B. W. Marsh, D. P. A., A. Hunnex, F. I. T., 609 West

Seventh Street, Los Angeles, Calif.
J. F. Brooks R. M., 206 East Flagler Street, Miami, Fla.
F. B. Tendick, R. M., F. W. Sieger, D. P. A., C. E. Fletcher, F. I. T., 457-459

East Water Street, Milwaukee, Wis.
J. E. Beard, R. M., V. M. Bloom, D. P. A,| G. C. Sedard, F. I. T., 117 South

Seventh Street anea.pohs, Minn.
J. J. Bulger, manager, J. W. Hunt, D. P. A.; 1233 (521 Phillips Square, Mon-

treal, Canada).
R.J. Cooper, R. M., E. A. MacCarthy, D. P. A., 876 Broad Street, Newark,

N H. Pope, R. M., W. H. Worden, D. P. A., 707 Gravier Street, New Orleans,
a. .
George Simpkins, R. M., William Bennett, D. P. A., 65 Broadway, New York,

Y

'E. Williams, R: M., G. C. Finehout, A. R. M., H. C. Hosier, D. P. A., 150

West Forty-ﬁrst Street New York, N. Y.
0. Schumacher, R. M S. A. Knlght F. I. T., 551 Fifth Avenue, New York,
Y.

N.
W. G. Smith, R. M., A. B. Montgomery, A. R. M., J. S. Shaw, F. I. T., 1708

Chestnut Street Phrladelphm. Pa.
T. J. Worthman, R. M., J. E. Gilbert, D. P. A., C. E. Dekock, F. I. T., 512

Grant Street, Pittsburgh, Pa.
R. L. Dunham, R. M., C. Beerli, D. P. A., 65 Sixth Street, Portland, Oreg.

S. L. Woods, R. M., W. R. Hein, D. P. A,; B. J. Haas, F. I. T., Ninth and

Locust Streets, St. Lours, Mo.
P. C. Child, R. M., 26 West Second Street, South, Salt Lake City, Utah.
F. P. Rhoads, R. M J. B. Hubbard, D. P. A Market Street at Second,

San Francisco, Calif.
C. Harmon, 'R. M. , J. H. Cassen, F. I. T., 1209 Fourth Avenue, Seattle, Wash.

D. P. Aub, ‘R. M., ' Willard Hotel Burldlng, 1414 F. Street, \*W Washington,
D. C.
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TRAVEL BUREAU

Mr. A. H. Young-O’Brien, First National Bank, Baltimore, Md.
Miss L. L. Redding, Abraham Straus (Inc.), Brooklyn, N. Y.
Mr. William K. Wunsch, Hyde Park National Bank, Chicago, Il
Mr. W. C. Gevers, Marshall Field & Co., Chicago, Ill
Mr. M. V. Callaghan The Central Trust Co. Cincinnati, Ohio.
Miss P. R. Manger, The May Co., Cleveland, Ohio
Miss E. M. Cowley, Crowley Milner Co., Detroxt Mich.
Mr. J. W. Fuchs, The Michigan Trust travel oﬂice, Grand Rapids, Mich.
Mr. H. Kingsley, National Bank of Commerce, Houston, Tex.
Mr. R. B. Preble, Florida National Bank, Jacksonville, Fla.
Mr. G. M. Meagher, Trust Co., of New Jersey, Jersey City, N. J.
Mr. M. D. Reid, Bank of America of California, Los Angeles, Calif.
Miss F. L. Richey, Bullock’s, Los Angeles, Calif.
Miss Christine Hare, Hotel Clark, Los Angeles, Calif.
Mr. W. R. Gray, Hotel Alexandria, Los Angeles, Calif.
Mr. W. F. Box, Bank of Bay Biscayne, Miami, Fla.
Miss B. E. Strache, Gimbels, Milwaukee, Wis.
Mr. Fred Danaher, Windsor Hotel, Montreal, Canada.
Mr. L. Janssens, Guardian Trust Co., Montreal, Canada.
Miss R. M. Baln James McCreery & Co., New York, N. Y.
N l\{rr C. G. Starcke Chase Natmnal Bank Pine & Nassau Streets, New York,
Mr. P. Boentgen, Chase National Bank, Broadway and Eighty-sixth Street,
New York N. Y.
l\%vlss D. Shaw, Chase National Bank, Park Avenue at Sixtieth Street, New York

N.

Mr. L. Zeh, Chase National Bank, Twenty-third Street and Fifth Avenue,
New York, N. Y.

Mr. S. M. Loebl, Manufacturers Trust Co., Eighth Avenue and Forty-third
Street New York, N. Y.

Miss H. R. Peyser, F. B. Schlesinger & Sons, Oakland, Calif.

Mr. W. D. Schuster, Central National Bank Oakland Calif.

Mr. E. V. Fricker, Wanamaker’s, Philadelphia, Pa.

Mrs. G. O’Brien, Gimbels, Pittsburgh, Pa.

Mr. F. R. Burn, The Bank of Pittsburgh, N. A., Pittsburgh, Pa.

Miss L. A. Kain, Multnomah Hotel, Portland, Oreg.

Miss M. Wright, Olds, Wortman & Klng, Portland, Oreg.

Mr. W. M. Power, First National Bank in St. Lou1s St. LOulS Mo.
FIMr W R. Simon, The First National Bank of St. Petersburg, St. Petersburg,

£:%

Mr. A. E. Francke, Claifornia National Bank, Sacramento, Calif.

Miss V. Rose, Weinstock, Lubin & Co., Sacramento, Calif

Mrs. G. A. Cooper, New House Hotel, ‘Salt Lake City, Utah.

Mr. P. G. Nazzari, San Diego Trust & Savings Bank, San Diego, Calif.

Mr. 8. T. Lasson, Anglo-California Trust Co., San Francisco, Calif.

Miss C. N. Brown, City of Paris Dry Goods Co., San Francisco, Calif.

Miss H. Garrett, Clift Hotel, San Francisco, Calit.

L. McKeown, Palace Hotel, San Francisco, Calif.

Equitable Eastern Banking Corporation—Consolidated Statement as of May 31, 1930

ASSETS

Cash on hand and in banks_____.__________________________.__ $1, 945, 526. 03
Bullion on hand and in transit_ . __________________ 3, 156, 478. 91
Due from foreign banks____________________________________ 1, 645, 757. 20
Loans and disecounts______________________ .- 6,818,071 51
Customers’ liability on acceptances__._.____ -- 10, 545, 284. 97

Acceptances in portfolio_._._______________ - 471, 396. 09
New York State bond - - - ... 1, 000. 00
Other assets. .- o« o oo o___ 38, 904. 46

T 24, 622, 419. 17

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



1828 BRANCH, CHAIN, AND GROUP BANKING

LIABILITIES
Capital - _ . $2, 000, 000. 00
Surplus_ .- _________ 2, 000, 000. 00
Undivided profits._ - 659, 029. 89
Deposits_______________________ . 6, 242, 965. 95
Acceptances outstanding 10, 545, 284. 97
Acceptances anticipated ... ________ 347, 611. 28
Due to foreign banks______________________________________ 437, 858. 30
Items in transit with foreign branches. .. _______________ 947, 982. 00
Due to The Equitable Trust Co., of New York - 216, 062. 01
Unearned discount_ . ____________________ - 13, 995. 53
Reserve for taxes, ete. - - .. __ 494, 897. 10
Other liabilities . _ - __ L ______ 716, 732. 14
Total - il 24,622, 419. 17
For information only:
In undivided, May 31, 1930 ... _______.____ $659, 029. 89
Profit in future exchange, not on books, New
York office, May 31, 1930________________ 113, 136. 02

Profit in futue exchange, foreign offices in
reserve on New York books, May 31, 1930.. 43, 593. 16

$815, 759. 07

Reserve for contingencies: ’
New York office - _ .. __________ 70, 000. 00
Shanghai- .- __ 137, 000. 00
Hong Kong_ ... 50, 000. 00
Tientsin_ - _ . 13, 000. 00

—_— 270, 000. 00
Reserve for taxes_ . o ___._____ 181, 303. 94
Reserve for future exchange, foreign offices___.___ 43, 593. 16

224, 897. 10
494, 897. 10
H. C. Tirus, General Manager.

The Chase Safe Deposit Co. balance sheet at close of business March 31, 1930

ASSETS
Cash on hand and in bank._ - ______ . ______________ $51, 232, 97 -
Vaults. oo ... $959, 165. 24
Less reserve for deposit. .. _____________________ 465, 802. 4
— 493, 362. 84
Fixtures. - . 582, 050. 72
Less reserve for deposit.____ . ________________ 240, 234. 14
——— 341, 816. 58
Furniture_ ... 20, 707. 75
Less reserve for deposit. _________________________ 13,911. 76
_— 6, 795. 99
Auto truek___ ... 1, 404. 47
Less reserve for deposit. - _____________.____ 1,141. 1
263. 33
Accounts receivable:
Due from rentals_ . __________________________ 32,711. 11
Due from storage - ______________________.__ 6, 422. 73
Due from cartage. ... ______________.__ 223. 99
Due from key and lock charges 73
39, 430. 83
Total e 932, 902. 54

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

‘Capital . - ... e $400, 000. 00
Profit and loss_ ... 69, 671. 49
Notes payable_ .. - 420, 000. 00
Key deposit fund _ _ _ - __ ... 3, 759. 00
Income tax withheld, New York State.__.______________________ 41. 22
Past-due rentals_ - _________________________ A .
Past-due storage_ - _____________ 6, 422, 73
Past-due cartage. .- - - ... 223. 99
Past-due key and lock payments__ ... ______.______ 73. 00
39, 430. 83
Total- - e 932, 902. 54

The CuairmaN. The proposal has been made to this committee
that branch banking be permitted to extend beyond its present limits
to trade areas whose limits are still undefined. There is some
question in the minds of the committee as to whether or not trade
area limits can be properly defined. Other suggestions have been
made to the committee that branch banking be extended state-wide
in those States where branch banking is permitted to State banks.

Other suggestions have been made that branch banking be extended
to Federal reserve districts; other suggestions have been made that
branch banking be permltted nation-wide, while still further reference
has been made to the fact that the Federal reserve act permits inter-
national branch banking.

The committee would be glad to know the limits, if any, to which
extensions should be granted under the national law, to branch bank-
ing.

Mr. Wicein. I do not know what trade areas are. While my
preference would be not to have branch banking, New York is in the
situation of being the banking center of the country. We have some
7,000 correspondent banks throughout the country. The New York
banks render the same service to towns in the mid-west or towns on
the Pacific slope as they do to towns in Connecticut and New Jersey.
There is just as much reason for a New York bank having a branch in
a Pennsylvania town or an Ohio town or an Indiana town or a Kansas
town as there is for having one in Connecticut or New Jersey and our
own preference would be not to see an extension of branch banking.

The CrarrMAN. Beyond its present limits?

Mr. WigaiN. Yes, sir. We think that a national bank should have
the same privileges of branch banking in one city as in another. We
think if State banks can have branches in any city, a national bank
should have the same right and, vice versa, if the national banks are
allowed to have a branch bank in a city, a State bank should have
that privilege. I am speaking of the limitations on branch banks
confined to the city.

The CrairmaN. If the State law premits branches within the con-
fines of the State to the State banks, you think the national banks
be given the same privilege?

Mr. Wigain. Yes, sir.

The CHAIRMAN. You can see difficulties, however, in the way of
conflict over Federal reserve lines and State lines?

Mr. Wicein. Great difficulties; yes.

The CralrRMAN. As you know, we have had before this committee
the heads of various groups who engaged in this comparatively new
form of group and chain banking. The committee would be glad to
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1830 BRANCH, OHAIN, AND GROUP BANKING

have your views on this new development which is proceeding under
the authority of State laws, many of the corporations being organized
under the laws of the State of Delaware, taking over both national
and State banks and State bank members of the Federal reserve as
well as nonmembers, with particular reference to its effect on the
banking development of the United States and its possible effect on
the continued development of the Federal reserve system.

Mr. WicegiN. My own opinion is that we, of the Chase National
Bank, do not want to do it, but we have not the slightest objection to
other men doing it. We feel that in certain districts—and there are
many cases, as you know, of these holding companies—such a district
as the one that centers on St. Paul and Minneapolis, where they go
into the towns which they know and the business they know and own
the banks—we have not the slightest objection to their doing it and
we believe does strengthen the banks of those towns.

But we do not want to do it ourselves because if we start, there
will be no limit to it. There is just as much reason for doing it in one
State as another.

Mr. Luce. The astonishing growth of the investment trusts in
recent years—almost within recent months—has brought into con-
sideration a wholly new factor that has not yet been widely discussed
in connection with banking.

A recent writer, however, publishing a series of articles on the sub-
ject that indicate famlhamty with it, hazards the prediction that within
a comparatively short number of years no individual stockholders will
remain in the important banks. This suggests a novel form of hold-
ing and not, on its face, the usual kind of holding company that
appears, for’ instance, in the public service field, but still one that
threatens or promises, according to how you look at it, a new relation
between a bank and those who operate it. Does your observation
indicate that this process is making rapid headway in New York?

Mr. WiceIN. A number of the investment trusts that are located
in New York have made investments in bank stocks. Now, as to
the amount of percentage, I would not say, but there are substantial
ownerships of bank stocks in investment trusts.

Mr. Luce. Do you have any apprehension that this may furnish
you a new problem?

Mr. Wigein. No, sir. The successful bank, or the standing of
the bank, goes hand in hand with the reputation of the management,
and the ownership of the stock, if the property is not properly run,
would not help or hurt it. It is the management that makes the
reputation of the bank.

Mr. Luce. You are speaking, of course, from the point of view of
one who could properly be called a big banker. We had before us
one witness who was more concerned with the banks in the smaller
cities and he expressed the opinion that the personality of the stock-
holders was of prime importance to the banks in the matter of bring-
ing business and good will. In a large bank, such as your, does that
count for anything?

Mr. WiceiN. Yes; the stockholders bring business. We enlist
their cooperation the moment they become stockholders and ask them
to bring us business.

Mr. Luce. Any advantage accruing in that direction would dis-
appear under the investment trust holdings?
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Mr. Wicein. Not necessarily. In New York, some of these
investment trusts are very good customers.

Mr. Luce. But the holdings or the holders in the investment trust
are not reached by you?

Mr. Wicein. No.

Mr. Luce. That leads me to point out to you that the champions
of group banking before us have permitted us to understand or secure
the impression that the group-banking principle leads to a combina-
tion of the solid and substantial banks; that the head of a group sys-
tem makes no endeavor to salvage the weaker banks that are on the
point of failing and avoids bringing in anything but the clearly profit-
able institutions.

Our hearings started off on the premise presented by the comp-
troller that there was great need to face the situation presented by
the alarming number of failures of small banks, and he urged branch
banking upon us as a remedy, or at least a help, in the critical situa-
tion prevailing especially in the Northwest and in some of the Southern
States.

Apparently group banking promises no benefit in that connection
and, as far as witnesses have enlightened us, it would seem as if branch
banking was the only recourse in the case of a great many of the
smaller communities which would be completely deprived of banking
facilities if the present tendency to close the little banks continues
and nothing is put in their places.

You have branches in various parts of New York City?

Mr. Wigein. We have 46.

Mr. Luce. And that serves a public convenience to the customers?

Mr. Wicein. Yes, sir.

Mr. Luce. Do you see any objection, in principle, to furnishing the
same convenience to customers in places more remote? Why should
this affect the principle involved?

Mr. Wigein. It may not affect the principle involved, but¥it
certainly makes management a very much more difficult problem.
The only branches we have in New York City are run from the head
office. There are no loans made without being passed on by the head
office. That is not practicable in far-distant offices.

Mr. Luce. Yet, in the upper end of Harlem, there would appear
to be no more occasion for a teller’s window than in the outskirts of
Jersey City, would there?

Mr. WicaiN. There would be no more occasion for a teller’s
window?

Mr. Luce. Ispeak of a teller’s window as simply a convenient way
of compressing in one phrase all the routine facilities that may be
furnished by some type of banking in a small suburb or in a rural
community.

Mr. WigeIN. Yes; there is just as much reason for a bank in one
section as another.

Mr. Luce. Is there any reason, in principle, why you should not
be allowed to open a branch?

Mr. WigeinN. No; the principle is the same. In Jersey City we
could run a branch just as well as in Harlem. You are right.

Mr. Luce. Then, to some extent, at any rate, the State lines have
no logical relation?
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Mr. Wicein. Jersey City is really a suburb of New York City, as
you know. The fact the State line is there does not make any differ-
ence. I agree with you entirely that it is just as practicable to run
a branch in Jersey City as in Harlem.

Mr. Luce. That brings us to the proposal of the comptroller that
we consider trade areas. Itis a difficult thing to determine, of course,
but still the most practical thing, perhaps, that has been suggested
to us.

Would you find objection to accepting his proposal with reference
to extending branch banking to trade areas?

Mr. Wicein. I do not know what a trade area is. If you will tell
me what a trade area is, I will try to give you an answer.

Mr. GoLpsBOROUGH. You are asking for something that can not
be done. .

Mr. Wicein. How can I answer it, then?

Mr. Luce. In the Federal reserve districts, we approximate big
trade areas, and there has been no great complaint—some friction,
it is true—but no great complaint as to the mapping out of these
great trade areas; those that Eaed the big cities. Would it be essen-
tially more difficult to subdivide those 12 big areas we have already
determined? '

Mr. Wigein. Of course, we do not want to see a system of branch
banking established that means that the banks in the cities of the
country are going out in competition to buy up the banks in the
small towns. We hope that it would not come. We do not think
it is the way to build up a banking business—to go in on the basis of
competition to buy up other banks, and that is exactly what will
happen if you establish that system.

Mzr. Luce. As I said to Mr. Davison yesterday, quoting the that
very trite saying that it is a condition and not a theory that con-
fronts us—that while we are talking about principles in this room,
the practice is, with leaps and bounds, proceeding to the contrary.
Holding companies are growing every day, and group systems are
growing every day, and we are faced not with putting into effect
theories, where we might be in perfect accord but with the problem
presented by the fact that these holding companies are growing and
are doing this very thing.

Mr. Wigain. We feel if there were a branch banking system started,
we would be compelled, for the protection of our stockholders’ in-
terests, to establish branches through the country and in the various
towns. We do not want to doit. We are not under that compulsion
under the present system. If anybody wants to do it, God bless
them; let them do it; but we do not want to doit. However, we have
no reason for stopping other men, if they want to invest their money
that way.

I do think the holding company, in a great many ways, adds to the
strength of a bank in a small place. Naturally, no bank in Min-
neapolis or St. Paul is going to buy a bank in Stillwater, or some-
where else in Minnesota, unless it is a good bank when it is bought,
but if conditions change and conditions in the surrounding districts
are such that the bank loses money, the ownership of that bank is a
great addition to its strength, if it is the right holding company.

Mr. Luce. Let me get a little clearer idea of why you discriminate
between the effect of branch banking and group banking in that
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. matter of business compulsion upon you. Suppose that somebody
in control of one of the New York banks goes and buys a bank in
Orange, N. J., or any place in New Jersey, or anywhere else: The
same man controls the two banks, but they continue under separate
names. You, I gather, bid that man Godspeed and do not worry
about it.

Mr. Wigain. That is right.

Mr. Luce. But if, instead of keeping the same name, the man in
control changes the name of the Orange bank to the same name as
used by the New York bank and calls it a branch, you then feel you
would be compelled to do the same thing. Why?

Mr. Wicain. Competition.

. M?r. Luce. Is not the group bank bringing you the same competi-
tion?

Mr. Wicein. No. It may some day, but it has not yet affected us
and we do not believe it will.

4 Mr. Luce. In Massachusetts, my understanding is it is already
oing 1t.

Mr. Wicein. I think the situation in Massachusetts is perhaps
different from the one in New York; or rather, I will put it differently:
Boston is the New England banking center, but I do not think Boston
serves the entire country as New York does.

Mr. Luce. No.

Mr. Wicain. I think there is a natural geographic limit in that
branch banking that does not exist in the case of New York.

Mr. Luce. That does not affect the puzzle before us of this question
of favoring or discouraging branch banking or group banking or both
of them or neither of them. That is the problem we are up against—
a practical problem—and I wanted to clear, in my own mind, if I
could, why branch banking would have a more pronounced effect
than group banks upon big city banks. '

Mr. Wicein. We feel that there is a marked difference.

Mr. Lucge. One other aspect of the situation. We have had some
witnesses who have testified in the case of banks in which they are
interested, that have affiliated companies—securities companies—
and we have been assured that the securities companies are not per-
mitted to buy any securities in which the bank is interested. Is
that the case with your bank?

Mr. Wicain. Our bank does not have any securities, practically,
so that question does not come up. We do make it a rule not to have
any of our trusts buy from the bank or from an affiliated company.

Mr. Luce. But that rule is not universal?

Mr. Wigein. No, sir.

Mr. Luce. Would you think it desirable, by legislation, to insure
something of that sort?

Mr. Wiccin. I do not think so. No laws under the sun would
cover it if there was a desire to evade it.

Mzr. Luce. You, of course, are perfectly familiar with the fact that,
in Massachusetts, we have embodied the idea, which I am bringing
out, in our laws, requiring State banks, known as trust companies
with us, to comply with the restrictions imposed on mutual savings
banks for the segregation of deposits and that we so strongly believe
in drawing special safeguards around the savings of the masses for
the same reasons, with reference to trust holdings, that we insist
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upon a particularly safe type of investment and we are quite com-
placent and self-satisfied in the effect of that legislation.

Does your experience in New York lead you to think that that is an
unnecessarily cautious policy?

Mr. WigGiN. I do not know that it is unnecessarily cautious, but
it gets back to what we think is the essential question of banking.
You would not select any institution on tHe basis of laws, but on the
basis of its standing and credit.

Mr. Luce. That is true in some of the larger places, but in some
of the smaller places, that would impose the necessity upon the
depositor of traveling some 20 or 50 miles to such a State institution,
instead of using the institution next door.

Mr. Wicein., That is true.

Mr. Luce. We have had it impressed on us, that due to the failures
of these small banks in the last 10 years, there has been great suffering
to the salaried man and wage earner through this failure to make
savings a preferred account. I think that is all.

The CuArRMAN. I should like to ask you whether your bank is
affiliated with, or sny of your companies associated with, any other
banking house in New York or elsewhere which might be construed
as one of the major institutions?

Mr. WigaiN. Only those I have mentioned.

The CuAirMAN. Those are all, then, your own affiliations?

Mr. WiceIiN. Yes, sir.

The CuairMaN. The suggestion has been made that your group
owns and controls the Transamerica Corporation.

Mr. Wicain. We have not the slightest interest in it.

The CHairman. Or the Transamerica Corporation embraces the
controlling stockholders in your group.

Mr. WiceiN. The bank has not the slightest interest in the Trans-
america Corporation. There may be some stockholders in the Trans-
america Corporation that own stock in the Chase National Bank.
That we have no way of checking, but there is nothing of the slightest
importance or significance in it.

The CuairMaN. Of course the size of your institution and the
activities of late indicate the growth of a very powerful institution
which is doing business that is not only nation-wide but international
in its scope. Would you care to express what the scope of the Chase
National Bank is? .

Mr. Wicein. The Chast National Bank is a large institution with
tremendous capital. Ithas a very large commercial business. It has,
by far, the greatest number of bank accounts in the United States.
It has built up a very large trust department under a committee of
unusually high reputation. It does a world business—not in every
country, but in most of the countries in Europe. We have corre-
spondents and connections and receive business from many of those
countries.

The CuairMAN. And you undoubtedly do business with some of the
foreign countries? . .

Mr. Wicein. Yes; we have business with the countries and with the
Government banks of the countries. Does that cover it, Mr. Chair-
man?
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The Cuairman. Well, in further elucidation, it is a frequent com-
ment throughout the country in this development and concentration
of bank resources that ultimately we will have in New York City
from two to six banks patterned somewhat after the system of the
two banks in London, with branches scattered all over. Do you con-
template future development in New York to that extent?

Mr. Wicain. No, sir; I think there will always be the middle-sized
bank and the little bank.

The CuarrMAN. I should like to ask further, in connection with
your bank and your affiliated companies—who originate securities
:and who, of course, are interested in seeing that the securities in which
you are interested move properly and are properly recognized—
whether you protect the market on the securities which your com-
panies originate and whether you protect the stocks of your own bank
and affiliated companies?

Mr. Wicain. The securities business and the origination of securi-
ties issues is usually done by the formation of a syndicate. Usually
there is, in conjunction with the formation of the syndicate, a syndi-
cate formed for the purpose of what you allude to as the protection
of the market in the buying and selling of securities.

The CuatrMAN. Mr. Brand, have you any questions?

Mr. Branp. I yield to Mr. Seiberling.

Mr. SeiBerLING. I have no questions at this time.

Mzr. Brano. I yield to Mr. Busby.

Mr. Bussy. I have no questions to ask at present.

The Cuarman. Mr. Steagall?

Mr. SteacarL. I yield to Mr. Seiberling.

The CuarmaN. I will call on Mrs. Pratt first.

Mrs. Prarr. Is everybody frightened? [Laughter.] I have not
very many questions to ask Mr. Wiggin,

This whole situation and these hearings have arisen from the fact
that it seems desirable to make some change in the laws and enact
some provision by which the small communities will have proper
banking facilities without facing the fiasco some have faced during
the last 9 or 10 years. So this question of branch banking has been
presented.

I judge from what you say, Mr. Wiggin, that you are utterly
opposed to branch banking.

Mr. Wicein. I would prefer not to see it.

Mrs. Prarr. When Mr. Davison was here yesterday, he stated
that he felt that through the system of having correspondent banks
that situation would be covered and eventually it would adjust itself;
that the real trouble that was being faced in this country was due to
the country being top-heavy, more or less, with banks, owing to
emergencies that occurred during the war. You would agree with
him that this can be taken care of by existing banks strengthening
their correspondents? -

Mr. WiceiN. That is what has been going on, but there have been
failures in certain districts regardless of that. We have this great
number of what are known as country bank accounts, but we do not
fe(lel justified in loaning those country banks money unless they are
solvent.

b Mrs. Pratr. But if they got into trouble, as your correspondent
bank, you would help them out?
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Mr. WiceiN. We are doing it all the time, as long as they are
solvent.

Mrs. PraTT. What would you have in mind as proposed legislation
necessary to be adopted, or do you think none should be adopted?

Mr. Wicern. T would leave the situation as it is.

Mrs. Prarr. I think that is all.

Mr. Branp. With reference to questions the present chairman of
the committee (Mr. Luce) propounded to you in regard to the situa-
tion in the Northwestern States and Southern States, what would
you suggest to remedy this situation in the agricultural sections
referred to by Mr. Luce—in regard to the character of banks that
ought to be established to accommodate the borrowers in these
sections of the country?

Mr. WigeIiN. You are referring to losses suffered by depositors and
not losses made by the stockholders?

Mr. Brano. T am referring to those sections of the country where
banks have failed to such an extent they have no banking facilities
at present and therefore borrowers, generally, have no opportunity
to secure loans.

We have been discussing chain banking and branch banking and
group banking. I should Ilike to get your opinion as to what char-
acter of banks or what banking system should be established to
accommodate the people in those sections of the country.

Mr. WieeIn. There is no reason, under the present law, why they
can not organize their own banks and go ahead as always.

Mr. Branp. Take Georgia, for instance: The State has repealed
its branch banking law and there are several sections of the State
and, I think in Alabama also—although Mr. Steagall can speak for
that State—and in South Carolina and several other States which
are in the same situation, which is a serious one.

Mr. WigGIN. Serious in the point that they have no place to deposit
money?

Mr. Branp. I mean no banking facilities. It is true they can go
to Macon or Savannah or Atlanta, but those places are 75 or 100
miles away.

Mr. SteacaLL. The difficulty is not in finding a place to deposit,
but a place at which they can borrow.

Mr. Wigarn. I thought so.

Mr. Branp. Many people in different sections of the country have
money but they are keeping it at home and putting it in no banks.
They have lost confidence in the banks because they have failed so
much but I am asking about people who want to borrow money and
have no bank to loan the money.

Mr. SteaGaLL. There is some of that, of course.

Mr. Branp. I myself have not the same confidence in the banks
that I used to have. However, the question I am propounding is,
Should this Congress authorize a branch banking system to accom-
modate such people or group banking or unit banking?

r. WiceIN. I do not suppose a change in the law permitting
branch banking in that section or in a more comprehensive section,
would justify banks in opening branches in communities that would

- not support banks.
Mr. Branp. Well—
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Mr. WiceiN. Why should a bank put a branch in a place that is
not going to be profitable and their records indicate it would not be
profitable?

Mr. Branp. I am not taking such a position. You appear to be
willing to let the situation remain as it is in all these great agricultural
sections of the country?

Mr. WigeiN. Your banks have failed in certain sections, and there
are no banking facilities left. The cause of it was too much credit.
The farmers borrowed too much money. You made it too easy for
him, and that has caused the banks to fail.

Mr. Branp. I am talking about the situation as it exists and as
I have tried to picture to you.

Mr. WigeiN. I am talking about what will justify another bank
in organizing or in putting a branch there if that is the situation.

Mr. Branp. Capital is willing to go anywhere and put its money
in operation where the field is open and vacant if it is profitable for
a bank to do so. Of course, it is assumed they will not lend to
anybody who will not give good security. I am assuming a situation
exists where there are no banking facilities, on account of the failure
of banks, and where people want to borrow money and make loans
to carry on their farms and operate their businesses, and where they
can give satisfactory security.

Mr. WigaiN. Yet the previous bank had failed.

Mr. BRanp. Yes.

. N{{r. Wicein. It is not a very encouraging situation in opening a
ank.

Mr. Branp. Do you think that chain or group or branch banking
would be preferable?

Mr. Wicain. I do not think either one would be attracted by that
opportunity. I think an independent bank could be established as
well as a group or chain or branch bank started. However, the
opportunity is not very attractive.

Mr. Branp. Suppose you, as a banker, should reach the conclusion
to go into any section of Georgia, Alabama, or any other southern State
and establish a branch which you think would be profitable to you—
and that is all the banks are in business for, to make money; they are
not in it for patriotism; what system would you suggest, as a banker,
at the head of one of the biggest banks in the world, to take care of
that situation?

Mr. Wicein. In a district that has a bad record?

Mr. Branp. You would let them go?

Mr. Wicain. I would answer that this way——

Mr. Branp. Up to date, you have not given me any answer to that
question.

Mr. Wigein. I think I have given one or two answers. I think
this is the answer to that

Mr. Branp. You are satisfied with the situation in your territory,
but we are not in ours. New York is not the only State in this Union.
There are other parts of the country that are willing to contribute to
its general welfare if given an opportunity. You have customers, I
suppose, in Georgia?

Mr. Wicein. A great many of them.

Mr. Branp. Naturally, you would be interested in the State.
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Mr. Wicain. Very much. We have done a great deal for the State,
as you know.

Mr. Branp. I know that.

Mr. WigeIN. Now, if you will tell me the questions, I will see if I
can answer them.

Mr. Branp. Conceding, or assuming say, there are half a dozen
great agricultural communities in South Carolina, Georgia, North
Carolina, and so forth, that have no banking facilities; the people
being engaged in agricultural pursuits and all sorts of business in the
little towns and cities, and also assuming that if a bank was put up in
some of those sections, it would make money;in your judgment, what
character of banking system would you recommend to those sections
of the country?

Mr. WigaiN. I think if the community will support a bank, the
community would start a bank.

Mr. Beano. How can they start a bank if there is no capital there?

Mr. Wicein. Then, there is no occasion for a bank.

Mr. Branp. You can not sell any stock in any bank in Georgia
that I know of, outside of Atlanta and Savannah, to people who have
got money.

Mr. Wigein. If they have money, they ought to start the bank
themselves.

Mr. Brano. I am talking about people without money, but who
have good and satisfactory security and who want to borrow money
to do business with, say, as a farmer or merchant.

Mr. Wicein, That is the best answer I can give.

Mr. Branp. Which, I respectfully submit, is not an answer to my
question.

Mr. SeiseruING. Mr. Wiggin, I take it you have made quite a.
study of this problem we have before us here.

Mr. WicGIN. I do not claim to have done that; no, sir.

Mr. SErBERLING. You have studied it sufficiently to make up your
mind that you are not in favor of group, chain, or branch banking?

Mr. Wicein. I did not say that. I said we did not want to do it
ourselves.

Mr. SeiBerLING. If it was a good thing, you would want to get
into it, would you not?

Mr. WiceiN. It may be good for the other fellow, but we do not.
want to get in it.

Mr. SEIBERLING. Between group, chain, and branch banking, which
one would you prefer?

Mr. WiceiN. I do not think it is possible to answer that question.
until you know what the branch-banking plan would be—how far——

Mr. SEIBERLING. I mean in limited areas.

Mr. Wicein. I would just as soon have chain banking, from my
personal interest, rather than branch banking.

Mr. SeiBERLING. I am talking from the standpoint of the interest
of the country.

Mr. Wigein. 1 think chain banking would be as safe as branch
banking. If you have branch banking, it is one risk for the whole-
system, just as it is for the chain. If the parent bank is not well
managed, the whole thing goes.

Mr. SeiserLING. Now, I understand that you are at the head of
the largest bank in the world, with a capital of $148,000,000 and
total resources of $2,400,000,000, approximately.
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Mr. WiceInN. I am the head of the Chase National Bank, but I
Iﬁev?{r know whether it is the largest until I see the figures of the other

anks.

Mzr. SerseruiNGg. Well, it was yesterday.

Mr. WiceIn. I do not know until I see the figures for the Midland.

Mr. SeiBerLING. Well, it is one of the largest.

Mr. Wicein. Yes.

Mr. SeiBeruING. Have you given us the number of branches?

Mr. Wicein. Forty-six in New York city and four foreign branches.

Mr. SeiBerLING. How large is the Chase Securities Co., in total
resources?

Mr. Wiccin. About $130,000,000.

Mr. SeiBerLIiNG. Where does it have offices and branches?

Mr. Wiccin. Its main office is in New York City, and it has offices
in Boston, Albany, Cleveland, Chicago, Philadelphia, Washington,
St. Louis, San Francisco, and Los Angeles.

Mr. SeiBeruinG. Has the Chase Securities Co. also foreign
branches?

Mr. Wigein. They have an office in London and also in Paris.

Mr. SeiBERLING. In what manner is the Chase Securities Co. con-
trolled by the Chase National Bank—stock control, I mean.

Mr. Wigein. The stockholders are exactly the same. Neither
corporation owns the other. When you buy a share of what is listed
on the Street as Chase National Bank, what you really get is a cer-
tificate of deposit saying that you are the owner of one share, or
whatever it may be, of the Chase National Bank, and also one share
of the Chase Securities Co.

Mr. SeiseruiNG. The number of shares is exactly alike?

Mr. Wicein. Yes; and they can not be separated.

Mr. SEIBERLING. Then the Chase Securities Co. stock is all
deposited with the Chase National Bank and you issue one cer-
tificate for both?

Mr. Wicein. For years it has been deposited with the Bankers
Trust Co.

Mr. SeiserLiNGg. Have you given us a complete list of the principal
corporations in which the Chase Securities Co. owns the majority
of the stock or is in any manner tied up with the Chase National
Bank or the Chase Securities Co., through stock control?

Mr. WicGIN. I have tried to. Have you anything in mind that
may assist me?

Mr. SeiBERLING. I was thinking of the American Express Co.

Mr. Wiccin. I mentioned that.

Mr, SeiseruING. How much do you own?

Mr. Wigain. Ninety-eight per cent.

Mr. SeiBeRLING. Where are their branches located?

Mr. WigeIN. Thirty-four of them are in this country and 66 in
other countries.

Mr. SerserLING. Do you count in such an office as we have in
Columbus Ohio, and Cincinnati, where the American Express Co.
does business?

Mr. Wicein. Yes, sir.

Mr. SeiserLING. Does not the American Express Co. have offices
in almost every town and hamlet in the country?

Mr. WiceIN. In every office they issue checks, the American
Express Co. does not own the office.
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Mr. SeiBerLING. Do they not handle express business?

Mr. WigaIN. No, sir; they are not in the express business. They are
in the steamship ticket business and the selling of transportation;
handling of a traveling bureau and so forth, and sell checks, but do not
receive deposits.

Mr. SEIBERLING. Are not these 66 offices of the American Express
Co. in foreign countries in reality branches?

Mr. Wicein. In Europe?

Mr. SeiBERLING. In this country.

Mr. Wigcin. There are only 34 in this country.

Mr. SeiBERLING. Yes, those in this country.

Mr. Wicein. Not at all. They do no banking business. They
simply sell tickets and are run as a travel bureau.

Mr. SeiserLING. It would be readily possible to operate them as
branches?

Mr. WigGIn. Yes.

Mr. SEiBERLING. And in a profitable manner?

Mr. WigeIin. I do not know.

Mr. SEIBERLING. You have not tried that?

Mr. Wigain. No.

Mr. SeiBerLING. I have before me the bulletin called the “Chase
Economic Bulletin,” dated May 8, 1930, which I assume is an official
publication of the Chase National Bank. This bulletin contains an
article headed ‘‘Branch Banking Throughout the Federal Reserve
Districts,” by Benjamin M. Anderson, economist of the Chase Na-
tional Bank of the city of New York. Am I correct in my assumption,
Mr. Wiggin, that this represents the position of the Chase National
Bank of New York with respect to branch banking?

Mr. Wicein. When you ask if it correctly states the position of
the Chase National Bank, you must remember that the Chase Na-
tional Bank stockholders or board of directors have not given any
definite consideration nor have they come to any formal decision
in this matter. That is Doctor Anderson’s report and what he be-
lieves to be the best thing,

Mr. SeiBerLING. But put out by your bank?

Mr. WiGGIN. Yes.

Mr. SeiserLING. And headed “A Revolutionary Proposal.” I do
not know whether that is intended to be complimentary or not.
George Washington had a perfectly good revolutionary proposal.

Mr. Wicein. If it would suit you, Doctor Anderson is here and
Doctor Anderson will testify to-morrow and you can put it up to him.

Mr. SeiBERLING, Do you say that this represents the sentiment
of the Chase National Bank of the city of New York or does not
represent it? You are at the head of the bank.

Mr. Wicein. I will not say it either does or does not. I will
repeat what I said a moment ago, that the stockholders have not
considered the matter and instructed us nor have the directors
considered the matter and instructed us. That is the opinion of our
economist.

Mr. SEBERLING. In reference to the opinion of the comptroller
and the governor of the Federal reserve, representing the Government,
from an entirely unselfish viewpoint for the benefit of the people of
the country. You, of course, have put out this circular from a
purely selfish business v1ewpomt
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Mr. Wicain. I do not think so. You can ask the doctor about it
himself.

Mr. SeiBERLING. You have already stated you did not approve of
branch banking.

Mr. WicaiN. T havestated we would rather not see branch banking.
I have great respect for the people who suggest it and great confidence
in them, but we would prefer not to see it.

Mr. SeiserLING. | understand you have testified that your bank
has 7,000 correspondents—the Chase National Bank?

Mr. Wicain. Something like 7,000 bank correspondents; yes, sir.

Mr. SEIBERLING. Are these banks located all over the United
States, or in any particular section?

Mr. Wiccin. All over the United States.

Mr. SeiBERLING. You have correspondent banks in Southern
States, such as Florida, Georgia, South Carolina, Alabama, and also
in Western States?

Mr. WigGin. Yes, sir.

Mr. SeiBErLING. You lend your correspondent banks when they
need funds, I take 1t?

Mr. Wicain. Yes, sir.

Mr. SeiBerLING. And you require collateral?

Mr. Wicein. We do.

Mr. SE1BERLING. You never make an exception in that?

Mr. Wicain. Yes, sir.

Mr. SErBERLING. What are those exceptions?

Mr. WiccIn. They are very, very rare.

Mr. SeiBerLING. And of course the bank pays interest on the loan?

Mr, Wicain. Yes, sir,

Mr. SeiBErRLING. It would not be good business for you to lend
correspondent banks unless you had good collateral for your loan?

Mr. Wicein. We would not be justified in lending the money unless
we thought 1t was a good loan.

Mr. SeiserLiNGg. Then this correspondent system which you have
is purely a business arrangement for profit to your bank? Is that
correct?

Mr. Wicein. It is a business arrangement expected to be profitable
to the bank and expected to be of benefit to the correspondent.

Mr. SEIBERLING. You are trying to increase your correspondents
all the time?

Mr. Wigain. Yes, sir.

Mzr. SeiBerviNg. How many of your correspondent banks failed
during the period 1920 to 1930?

Mr. Wicain. I can not answer that ofthand—quite a number.

Mr, SEIBERLING. And they were mostly unit banks situated
throughout the country?

Mr. Wiccin. Yes.

Mr. Seiseruing. What did your bank do to keep these corre-
spondent banks from failing?

Mr. WiceIN. A bank that we believe to be solvent can borrow
whatever it needs.

Mr. SeiBerLiNG. Well, who determines the solvency of the bank?

Mr. Wiaarn. The officer that is passing on the loans.

Mr. SEIBERLING. You are making the loan and you determine
whether it is solvent?
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Mr. Wigein. Some officer in the bank makes the decision.

Mr. SerBErLING. You determine whether you want to make it
and what collateral you want?

Mr. WiceIiN. Yes, sir.

Mr. SeiBerniNG. When you lend a bank that needs money on
collateral, that gives you a preferred claim, of course, on the assets
of the bank?

Mr. WigGiN. Only on the collateral.

Mr. SziBeruiNg. If the bank fails later, you get your money
before the depositors get theirs?

Mr. WigaiN. If we have the collateral.

Mr. SEIBERLING. You stated you do not lend except on collateral.
Now, your system of correspondent banks does not reach the root of
our trouble here; that is, namely, to try and prevent the failure of
banks throughout the country—does it?

Mr. Wicein. No. You always have bank failures.

Mr. SkiBERLING. But your system of correspondent banks which
you indorse and engage in and want to extend, does not reach the
root of the trouble that the comptroller of the currency and the
governor of the Federal reserve board have to deal with here.

Mr. WigeIN. It does not prevent bank failures?

Mr. SEIBERLING. Yes.

Mr. WiceiN. No; and nothing else will.

r. SEIBERLING. What is your idea of the diversification as used in
connection with loans made by banks? In this coanection do you
not distinguish between diversification of loans made by a bank in a
given community and the explanation of diversification as made by
Mr. Anderson in the article with respect to which is, as I understand
it, the purchasing of securities through the correspondent city banks,
the loaning of call money to the city bank, the purchase of open market
commercial paper, readily marketable bonds and acceptances.

Mr. Wicein. What is that question again?

Mr. SeiBerLiNG. What is your idea of diversification? I will ask
that first and then you can explain the others.

Mr. Wicain. I think a brief definition of diversification would be
a variety of loans—a variety of kinds of loans.

Mr. SEiBERLING. Now, you purchase commercial paper, bonds and
acceptances and lend money on call for these correspondent banks?

Mr. Wigain. Yes, sir.

Mr. SerBERLING. And out of them you, of course, make a profit on
every transaction, of some kind?

Mr. WigeiN. Not out of every transaction.

Mr. SEIBERLING. What transaction would you not make a profit on?

Mr. Wicein. Read them off and I will tell you.

Mr. SeiBerLING. Loaning of call money.

Mr. Wicein. Yes, there 1s a charge for that.

Mr. SEiBERLING. The purchase of open market commercial paper.

Mr. WigaiN. There is no charge on that.

Mr. SEmBERLING. Of course if you pay par for that paper, it has to
have an interest rate higher than the New York rate, or you would not
pay par for it.

Mr. Wigain. I do not understand that question.

Mr. SeiBERLING. If you purchase for par it has to carry an interest
rate higher than the New York prevailing rate.
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Mr. WicaIn. It does not necessarily.

Mr. SeiperLiNG. What is the call money rate to-day?

Mr. Wicain. Three per cent.

Mr. SEIBERLING. Are you buying commercial paper on 3 per cent?

Mr. Wigein. I see what you mean. The commercial paper is
usually higher than the call rate. Sometimes it is higher and some-
times lower.

Mr. SEIBERLING. As a usual thing, you make money out of that
transaction?

Mr. Wigein. No, sir.

Mr. SeisrruiNg. Now, if we had branches in these localities
throughout the country, under Mr. Anderson’s set-up here, in his
address, his plan takes money from the rural community and throws
it into the metropolitan center, does it not?

Mr. Wicain. I wish you would ask Doctor Anderson that question.

Mr. SeiBerLING. If money is sent down to be put on call, it takes
it out of the local community and puts it in the metropolitan center?

Mr. Wicein. Yes.

Mr. SmIBERLING. Your correspondent banks maintain balances
with you?

Mr. Wicein. Yes, sir.

Mr. SerserLING. They can purchase securities from your bank or
upon your advice—take your advice on that?

Mr. WicGIN. Yes.

Mr. SeiBerLING. Is that about a description of the relationship
between your bank and the correspondent bank?

Mr. Wiccin. I did not realize we were making a description of all
the relations.

Mr. SeiseruiNGg. Well, will you make one, briefly?

Mr. Wicain. The correspondent bank finds it desirable to keep an
account in New York

Mr. SEiBERLING. It is required by you, is it not?

Mr. Wiccin. No; I wish we could require it.

Mr. SerserLiNG. To some extent?

Mr. WiceiN. We can not require it. We are glad to get them.

Mr. SEIBERLING. You mean to say you let a correspondent bank
draw a draft on you that does not have a deposit in your bank?

Mr. Wicain. We would not pay it.

Mr. SeiBerLING. The business necessities require that they main-
tain a balance with you?

Mr. WigaiN. Most of the banks keep an account with us and we
are very glad to have them, and we handle the accounts and pay
their checks and receive their deposits and follow their instructions
with reference to the payment of papers and delivery of securities.
It is a regular banking business.

Mr. SeiseruiNG. Can you estimate the deposits that come to
your bank from the 7,000 correspondent banks?

Mr. Wicein. I am sorry I can not give you that figure.

Mr. SeiBerLING. It is a large amount?

Mr. WicaiN. Several hundred millions.

Mr. SeiBerLiNG. And with the call money rate high, like it was
last year, you would make a lot of money on those deposits?

Mr. WigeIin. As a matter of fact, they lend the money themselves.
We get our charge, of course, for lending the money.
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lMI‘;. SerBerLING. They could not draw their balances down very
cclose?

Mr. Wigain. It depends on the banks. As a matter of fact, we
do not have much opportunity to put out call money for ourselves
-at those rates, as you can readily understand. The customers were
loaning their own money.

Mr. SeiBeruING. This system that you want to stick to and are
indorsing, is very profitable to the New York banks in all their
relationships?

Mr. Wigein. We regard our business from the out-of-town banks
as good business.

Mr. SeiBeErLING. Of course you do not want to lose that business?

Mr. Wigemn. No.

Mr. SeiBeruiNg. Now, if Congress were to adopt the trade area
plan of branch banking and there were, say, 35 different areas with
large parent banks and many of the banks now correspondents
became branches of these banks, you and the New York banks would
lose a great many correspondents, would you not?

Mr. Wigein. I think so. We might have to go into the business.

Mr. SeiBeruING. And you would lose a profitable business and
prestige? .

Mr. WiceIN. Yes, sir; possibly. We might have to go into the
business ourselves.

Mr. SeiBeErLING. Would not these large independent parent banks
be much more independent of New York, which is now the money
center, as you state, than they are at the present time?

Mr. WigeIN. Possibly.

Mr. SeiBErLING. In other words, many of them would be large
enough to stand on their own feet and finance industries in their
own sections?

Mr. Wigcin. They do now.

Mr. SzrserLING. But they would be much more able to do so?

Mr. Wigain. Possibly.

Mr. SEiBERLING. Now, Mr, Wiggin, I just want to ask this ques-
tion: Is not that the main reason why the Chase National Bank,
according to this bulletin and yourself, are opposing the comptroller’s
and the Federal reserve’s proposal about branch banking?

Mr. WiceiN. Not at all. If we were confident it was to the best
interests of the country, we would not object to it.

Mzr. SeiserLING. Now, country banks can choose their own corre-
spondents in New York?

Mr. Wicen. Yes, sir.

Mr. SErBERLING. And some have several correspondents?

Mr. WiceIN. Yes.

Mr. SEIBERLING. So that you are not able, in the slightest degree,
to dictate to the country bank how it shall run its business?

Mr. Wicein. That is true.

Mr. SEIBERLING. You are therefore not in a position to assist the
country in encouraging and carrying on a proper banking policy?

Mr. Wicein. Well, if they want assistance from us, they must keep
their bank in shape.

Mr. SeiBERLING. If they want assistance from you, but as long
as they merely carry a balance with you, you have no influence with

hem in that regard and can not exercise any?
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Mr. Wicein. Absolutely not.

Mr. SgiserLING. Now, as a matter of fact, this correspondent
bank system means a profit to the city correspondent, but does not
keep the correspondent banks from failing?

Mr. Wicain. That is right; nothing will keep some banks from
failing.

Mrf.; SerBerRLING. If you had a large branch banking system with
a big metropolitan bank back of the system, there would not be any
danger of the small bank failing?

Mr. WiceiN. It would depend on the metropolitan bank. We have
had failures in big cities.

Mr. SEIBERLING. But not very often?

Mr. WiceIN. No.

Mr. SeiBerLING. It would be less likely to fail?

Mr. Wicein. It would be a larger bank, of course.

Mr. SEiBERLING. You have testified that you operate your branches
abroad successfully and that the branches of the securities companies
are operated successfully and those of the express company. Why
can you not operate branches of the bank successfully in a more
limited trade area?

Mr. WiceiN. I have not so testified. Perhaps we can.

Mr. SeiserLING. But you are a successful banker.

Mr. Wicein. I think so, but we have had two of the branches only
two days.

; er. SeiBERLING. But the branches you have had have been success-
ul?

Mr. Wicain. Habana has not been successful.

Mr. SeiBerLiNG. As a whole, they have been successful or else
your bank would not be successful.

Mr. Wicein. But I do not think that bears on the question. Asa
matter of fact, they have not been successful. I am perfectly willing
to grant that some branches would be successful.

Mr. SziserLiNG. Well, now, your bank is the largest in the world—
I thinkitis—with branches in New York City and abroad and affiliated
with the Chase Securities Co., doing business all over the world,
with the recent acquisition of the American Express Co., and the
organization of the American Express Trust Co., with branches in
every important city in the civilized world, and you are hardly in a
position as has Doctor Anderson that it is “The creation of giant
branch banking systems, with enormous capital, ranging over ‘trade
areas’ which may equal Federal reserve districts in size”’?

Mr. Wicein. We have no national branch banking system at all.

Mr. SE1BERLING. You have branches in Europe and in this country?

Mr. Wicein. We have a branch in London, a branch in Habana,
and two branches at the Isthmus.

Mr. SeiBERLING. Do you not think that Doctor Anderson is the
last person in the world that should arouse fear on account of the
concentration of enormous banking capital, and so forth?

Mr. Wicein. Well, you will have to ask the doctor that question,
but I do not think he has aroused very much fear.

Mr. SeiBErRLING. I think that is all.

Mr. Bussy. I will ask this one question, if I may: Mr. Davison,
who was with us yesterday, said that the correspondent bank was
performing every function that the branch bank could perform to
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the outlying section of the country, he having in mind particularly
the New York banks of a type like his and yours and others.

The branch bank established in some outlying section would
naturally have the cooperation of the parent bank to this extent,
over the correspondent bank, if I understand it, that the parent
bank would stay by the branch bank even when' the branch bank
was losing money in operating, especially if bad crops or some local
condition caused a disastrous situation to present itself from the
standpoint of the bank; whereas your bank would not feel called on
to go far enough to suffer any unforeseen losses in standing by your
correspondents.

Mr. Wiccin. Let me see if I understand it: If a bank had a branch
in a town it would keep on lending money even though they did not
think it was good?

Mr. Bussy. That is part of it. But a branch in a town would be
protected even when it was losing money by the parent bank.

Mr. Wicarn. If the whole bank is solvent and good, that branch
is perfectly protected. There is no question about that.

Mr. Bussy. If it was apparent that its trouble was temporary in
the locality where the branch was located, the parent bank would
not hesitate to hang on and continue to continue to carry the branch
along for months and months?

Mr. Wicain. Of course we do not know what they would do, but
they would have to pay the debts of that office.

Mr. Bussy. But the correspondent system would not have any
obligation along that line.

4 Mr. WicamN. It would not have any legal obligation, but it is
one.

Mr. Bussy. It is not done to the extent that the parent bank
would be called upon to protect its branch.

Mr. WiegiN. There would be no legal obligation.

Mr. Bussy. The correspondent bank would not feel and, in actu-
ality, does not stay on with the correspondent in distress as a parent
bank does with its branches?

Mr. Wicain. It frequently does.

Mr. Buspy. I do not get an answer to my question, but by com-
parison, one with the other the correspondent bank does not stay on
as long as the parent bank Would with its branches?

Mr. Wicein. Of course you are asking a very general question.

Mr. Bussy. I am asking a genera] question to get through.,

Mr. Wicain. I agree with you entirely that if a bank had a branch,
legally responsible for the deposits, it would have to stay with it
and see it through.

Mr. Bussy. If it had a legal responsibility it would naturally
have to stay with it and see it through further than a bank that had
no legal obligations to the correspondent.

Mr. GorpsBorouGH. I just want to ask one question. Mr.
Wiggin, Mr. Seiberling asked you if you were not benefited by the
business you received from correspondent banks and whether that
was or not the reason you did business with them, now, is it not a
necessary incident to any trade that there is a benefit to both parties;
that the deal would not take place unless it was a benefit to both
parties?

Mr. Wicgin. I agree with that.
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Mr. GorpsBorouGH. And do you not think a bank, in a rural dis-
trict, can be relied upon not to send money to New York to be loaned
on call that is needed for the business purposes of the community in
which the bank is doing business? Do you not think it would be
bad business for the bank to send money to New York to be used on
call that was needed for the local business?

Mr. Wigein. I think it is a bad business.

Mr. SeiBERLING. You asked whether it was done. He admitted it
is bad business, but he did not answer the question as to whether it
was done.

Mr. Wigein. I do not know whether it is done or not. I do not
know about the needs of the local communities.

Mr. GoupsBorouGgH. Now, is it not a fact that rural banks now
have access to improved banking methods away beyond what they
did when the country was being built up on the unit system?

Mr. Wicain. There is no question about it.

Mr. GoLpsBoroUGH. And under normal conditions, when we get
away from the collpase of the war, do you not think that the unit
system is just as valid as it was during the formative period of this
country?

Mr. Wicain. I do.

Mr. GoLpsBorouGH. Do you believe, Mr. Wiggin, that a rural
community, which is supplied by a branch bank, will receive for its
industries the same sympathetic help that it would from a unit bank?

Mr. Wicain. I think it depends entirely on the management. I
do not see how you can come to a conclusion on that in general. I
think it must be in specific cases.

Mzr. GornpsBorouGH. Of course, that is so in anything, but as a
rule—that is what I mean—would a branch bank of a metropolitan
bank be as much interested in the local welfare as the unit bank,
located in the section, would be.

Mr. Wicain. I think there may be a community feeling where the
bank is owned in the community and is a local bank both in the way
of deposits and loans. Tt would be perhaps a little more enthusiastic
than if it were a branch of a distant bank.

Mr. GoLpsBoroUGH. Do you believe that the value of the moral
risk would be considered as sympathetically by a branch bank as a
unit bank?

Mr. Wicein. What kind of a risk?

Mr. GoLpsBoroUGH. The moral risk or the character risk?

Mr. Wigein. I think it would give consideration to that.

Mr. GorpsBOROUGH. Arc they in a position to do it when the loans
are really considered by the metropolitan institution rather than by
the branch?

Mr. WiceIN. I think so. But you must remember that the bank
is not going to lend its money, if it is a well-run institution, whether
a unit or branch bank, unless they think it is good.

Mr. Gorpssorouan, Of ceurse not.

Mr. WigeIN. They might be a little more liberal in a local unit
bank than in the other, but I do not think you can answer that
question except in specific cases.

Mr. GorLpsBorouGH. The moral risk is really the principal thing
to consider in a loan, in my opinion. I believe that the country
banker, the unit banker, has a better conception of that part of the
risk than the metropolitan bank would have.
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Mr. WigeiN. It may be. I do not believe you can answer those
questions generally. You must remember that even if it is a branch,
it must have a local man running it.

Mr. GorpsBorouGH. That is true, but he is circumscribed. He
can only go so far, as a rule. You believe that local industries can
be built up as well under a branch system as under the unit system?

Mr. WiceIin. It depends on the management of the particular
bank. There is no reason why they should not.

Mr. GorpsBoroucH. Then why do you object to the branch system?
I object to the branch system for the reasons I have indicated, but
you do not consider them valid. Why do you object to the branch
system?

Mr. WiceIN. I object to it because I do not believe we could run
the business properly. Now, it depends on how far it goes. I do not
want to see it start. There is just as much reason for the Chase
National Bank having a branch in Wichita, Kans., as Hartford,
Conn., and perhaps more, and we do not believe it is possible to run
it at that distance. Perhaps I am a little inconsistent in my answers.

Mr. GoupsBorouGH. From a banking standpoint, you prefer the
unit system?

Mr. Wigein. Yes.

Mr. GorpsBorouGH. From the public standpoint, you have no
preference?

Mr. WiceiN. From the public standpoint, I would prefer the unit
system.

Mr. GorpsBorouGH. That is all.

Mr. Goopwin. There is nothing complex or intricate about the
correspondent system of banks?

Mr. Wicain. None at all.

Mr. GoopwIN. Are not the fundamental principles involved pretty
much the same as between an individual depositor in a bank and the
bank except you furnish some additional service in the way of advice
and taking care of the business of the correspondent bank?

Mr. Wicain. It is very much the same.

Mr. Goopwin. I live in Minnesota, in a State where we have had a
great many bank failures, as you know. In studying this question I
have come to the conclusion it is not the fault of the independent unit
system that has caused the failures, but it is due to the mighty poor
judgment on the part of the officers of the banks that failed, in loading
themselves up with assets that were not liquid, but were frozen and
remained so.

Mr. Wigain. I think in many cases the troubles have come from
natural conditions.

Mr. Goopwin. Ihave in mind several banks in my district—a small
bank, in particular, with a capital of $30,000 and a surplus of $200,000
and total deposits of almost $2,000,000, situated in a section that is no
different from other sections in my district. There are several such
banks there—perhaps not as large as the one I speak of in volume of
deposits or assets—but that indicated to me, with good prudent judg-
ment in the matter of making loans and taking care of the bank’s
business, the unit bank can serve the public as faithfully now as in the
past.

You are opposed to branch banking?

Mr, WicaiN. I would prefer it as is. I do not say I am opposed to
it, but I prefer the system as is.
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Mr. GoopwiN. You think the present system of independent unit
banks, with the branch banking in certain limited areas, can serve the
country as faithfully in the future as it has in the past?

Mr. Wigein. 1 do.

Mr. Bussy. I noted that at the peak of the loans on the stock
market, when they loaned close to $7,000,000,000 a day, the New
York banks furnished from their own funds about 16 per cent of those
loans; that New York banks loaned, for the account of other banks
outside, about 28 per cent of those loans, and that about 56 per cent
of the loans were made by the New York banks for the account of
others.

Now, undoubtedly the proportion of money loaned by the New
York banks—16 per cent—was out of proportion to their assets com-
pared with the assets of banks in other sections.

Mr. Wicein. Sixteen per cent was a greater portion——

Mr. BusBy. A less proportion of their assets than the 28 per cent
loaned for banks outside of New York, which had funds in New York
City. I do not mean their total assets, but that had funds in New
York City.

Mr. WiggiN. I do not believe I get that question.

Mr. BusBy. The New York banks had all their assets in the city
and they had assets from correspondents in their hands.

Mr. WigeiN. Yes.

Mr. BusBy. The New York City banks, taking this as an arbitrary
figure—but I think it is practically correct—loaned 16 per cent of the
funds that were loaned on the New York Stock Exchange, most of
which, or 90 per cent of which, was call money, and 28 per cent was
loaned by New York banks for the account of outside banks. Was
there not a disproportionate amount of funds loaned for outside banks
than loaned by New York banks out of their own funds?

Mr. Wicain. That money from outside banks came from all over
the country, and until you know what the total is it will be pretty hard
to answer the question.

Mr. Bussy. What do you get for loaning funds for other banks?

Mr. Wicain. One-half of 1 per cent interest.

Mr. BusBy. If the funds loaned reached $7,000,000,000 average,
that would be, I believe, $35,000,000 a year that all the banks in New
York that were loaning money on the Stock Exchange would receive
as their fee. That would amount to

Mr. WieeiN. Give me the question again and I will see if I can
answer it.

Mr. BusBy. If the money loaned on the New York Stock Ex-
change by the New York banks for which these banks received a
fee of one-half of 1 per cent for making the loans, averaged $7,-
000,000,000, the average amount paid to New York banks for han-
dling the loans would amount to $35,000,000 a year, and if they had
300 banking days in the year, that would give the New York banks
a fee for handling that business, only a small percentage of which
was their own funds, of something like $120,000 a day. Do you
agree with that?

Mr. Wigain. I would have to figure it, but I would assume you
are correct.

Mzr. Bussy. I just wanted to point out the source from which the
profit came to the New York banks by having correspondents out-
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side. I am not blaming them for having them or blaming the de-
positors for putting their money out on call.
r. WinNIN. Of course there was not any $70,000,000,000 loaned.

M1 Bussy. I said $7,000,000,000.

Mr. WicaiN. Oh! The charge for loaning money on the Street—
one-half of 1 per cent—was based as a low banking charge for the
service rendered. The cost of handling it is enormous. The risk of
handling it is enormous.

Mr. Bussy. I might ask you to amplily that risk slightly.

Mr. Wigain. The risk of seeing that the collateral is not stolen
from us and seeing that the collateral always covers the loan. There
is a real risk in the business and there is a tremendous volume of
detail. It is what we believe a just and a low charge for the service
rendered.

Mr. Bussy. Yet, withall, a very profitable business, when it
amounts to $120,000 to the banks every day.

Mr. Wigain. You are figuring on gross figures.

The CuAIRMAN. Are you now a member of the clearing house
committee?

Mr. Wigain. No, sir.

The CrarrmaN. You have been a member of the clearing house
committee?

Mr. Wigain. At various times.

The CrarrmaN. We should have in this hearing an amplification
of the functions of the New York Clearing House. I wonder if you
could furnish us with the information.

Mr. Wigcin. I had better not. I am not up to date. I would
suggest the chairman of the clearing house committee.

The CuatrMan. Who is chairman now—do you recall?

Mr. Wigain. I think it may be Mr. Potter of the Guaranty Trust
Co. I am not sure.

Mrs. Pratr. Perhaps I was stupid, but I did not quite understand
Mr. Wiggin. These branches in Albany and other cities are branches
of the Chase Securities Co.?

Mr. WiccIn. Yes; they sell securities.

Mrs. Prarr. And you have branches abroad?

Mr. Wicein. Yes.

Mrs. PratT. But through your securities company do you have
what is practically a branch banking system?

Mr. WiceiN. Not at all. They do not loan money or receive
deposits. They simply try to distribute securities. They are a sort
of selling agency.

The CuairmaN. Statements have been made to the committee as
to the effect the building up of these trade area banks throughout the
country would have on the distribution of securities from organiza-
tions like yours in New York; that is, the combining together of all
banks in a certain area would preempt largely the securities business
in those localities. Would you view that as a restriction on your
ability to sell securities?

Mr. Wigeins. I do not think so. I think their personal judgment
on what is the best to buy governs in the matter of securities pur-
chases.

The Crammax. You do not think the building up of these big
groups would affect the ability of New York banks to sell securities
in their territory?
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Mr. Wiceins. I do not think so.

The Cuammman. My attention has been called to a recent sale of
Treasury notes. Ior the first time it appears those notes were suc-
cessfully bid in by a group; namely, the Marine Midland group of
Buffalo, they successfully blddlng them in in competition with New
York bidders. Have you any fear that they may take unto themselves
exclusively the securities business in their trade area?

Mr. Wicain. Ido not think so.

The CratrmaN. In other words, you do not feel, in the management
of the securities business—in originating and distributing securities
you would lose out selling direct to customers in this particular area
but that you would have to do business with the head of such an
institution, who would, in turn, distribute the securities to the people
in this trade area?

Mr. Wigain. I think the distribution of securities is governed by
the taste of the individual buyer, and that is governed largely by the
return.

The CrairMAaN. As far as the banks that formed that group are
concerned, in the purchase and sale of securities, they would be di-
rected by the head officers of the group?

Mr. Wicain. Yes; but in buying any quantity of securities they
have to buy in the open market.

The Cuairman. I should like to ask you how many branches you
have in New York?

Mr. WicaiN. Forty-six.

The Cratrman. With respect to the examination of your parent
institution, is there a simultaneous examination of these branches?

Mr. WIGGIN. Yes, sir; they count the cash in every place simul-
taneously. Mr. Pole can answer that question better than I

Mr. SeiBeErLING. Can you tell us what is the average rate of interest
you pay on daily balances of your correspondent banks?

Mr. Wicain. Two per cent, I think it is now.

The Cuairman. We are very grateful to you for your statement,
Mr. Wiggin.

Mr. WigaiN. I hope I have been of some use to you. I doubt
whether I have.

The CuatrmMaN. The committee will stand adjourned until 10.30
to-morrow morning.

(Whereupon, at 12.25 o’clock p. m., the committee adjourned to
meet at 10.30 o’clock a. m. Thursday, June 5, 1930.)
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THURSDAY, JUNE 5, 1930

House oF REPRESENTATIVES,
CoMMITTEE ON BANKING AND CURRENCY,
Washington, D. C.

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

The CuarrMaN. The committee will come to order. We have
before the committee this morning Dr. Benjamin M. Anderson, jr.,
economist of the Chase National Bank of New York. Mr. Anderson
was present yesterday during the testimony of Mr. Albert H. Wiggin,
chairman of the governing board of the Chase National Bank. We
will be very glad to hear any statement which Mr. Anderson cares to
make at this time.

STATEMENT OF BENJAMIN M. ANDERSON, JR.,, ECONOMIST,
CHASE NATIONAL BANK, NEW YORK CITY

The CuairmMaN. I am presuming, Mr. Anderson, you would like
to make a brief statement?

Mr. AnpERSON. Yes, sir.

The CuairMAN. And then submit yourself to questioning later on?

Mr. ANDERSON. Any procedure the committee wishes to follow.

The CuairMan. I think it will be best if you will proceed with
your statement and the members of the committee will question you
pertaining to anything you may say or to things that are pertinent
to this study.

Mr. AnpErRsON. My opinions, set forth in the two documents
which I am going to submit for the record, are opinions of long
standing.

For the record, I want to submit a speech that I made in New
Hampshire on October 12, 1929, called Bank Consolidations in a
Period of Speculation; and a speech which I made in North Carolina
on May 8, 1930, called Branch Banking Throughout Federal Reserve
Districts.

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

Bank CONSOLIDATIONS IN A PERIOD OF SPECULATION !

(By Benjamin M. Anderson, jr., Ph. D., economist of the Chase National Bank
of the City of New York October 12, 1929)

REVOLUTIONARY CHANGE TO BE AVOIDED

The question of the comparative merits of the European system under which
a country has a few great banks with numerous branches, and the American

! An address delivered before the joint convention of the Northern Bankers Association and the New
Hampshire Bankers Association, at Whitefield, N. H., on the evening of Saturday, Oct. 12, 1929.
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system of 26,000 independent unit banks, is not one to be settled offhand. There
are countries where country-wide branch banking works admirably; and, by and
large, our system of unit banks has worked admirably. Either system can work
well if the country is adjusted to it, if the bankers of the country are trained in
handling it, if the banking laws of the country are adapted to it, and if the
standards of banking and commercial morality in the country are high. Neither
system could work well if suddenly adopted in a country which had long been
-accustomed to the other system. Revolutionary changes in the banking system
of a great country are to be avoided. Changes which may be desirable if they
come slowly as an evolutionary process, with a careful study of the problems
involved, with experimentation and the correction of mistakes in the light of
experimentation, may easily be unfortunate if put through wholesale on a
country-wide scale. It would be particularly unfortunate if our American sys-
tem should suddenly be transformed as an incidental by-product of a competi-
tion between the State banking system and the National banking system, or as
an incident of a period of excited stock market speculation, or as a result of a
competitive struggle for great size and large figures.

Branch banking confined to the city of the head office is not the point at issue.
We have learned how to do this well in many American cities. The problem
before us to-day is one of consolidations running far beyond a single city, and, in
many cases, consolidation by means of holding companies, rather than by mergers
with branch banking.

‘We should move slowly in the readjustment of our banking system. It is not
enough to study the matter from the standpoint merely of the prices of bank
shares or of holding corporation shares. It is not enough to study the matter
only from the standpoint of the much more important question of the profits of
banking. We must consider the problem also from the standpoint of the services
which banks perform for the country.

But, in general, under a competitive system, the prosperity of the banks and
the prosperity of the country move together. In general, that banking system
which, preserving competition, makes most profits is serving the country best.
A prosperous bank, strengthening its capital structure by accumulating a large
surplus out of earnings, can serve the country better than a bank which is not
making money. In general, a bank prospers as its customers prosper, and under
a system of competitive banking a bank makes money with its customers, instead
of out of them.

It is, therefore, fair argument for the proponents of a change in our banking
system to make the case that the change will increase banking profits. A carefully
analyzed consolidation plan which does not destroy competition, which takes
adequately into account the problems of management, control, and responsibility,
which prices properly the various elements taken into the consolidation, and which
definitely accomplishes economies in operation, is thoroughly justifiable. On the
other hand, movements toward consolidation in every field are intensified during
periods of active speculation in securities and are greatly facilitated by the ease
with which new securities can be issued and marketed in such periods. Abuses
and mistakes easily occur in such periods, and movements which are economically
justified may easily be carried to uneconomic extremes.

MR. WIGGIN’S VIEW

In his annual report as ¢hairman of the board of directors of the Chase National
Bank in January, 1927, speaking of the merger of the Chase National Bank
with the Mechanics & Metals National Bank, Mr. A. H. Wiggin said:

‘“This merger, together with similar steps on the part of other institutions in
the last two or three years, has been made the occasion of comments to the
effect that mergers are the order of the day and that the line of logical develop-
ment is toward fewer and much bigger banks. I am not prepared to subscribe to
this doctrine without qualification, and I would not have our merger with the
Mechanics & Metals National Bank judged on that bésis alone. It is significant
that while bank mergers are taking place new banks of moderate size are also
coming into existence and doing well. A merger may bring together organiza-
tions which can not work harmoniously and may combine interests which are not
compatible. Each case must be judged on its own merits. Haphazard mergers
merely for the sake of large figures do not assure good banking. In the case of
the merger of the Chase National Bank and the Mechanics & Metals National
Bank a great deal of careful thought and planning preceded the decision. The
responsible officials of both institutions knew one another well before the merger,
and were sure that they could cooperate in a friendly and efficient way. The
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merger has been accomplished with entire good will and with a minimum of
friction and disturbance.

‘It may be observed that the Chase National Bank reached the position of the
second largest national bank in the country in volume of net deposits without
any mergers at all. Attaining great size through growth alone, it was able to
develop a body of traditions, ideals, and practices which give it a distinctive
character. The mergers which have since taken place have made it possible for us
to give larger lines of credit to great business organizations, have made possible
the more economical handling of many functions, and have broadened the range
of our activities, but they have not destroyed the distinctive character of the
Chase National Bank.”

BIGGER CUSTOMERS AND BIGGER BANKS

One of the important considerations making for the consolidation of banks has
been the recent great growth in size of American business corporations, customers
of the banks. The banks must be big enough to meet the needs of their custom-
ers. But this argument can not be applied throughout without careful con-
sideration of the individual case. Just how big do the banks need to be to take
care of their customers? Precisely how much have their customers grown?
An answer can not be given for the country at large. It must rest on a study
of individual cases, and individual communities and regions.

Undoubtedly unit banking has been carried to uneconomic extremes in a good
many rural regions. Undoubtedly there are too many small banks struggling
along with such small earnings that they can not pay the salaries required for
adequately trained bankers. Undoubtedly many rural communities would be
better served by fewer and bigger banks. Undoubtedly, too, the development
of the automobile and hard roads has made unnecessary the existence of a good
many very small banks which formerly were quite necessary for a local community.

THE HOLDING COMPANY IN STRICKEN RURAL REGIONS

Further, there are great regions where, as a consequence of the unfortunate
position of agriculture since 1920, so many small banks have gone under that
public confidence in banks has been undermined. A well managed holding
company, organized by powerful city banks, owning the stock of rural banks
in such a region, may restore the impaired prestige of the country banks, lead
their local customers to trust them fully and use them freely and build up their
deposits once more, and restore sound credit to a distressed agricultural region.
But the problem is not one for sweeping generalization. It is a problem that
requires the careful study of individual cases.

HOLDING COMPANIES VERSUS MERGERS

I think that the propositions involved in Mr. Wiggin’s discussion of mergers
apply with even greater force to chain banking and bank holding companies.
The merger, with branch banking, is a much more satisfactory form of consolida-
tion from the standpoint of the problems of personnel and control and the center-
ing of responsibility, than holding companies and chains of banks. The latter
forms of consolidation, however, are often possible where merger with branch
banking is impossible for legal reasons, and it is this less satisfactory form of con-
solidation that is being most widely employed of late, the supposition being in
many cases that it is in anticipation of a change in the law which will make real
mergers, with branch banking, possible at a later data. A real question arises as
to the desirability of putting American banking into a halfway house awaiting
a change in the law which may not come.

THE ARGUMENT FROM BANK FAILURES

One of the most used arguments offered for consolidation movements in rural
regions is the large number of failures of rural banks since the crisis of 1920. A
good many rural banks have gone under simply because the local community as
a whole went under in the great collapse of land values and agricultural com-
modity prices. The figures were swollen, moreover, by the failure of a large
number of very inadequately capitalized banks, the laws of certain States per-
mitting banks to be organized with a capital of $10,000 in small places. There is
need for reform in the banking laws to make sure that all banks have adequate
capital, and that all banks are large enough so that they can afford to employ
men with real banking training.
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Commenting on these failures, Mr. Rudolph S. Hecht, president of the Hibernia
Bank & Trust Co. of New Orleans, very properly remarks:

‘“However, neither chain nor branch banking is necessarily a panacea for such
conditions. Overexpansion and frozen credits can occur under one system as well
as another. This is best illustrated by the fact that within the same period
covered by the above statistics we had failures such as the Bankers Trust Co.
chain of Atlanta, which a few years ago caused 83 apparently independent banks
in two States to close their doors within 48 hours, the failure of the Home Bank
of Canada with 78 branches, and the practical failure and forced absorption of the
Merchants Bank of Canada with 400 branches.”

To Mr. Hecht’s American and Canadian illustrations it would be easy to add
illustrations from Europe, including the failure of a great bank with branches in
Denmark (mitigated by the action of the Danish Government in guaranteeing
its future obligations and continuing its activities), and the very disastrous
collapse of the Banca di Sconto in Italy, with its numerous branches scattered
throughout that country. We have seen also the failure of the great Banque
Industrielle de Chine in China, and of several great banks with numerous branches
in Japan, the latter mitigated by the Government’s powerful aid. I agree
thoroughly with Mr. Hecht’s further proposition that:

‘“After all, good banking is not a matter of size. A properly conducted small
country bank can be as safe as a large city institution with many branches.
Success in the banking field depends on good management, whether the unit be
large or small. It can not be denied, of course, that larger institutions can and
usually do employ more capable men with greater experience and sounder judg-
ment than can the average small unit bank. They also have on the whole better
facilities for standardizing their business, keeping themselves properly informed,
and thus escaping many losses resulting from actual operations as well as from
poor credits.

‘“‘However, we have reached a point in our profession where most of the de-
ficiencies of the small town bankers can be supplied, not necessarily by making
any fundamental changes in our banking system or by giving up any of the unit
bankers’ independence, but merely by bringing about a better spirit of coopera-
tion and mutual helpfulness.”

BRANCH BANKING VERSUS CORRESPONDENT RELATIONS

A central point in this cooperation and mutual helpfulness to which Mr. Hecht
refers is, of course, the relations between the small banks in interior places and
their great city correspondent banks. The small bank can not afford a great
credit department, but from its city correspondent it can and does get abundant
and adequate credit information. The small bank may not trust its own judg-
ment in the purchase of securities, but the full resources of its city correspondent
are at its disposal in this connection. Through its city correspondent it can and
does diversify its assets, purchasing safe open market commercial paper or bankers
acceptances or obtaining other liquid assets.

One of the supposed advantages of country-wide branch banking is the facility
with which funds can flow from regions where they are excessive to regions
where they are needed. The head office, finding funds piling up in excess of
local need in one part of the country, can transfer them to other parts of the
country where borrowing demand is heavy. But it is an old story in American
banking that precisely this same flow of funds takes place through our system
of correspondent banking. Rural banks send excess funds to the money centers
during their dull seasons, and during the period of their peak need for funds
they borrow in the money centers.

BRANCH BANKING AND LOCAL INTERESTS

One difference, however, between the foreign practice of country-wide branch
banking and the American system of unit banking is that the decision as to
when and where funds shall flow is not made merely in the head office in the
financial center, but rather is a matter of negotiation between principals in which
an authoritative voice speaks for the interests of the local community. Very
much is to be said for the argument of the country banker in opposition to the
consolidation movement that he, the man on the ground, with his heart and
his interests in the local community, can consider the interests of the local com-
munity more zealously and more expertly than a branch of an institution with
headquarters in a distant great city could do. This is not always true. The
local branch might be manned by abler bankers than those who man the inde-
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pendent local bank. A capable branch manager might persuade the head office
to sliznd larger funds than the head office would lend to the local independent
bank.

The experience of various foreign countries with respect to this matter gives
us no universal answer to the question of how well branch banking serves local
communities. In some cases country-wide branch banking has drawn in funds
from the Provinces to be employed primarily in the financial center, or to be
used in making foreign loans. In other countries country-wide branch banking
has increased the funds at the disposal of the local communities. But the desire
for local independence in financial matters is one that appeals strongly to the
American public, and the desire to be the head of an independent bank is one
cherished by many thousands of American bankers. It is not certain that the
banking profession would draw to itself as high a percentage of our capable
men as it now does if we made a revolutionary change in our system.

THE AMERICAN SYSTEM OF DIFFUSION OF RISKS

One further point with respect to the difference between American and foreign
systems is to be considered in connection with the question of how big American
banks need to be to take adequate care of American businesses. The American
system of commercial banking emphasizes the diffusion of risks. Commercial
loans, including loans to manufacturers, are normally short loans, and ““lines of
credit’” are normally reviewed once a year. It is a general practice, moreover,
for businesses of any size to carry accounts with several banks and even with
banks in several cities, and to have lines of credit and borrowing relations with
several banks. This makes for diffusion of risks, and for grester liguidity of
banks assets. It makes business freer from bank domination, and banks freer
from business domination. The tendency in foreign countries, on the other
hand, where a few large banks with branches control the banking field, is for most
businesses, excluding sometimes the very largest, to have only one bank, and for
the bank and the business to be tied together very closely. The business is not
independent of the bank and very often the bank is not independent of the busi-
ness. The American banking practice of ‘““cleaning up once a year,” under which
the borrower is expected to be out of debt to each bank for at least a part of the
time, does not obtain to anything like the same extent in these foreign countries.
The bank very often can not be paid in full without bringing the business to a
close. Is it desired by those who urge that banks must be very much larger in
order to take adequate care of their customers, that we shall abandon the American
practice of short loans and diffusion of risks and go over to the practice of each
business dealing only with one bank? The matter merits consideration before a
decision is made.

BANKING CONCENTRATION AND ECONOMIC FLEXIBILITY

There is a further related point upon which my own mind is quite clear. It is
definitely not desirable that consolidations should go so far in the United States
as to make it possible for concerted action by the banks to stop a necessary
liquidation and to carry over stale positions for protracted periods. In the
crisis of 1920-21, our many thousands of independent banks, by cooperative
effort and by resort to the aid of the Federal reserve banks, were able to prevent
the crisis from degenerating into a panic, and were able to go through the liquida-
tion in an orderly manner. But they were quite unable to prevent the necessary
liquidation. In a surprisingly short time we ‘““cleaned up’’ the weak spots,
readjusted prices and costs, absorbed our losses, brought liabilities into reason-
able relation to assets, and got ready for the next upward move in business. The
business tide turned in the third quarter of 1921, and the year 1922 was a year of
strong recovery. In Japan, on the other hand, concerted action by a few great
banks, a few great industries, and the Japanese Government, choked off the crisis
and the liquidation early in 1920, and the stale position, unliquidated, was carried
over, despite a partial liquidation at the time of the earthquake in 1923, until
the great crisis in 1927, when some great banks went under. Japan endured
seven years of business stagnation in the vain effort to avert losses which our
system of banking compelled us to take in 1920 and 1921. And Japan is not the
only country where banking concentration has unduly delayed necessary liquida-
tion. When many thousands of independent banks must independently meet
their obligations at the clearing house every day, it is impossible to carry economic
mistakes anything like so far as is possible when only a few great banks dominate
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the picture. In the interest of the flexibility of our economic life, we must pre-
serve vigorous competition both in banking and in business, and we must have a
large number of independent units in order to assure this.

In conclusion, it has not been my purpose in this discussion to arrive at a
definite verdict as to what is desirable in the future of American banking. It is
my purpose rather to urge that the matter be not hastily settled. Each individual
case must be studied on its merits. The distinction must be made between
consolidations which are called for by the technical banking situation, and those
that occur because it happens to be ‘“the fashion of the day,” or because it is
easy to market new securities in a period of speculation. Obviously, too, the
character and the caliber of the men who are making the consolidations are of
crucial importance, and in this connection it is important to remember that the
brilliant, able, and upright promoter is not necessarily a capable administrator.

BraNcH BANKING THROUGHOUT FEDERAL RESERVE DiIsTrICTS !

(By Benjamin M. Anderson, jr., Ph.D., economist of The Chase National Bank
of the city of New York, May 8, 1930)

A REVOLUTIONARY PROPOSAL

The Committee on Banking and Currency of the House of Representatives at
Washington has been holding a highly important set of hearings on the subject
of group, chain, and branch banking. It is giving very special consideration to
a proposal that the national bank act be amended so that national banks may
have the power to extend branches throughout ‘‘trade areas’’ which may overlap
State lines, which may be as wide as Federal reserve districts, and which may
even overlap Federal reserve districts in cases where a city’s ‘“trade area’ runs
beyond a Federal reserve district. National banks, under this plan, would be
empowered to do this whether the States consent or not. National banks located
in one State could invade another State whose laws prohibit branches of banks
chartered elsewhere. The primary purpose of this proposal is to arrest the fail-
ures among small banks in country distriets. A secondary purpose is to give the
national bank charter such an advantage over State bank charters that the na-
tional banking system will grow at the expense of State banking systems. The
theory of “‘parity’’ between State and national banks is definitely abandoned,
and the purpose is to give national banks a definite and great advantage over
State banks. .

The main emphasis is placed upon the arrest of bank failures. During the
9-year period June 30, 1920, to July 1, 1929, about 5,000 banks, nearly all of
them in agricultural communities, closed their doors and tied up deposits of ap-
proximately $1,500,000,000. (The average of deposits is thus very small for
these failed banks, being only $300,000.) The figures for the year 1929 show no
decline in the rate of failures among these small banks.

The proponents of this widespread extension of branch banking outside the
city of the head office apparently intend to make use of the recent rapid develop-
ments of group and chain banking, by adopting legislation to permit the groups
and chains to transform themselves into branch systems.

With much sympathy for the main purpose which lies behind these proposals,
sincere proposals made by able men who undoubtedly have the good of the country
bank at heart and who undoubtedly have a great deal of knowledge of country
bank conditions, I am, none the less, obliged to disagree radically both as to
their diagnosis and as to their prescription. The causes of the failures of small
country bank. are to be found in special circumstances which have little to do with
the general question of chain, group, and branch banking versus unit banking.
And the remedy proposed would toucn and nelp very few of the existing country
banks which are in a weakend condition.

We do not need to make a revolution in the general banking system of the
United States because of conditions in small banks in stricken agricultural
regions. Other, much more moderate, proposals may be made which would be
much more effective from the standpoint of the goal aimed at.

1 An address delivered before the North Carolina Bankers’ Association at Pinehurst, N. C., on the morn-
ing of Thursday, May 8, 1930.
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THE EXISTING CHAIN, GROUP, AND BRANCH BANKING MOVEMENT LEAVES OUT THE
SMALL BANK

At the end of 1929 there were in the United States 24,645 banks and 3,547
branches, or a total of 28,192 banking offices. Of this total of banking offices
there were 6,353 banks and branches that belonged to branch banking systems
and chain or group banking systems or to both. This leaves 21,839 banking
institutions that are definitely ‘‘independent unit banks.” The overwhelming
number of our banks is thus outside of chain-bank, group-bank or branch-bank
systems. On the other hand, on the same date, the branch, chain, and grou
banking systems had total loans and investments of approximately $30,000,000-
000, leaving $28,500,000,000 of loans and investments for the 22,000 independent
unit banks.

This figure, $30,000,000,000, however, gives a very exaggerated picture of the
extent to which the movement has gone. From the standpoint of the question
in hand, we may take out the many billions represented by the great New York
banks whose branches are all within the city of New York or else in foreign coun-
tries, and the bulk of whose loans and investments are in any case not in branches
but in the head offices. A similar reduction can be made for a number of other
important cities. Of the banks that belong to chains or groups, but operate no
branches, there were on this date 1,984, with total loans and investments of
$4,913,000,000, the average of loans and investments being about $2,500,000. In
addition there were 119 banks, belonging to chains or groups, that operate
branches, with total loans and investments of $6,264,000,000, or an average of
$52,600,000 per bank.

These figures show the immense disparity in average size between the banks
that have gone into chains and groups, and the small country banks that have
been failing, with average deposits of $300,000. The existing chain and group
bank movement is primarily a movement which is bringing relatively large banks
together. In exceptional cases, it is including some of the small banks which the
legislative proposals are designed to help. Even in these cases, it is not taking in
those that are weak and failing. I should not know how to draw a constitutional
legislative proposal which would compel good bankers to absorb weak and failing
banks. Further, from the standpoint of what is administratively possible, the
managers of a great group-bank system can contemplate with some equanimity
the absorption of $60,000,000 of banking resources in a dozen well organized
banks in sizeable cities, when they would very properly shrink from the task of
taking over sixty millions of banking resources scattered among 200 banks in very
small towns.

THE SIZE OF THE FAILED BANKS

Over 40 per cent of the failed banks were situated in towns and villages having
a population of less than 500 persons. Over 60 per cent were in towns of 1,000
people or less; 80 per cent were in towns of 2,500 people or less; 92 per cent of the
failures were in places having less than 10,000 people. Of the remaining 8 per
cent of the failures, a high percentage was in very small banks in larger places.

From the standpoint of capitalization, 63 per cent of the failure were among
banks having $25,000 capital or less; 71 per cent were in banks having less than
$50,000 capital, and 88 per cent among banks having less than $100,000 capital.

During the past nine years there were no failures at all of banks having capital
of two millions or more, and there were only four failure among banks having over
one million capital.?

Practically, it may be said that for cities of 10,000 or more people, and that for
banks with $100,000 capital or more, there has been no problem of sufficient
magnitude to justify extraordinary concern, or to call for more than local atten-
tion.

Certainly there is nothing in the experience of the past nine years, as revealed
in the foregoing figures, to justify a legislative revolution in our banking situation,
or to justify the creation of giant branch-banking systems, with enormous capital,
ranging over ‘‘trade areas’” which may equal or even exceed Federal reserve
districts in size. Much more moderate measures would apparently be indicated.

THE CAUSES OF BANK FAILURES IN THE PAST NINE YEARS

The first and foremost cause of the large number of bank failures since 1920
is the great boom in agricultural prices and land values before 1920, the collapse

2 Branch, Chain and Group Banking, hearings before the Committee on Banking and Currency, H. R.,
. 1930, Vol. 1, pt. 1, pp. 11-12.
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of agricultural prices and land values following 1920, and the adverse conditions
in agricultural communities which have since continued. The second great
cause is real estate speculation in the period since 1920, in certain important
sections of the country, notably Florida and some adjacent States.

This is strikingly evidenced by the geographical distribution of the failures,
which are largely centered in four Southeastern States, namely, Florida (123
failures), Georgia (305 failures), South Carolina (191 failures), North Carolina
(110 failures), and in a second group of agricultural States, namely, Minnesota
(378 failures), Towa (467 failures), Missouri (246 failures), North Dakota (444
failures), South Dakota (315 failures), Nebraska (307 failures), Kansas (194
failures), Montana (191 failures), Oklahoma (227 failures,) Texas (217 failures).

During this same period, all of New England had only 26 failures. New York
had only 12 failures, and Ohio had only 36. New Jersey had none at all. The
failures were concentrated, in other words, in the regions which had been most
affected by the agricultural boom and collapse, and by the real-estate specula-
tion in Florida and adjacent States. This concentration of the problem in special
areas again would raise the question as to whether Federal legislation, affecting
banks all over the country, is called for, or whether—in so far as the matter calls
for banking legislation at all—it is not a matter for the States most concerned,
with such concurrent legislation on the part of the Federal Government as would
permit national banks to have the same branch-banking rights that State institu-
tions have in these States.

From the standpoint of the contrast between our unit-banking system and the
system of branch banking, it may be observed that the same grave sequence of
events, namely, the war, the boom of 1919-20 and the collapse of 1920-21, which
undetermined so many of our small agricultural banks, also undermined great
branch-banking systems in many parts of the world. These include a great
bank in Denmark, a great bank in Canada with 400 branches, the Banque Indus-
trielle de Chine in China, with its widespread branches and its power of note
issue, and the Banca di Sconto in Italy, with branches spread all over that country.
More recent troubles of the same sort, deferred consequences of the same causes,
have occurred in Japan and Austria. An incomplete record shows, also, for the
United States, that 226 banks, with deposits of $102,000,000, belonging to chain
systems, failed during the period we are considering.® And it is further to be
observed that in all these American agricultural States the great bulk of the unit
banks, measured in resources, survived the shock, and that in every State the
majority of the unit banks in number stood intact.

The situation was very greatly aggravated in many of these States by the
excessive number of very small banks. ‘' No community can possibly provide
adequate resources, competent officers, and experienced directors for one bank to
every 750 of its inhabitants as in North Dakota, or to 1,400 as in Jowa. And the
situation in these States was not exceptional; on the contrary, an excessive num-
ber of banks have been established throughout those sections of the country that
are mainly devoted to agriculture.” ¢

New Jersey’s total immunity from bank failures in the past nine yearsis probably
due in part to the fact that New Jersey’s banking authorities are not over-ready
to grant charters to new banks, unless there is real evidence that a new bank is
needed, and that the Federal Comptroller is influenced by the State policy when
granting national bank charters in that State.

The situation was complicated further for many small country banks by the
withdrawal of an important source of revenue which they had formerly enjoyed,
namely, the making of exchange charges on checks drawn against them for which
remittance was expected in another place. Their checks, when presented over
their counters, they paid at par. But when they were expected to make remittance
to other places; they very generally made a liberal (and often excessive) ‘‘ex-
change charge,” which was an important source of revenue. The Federal reserve
system of par collection of checks has largely wiped out this source of revenue for
very small banks.

Again, the institutions chartered by the Federal Government for making mort-
gage loans reduced an important source of revenue which many of these small
banks had, in acting as intermediary in the making of mortgage loans.

At the same time these Federal farm loan agencies brought into the agricultural
communities an unaccustomed volume of funds which were deposited with the
local banks at high rates of interest, and which the local banker felt obliged to

3 Hearings, Vol. I,ipt. 4, p.457.
4 Recent Economic Changes, Vol. II, p. 695.
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reemploy at high rates of interest. Many a small-town banker, who was a good
banker when his loanable resources were somewhat less than the borrowing de-
mands of his good customers, and who could make good loans when he could dis-
criminate among competing borrowers, found himself to be a very poor banker
when he faced the unaccustomed probfem of employing surplus funds. He was
not trained for that.

It may be added that the well-meant efforts of the Federal Government to
improve the condition of agriculture by multiplying the facilities of agricultural
credit have had as their main result a great and excessive increase in the mortgage
debt of agriculture, without a commensurate increase in the productiveness of
agriculture, and with a consequent narrowing of the margin of free income and
the percentage margin of equity in land, on the basis of which the farmer could
ask his banker for credit.

Very especially has the position of the very small bank in villages been weakened
by the coming of hard roads and automobiles, which, in many places, have largely
destroyed the usefulness of the small local village, doing away with the local
merchant, the local mill, and the local church, as well as the local banker, making
it possible for the people to do their business and seek their social life in the county
seat and nearby larger cities. Industrial consolidations, moreover, even where
leaving local factories in small places, have very often taken away the banking
business which the local factory gave to the local banker, and concentrated it in
larger places. The growth of chain stores has had a similar effect. The very
small bank has had a difficult time in recent years, and the marvelous thing is,
not that so many have gone under, but rather that such an enormous number
have stood, and have even prospered, despite these adverse tendencies.

DIVERSIFICATION OF RESOURCES THROUGH CORRESPONDENT BANKS

One cause assigned for the failures of many small banks is that they have been
unable to diversify their resources because located in a l-crop district, whereas

lgreat bank with branches stretching over a whole Federal-reserve district could
accomphsh this diversification. It is true that many small banks have failed
through lack of diversification of their resources, but it is also true that the
majority of small banks in the same communities have survived because they have
diversified their resources. They have accomplished this diversification by means
of their correspondent relations with great banks in great cities. They have
refrained from putting all of their resources into local loans, and have placed
part of them, through their correspondent bank, into open market commercial
paper, or readily marketable bonds, or call loans on the stock exchange, or ac-
ceptances, and deposit halances with their correspondent bank to build up a
“borrowing equity.” When times of stress have come, they have thus had second-
ary reserves, and they have been able to borrow from their correspondent banks
sums needed to tide them over seasonal needs and emergencies. Good banking
and diversification of banking resources is perfectly possible for a small bank in
a l-crop community. We do not need branch banking either for the purpose of
securing diversification or for the purpose of bringing about a seasonal flow of
funds from region to region. The system of correspondent banking relations has
%ccc(l)m}t)liShed this for many decades, and good bankers everywhere know how
o do it.

THE REMEDIES

I see nothing in ail of this to call for a radical change in Federal laws regarding
branch banking. The problems do not extend throughout the United States.
They are centered in particular States. The problems do not relate to institutions
of sufficient size to be beyond the power of each State to deal with for itself.

Radical changes in the banking legislation of a good many States are undoubt-
edly indicated. The minimum capital required for banking in many States is far
too small. There ought to be sweeping consolidation movements among the
smallest banks in many States. Many villages which now have two or three
struggling banks would be much better served by one strong bank State legis-
lation giving the State banking authorities power to guide, and even to compel
this in their discretion, would be very desirable in certain States.

A limited extension of branch banking by State law would probably help the
situation in a good many States. The national bank act should be amended so
as to permit National banks to do in this connecticn what the different States
allow their State banks to do.
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County-wide branch banking, branch banking in groups of counties, even, in
some cases, State-wide branch banking, or branch banking centering about three
or four main cities of the State, ought, in certain States, to be permitted and
encouraged. There may even be one or two cases where a State will feel itself
so much in need of outside banking capital that it will welcome the branches of
powerful banks whose head offices are in other States.

Mr. Platt, of the Federal Reserve Board, has made moderate proposals along
the line of county-wide branch banking, having especially in mind the very small
country banks, which deserve very careful study. Ambassador Charles G. Dawes,
when Comptroller of the Currency, in his annual report for the year 1898, recom-
mended that branch banking be authorized in communities of less than two
thousand inhabitants, since many of such communities were not able to support
independent banks. Many such villages would undoubtedly be better served
by inexpensive offices of strong banks, whose head offices are in nearby county
seats than they are by their local independent unit banks which are not making
profits and which must charge very high rates for the limited local loans they are
able to make.

It is probable that legislation along this line, authorizing banks in larger cities
to establish branches in outside communities with ten thousand or less inhabitants,
or even with five thousand or less, would accomplish virtually everything, with
respect to the prevention of small bank failures, that branch banking could in any
case accomplish. At the same time it would avoid the grave evils that would come
from the sudden revolution in our general banking system, and from the destruc-
tion of local financial independence, that the larger program now under considera-
tion would involve.

Further, such a limitation would concentrate upon the communities most in
need of help the attention of the bankers who are in favor of such developments,
but who would be hunting bigger game in larger cities if the whole field were
thrown open. Such legislation ought to be drawn in such terms as will encourage
the organizers of branch-bank systems to take over the existing banks, and to dis-
courage the starting of new branch offices in places where such action would merely
increase the difficulties of existing small banks. Permission to establish such new
branches, competing with existing banks, ought not to be automatic, but should
involve some ‘‘certificate of convenience and necessity,” to be issued by the
authorities only after hearings.

But the problem differs greatly in different States. The different State
bankers’ associations should take it up and they should carry their proposed legis-
lation to their State capitals, rather than to Washington. The one piece of legis-
lation needed at Washington would seem to be that the national banks be allowed
to have branchesin a given State on the same terms that the State banks and trust
companies in that State are allowed to have them.

STATE LINES AND LOCAL FINANCIAL INDEPENDENCE

We are moving much too fast and too far in the direction of centralization. If
an evil arises, we rush to Washington for a remedy which, even if a good remedy
for part of the country, is often ill adapted to the special needs of other parts
of the country, and which, if a bad remedy, makes another nationwide evil. It
is far better that we should use the machinery of our 48 States for social and
economic experiments. If they work well, other States may adopt them. If
they work well in part, other States may modify them in adopting them. If the
new measures are good for some States and bad for others, those that find them
good may use them. If the remedies are definitely bad, as guaranty of bank
deposits proved to be, we develop the fact by a relatively small scale experiment,
and the country as a whole is saved. There is, for example, little danger of
Federal legislation for the guaranty of bank deposits, but I should not feel so
sure of this if experience in Oklahoma and Nebraska and elsewhere had not
already given us an object lesson upon the point. .

I should strongly oppose Federal legislation which would force upon a State
which was unwilling to accept it the branch-bank system, and, above all, Federal
legislation which would compel a State toadmit thebranch of a bank chartered in
another State against its will and against its laws. Specialiats in every field,
eager to bring about widespread adoption of their remedies and reforms, are
continually going to Congress to secure congressional legislation covering matters
which are properly matters of State concern. Congress is continually giving
attention to matters which ought to be handled piecemeal among the 48 States.
Congress is overburdened with measures of this kind, and Washington has grown
topheavy with bureaus for administering such legislation.
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We need the States. They are a vital part of our political machinery. And
we must be content to see them make mistakes occasionally, as part of the price
which we must pay for a proper balance between centralization and local self-
government. If the choice were between an infallible Congress and fallible State
legislatures, the issue might not be so clear, but Congress .can also make mistakes,
and such mistakes are more serious than those made in a single State. The
banker is not merely a banker. He is also, and first of all, a citizen. As a citizen,
he may be permitted to attach a higher importance to the preservation of the
fundamentals of our Federal system of government than to technical points in
banking legislation.

LOCAL INDEPENDENCE AND CORRESPONDENT RELATIONS

I believe in the general system of local financial independence. I am opposed
to having the bankers of one city dominate the banking of another city. I
believe that this country ought to have in every city several strong, independent
financial institutions interested in the local community, and dealing as principals
with the banks of other cities, rather than acting merely as their agents. I
believe that our system of correspondent banks gives us, in general, all the
financial interdependence that we need, and that the services which the cor-
respondent bank in a great city performs for the banker in a smaller place make
it unnecessary for him to have the elaborate facilities which a great bank has.
The unit-banking system has gone to extremes with us in many States. There are
too many very small banks. But correcting this excess of the system will leave
our American banking system, I believe, far better adapted to our needs than
the European system of a few great banks with a multitude of branches, with all
power centered in a few great financial centers.’

PARITY OF STATE AND NATIONAL BANKS

I can not sympathize with the view that it is necessary to pass unsound legisla-
tion for the purpose of giving such supremacy to the national banking system over
the State banking systems that banks would be compelled to drop their State
charters and take out national charters. It is now well demonstrated that the
Federal reserve system does not depend for its success and growth upon the
growth of the national banking system. Virtually all of the great State banks
are members of the Federal reserve system. Seventy-five per cent of the com-
mercial banks of the country, measured in volume of loans and investments, are
members of the Federal reserve system. The Federal reserve system can at any
time dominate the money market, which is dependent on Federal reserve credit
for a high percentage of its cash reserves. Through the Federal reserve system,
Federal supervision extends to the great bulk of the banking resources of the
country at present.

The original purpose of the national banking system was to supply a uniform
bank note issue throughout the country, and to make a market for the Civil War
Government bond issues. With the Federal reserve act and the Federal reserve
note, the national bank note has become a matter of relatively minor importance.
There is no need for artificial support of the Government bond market. The
national banking system is important, and it is desirable to maintain it. It has
helped set good banking standards throughout the country. The Federal comp-
troller’s supervision and inspection of banks is better than State supervision and
inspection of banks in many States—not in all. But the State banking systems
are also good systems, by and large. It is thoroughly undesirable that great
issues of banking policy should be settled as a mere incident to a competition
between the State and national banking systems.

A GRAVE PRACTICAL DANGER

The adoption of the proposed Federal legislation authorizing national banks
to establish branches throughout great ‘“trade areas’’ which may be as wide as
Federal reserve districts or even, in certain cases, wider, would be like the firing
of the starter’s pistol at a race. It would initiate one of the fiercest competitive
struggles the country has ever seen among the powerful banks in each of the
districts for supremacy throughout the district. Many hasty and ill considered
consolidations would be put through. Efficiency would suffer. A great read-
justment in the relations of banks and businesses would be necessary. It would

& The Chase Economic Bulletin, Vol. IX, No. 5, Bank Consolidations in a Period_of Speculation, dis-
cusses the comparative merits of the American and European systems.
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mean competitive bidding for the stocks of the banks which would be absorbed
into the great branch-bank systems. It would mean an orgy of speculation in
bank stocks. It would bring into play the vigorous activity of promoters, not
necessarily bankers or men with capacity in bank administration, who would
buy up or obtain options upon large numbers of banks with a view to selling them
to the competing great banks.

Those of us who believe that the primary business of a banker is banking rather
than bank-stock jobbing would not welcome a situation of this sort. Within
recent months a great many congervative bankers have been saying that they
would dislike very much a competition of this sort, that they hope it will not be
forced upon them, but that if it is forced upon them, they will, of course, act to
protect their positions. I should think that legislative restraint, rather than
legislative encouragement, would be called for by tendencies like these.

Mr. AnpErsoN. Let me say that I speak as an individual citizen
and as a professional economist. What I say will have no reference
to what Mr. Wiggin said yesterday. I had just a word with him
before he left. I asked him if he had any suggestions to make re-
garding my testimony to-day, knowing very well what he would say,
and what he said was, “Slmply tell them what you think without
any reference to what I said.”

In 1918 I was asked, while I was still a professor at Harvard Uni-
versity, by the Carnegie Endowment for International Peace, to
make a study of the effects of the war on money, credit and banking,
in France and the United States; a study published by the Carnegie
Endowment for International Peace in 1919, The Effects of the War
on Money, Credit and Banking in France and the United States.

In that book, written 12 years ago and published 11 years ago,
based on my study of branch banking in France primarily, I expressed
the same opinions regarding the uniesn‘a,blhty of branch banking in
this country that I shall express before you to-day.

r. GoLpsBorouGH. That was before you were connected with any
New York financial institution?

Mr. AnpErsoN. It was written before I was connected with a New
York financial institution. I went to the National Bank of Commerce
in the autumn of 1918. The preface to the book, when I turned the
manuseript over to the Carnegie Endowment, was dated November,
1918, shortly after I went to the Bank of Commerce, but the bank
had nothmg to do with it. The book was not published until 1919.
The Carnegie Endowment was slow in publishing. I am sorry I have
not a copy of that book here. It is out of print and I have only my
personal copy. It will be in the Library of Congress and the Carnegie
Endowment library in the city and will be available to the committee.

The Cuairman. Would you care to make any reference to it, just
briefly?

Mr. AnpersoN. I want to say some things about foreign branch
banking, because I have had occasion to study branch banking in a
number of foreign countries, without finding any foreign branch
banking system that I want to recommend to the United States.
There are many good systems, many systems well adapted to the
foreign countries. Almost any system will work well if your bankers
are used to it, if the laws of the land are adjusted to it, if your bankers
are able men, and business habits are adjusted to it.

No system is going to work well if you suddenly transplant it from
one place to another. Banking is a part of the organic life of the
community and it has got to fit the rest of the scheme.

I want to speak about several possibilities. In France before the
war, branch banking meant very largely that the branch offices out-

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



BRANCH, CHAIN, AND GROUP BANKING 1865

side of Paris were bond houses, collecting the deposits of people and
then when the deposits got up to rather a good size, the central office
would put out a bond issue or a security issue and the people would
take those. They lent very little to the local communities. They
collected funds from local communities for the purchase of securities.

The situation has changed a good deal in France since the war.
Many of the statements made in this study would not be true of
France to-day. The securities that they sold then were not very good
securities as it turned out; Russian loans, Bulgarian loans, Turkish
loans. Quite a tragedy for France came out of that.

Branch banking can work that way; instead of putting money into
the local communities, it can take it out.

In Canada they tell me it works the other way, and that the mari-
time provinces, the eastern provinces complain that too much money
is taken away from the east to put into the west. There is no general
rule about it.

But the assumption that branch banking will bring more money
to the local community is not borne out by the facts of foreign branch
banking. It has done so and it has not done so.

Now, I want to say something about another problem that grows
out of branch banking away from the head office, away from the city
of the head office, or branch banking systems in general.

How are you going to adapt the banking facilities to the needs of
the community?

Mr. GoLpsBorouGH. Before you go into that, have you any infor-
mation you can give us of how it works in England?

Mzr. Anperson. I am coming to that with reference to this point.

Mr. GoupsBorouGH. I beg your pardon.

Mr. Anperson. How are you going to adapt the number of offices,
the number of paying tellers’ windows, and so forth, the facilities, to
the needs of the community?

When the thing is done locally it is at least locally studied and
decisions made locally. Sometimes they overdo it. They have
overdone it in North Dakota and they have overdone it in Towa and
a great many rural communities in this country; too many little banks
where fewer and bigger banks would have been more useful and would
have survived. But I think we have done it better in this country,
judging it from an American angle, than many foreign countries
have done it.

In Holland there was, in 1919-20, competition between two great
banking institutions that filled the villages with branches, unprofitable
branches. They had to pull up, close them out, in a good many
cases.

Here is the picture in England. In London, you go about the
streets; there is a bank office on every corner, almost. You go into a
branch. You are often the only man there, the only customer
there. You go in to cash a check under a letter of credit and the officer
of the bank has got lots of time to talk to you. He is glad to see you.
He is a little bored. I do not mean that that is true of all of them, but
of a lot of them. I think they have too many there. I think it is
not profitable. I think it involves needless overhead.

What about it in the provinces? I will give you some illustrations
in the provinces.
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For your records, Mr. Chairman, I will give you an unsatisfactory
document as to form, but fairly satisfactory as to the information.,
Having to prepare this in great haste, I simply had sheets torn out of
the British Bankers Almanac and Year Book (published by Thomas
Skinner & Co., London), giving the locations of the banks throughout
Great Britain and Ireland. Then I had some clerks get me the popu-
lations of the cities and towns as far as possible. They worked
rapidly and their population figures may not be exactly right in some
placqi‘.. The population figures are written on the margin and in
pencil.

I have not gone through it all myself, but here are some samples.
Abbots Langley, a town of 3,400 people. Here are the complete
banking accommodations of Abbots Langley: Barclays Bank, (Iitd.),
open on Thursday, Lloyds Bank (Ltd.), open on Thursday. There
are the banking accommodations of this town of 3,400 people.

Mr. StronG. Open one day in the week?

Mr. ANpersoN. One day in the week; yes, sir.

Mr. StronG. If anybody wants to do any business with the bank
on any other day, he finds on the door, “We have gone fishing.”

Mr. AnpersoN. They have not gone fishing.

Mr. StroNG. But there are no accommodations?

Mr. AnpersoN. They have gone to another town. There is a
crew of bankers. They work six days in the week; sometimes in one
town, sometimes in another town.

Mr. StronG. They go around from one town to the other?

Mr. ANpERSON. Yes, sir.

Mr. StronG. If a man wants banking accommodations, he waits
until they get back?

Mr. ANDERSON. Yes.

Mr. Strong. Fine!

Mr. AnpERsoN. Almondsbury; this is in Gloucester. Twenty-two
hundred people. The National Provincial Bank is open on Friday.

Abertillery, 22,000 people. That is what the figzures on my margin
show and I raise a question as to whether that figure is right, because
it looks incredible. I should like to have your committee, if you are
interested in this, have an independent check made of these population
ficures. They were hastily got by clerks, working under time pres-
sure. [A later checking with Hammond’s World Atlas shows the
population of Abertillery to be 38,805. It is in Monmouthshire,
England, near the border of Wales.]

Mr. SiesERLING. I would like to have you give us the proximity
to larger towns where they can get banking facilities all the time.

Mr. AxpERsON. I regret I can not.

Mr. SerserLING. You can see that is important.

Mr. Anperson. It is, and if T had had time, I would do it.

Barclays, Lloyds, Midland, and National Provincial, open on
Monday.

Mr. StronG. In a a town of 22,0007

Mr. ANpERsON. I say, the thing is so startling, I want you to make
an independent check of the population figures there.

Mr. StronG. If it were 2,200, it would be an outrage.

Mr. ANDERSON. Acworth, 3,400, two branches of Barclay’s Bank
and one of the Midland Bank, Tuesday and Friday.

You can see I have not gone through the “A’s” yet.
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Acomb, 2,800; Barclay’s Bank, Midland Bank, Tuesday and Sat-
urday.

An};trey, 2,600 people; National Provincial and Westminster
Banks, Monday, Wednesday, and Friday. It has good facilities,
three days a week.

Arlesey, 2,300 people; Barclays on Thursday.

4 Bradninch, 2,000 people; Lloyds on Thursday, Midland on Thurs-
ay.

IBjIere is an Irish town, Carrick Fergus, 4,208 people; Tuesdays and
fair days, the Belfast Banking Co.

Chalford, 2,980 people; Lloyds on Thursday.

Chasetown, 5,188; Midland on Tuesday, Thursday, and Saturday.

I have just gone down through my “C’s.” I will not go through
the alphabet with you.

Mr. StronG. That will be in the record?

Mr. Anperson. Here is the alphabetical list, which I have already
submitted for the record, with the towns of England, Ireland, and
Scotland, with the population indicated in some cases.

Before I leave that, let me say another thing. Here are some
very little places that have something. Here is Allonby, 450; the
Midland Bank (Ltd.), Tuesday, October to June, and Tuesday and
Thursday, July to September.

There are some very small ones that have something that probably
would not have anything if it were not for the branch banking system.
I think we may learn something from that.

I think that branch banking perhaps centered about a county seat,
with little offices in small places that could not afford independent
banks, is worth studying.

Mr. StroNG. But the main benefit there would be those little
window stations, to collect the accumulations of the people and take
them to the main bank. They could not do much of any other kind
of banking business for the people.

Mr. AxpErsoN. They make loans there.

Mr. StronG. But a man who wanted to make a loan would have
to wait until the next week or the next season.

Mr. AnpErsoN. Well, an Englishman can do that. An Englishman
works methodically and looks ahead and plans a long time and proba-
bly talks over the question whether he wants that loan, for a month
before he applies for it. Our rapid-fire methods they do not use.

Mr. StroNG. Anybody in this country who wants to borrow money
for a specific purpose does not want to wait until next week or next
month to know whether or not he can get the accommodation.

Mr. AnpERsON. I do not question the goodness of this system for
England. T ask you if you want it here; that is all.

In Germany, at the present moment, as a result of the merger of
two great banks with nation-wide branches—every community prac-
tically in Germany is being affected—they are closing down, con-
solidating these branches, reducing the number. It is making a differ-
ence all over Germany. It is making merchants shift their banking
connections all over Germany. Customers are changing.

The effects of a merger in New York are in New York, in the
institutions affected. The effects of a merger, if you have a great
branch banking system, run all over the country. Anything of that
sort has wide ramifications.
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I believe in the banking profession from a good many points of
view. I have known bankers in many countries. I have known
them in many parts of the United States. The banker, by virtue of
his education in his business, the education that comes just from the
work he does, tends to take a broader point of view than the man in
most other lines of business, not because he is a better man, but just
because his work educates him. He has got to look at all the interests
in the community. Everybody deals with him. His prosperity de-
pends upon the prosperity of the community as a whole. He does
not want feverish development here at the expense of some other
part of the situation. He gets to be a very good adviser. As he
talks with people and customers come in and tell him things and
talk over things with him, he gets a generalized picture of business,
not knowing as much about business A as the man in business A
knows, but knowing the philosophy of business. A man in the
textile trade comes in who has a problem; well, somebody else in
steel had a similar problem and the banker knows about that, knows
how it was solved and he has an idea to pass over to the textile man.

I do not want to see good bankers disappear from the smaller com-
munities. I think that it is a good thing to have strong, trained,
independent bankers, interested in the local community, stay in the
local community. As I have traveled about meeting bankers in this
country, meeting bankers in Europe—there are extraordinarily able
bankers in the financial centers of Europe, but you go into the
branches away from the head office, and you do not find bankers of the
caliber that you find in cities of the same size in the United States,
where they are independent men handling their problems as masters
of their own banks.

I believe that the country would lose a very important influence
making for good business, for initiative, for business education, not
right away but in the course of time, if we change from the general
system of unit banking to the general system of branch banking away
from the city of your head office.

Mr. Chairman, I do no twant to take very much time in making
my statement. I would rather have the committee have all the time
it wants to ask questions. May I ask how many members of the com-
mittee have read this speech that I made in North Carolina?

The Cuairman. I think a number of them have seen it.

Mr. AnpersoN. Perhaps I had better make a summary of some of
the main points. For the benefit of my friend, Mr. Seiberling:

Mr. Branp. I think he has read your speech He stepped out
just for a moment.

Mr. AnpersoN. He has evidently read it. He raised the question
about my first heading, “A Revolutionary Proposal.” That is a
short way of saying, A proposal of fundamental change.” I did
not mean it as an epithet.

I have a great admiration for the comptroller, a great admiration
and affection for Governor Young. Ihave not known the comptroller
long; I had not had the pleasure of meeting him personally until
yesterday. But my feeling about the thing is this: The governor,
the comptroller, and others who have presented the proposal for
branch banking here have done it sincerely, based on knowledge,
based on study, in the interests of the country.
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I think that I have some ideas which also in the interest of the
country ought to be presented on the other side.

The question of personal opposition is not there at all. They are
our friends; we are their friends. But in the controversy, in the
presentation by fair men of opposing points of view, the truth comes
out, and it is just in that spirit that I have taken a citizen’s right to
oppose their position.

Mr. SeiBerLING. Were you explaining, while I was away, your
statement with reference to a revolutionary change?

Mr. AnpERsoN. I am going to give it a new phrase that I think
you will not object to. I will withdraw “revolutionary proposal.”
I will call it, “A proposal of fundamental change,” and I will make
the same point with reference to it, that a proposal of fundamental
change calls for much stronger argument that a proposal for minor
amendment, and it ought to be much more carefully considered.

I was just explaining that I had no disposition to say anything
offensive to my good friend, Governor Young, or to the comptroller,
for whom I have great admiration.

I make the point here that the existing movement toward group
banking and branch banking leaves out the little banks, the micro-
scopic bank almost, the bank of $300,000 deposits on the average,
which has been failing. That is the average size of the failed banks
in the last nine years. These group banking and branch banking
plans handled by able and intelligent bankers, who must take care
of their stockholders’ and depositors’ money, call for good banks.

Mr. Bussy. You said something about the average size. Is that
from the standpoint of deposits or number?

q Mr. AxpersoN. Deposits. The average size was $300,000 of
eposits.

Mr. BusBY. You were not speaking from the standpoint of the
number of banks that failed?

Mr. AxpErsoN. The figure of failed banks is about 5,000, and the
deposits of those banks is $1,500,000,000, and the average is $300,000.
The average size of banks going into the group and chain systems is
very much larger.

These figures I have taken from your own record. I want to say,
Mr. Chairman, you are doing an admirable service here in publish-
ing this record and the facts that the comptroller presented and the
facts that Governor Young presented, especially, are valuable,
significant facts.

Mr. SeiBerriNG. I understood that you were about to say when
you were interrupted that the chain groups only wanted good banks.

Mr. ANpERsON. In general.

Mr. SeiBeERLING. You made that statement, did you not?

Mr. ANpERSON. In general. As good bankers they are not going
to pick out a failing bank that is going to cost them more money than
it 18 worth. It might happen in individual cases that something
would be done along that line. In a great emergency, good bankers
will sacrifice money to save the general situation.

We all pitched in, you may remember in, in the rescue party for the
Northwest that Mr. Jaffray conducted, put up money that we did
not know whether we would get back or not, to meet an emergency
situation. But that is not usual banking practice and no banker
responsible to his stockholders, responsible to his depositors, has any
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right to make a move that is going to cost his bank money, except in
some such emergency.

As to the size of the towns where these failed banks were situated,
40 per cent were in towns of less than 500 people; 80 per cent in towns
of 2,500 people or less; 92 per cent in places having less than 10,000.
There were no failures at all of banks having $2,000,000 or more of
capital. There were only four failures among banks having over
$1,000,000 of capital. And I conclude that it may be said that for
cities of 10,000 or morz people and that for banks of $100,000 or
more, there has been no problam of sufficient magnitude to justify
extraordinary concern or to call for more than local attention.

The causes of these failures I do not find in things that have any
particular concern with the question of branch banking on the one
hand or unit banking on the other.

The first and foremost cause was the great boom of agricultural
prices and land values before 1920, the collapse of agricultural prices
and land values following 1920, and the adverse conditions in agricul-
ture that have since continued.

The second great cause is real-estate speculation in the period
since 1920 in certain important sections of the country, notably
Florida and some adjacent States.

Mr. Strong. Would you mind an interruption there? The bank
commissioner of the State of Oklahoma in a statement before the
committee presented this condition. He said that a very small per
cent of the banks organized since 1920 in the rural communities have
failed, giving evidence of the fact that the failures were caused by the
hangover of frozen loans during the war and the boom and the defla-
tion period that followed.

Mr. ANDERSON. Yes, sir.

The CuarrmaN. Since you speak of bank superintendents, I
would like to introduce Mr. Nelson, the auditor of the State of
Illinois, who is present with the committee this morning. Mr. Nelson
is the superintendent of banks of the State of Illinois who is visiting
Washington and has just dropped in at our hearings.

Will you proceed, Mr. Anderson?

Mr. AnpersoN. I have figures here taken from your records show-
ing the geographical distribution of these failures that bears out this
proposition. During that same period all of New England had only
26 failures, that is, during that 9-year period. New York had only
12 failures and Ohio only 36. New Jersey had none at all; not a
failure. New Jersey was not lacking, by the way, in some agricultural
difficulties. Monmouth County had a bad period with her potatoes
and there were certain other sections where small country banks had
to struggle along. But not one went under.

What about branch banking during that same period, and exposed
to these same causes? You had in Georgia, and running into Florida,
as I remember, a chain, which went down, which would have gone
down if it had been a group, which would have gone down if it had
been a branch banking system.

In Canada, the Home Bank, and the Merchants Bank, with 400
branches, went under from these same causes.

In Denmark, a great bank with branches widespread, went under.

The Banque Industrielle de Chine in China collapsed with its bank
notes out, bringing disaster all over that great country.
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The Banca di Sconto in Italy, with a great head office and big
branches in the big cities, with little branches in the smaller cities,
all went down together at one time. That is a fearful thing.

Mr. Fenn. What about South Africa?

Mr. AnpersoN. I have not the facts there.

In Japan, they held it off. T am going to make another point about
Japan and about banking concentration. In Japan, in 1919, a crisis
started. Silks broke violently. A crisis started. A few great banks
and the Government and a few great industries got together. The
thing was so concentrated that they could choke the crisis off, just
held it without getting in liquidation, without getting a break in com-
modity prices on a great scale. They carried it over, unliquidated,
frozen for seven years. For a time, they even paid out wages to idle
labor, borrowed at the banks to get some money for it. They paid
out dividends out of corporate reserves when the corporations were
not earning any money, trying to hold it, trying to prevent the crisis.
Then in 1927, after enduring seven years of stagnation to avert losses
on one year’s inventory, a greater and more disastrous crash came and
not only did the industries go down, but some great banks went down;
great banks with branches, gigantic systems affecting the whole
country.

In the meanwhile, we in this country with 25,000 banks, when the
crisis hit us in 1920, could not stop it. Each bank had to meet its
obligations at the clearing house every day. We could not hold
frozen positions. We had to liquidate. Calling on the Federal reserve
banks, we could steady it, make it steady, keep it from turning into a
panic, but a liquidation, a readjustment, we had to have. And so
we cleaned up the weak spots, got prices down and got costs down.
Cases of necessary failures, we took care of. There were no unneces-
sary failures. We got clean and got ready for the net upward move,
and by the third quarter of 1921 business began to improve in this
country. The year 1922 was a good strong year. Ilike the flexibility
of our competitive American system. I do not want to see banking
concentration or any kind of concentration go so far that a few men
can get together and say, as these bankers and government officials
in Japan did, in the interest of the country, believing that it was a
good thing to do, “Let us stop the liquidation; let us hold it.”

No; I do not want anybody to be powerful enough to do that. I
want the automatic economic forces to work. I want the competitive
play of the markets to work so that readjustments will come, as they
have to come, and we will get through with them and start up again.

Austria had a break last year, a great branch banking difficulty
growing out of the same deferred causes, trying to carry things over.
If they had been separate banks, some of them would have gone
under and some of them would have survived years ago. As it was,
it all hung together until it all went down.

Now, as to remedies. 1 see nothing in this situation regarding
banking failures that we have been having, to call for radical changes
in iaws regarding branch banking. The problems do not extend
throughout the United States. They are centered in particular
States. They do not relate to institutions of such size as to be
beyond the power of the States to deal with for themselves.

I think the main legislation should be State legislation; that the
chief legislation which would be called for here would be such modi-
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fication of the laws as to let the national banks in a given State do
what the State banks may do in the matter of branch banking, in the
interests of parity between State and National banks.

That is a conclusion, Mr. McFadden, that I have come to rather
reluctantly, because I liked your idea about it when you were dealing
with the matter two or three years ago. But I am inclined to think
you have to make a further concession of that point in the interest
of parity between State and national banks. And maybe you will
not have to go that far; maybe something less than that would meet
the situation.

The CrairMAN. You like the confining of the operation to State
lines rather than trade arcas?

Mr. AxpersoN. The State line, by all means. I should strongly
oppose foreing upon an American State that was opposed to branch
banking, by Federal law, a branch of an outside institution. And I
think, Mr. Chairman, that the specialist is always in danger of for-
getting that he is a citizen and in his zeal to do a thing that seems
good from the standpoint say of banking or from the standpoint say
of health or from the standpoint of this or that, he is too cheerfully
willing to destroy the Federal system of Government of the United
States. I believe in the States. I believe that Washington already
has too many things under its control; that it makes too many
decisions for the country. I believe that problems differ in different
parts of the country and ought to be handled locally as far as possible.

I find on the other side of the water—in England, for example—a
movement toward devolution, that Wales and England and Scotland
separately may do more things for themselves rather than have
them all done by general law. Centralization has gone too far in
many places and I do not want to see the State destroyed or the
State’s power destroyed in these matters.

I like very much some of the moderate ideas of Mr. Platt, of the
Federal Reserve Board, with reference to local branch banking, in
order to give something to the little village that can not afford a real
bank. A bank in the county seat, a good bank in a good county seat,
with small inexpensive offices out in the villages might serve them
much better than they can be served by independent banks in the
villages.

Sometimes these little banks are awfully good. I have a prize, in
a tiny village in Missouri, which is about 30 miles from the railroad.
I am a Missourian and for my sins I own some land down near there
that I have had for about 21 years and can not sell.

Mr. SesErLING. How long are you going to keep it?

Mr. AxpersoN. I wish [ knew, sir. I will sell it to you very
cheaply, if you will take it. But here is a bank, capital $10,000,
surplus $3,000, undivided profits $784 and 6 bits, deposits $78,000.
It is a good bank. It has an able man running it, and he is mighty
useful in that little place. There are about 250 people. He is remote
from the railroads, and the automobile roads are not good through
there. In general, however, a village of that size can not support
a bank. It might have an office open Tuesdays and Thursdays to
advantage, might it not, from the near-by county seat? That is
better than no bank at all. )

Now, legislation along this line, State legislation, simply supple-
mentary legislation here, such as to enable the national banks to do
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the same thing, authorizing banks in the larger cities to establish
branches in outside communities with 10,000 or less inhabitants, or
even 5,000 or less inhabitants, would accomplish virtually every-
thing with respect to the preventlon of small-bank failures that
branch banking could in any case accomplish. Furthermore, such
a limitation would concentrate upon the communities most in need
of it the attention of the bankers who are in favor of such develop-
ments but who would be hunting bigger game in larger cities if the
whole field were thrown open.

I said something at the end about a very grave practical danger
that I shoud apprehend if the legislation that has been proposed here
were put through.

If you authorize banks of the country to establish branches through-
out great districts, wide as Federal reserve districts, or wider——

Mr. StronG. Trade arcas?

Mr. AxpeErsoNn. I am not talking about trade areas. I have not
got a definition here yet. It is clear that it can be for a big city bigger
than the Federal reserve district in some cases, and if it is going to
be an economic trade area, then for New York it is going to be a very
big district indeed and for Chicago it is going to be a very big district
indeed, with overlapping. And St. Louis had a big trade area. You
can not limit it to the Federal reserve distriet if you are talking
economics. If you are taiking about the natural course of trade, it
runs wide. Even if it is just Federal reserve district wide, you are
going to start a competition among the big banks, buying up other
banks; all over that i should s hudder at. 1 do not want to seeit. I
do not want to see that orgy of bauk-stock speculation. I do not
want to see promoters running in there to get options on banks to
sell to big banks.

I do not want a revolutionary change. I want evolutionary
changes. I want an experiment here, an experiment there. We are
adopting things generally to our present system. If we are going to
change it, it should grow, it should be modified. But let us do it
gradually. Iet us not start a thing in Washington sweeping all over
the country that will make this revolutionary change or this funda-
mental change.

I think I will not talk longer, Mr. Chairman.

The CuatrmMAN. The committee will not go into executive session
for a few moments, and we will resume this hearing a bit later.

(Whereupon the committee went into executive session.)

(The hearing was resuined, following the executive session, Hon.
James G. Strong, presiding.)

Mr. StroNG. You may proceed, Mr. Anderson.

Mr. AxpErsoN. I want to make one statement, in addition to
what I have said, if you will permit me.

There are exceptions to the general statement I made that the
groups are not taking an interest in the small banks. In one case
there was a bank of $410,000 deposits taken into a group. There
may be others; the average size is very much larger.

I am informed also that one of the groups in the Northwest,
although it started out taking in only the strong banks, has lately
put four or five million dollars of new money into some communities
where the banking situation was very bad, to give them banks.
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That is exceptional, but I want to put into the record the fact that
the exceptions really exist.

Mr. Strong. Doctor Anderson is now ready to answer questions.
Heretofore we have proceeded to permit the members to cross, examine
a witness according to seniority. Some of us have taken so long a time
in our cress-examination that when we got down to the end of the
table some members have been deprived of their opportunity to ask
questions.

I want to suggest that in the first round of questions we limit each
member to five minutes; and if that has the approval of the committee
we will proceed in that way.

Mr. Strrong. Doctor Anderson, your statement I think has been
very valuable to the committee in many ways. One of them was in
showing to this committee the fact that in countries that have long
had established branch banking the small towns have finally been re-
duced to the banking privileges of perhaps one day a week.

Mr. AxpErsoN. 1 would not generalize from England. These are
the facts about England.

Mr. Strong. Isnot that because of the practical elimination of the
middle-class people in England?

Mr. Axperson. I would not say so.

Mr. Strone. There is' a wealthy class and then the employees in
England. Individual business has pretty well been eliminated.

Mr. AnpErsoN. There is a large employee class and a lot of shop-
keepers.

Mr. StroNG. Small ones?

Mr. AxpERSON. Yes.

Mr. Strong. We are starting upon a system in this country of
mergers, mass production, and chain stores of all kinds, clothing stores,
grocery stores, drug stores, and cigar stores; and if we adopt the Sys-
tem of branch banklng it means the elimination of the small bank,
making it simply a teller’s window, with that responsibility only
and the head bank will be in some other place, and tending to further
eliminate the individual man in business.

Mr. AnpersoN. I think the local bank is more likely to help the
smaller business man, to help the growth of the smaller communities
than a branch would, and yet there are exceptions to that.

Mr. StrONG. Certainly.

Mr. AxDERSON. In some countries they tell me the thing has often
worked the other way.

Mr. StronG. In small-sized cities and small communities the
privately owned bank, owned by the community, is generally operated,
practically always operated, in the interests of the commumty
Is not that banker generally the backbone of that small community?

Mr. AxpersoN. I believe he is very important.

Mr. Strong. The Comptroller of the Currency in suggesting trade
areas for branch banking was not able at that time to give us a picture
of what the trade areas would be when applied to the United States,
but he said they were working it out.

When the governor of the Federal reserve system was before us he
stated, I think, that they were working out a plan that probably
would embrace about 35 trade areas in the United States, which
would mean not necessarily following the lines of the Federal reserve
¢listricts, some of them, perhaps, overlapping.
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Then the governor of the Federal Reserve Board suggested that he
thought within 50 years we would have nation-wide branch banking.

1 did not cross-examine him as to what his conclusions were, but
to my mind if we are now going to go from branch banking controlled
by cities to trade areas of 35 units in this immense country, some of
them overlapping, undoubtedly that overlapping will enforce an en-
larcement of the trade areas, which will finally mean nation-wide
branch banking. Would not that be your conclusion?

Mr. Anperson. I think if you sanction the movement it might go
very much farther.

Mr. Strona. If we arve to expand branch banking to 35 trade areas
in the United States, which you feel and 1 feel will grradually become
reduced to a lesser number and finally produce nation-wide banks,
those branch banks and groups would naturally be contrelled in the
larger moneyed centers.

Mr. ANDERsON. Yes.

Mzr. Strona. They themselves wovld have a tendency toward com-
binations?

Mr. AxprrsoN. A tendency to combination with the springing up
of new banks. Perhaps you have noticed the growth of Mr. H. P,
Howell’s new bank in New York in the last three or four years. I am
not sure that the growth of banks in the big cities has been out of line
with the growth of customers in the big cities, great corporations,
and so forth.

Mr. StronG. I amm putting that as a {inal conclusion. Then that
would lead to a few great groups not only controlling the money but
the credit of the Nation.

Mr. AxpErsoN. The tendency wounld be there.

Mr. StronG. Would not that put the entire Naticn under the
domination and control of these groups?

Mr. AnpersoN. To the extent that competition was eliminated;
yes. Butif the groups remained numerous enough so they competed
vigourously, I think that would not be true.

Mr. Fenn. I did not have the opportunity to be here when you
began your statement. Ia your long experience and your intimate
experience, do you think the system of branch banking would be
beneficial or detrimental to the Federal reserve system? Have you
given that consideration?

Mr. Axperson. I had not given it special consideration. Offhand
I can not see how it would affect the Federal reserve system greatly
if the branch banks are in the Federal reserve system. It works in
Europe. This system works along with central banking.

Mr. Fenn. And works well?

Mr. AxpersoN. The central bank can control the money market
just as well in Europe as it can here.

Mzr. Funn. I am speaking of the relationship of the member banks
to the Federal reserve system.

Would you extend the provisions of the MceFadden Act in regard to
branch banking; and if so, would it be beneficial or detrimentai?

Mr. Axperson. You mean allow the national banks to do what
the State banks do in a given State?

My suggestion would be that the only legislation this committee
need to recommend so far as branch banking is concerned, would be
that national banks may do in a given State what State banks and
trust companies may do in that State.
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Mr. FEnN. In other words, you would extend the provisions of the
McFadden Aet?

Mr. AnpersoN. Under the McFadden Act they are limited to the
large cities.

Mr. Fenn. You would extend the McFadden Act?

Mr. AnpersoNn. I think it may be necessary. It is a conclusion
I corae to reluctantly, but it may be necessary in the interest of parity
between the national system and the State systems to allow national
ganks to do in a given State what the State laws allow State banks to

0.

Mpr. GorpsBorovaH. Doctor Anderson, I understand your view
to be that even though you do not approve state-wide branch banking,
you think that in the interest of the national system as a system, it
should be allowed the same branch-banking privileges as State banks
are allowed?

Now, I think I am correct in saying that recently at least in two
States laws have been passed which prevent any extension of branch
banking in State banks.

The pressure which has done that, in my judgment, is the pressure
of the national banks which were not allowed to indulge in branch
banking in those States.

Would it not be better to allow the condition to remain as it is, so
we would still have in the States which allow branch banking the
pressure of the national banking system against branch banking in
an endeavor to eliminate branch banking in States which now allow
it, my thought being that if you have in a State not only state-wide
branch banks of State banks, but state-wide branch banks of National
banks it would almost take an economic revolution in the State to get
rid of that system, however bad it might be found to be.

Mr. ANDpERSON. You are raising a question which I do not feel very
competent to answer. It is not a question of economics; it is a ques-
tion of politics. It is a question of what is the best way to control
the legislative policy of a State.

In general, I do not like to consider an argument of that kind; I
had rather have the case up for its merits as an economic question in
the State, trusting to the good sense of the State to work it out.

I am not so absolutely sure that I am right about these matters
not to be willing to see the State experiment along different lines if
the good sense of that State wants to experiment along that line and
to learn something.

Mr. GoLpsBorOUGH. In a speech I made in the House some time
ago I presented the argument that we should allow States like Cali-
fornia, for instance, to work this thing out and find just what the
final reaction was before we extended the national system.

But what I am afraid of is that if we extend the national system in
States like California, for instance, branch banking among national
banks would become so widespread it would develop itself, whether
it is sound in principle or not, and that the best way to handle the
matter is to attempt to stop branch banking in State banks rather
than to extend branch banking in the National banks, provided we
are right in principle that the unit bank is the better system for a
country like ours.

Mr. Anperson. When you say ‘“‘a country like ours,” we have
every variety of situation in this great country of ours. I am not
sure that any one practice is best for the whole of 48 States.
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Mr. GoLpsBorROUGH. You de not think, then, that there is a basic
principle involved. You do not think there is a principle which says
1t is better, even at the expense of what appears to be efficiency for
the moment, for the communities in the country to develop as indi-
vidual entities, so they will have their own institutions, their own
banks, and their own businesses fostered by these banks?

Mr. Anperson. That is a principle which I believe in; but I
believe in some other prineiples which might oppose it.

I think you have & number of factors to take into account, and you
have to work out an adjustment among the different factors. Sup-
pose you have a State with only one city of any size, the rest being
small communities, and they have not a great deal of banking capital
anyway. Might it not be better centered about that one city in the
State and have it aggregated there?

Mzr. GoupsBorouaH. If vou could control it. But after it starts,
can you control it? After a while does not the bank, get so much
control over legislation that the system will develop itself and get out
of control? That is the diffienity I see.

Mr. ANpERsoN. 1 do not believe in inevitable economic tendencies
I think that law is a powerful instrumentality that enn change
economic fendencies.

Toward the end of the eighteenth century England and France
both had immense concentration of land in a few hands. But s
and France are widely (hﬁmer-f n that I(‘\])t\'i now. The land is
widely broken up into very small holdings in ¥'rance, while in England
it remains as it was.

Mr. GorpsBorouan. But France had to have a terrible vevoiution
to arrive at that result.

Mr. Avperson. It did not need to have.

Mr. Gorpssorovan. But it did have.

Mr. Axprrson. France changed the law of inheritance. The
English law gives all the land to the oldest son, while the Fr
law provides for equal distribution among all the children. 7
a century you had this immense change.

Mr. GorpsporouGH. So this change in France toolk place—-

Mr. AnpERsSON (interposing). As the resutt of the revolution——

Mr. GoupsrorouGH. As the result of the revolution, of cour

Mzr. Axprrson. But the change could have taken K)la( e by
legislation in a democratic (‘mmtn

I believe in demoerzey; T do not think democracy is powerless
against oapltai or agamst economic interests of other kinds. I
would rather see the States left with a good deal of freedom to experi-
ment, and make mistakes if they want to.

Mr. GoupssorouaH. [ agree with that. But the question which
arises in my mind is whether we ought to sacrifice a prineiple we
believe in because it will be more expedient or more profitable for
the national system to do so.

Mr. Anperson. T would hate to see s
matter of competition between the States

Mr. QoupssoroucH. That is your present pos

Mr. Awperson. Yes; I am making this as a re
Maybe you do not need to go so far. Itis 2 concess
to the comptrolier’s views.

ant concession.
ton 1 am making
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Two or [moe years ago, when the McFadden bill was up, I thought
he had gone far encugh. T am making this concession alter reqdmg
the comptroller’s testimony.

Mr. GorpsBoroves. I want to state the condition in Carolina
County, dd., which is typical of conditions throughout Maryland,
and es I understand it, pretty well throughout the Kast.

Caroline County has a population of abeut 18,000 and it has 9
b‘am s. All those banks are prosperous.

The 1]sbor0 Bank was started in a place of 150 inhabitants in
about 1909 with capital stock of $12,000. That stock is now worth
7 to 1.

The (}mdsbom Bfmh was sta
i 19 209, and that staek

YWe have found that hav
the county has helved the i
deal and h% secured d a mu
when ev o county seat.

Mr. S puiies fo th: Government.

My, ANDTu wox. What are Yoursources oi incorue in the connunity?

Mr. GowupsBoroucn. Principaily, general fmnung, truck farming,
and the canning industry.

Mr. Anpersox. Huve you some retired capitalists there who have
secu :

Mr. (JOLLbHOPOUG‘{ No.

Afr. AnpeesoN. 1 like to see tiie little bank survive in the little
e. I have an affection for it.

iv. GOLDSBOROUGH. 1s it not more than a question of sentimens?
Is there not a question of selidarity involved?
. Axpersox. 1 think it is good for the country to have them,

na pLuﬂ of about 100 inhabitants
about 5 to 1, with 812,000 capital.
se local institutions seattered around
ts of the local communities a great
er government for the county than

m a lot of places they are being eliminated by the new economic
developmenis and in 411030 cases pi Fobab Iy we had better have branch
baniss. 1f the banking bubmess is dininishing we had better have one
strong bank than a loi of weak ones. But if you have a good, strong
situation there mtl* soveral local banks, the more competition the
better, if 1t 1s good competition.

Mr. GonpssorovucH. 1 was ta]l ng the situation over with the
president of one of the Jor‘dmg banks oi the eastern shore of Maryland
the other d‘“,, and T said, “3vhat weuld happen if some bank came
from New York or Bahnnmo and offered your stockholders one and
one-half f01 one of the real value of the stock?” He said, “They
would seil.” The unit bank would be wiped out whether it was good
or bad

”il‘cre are a good many of us, and 1 am one of thein, who feel that

hat Congres should dois to act as a re straining influence rather than
a lib(ﬂ'alizing one, certainly until we find what the secondary reaction
is going to he in States like Caiifornia and in these group systems.

Tt does seem to me that any encouragement on our part of the de-
velopment of branches in States which already have that system would
tena to go in the very direction which the unit banker, that is, the
citizen who believes in unit banking does not approve of.

You still feel that we ought to let the national banks do what the
State banks are doing?
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Mr. Anperson. It might not be necessary to go as far as to author-
ize state-wide branch banking, but I think there are some States where
this system of rural branch banking, along the lines that Mr. Platt of
the Federal Reserve Board f{avors, would still help the situation.

I am thinking of our friend from Georgia, Judge Brand, and of his
problem, for example.

You might say the national banks could go so far as to put branches
into towns of five or ten thousand or less. Then that would not ex-
pose you to what you do not want.

Mr. GoLpsBorROUGH. My experience of nearly 30 years in politics
is that when you abandon a prineiple, if it is fundamental, pretty soon
you lose control of the situation created by that abandonment. For
instance, in connection with this matter we arve discussing—when you
control the credit of a community you control its political life and its
business life; you control practically everything in it from an economic
standpoint. You can not get away from it.

Mr. AnxpersoN. I do not want to see banking monopoly any-
where; I want competition preserved.

My, Bussy. In regard to extending branch banking by national
banks to States having a general branch banking system, do you not
sec that ns an effort to correct what is admitted by you to be an
evil situation by acceding to it?

Mzr. AxprrsoN. I do not think that is the comptroller’s purpose.

Mr. Bussy. If T understand you, you are against a national law
extending branch banking to all the States?

Mr. ANpErsoN. Yes, sir.

Mr. Bussy. If that is sound as a general principle, why would it
not be sound as to the States that have a branch bankmo system,
such as California?

Mr. Axprrsox. There are two principles involved here; one is
whether with a Federal system like ours, with our system of States,
with a Federal Government of limited powers, whether under that
system the States have a right to say a great deal about what they
want.

Mr. Busey. Yes.

Mr. AxpersoN. Now, then, here is a banking principle which
seems to conflict with that in seme measure.

I am willing to concede to the States that want to do a thing I do
not approve of, the right to do it, but I do not want the Federal
Govemn ent, by law, to do the thing we do not w ant.

. Bussy. You want to prevent them from doing that thing in
ordex to protect the national banking system in those “States?

Mr. Axperson. Yes.

Mr. Bussy. Yet you will concede that it is an errvor for the State,
as it would be an error for the National Government, to place branch
banking

Mr. ANDL‘E?SO\ Ginterposing). No, sir; that would not necessarily
foliow. 1t micht Lo thn best thlm for o State to establish, say,
county-wide br anm hanking, or br anch banking in groups of countics.
I would even concede the possibility in some ‘States that state-wide
branch banking might be desirable.

Mr. BusBy. You understand that most of the laws enacted by
Congress apply to all States alike.
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Mzr. AxpERsON. Therefore,Idonotwant this act passed by Congress.

Myr. Bussy. That is the general policy that national legislation
applies to the entire country alike.

Mr. Anperson. Exactly.

Mr. Bussy. While to extend branch banking for national banks
in States that provide branch banking systems, you would be willing
to make that exception to the general method of enacting national
legislation?

Mr. Anperson. I think Congress might be even wise in erecting
a principle of national legislation that where you have to deal with
local matters, Congress would follow the State law.

Mr. Bussy. It strikes me you are conceding the point for the sake
of expediency rather than carrving out your economic theory and
standing on such questions on what you feel and know to be sound.
That is my comment on vour answer. Have you any reply to that?

Mr. AnpursON. Yes, sir; and I would like to refer you to some
decisions of Mr. Justice Holmes.

Mzr. Bussy. I only have five minutes.

Mr. ANpERSON. Let me say that there are principles of economics
and there are principles of constitutional law and there are principles
of morality, there are principles of banking technique and you have
to harmonize them all. You can not erect one and say this is the
principle you have to take, if you want anything.

Mr. Busy. Whether involved in this or not.

Now, with regard to controlling established branch banking sys-
tems, or coordinating the systems of banks, what is your view with
regard to the holdmg company, or the part it plays in that field just
now? How are we going to get by its interest, if we are going to carry
out the policy you have indicated?

Mr. AxpERsON. I have not said anything about that.

Mr. Bussy. I noticed you had not, but it seems to me as fruitful
a field for legislation just now as the banking field. Tt is the thing
that is absorbing the banking system throughout the country, by
putting into effect its own uncontrolled and unmanageable plan in
regard to banking, from one end of the country to the other.

Mr. AxpERsON. I am not enough of a lawyer to know what sort
of legislation, if any, should be drawn with respect to that. I believe
there should be supervision; I believe in the general American prac-
tice of public supervision of banking institutions.

Mr. BusBy. We have had instances where not only two, but a
number of national banks were owned and controlled by holding
companies, with not one share of the stock in the hands of individuals.

Is it not getting beyond our national banking system of control
when a State-chartered institution comes in and takes control of all
the stock and all the capital of the national banks that are chartered
under the laws of the United States?

Mr. AxpersoN. There is nothing in that, as far as I know, that
violates the law. .

Mr. BusBy. That is our problem now, more than anything else
with regard to banking, it seems to me.

Mr. AxpersoN. The comptroller is making some studies, is he not,
with respect to that?

Mr. Bussy. We have heard some views, and I thought maybe you
had some additional ones.
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Mr. Axperson. I have thought about it, but I had not thought it
through, and I have not a definite suggestlon to make with regard
to it.

Mrs. Prarr. Doctor Anderson, in looking over your report again I
notice you make the statement that many of those small banks failed
because of a lack of diversification of their credits, while many others,
because of diversification, continued to exist. Does it not come right
down to this, in your opinion, that it is a lack of good management?
You state in your report that banks have contmued to operate because
of their diversification of credits and because of the connections
they have made by which they could exist, outside of their own State,
and that it has been to their advantage to do that.

It is your opinion, is it not, that the small banks perhaps were
founded with too small capxtal and were without good business
management, and that it had been the result of their own mismanage-
ment and lack of foresight?

Mr. ANDERSON. Poor management in a difficutt and unusual situa-
tion. There were a great many of those bankers who were good bank-
ers in the days when they did not have quite enough money to lend
and had to discriminate among their customers, and then came the
great expansion of money, and the question of what should they do
with their money. They tied up too much in 10cal mortgages. That
was the worst element; and when the crash came

Mzrs. PratT (interposing). Do you not feel that because there were
so many of those banks some of thern were bound to fail, no matter if
all of them had a diversity of credit?

Mr. Axperson. There are parts of the country where there were
too many very small banks, and some places where there was one bank
to six or seven hundred people, or one bank to 1,200 people, and it was
not possible for them to get along. There were too many of them and
they could not get adequate management for them. If they could
have had one bank to 2,500 or 3,000 people they might have got along
pretty well. The very tiny bank has been overdone, and we need to
correct the system with respect to that.

Mrs. PraTr. In some States where they have the State banking
system and where they have branch banks throughout the entire
Sta(%e they have withdrawn from the Federal reserve system in order
to do so.

You say you have reluctantly come to the conclusion that national
banks should have the same privileges?

Mr. Axperson. I think it is better to have them in the Federal
reserve system.

Mrs. Prarr. If they do not have that same system, is it not a
necessity in those States?

Mr. Axprrson. To let the national banks do it?

Mrs. Pratr. Yes; because they will then not withdraw and go into
the State systems.

Mr. Axperson. How many of the State banks have withdrawn?

Mrs. Prarr. 1 could not state that. That was brought out here.

Mr. Goupssorouan. Only some very small banks, T think.

Mr. A~xpersoN. I do not believe a great bank can get along any
more in this country without staying in the Federal reserve system.
I think they need the Federal reserve system, and the bigger they are
the more they need it. 'The smaller ones can look to the bigger to be
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a reserve bank for them, but the great bank must wither carry a
tremendous lot of idle vault cash or else it must be in the Federal
reserve system.

Mzr. Stroxa. Do you not think a lecal bank, an independent bank,
a bank locally owned, where the officers are interested locally outside
the bank would be 2 better bank for the community and be as good a
judge of loans as a manager sent in from the outside, whose appoint-
ment was subject to the approval of the parent bank?

Mr. AnpersoN. He would know the local community, he would
know the people there. His heart would be there. He might not
be very well trained as a banker. He might be overenthusiastic about
the local comununity. I think, in general, the proposition is right,
but I think there are enough exceptlon so that we must listen to the
branch bank side of it.

'nr STRONG. D¢ you think that the parent bank would be able to
empioy a manager in a little town who would be a better banker than
2 man who grew up in that little town and had his money tied up in
it and knew the people?

In other words, they will employ & man with ability in the little
town, but he will be a small salaried man. o you th iink that on the
average the chance would be that by putting in a manager from the
outside in that way that yeu would get the ahility in a bank that
you would get in a town where a rian owned his own bank?

Mr. AxpErsoN. I think the presumption is in favor of the local
banlk.

Mz. StronaG. Did I understand you to take this position, that you
are opposed to branch banking, opposed to trade area branch banking,
but would consent, as an experiment, to state-wide branch banking?

Mr. AxpERsON. If the State wants it.

Mr. StronG. Then if you will permit one State to have State-
wide branch banking, then the hankers in other States and the people

who want the proposition will immediately get busy on the legisla-
ture so as to have their States have Stu te—w ide branch banking.

Mr. AxpErsoN. If the rest of the people of that State do not object
and go along with it.

Mr. StronG. But the rest of the people do not study the question.

Mr. ANDERSON. i

Mr. StroNG (interposing). We have had the case of California
already with over 300 banks, and we have had several other States.

Mr. AxpErsoN. Yes, I know.

Mz. StronGg. We have the example of California which has de-
veloped branch banking to an extent where one bank has over 300
branches, and we have other States that have branch banking, domi-
nating and monopolizing the banking of those States. We have the
experiment there.

Mr. AxpursoN. My thought would be that the Federal Govern-
ment should do nothing to push that along, that the Federal Govern-
ment should do nothing to encourage it, but that to the extent that it
is necessary to protect the national banking system we might go
along with it in those States.

Mr. Strong. Then we would have to go along with it in every
State because the State banks will get a state-wide branch bank law
passed, with the assistance of the national bankers, and they will
have to join it.
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Mr. Axperson. I do not insist upon my point there, but T was dis-
posed to make that concession to the comptroller’s views.

Mr. StronG. Do you not think we have gone along far enough in
branch, group, and chain banking in the United 8 States where Con-
gress should do one thing or the uthol, do something about it?

Mr. Anperson. [ feel Congress should not do anything to push it
further.

Mr. Strovg. Then it will go a lot further. The advocates of
branch banking are putting up this argument, that most group and
chain banks are not deqnabl‘, put within three years group banks
will be established in every State of the United States. If we wait
until that time, the only remedy is nation-wide braneh bunking.

Mr. Axpurson. I think this, “that if it is definitely understood that
Congress is not going to sanction fransforming existing groups into
branch bank systems, if that faet is made (’lem, then a great many
people will lose inter ost in it.

Mr. Stroxg. We have the instance of Minneapolis and St. Paul,
where within a vear they have organized more than 100 banks each
and say they are going to control even the Federal resorve district,
going to take in every 0004q bank in that distiict. We have Buffalo
and Detroit and Atlanta that have formed these groups. I we do
not do something to qt«)p them, they will form ¢ OUPs in every State,
and the only outlet for the proteetion of the State is this system of
nation-wide branch banking.

Mr. Gorpssorouven. A very prominent Member of Uongress from
the Northwest came to me the other day. Here tofore he had been
strongly in favor of unit banking, and he said that this group banking
had gone so far in his territory he could not back u it bank Ang any
longer, that it would put him out of business to do it.

Mr. Strona. There is ﬂ pemh*ent drive en to foree group banking,
with the ultimate outlook to branch barking throughout the United
States. That has been mude very plain in these heamngs.

Mr. Anprrson. You are satisfied that the ultimate purpe
is to transform groups into branch systems?

Mr. BSrrona. Certainly.

Mr. Axpersow. Then suppese vou make it very clear that you are
not going to approve of that, what about the motives of the banks for
going any further?

Mr. Srrowa. They will go ahead and establish group banks and
say just as the gentleman who came before us representing Minne-
apolis and St. Paul said, “Weo have an ideal situation; we have
improved the financial condition in our district.”

Mr. Axperso~. That is what 1 have heard from them, that they
feel that the group banking systemn is better and th: ) thf\}* have
improved conditions. When that is true, then the stion as to
being transiormed into branches sub s“a[uﬂnh will not 3 b0 50 mportant.
But I think there are many cases where groun systenss have been
organized simply on the theory that Congress will sav ves to them
after a while

Mr. Strona. 1 nay v in support of your th cory l]\dt I was told
by a very reliable banker, whose word vou and I would take, that i ma
conversation he had with one of these group bankers in Minn i
and St. Paul, he said to him, “ What wiil the ulwn ate result be? Is
this a permanent thing?” “Oh,” he said, “we are going to have

se Is
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branch banking, and we will sell out to & New York branch banking
group and make several million dollars.”

There is another question I want to ask you, and that is whether or
not giving permission for the continuance of the extending of group,
branch, and chain banking will hurt the Federal reserve system?
You talk about confining it to States. The Comptroller of the Cur-
rency talks about confining it to trade areas which he thought might
mean 35 trade areas in the United States, which, of course, weuld
mean one, two, or three cities in a group.

Mr. Anpesson. The difference between his view and mine is this.
He speals about doing it by positive legislation. T am simply
respecting State’s rights and suggesting that the experiment be made
under the State law.

Mr. Strona. You think it is safe to do that, but some of us do not
think so, in view of the deveicpment that is going on now in the banks
in Minneapolis and St. Paul, where the bankers in those cities think
it should he confined to the Federsl reserve distriet, and that is also
true in Atlanta. Do you not think that the Federal reserve district,
dominated and controlied by two groups, as they are going to do in
Minneapolis and St. Paul, two groups in friendly relation to each
other, will dominate and control the Federsl reserve banks of that
district?

Mr. Anprrson. If they have all the votes, of course they can elect
the directors, in so far as the banks elect them. But there are a great
many independent banks in that region.

Mr. Strona. There will be very few when they get through.

Ay, AnpersoN. There is the further question ¢f the control of the
Federal reserve bank. You have centrol here from Washington.

+ My, Stroxe. But they say they will take over every big bank in
that distriect, which means practically every bank in the Federal
reserve system.  They have now over a hundred in each group.

Mr. AnpersoN. I am not familiar encugh with the facts.

AMr. Stroxa. 1 it is true that in the Federal reserve system two
groups can dominate and control the great majority of the Federal
reserve banks, would they not dominate and control the Federal
reserve bank in that district?

Mr. AnpersoN. To the extent that the stockholders can control it.

Mr. Strona. That being true, if we have nation-wide branch banks
controlled by a few big banks, with headquarters in Chicago, San
Francisco, and New York, principally in New York, will they not
dominate and control the Federal reserve system in the United States?

Mr. ANpERSON. Yes, to the extent that the stockholders can do it.
But I must say at the present time, in the past history of the Federal
reserve system, the steckholding banks have not had much influence
on Federal reserve policy.

Mr. StronG. The Federal Reserve Bank of New York has had a
ereat deal; they pretty nearly dominate and control the system now.

Mr. AnpersoN. Not as stockholders.

Mr. STroNG. As a bank.

Mr. AxpeErson. That is another thing. )

Mr. Strowa. If the stockholders control the bank, the bank will
control the system.

Mr. ANDERsON. At the moment, the biggest stockholder in New
York is the Chase National Bank, I suppose, and it would amuse my
friend Governor Harrison if we should go over and tell him what to do.
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Mr. StronG. But suppose you were in quite friendly relationship
with the fellows in the group that controlled all of them.

Mr. AxpersoN. They would have to deal with the Federal reserve
agent in Washington. The Federal Reserve Board passes on the
discount rate and passes on the open market policy, the latter being
formulated by a committee of governors. That would not get very far.

Mr. StronG. In the hearm(rs a few years ago it was developed that
when the president of the F Federal Resorve Bank of Boston came down
to have its rate changed that was delayed for several weeks, but when
Governor Strong of the Federal Reserve Bank of New York asked
them to change the rate it only took them 15 minutes to do it.

Mr. AnpersoN. That was not because of the influence of the stock-
holders

s, Strong. That was the influenee of the Federal Reserve Bank
of 7\Tew York.

Mr. Anperson. It was the influence of a dominating personality.

Mr. Strong. If you have nation-wide branch banking, as declared
by the Governor of the Federal Reserve Board, would not that mean
a few groups in the United States dominating and controlling the banks
of the United States?

Mr. Axperson. I do not want it.

Mr. Strowa. 1 know; but If it comes, do you doubt that those
groups will not dominate and control the Federal reserve system?
Do you imagine the Federal Reserve Board in Washington standing
up against them?

Mv. ANpERsoN. It is a question of whether the Government is
stronger than private interests; I believe the Government should be
stronger than private interests. It is a question of the courage of the
citizenship and the courage of the officials.

Mzr. Strong. When a few groups in the United States control the
money and credit of the United States, will they not be stronger than
the Government?

Mr. AnpersoN. It would be a dangerous situation that I should not
like to see.

Mr. Strowa. But the secend National Bank became so strong——

Mr. ANDERSON (interposing). That Andrew Jackson had to break
it up.

Mr. StronaG. It was broken up, but the bank was strong enough to
force the charter through Congress.

Mr. AnpersoN. Which he killed by his veto.

Mr. StronG. But for his backbone and stamina it would have
become a law.

I am speaking of the power of control over the money and credits of
the Nation, of the most powerful government on earth.

Mr. ANDERSON. 1 see many powers and many forces, but I do not
often see a 51tuat10n where any one of them runs away Wlth things all
the time. There is action and reaction, back and forth play.

I see one other thing, too, that you must know, and Lhat is that
bankers are citizens, too.

Mzr. StronG. But we are going to eliminate the bankers as citizens
in the communities of the United States, and the control is going to
be in the great centers.

Mr. ANpERsON. I do not want it there, but the standard of citi-
zenship is very high there.
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Mc. SrtronG. As to the influence and control of money over Govern-
ment, there is now being advocated by representatives of the men who
want this system of banking we are involved in to continue, this
proposition, that while the branch banking can not be indulged in in
the States under the McFadden Act, they have now found a way to
do indirectly what the law prohibits them doing directly by establish-
ing group banks, and they are coing to proceed by establishing them
in every State i in the Union, and before (' ‘ongress will act they will
have these branch banks and cet rid of the less desirable group and
chain banks.

Can you rot see there is an instance of a group, through the con-
trol of money, attempting to dominate and control the Government,
and if it is successful theyv will bave nation-wide branch banking, as
the governor of the Federal Reserve Board says, while they will
dominate a few oroups in the United States, they will dominate the
Government.

Mr. Axprrsox. 1 think there are very many bankers in the coun-
try who have figured out, as a matter of profitableness, that they
do not see how they can make more money as a group-banking sys-
ten: than with the unit banks. But if you pass legislation of this
sort you will force them into it.

Mr. GoupsBonouau. That is the idea.

Mr. ANDERSON. H vou do that, a good many of them will simply

say, what is the use?

Mr. StronG. I can see you are very much afrgid of the passage
of this legislation. But let me say to you it will not pass, but if
they can have group banking established in the States, or they have
branch banking established, then they will put it over. We have
got to act now to stop this attack, to stop them trying to do indirectly
what the law prohibits them doing directly, and to get control of
the situation, because if we do not they will have nation-wide branch
banking and control of the Government, through control of money
and izredits of the country and the elimination of the middle-class
people.

Mr. Axperson. Might I make a suggestion as to what I can be
helpful on here? I am professionally an economist, and in these
political matters I am an amateur. You are a much better judge
than I am of the ways of guiding the business of the Government and
p}?ssing laws to accomplish such a result. I can not enlighten you on
that
b If the questions could be limited to economic questions it might be

etter.

Mr. Strong. I am not a politician; I am only a plain servant of the
people, and have been for many years the servant of an agricultural
group. I am not looked upon as compentent to be a politician.

I only want to point out this. Here we have branch banking start-
ing in California and in several other States of the Union. An appeal
was made to Congress that unless we widened the scope of the law to
permit national banks to have branches where the States had branches
we would hamper the national banking system upon which the Federal
reserve system is based. So we passed the McFadden Act. Now it is
said we will protect the national system by opening up the flap of the
tent to the extent that they can have branch banks in the States
that permit branch banks, but only in the cities where the parent
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bank is located. That was apparently satisfactory at the time. But
you can see it was not satisfactory to the men who want to put this
system on the country.

Then they got chain banks and then this group banking system,
thereby attempting to force branch banking, nation-wide, upon the
country.

Mr. Pole, the Comptroller of the Currency, assures us that if he
can put over this trade area proposition, just as we imagined when
we passed the McFadden bill, he can satisty all factions and hold them.

Mr. GoupsBorouaH. Say “I’" and not “we.”

Mir. StroNG. As I and the majority of the committee imagined,
and the President of the United States imagined. He has that idea
that he can hold them.

But the governor of the Federal Reserve Board said it means the
ultimate sucecess of the nation-wide branch banking system perhaps
in 50 years.

So vou can see what the trend is. We are now engaged in a stock
gambling proposition among the banking systems. That is what this
system 1s to be, to make money out of the manipulation of the joining
of banks and groups, where it may aid this nation-wide branch bank-
ing. Do you agree with that?

Mr. AnpersoN. I do not think that is their aiin. I know some of
the men.

Mr. StronG. I thought that until I saw the gentlemen from
Minneapolis and St. Paul and until T got the word of a reliable banker
that they expect to sell out to a New York group.

Mr. AxpeErsoN. I do not know about that.

Mr. StronG. I will tell you personally who that man is, and you
will believe his statement is true.

Mr. SEIBERLING. You know the position of the Comptroller of the
Cuwrrency and the governor of the Federal Reserve Bank on this
specific question of branch banking?

Mr. AnpERsON. Yes, sir.

Mr. SziseErLiNG. We assume they represent the people of the
entire country by reason of the positions that they hold, and you
think we are correct in that assumption?

Mr. ANpERsON. They are officers of the Government.

Mr. SerBErRLING. You have been resisting their plan of branch
banking in trade areas. Since we know the status of these men,
without intending any offense of any kind, I would like to know
your status.

Mr. AnpeErson. First, a citizen of the United States; second, a
professional economist with knowledge of these matters.

Mr. SeiBerLiNG. I know that, but by whom are you employed?
YMr. AnxpersoN. By the Chase National Bank of the city of New

ork.

Mr. SerBErLING. This address of yours was put out in the bulletin
of May 8, I take it, with the full knowledge and consent of the Chase
National Bank.

Mr. Axpurson. It was put out with the knowledge and consent
of the Chase National Bank—Ilet me say of certain officers of the
Chase National Bank who knew I was putting it out. The directors
knew nothing about it. There was no official action taken upon it.
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Mr. SeiBeErLING. You would not call a meeting of the stockholders
of the Chase National Bank to give you the authority to put out a
bulletin like this. From whom did you get the authority?

Mr. AxpErsoN. I have a general authority from Mr. Wiggin to
publish such a bulletin.

Mr. SerBERLING. Then this view you express, while it is your per-
sonal view, is also the view of the bank?

Mr. AnpERsON. Mr. Wiggin answered that question yesterday.
that is the view of the economist of the Chase National Bank.

Mr. SeiserLiNG. Mr. Wiggin saw the address before you delivered
it before the North Carolina Bankers’ Association?

Mr. ANpERsoN. Mr. Wiggin and other senior officers of the bank
all had an opportunity to see it before that, but I doubt very much
if he did see it.

Mr. SeiBerLiNG. Now, Mr. Anderson, did you not discuss with
the officers of the Chase National Bank the policy you would pursue
in reference to this proposition of the Comptroller of the Currency
and the governor of the Federal Reserve Board?

Mr. AxpErson. It is my regular practice in connection with
bulletins of this sort to ask one of the senior officers of the bank, some-
times a vice president, sometimes the chairman of the executive com-
mittee, and on rare occasions, Mr. Wiggin, to look over the manu-
script with me.

Mr. SeiBerLING. Did you do that in this particular case?

Mr. AxpersoN. In this particular case I did, but not with Mr.
Wiggin.

Mr. SeiserLING. I notice in the first paragraph of your article,
in speaking of trade areas, you said, ‘“National banks located in one
State could invade another State whose laws prohibit branches.”

Mr. AnpersoN. That I understand to be the proposition.

Mr. SeiBerLING. As a student of banking, do you not know that
from a constitutional standpoint the establishment in a State of a
national bank by the Federal authorities is just as much an “inva-
sion” of the State as would be the establishment of a branch bank
there by Federal authority?

Mr. AxpersoN. Not in a practical sense, because it is a local man
who organizes it, whereas the branch of a bank chartered in another
State would be controlled by men in another State outside of the
community.

Mr. SeiserLING. You know, do you not, that the Supreme Court
has held for more than a century that Congress was the sole judge of
the wisdom with respect to the States in the United States where
banking facilities should be set up under national authority and
that no consent from the State was necessary or required?

Mr. Anperson. The question of congressional power I was not
raising. I was raising the question of policy. I am not enough of a
constitutional lawyer in the modern sense to know just what the
courts have held there. I have read the statements that the comp-
troller made about that.

Mr. SemBeErLING. You said you believed in preserving State
rights.

Mr. Anperson. I do.

Mr. SeiBerLiNG. That may apply to prohibition and a lot of other
things; but do you not know that the Constitution of the United
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States makes the Federal Government responsible for the coining of
money and for the circulating medium, and expressly takes that right
away from the State?

Mr. AxpersoN. For the coining of money, yes. On the question
of bank notes, no. You have done that by congressional act by taxing
State bank notes.

Mr. SerserruinG. But the Constitution provides that no State can
coin money.

Mr. ANDERSON. Yes.

Mr. SriseruING. And no State can counterfeit money. Do you
not think that the banking business should be differentiated from
these other things, when it comes to talking about State control?

Mr. AnpersoN. I would make a very shazp distinetion between
the coining of money and the running of a bank. T would regard the
coining of 1 money as a Government functlon and the running of a bank
as a private function.

Mr. Sr1BERLING. Do you think, or do you mean by that that
whenever the Federal Government, in the banking business, invades
a State that is running counter to State rights?

Mr. Anperson. The term invasion there relates not to what the
Federal Government itself is doing, but to what an institution char-
tered outside of the State is doing. That word invasion is perhaps
ill chosen; but if a bank outside a State can come.in against the will
of a State and put a branch there, that is what I characterize as
invasion.

But for the Federal Government, on the other hand, to authorize
citizens of that State to charter a bank in a given town is not an
invasion in the same sense.

Mr. SeiBERLING. Do you think the State should conduct the bank-
ing business of the country?

Mr. AnpErsoN. No, I think private individuals, chartered by the
States or by the Federal Government, should do that.

Mr. SuiBerLING. Not the States?

Mr. AnpERsON. No.

Mr. SErBERLING. You do not think there should be a national
banking system?

Mr. Anperson. I have expressed the opinion in this bulletin that
the national banking system has been useful, that it has helped estab-
lish good banking standards throughout the country, and that it is
desirable to preserve it.

Mzr. SeiBerLING. On page 4 of your speech you state that “We do
not need to make a revolution in the general banking system of the
United States because of the conditions in small banks in stricken
agricultural regions.” Do you not think that the question goes
deeper than that and should be approached from the larger point of
view which has been expressed before the committee that the primary
aim should be to extend to the general public, regacdless of whether
it is urban or rural, the same type of banking facilities?

Mr. AxpErson. I am in favor of giving good banking Facilities to
every place, but I do not believe it is necessary to pass this legislation
to do that. I donot think this legislation would touch that in general
but that local legislation and local remedies should be relied upon
primarily for that | purpose.
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Mr. SEIBERLING. You do not think the branch bankmg system pro-
posed by the comptroller in trade areas would reach these smaller
regions?

Mr. AnpERSON. No, sir.

Mr. SErsERLING. You do not think that group and chain banking
would reach them either?

Mr. Axperson. I do not think it is doing it, with certain minor
exceptions.

Mr. SEIBERLING. So you think there is no way of reaching them?

Mr. AnpErson. I have indicated in the section on remedies in that
bulletin ways of doing it.

Mr. SemBeErRLING. Yesterday vou heard My Wiggin in answer to
various questions asked by me, testify that the Chase National
Bank had 7,000 correspondent hanks; that many of these banks had
failed in the last 10 years; that the relationship between these banks
and the Chase National Bank was purely a business one; thatit meant
profit to the Chase National Bank; that they could do nothing
through such a system to actually pre\ ent failures. Do you agree
with Mr. Wiggin in this respect?

Mr. AnpersoN. I do not think you have correctly got the full
spirit of Mr. Wiggin’s statement.

Mr. GorpsBoroucH. I understood Mr. Wiggin to say it was
mutually advantageous.

Mr. Axperson. Will you allow me to answer that question about
correspondent relations in my own way?

Let me say that Mr. Wigein said to me, “Don’t bother about what
I said. Tell them what you think.” 1 will tell vou what I think
about the correspondent bank relations.

Mr. SersERLING. I want your opinion.

Mr. AxpErson. I am not giving Mr. Wiggin’s opinion about it.

Mr. GoupsBorouaH. I do not think the economist ought to be
asked to comment on what Mr. Wiggin said.

Mr. Strone. He says he is going to give his own opinion.

Mr. AxpErsoN. I hope you will not try to put me in opposition to
my chief on any point. I have an affection for him, and he has for
the'10 years that I have been in the Chase Bank stood with absolute
loyalty to the original agreement with me, which was that ke would
never ask me to say anything I did not believe.

Mr. SeiBerLING. I am here representing the people of the United
States, and you are here as a witness. What I want is your opinion
and judgment.

Mr. AxpErsoN. You shall have it. I just ask you as an act of
courtesy to me not to put side by side what I say and what Mr.
Wiggin says.

Mr. SeiBERLING. I have no desire to put you in conflict.

Mr. ANDERsON. Let me tell you what I think about correspondent
relationship with respect to country banks.

In a Missouri town a few years ago there was a run on a bank in a
town of about 30,000 people. A telegram was sent to the Chase
National Bank notlfylno' us of the run and asking for help. We knew
the bank; we knew they were good; we knew the people.

Four minutes later a telegram went back to that bank saying,
“We stand squarely behind you; we will lend you what you need.
We are sending cash from a near-by correspondent bank.” That was
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signed ‘““Albert H. Wiggin, president; Samuel H. Miller, senior vice
president.”

They put that telegram in the window of the bank and it stopped
the run.

In a very few minutes from a near-by town an automobile came in
with the cash. We made an arrangement with a Kansas City bank
to send them more down. That kind of thing we have done many
times.

What do we do to keep them f{rom failing? WWhat do we do to
avert the causes of failures? Almost every time we make them a
loan we put questions to them. \Ve ask, in substance, “What are
you going te use this money for,” not always, but in many cases.
We do not ask such questions of xuonw banks, which borrow infre-
quently and moderately, but we ask many questlons when we think it
necessary. ‘‘ What other facifities have you?” We study their whole
picture. We help them to figiure out their problem, holding them
back sometimes when they are going too far.

Mr. SerserLING. You do not say anything about collateral.

Mr. Anperson. I will tell you about the collateral.

Mzr. SeiBeEruING. I did not want you to forget it.

Mr. ANpErsoN. I will get to the matter of collateral. They con-
stantly ask us for eredit information, and our whole credit department
is at their service every day. We tell them, “You can safely let this
man have money,” or, “Your customer can safely take this credit,”
ot “In this case be cautious.”

We watch the details of their business in many ways. A corre-
spondent bank in San Francisco was sending us remittances which
got to us too late for us to give them interest credit. We have to get
to the clearing house at 10 o’clock in the morning. They lost interest
for 24 hours. If they had got there a couple of hours earlier they
would have got that interest.

So we studied the mail train schedules, and wrote them and told
them if they put these items into the mails 2 hours earlier we could
give them interest credit 24 hours carlier. We render innumerable
services of that kind.

Now, as to the collateral. Here is an actual case. There was a
note for $104, signed by John Wilhite—that is a fictitious name—
and Lizzie, his wile, secured by chattel mortgage on Molly, Molly
being a mare mule, 16 hands high, and broken to single and double
harness. That was part of a stack of collateral about that high
[indicating], the biggest note being for $3,000, the next for $700, and
all the rest under $300.

Mr. SeiBErLING. What was the equity?

Mr. AnpErsoN. This was several years ago, this particular loan.
But we have similar paper {frequently.

Mr. SerserLING. I know; you have gone into the details about
Molly. Tell us what the equlty was.

Mzr. AnpErsoN. The loan was $100,000 and the stack of collateral
was $125,000.

Mr. GoLpssorouan. You mean the face of the collateral?

Mr. ANpERsON. Yes.

Mr. SeiBERLING. You consider that kind of collateral from a great
many debtors the very best kind of collateral, do you not?
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Mr. ANDERsON. The loan would have been more easily manageable
and the collateral would have been better collateral in bonds of the
United States Steel Corporation.

Mr. SerBEruING. There may be some inconvenience in collecting it,
but you consider that very good security, where you get a large number
of small loans?

Mr. ANpErsoN. We would have had a lot of trouble collecting those
small loans.

Mr. SEIBERLING. I note you state in substance in your address that
small banks in rural communities can accomplish diversification by
means of their correspondent relations with great banks in great cities.

You go on to say:

They have refrained from putting 21l of their resources into local loans and they
place part of them through their correspondent banks into open market com-
mercial paper or readily marketable bonds, or call loans on the stock exchange,
or acceptances, or deposit balances, with their correspondent bank, to build up
a borrowing equity.

That system of banking takes money from the localities and puts
it in the metropolitan centers, does it not?

Mr. ANpErsoN. It takes money from the locality in ordinary
times when they have an excess and it gives them back a greater
amount in time of seasonal need or in time of crisis. I will give you
some figures which I collected, and, with the permission of the com-
mittee, I will put this in the record.

I asked one of the officers of the bank to get me figures for small
banks, picked at random, with reference to what happened in 1920
and 1921 in the relationship between our loans to those banks and
their balances with us.

He went across the country, on the southern end, from ocean to
ocean, and then he went up in the western part of the country from
Mexico to Canada, and he left out all the big places.

He took at random 59 State and national banks—there were a few
in Ohio and Indiana; but most of them were west of the Mississippi
or in the South.

In January of 1920 the country banks were pretty flush, their
loans were small, and these banks had $1,426,400 in balances with us
and they were borrowing from us only $459,200.

Mr. SeigeruiNG. That was in January, 1920?

Mr. Anperson. That was in January, 1920. By October of 1920
the crisis came on; the loans had gone up $1,200,000 and the deposits
had gone down $200,000. So they were now borrowing $450,000
more than their deposits amounted to. And by the following Jan-
uary the loans were $951,300 and the deposits amounted to $759,200.

The change in the year was that the deposits were cut in two and
the loans were more than doubled, and they got out of us at the time
they needed it a lot more money than they originally put in there.

Mr. SeiseruiNG. What rate did you get for that money?

Mr. AnpersoN. We gave them—at that time the rates were very
high, but the country bank gets a lower rate as compared with some
other borrowers. 1 can not answer that question definitely as to
the rate.

Mr. StronG. About what was it?

Mr. ANpERSON. I would say some of them, at the time we were
charging some nonbank customers 8 per cent, I think scme of them
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may have paid 7 and more paid 6. In general a bank gets a good rate
from another bank. I am not sure about the rates, because it was a
long time ago. )

(The statement above referred to is as follows:)

An examination of credit balances kept with us by 59 State and National

banks situated in the South from coast to ccast and in the West from Mexico
to canada (as far east as the Mississippi Valley 1) reveals the following:

Balances Loans
January, 1920_ ___ . ___ . ___ $1, 426, 4060 %459, 200
September, 1920 ~ 1,215, 800 1, 057, 500
October, 1920_________________ _ 1,221, 200 1, 677, 800
November, 1920 1, 091, 800 1, 346, 460
December, 1920 754, 200 801, 500
January, Te21_ LT B 759, 200 951, 300

The statistics do not include eredit balax nd berrowings of banks in the
larger centers. Otherwise, the banks were ‘nc}\n(l at random.

Mr. Sersurrtivg. You heard Mr. Wiggin say vesterday they
always got collateral?

Mr. AxpursoN. Almost always. May L express the opinion as an
economist that the only man who cught not to put up collateral,
apart, perhaps, from very small personal loans—the only man who
ought not to put up col]atem] , 18 the man who is in business, who has
stocks of goods and “work in process.”  He can not put them up as
collateral, because that would interfere with his operations; but the
man who has the kind of collateral that he can put up, oufrht to do it.

Might I, in further answer to the question about 1921 say that
Mr. Sidney Anderson’s joint committee of agricultural inquiry
brought out some very interesting {acts ahout that, one of them being
this, that in the period from January 1920 to July, 1921 New York
lost to the outside country, $1,735, 000 ,00C, net.

Mr. SpisrriiNg. What was the last date?

Ml. Awnpurson. That was from January, 1620 to July, 1921.

Mr. SemBEruING. Bow much did you get back last sumimer?

Mr. Avorrson. When I say “lost” 1 ‘do not mean it was & money
loss. I mean more W("u out of New York than came in. New York
paid out to the rest of the country $1,735,000,000.

(Thereupon, the comunittee took a recess until 2 o'clock p.m.)

AFTER RECESS

The hearing was resumed at 2.30 o’clock p. m., at the conclusion
of the recess.

STATEMENT CF BENJAMIN M. ANDERSON, JR.- Resumed

The Crairman. The comuitiee will come to order. When the
-commgittee recessed, I believe you were questioning Mr. Andersen,
Mr. Seiberling.

Mr., SerpEriine. I have a few more questions here. Mr. Anderson,
there has been a great deal of talk before the committee with reference
to diversity of loans.

Mr. ANDERSON. Yes, sir.

Mr. SeiBERLING. Now if you had a branch system such as sug-
gested by the comptr oller you would have much greater oppor umty
for diversificaticn- of your loans than you have in the unit banks?

1 Including a few in Ohio and Indiana.
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Mr. Axperson. Not if the unit bank is run properly. You would
have in a community, with diversified interests, plenty of opportunity,
of course, even for a local bank; and you can have adequate diversifica-
tion, through your big city colrespondent if you can not get local
diversification.

Mr. SeiBeruiNG. That is not the question. Would there not be
more opportunity for diversification of loans under the comptroller’s
suggestion for branch banking in trade areas than under the unit
system?

Mr. AxpErsoN. Not if the unit bank makes use of the facilities
offered by its correspondent.

Mr. SeiBerLING. What do vou mean by that?

Mzr. AxpersoN. I mean the unit bank can diversify its loans
through buying outside cemmercial paper, acceptances, making loans
on call, buving bonds, plus the iocal loans it makes.

Mr. SEIBERLING. Your contention is that the chief means of get-
ting diversification of loans would be through the correspondent in
the metropolitan center?

Mr. Axperson. If it was a l-crop town; yes. There are some
towns where the banks can get all the diversity of activities right at
home. KEven in those 1-crop towns or small cities, they can get it
through the correspondent.

Mr. SersErRLING. It is necessary to have diversificaticn of loans: is
it not?

Mr. ANDERSON. Yes, sir; absolutely.

Mr. SeiseruiNG. Therefore, if they have a community where there
is no diversification of paper oitfered, the only means of getting it is
through the correspondent bank in the metropolitan center?

Mr. Anpersox. That is the best means.

Mr. SeiBrrLiNG. That would not be true if it was a branch of a
parent bank located in a metropolitan centeu cioser to the com-
munity, in a trade area, for mstfmce like the headquarters of the
different Federal reserve banks in the countr V?

Mr. AxpersoxN. In most cases that is true, and yet there are some
Federa! reserve districts that can not sufficiently diversify.

Mr. SErBeErLING. Name one.

Mr. Axperson. In 1921 the Dallas distriet, as a whole, had it
been self-contained, would have gone under. The Dallas Federal
Reserve Bank was down to withiin 2 per cent of its own gold reserve.
It had to lean on the rest of the country for fiquidity.

Mr. SeiBeruING. What relation has that to the subject we are
talking about?

Mr. ANDERSOX. Well, the district was caught by cotton and other
things that were frozen, and it has to lean on the outside for temporary
help and diversification.

Mr. SeiseruiNG. Then the southern bank that is in territory where
cotton is the chief commodity, in order to be safe, under your theory
of banking, would have to make a great many loans through its
correspondent in the metropolitan center?

Mr. Axprwrsox. Yes, sir. I want to say that, in general, agricul-

“ture needs to learn one thing which business has learned. The
weakest point in agricultural Tinancial technique comes from this
matter of lack of hqmdlty or lack of something they can turn into
cash. The farmer and country banker, to a too great extent, look
to land as the basis of credit.
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If you will contrast the policy, say, of the United States Steel
Corporation and the Utah Copper Co. with the policy of agriculture
in 1920, the thing becomes striking. Steel and copper went high in
price durlng the war and the post war boom, and broke violently in
the period immediately following, the same as agricultural commodi-
ties. But whereas the farmer used all of his profits in the boom
period to buy more land, the two great business corporations used
their profits in paving off debts and building up reserves in market-
able securities and cash, so that when the crisis came both the United
States Steel and the Utah Copper Co. kept on paying dividends and
were perfectly tranquil through that whole trouble and on a basis
far better than before the boom, while agriculture was deeper in
debt than before the boom.

Mz, Braxp. 1 think vou have sized that up correctly as far as
Georgia is concerned.

Mr. SEIBERLING. ’\h Anderson, you can answer thebn questions in
a much st mﬂ er way if you desire t6 do so. Howev er, I do not want
to tell you what you must do. It is a fact, then, that'a unit bank, in
a tcrritery where there is no diversification s must do a large amount
of business in the way of securing loans and making customers through
the correspondent metropolitan bank?

Mr. Anprrson. Yes, sir.  During the seassn when it has surplus
funds, it sends them te the ¢ity, and when the season comes when it
needs the funds for local accominodation it brings them back.

Mr. SziBeruing. Do you not think the Dallas district t, if you take
the Dallas Federal reserve district, has sufficiens diversifieation? Do
you not think or do vou not know that they have & great many public
utilities and manufacturing institutions there?

Mr. Axpursox. The experience of 1920 did not indicate it.

Mr. Suiperrine. Have you any statistics to show there is not great
diversifieation in the Dallas Federal reserve district?

Mr. ANprRSON. ho, sit. I would recognize there is diversification
there, but I know the situation that existed in 1921.

Mr. SmiBerLING. There would be much more diversification if you
had a parent bank witit branches in that trade arvea than for the indi-
vidual local bank?

Mr. Axpenrsox. I do not think so. I do not see any reason why
1t should be.

Mr. Segrrrive. You think the individual

Mr. ANDLRSON‘ 1 see what you mean. A bank covering the whole
dish’ic‘s could di\*ersify more than a bank in one town?

Mr. SEIBERLING. Yes.

Mr. Anperson. Quite true.

Mr. SerBerLinG. In that respect the branch bank would be much
superior to the unit bank?

Mr. AxpErsoN. Yes; to the unit bank without a city correspond-
ent, but not to a unit bank with a city correspondent.

The Cramrman. In other words, Mr. Anderson, if Mr. Seiberling
will vield——-

Mr. Suiseruine. Certainly.

The Cramrman. You would have us infer that a country bank
would be as well or beiter served under the correspondent system than
acting as a branch?

Mr. Axperson. I believe that.
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The CuamrMAaN. You believe it could give the territory in which
it is located better service?

Mr. AxpErsoN. Assuming a good bank and a good banker.

The Cuamrman. If a correspondent banker situated there relies
on the city correspondent to advise him in regard to his investments,
%e (i{an be a mediocre man if he will consult his correspondent city

ank?

Mr. ANDERSON. Yes; and there is a constant consultation about ail
kinds of banking policies. It would amaze you the questions put up
by bank correspondents and the number of things they ask us to do
for them, things which, by the way, do not always relate to banking,
strictly.

The Caarrvan. Do you think the country banker understands
that relationship is open entirely to him? Is he not reluctant to put
these various determinations before his city correspondent bank—
these decisions he has to make frequently on a moment’s notice?
Is he not rather handicapped on account ot distance?

Mr. Axperson. He does not usually consult us about local loans.
He runs his own bank.

The Cuamrman. You are dealing with surplus funds whereby he
can secure diversification in his loans?

Mr. AnpersoN. Yes, sir, and he will very commonly consult us.
He will ask us to pick out paper for him and advise him what bonds
to buy, ete.

Mr. SeiBerLING. Since he has done that a great deal, the local
bank’s money is invested in paper you recommend and which the
correspondent bank knows about and the local bank does not. Does
not that greatly increase the domination and control of money and
credit by the correspondent bank in the metropolitan center?

Mr. AnprrsoN. No, sir; if we do not treat them right the Central
Hanover will and the Guaranty Trust will, and there is constant
competition for these correspondent bank accounts.

Mr. SerBerLiNG. But they can not leave your bank until they get
their paper liquidated that they purchase through you; they are
dependent on you to liquidate the paper?

Mr. AxpersoN. The paper is the obligation of some corporation.
It has a national market. It is sold through note brokers of national
standing. We do not have to collect it for them. We will do it for
them if they ask.

Mr. SeiserLiNG. But you know about the paper and they do not.

Mr. AnpersoN. But the matter of collecting on the paper is a
simple matter.

Mr. SerBerLING. It is collected through your bank?

Mr. ANpERsON. Yes; but they could change to another correspond-
ent over night.

Mr. SeBerRLING. Now, Mr. Anderson, will you not admit that a
realtionship of that kind does give you to a greater or less extent,
domination over that community bank?

Mr. AnpersoN. No, sir; I will emphatically deny that it gives us
domination over any correspondent bank.

Mr. SeiBERLING. I note your statement, “I can not sympathize
with the view”

The CratrmaN. Before you get to that, may I ask this question?

Mr. SEIBERLING. Yes.
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The Cuamruvan. In connection with this relationship which you
suggest enables the city banks to advise the country banks, which
advice you say is freely given—and I know it is and quite freely sought
after by particular banks—I recall some few years ago where a New
York publishing house—Harper & Bro., for instance—were issuing
large amounts of comamercial paper which was sold through a reput-
able note house in New York, Charles Hathaway & Co.—and country
banks were advised by the city correspondent banks to buy that paper
frecly and many of them did buy that paper freely.

It turned out subsequently that Harper & Bro. were financially
embarrassed and they went through a reorganization. Tt developed
afterwards, I think, in the information that came out, that the New
York bankers had known a year previous, that Harper & Bro. were
in a condition where they were not strong financially and they were
called upon to liquidate and they liquidated through the process of
selling the paper through these commercial houses, and the result
was that the failure really occurred a year before it was announced,
and these local banks purchased this paper wholly in ignorance of
that situation.

This is what happened: Very much to the surprise of the country
banks that held that paper, there was an old mortgage of $850,000
that everyone had lost sight of, which was held by J. P. Morgan & Co.

I mention that as one of the relationships that exist between city
correspondent banks and country banks. Might it not be that the
city correspondent banks might use country banks in that manner
again for the purpose of unloading? Of course, I realize it would be
subject to great censure.

Mr. Axoersox. I do not know the facts about that case, but I
know how the thing has been done in two institutions. I watched it
for a couple of years in the Bank of Commerce when Mr. Christersen
handled the commercial paper. He handled for that bank and its
correspondents several hundred millions of commereial paper in one
year without loss to himself of anyone else. I know how it ts handled
in the Chase. We are scrupulously careful about that.

I do not know the facts about the case you mentioned, Mr. Chair-
man, but I do not think itisin any way a representative case. I came
to Wall Street 12 years ago with the background of a countryman—
a Missourian, first from the bluegrass region and then from university
work—with a great deal of distrust, and taking a great deal of precau-
tion as I went along to guard myself so that T would be free to retain
my academnic liberty. As I have seen bankers and brokers in the
street dealing with one another and with their customers, my confi-
dence in those men has gone up and up. Most of the business goes
on over the phone on the stock market and on the foreign exchange
market. They could not do it if there was not good faith. I have
seen them hold to their word and take their licking without a whimper.
The same man might beat his wife that night. That I de not know.
But he keeps his word.

In the relationship between the city and country banks that same
situation applies. TLet me give you an instance. The Bank of Ber-
muda has been a correspondent with the Chase for 50 years. When
I was with the Commerce, I tried to get them away from the Chase.
They said, ““They have been so good to us for 40 years that if we left
them now you would not want us.” They are scrupulously honest
in their dealings.
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That relation lasts because it is handled right.

Mr. Branp. Was that $850,000 mortgage on real estate?

The Cuarrman. It was a first mortgage on the property of Harper
& Bro.

Mr. Branp. Supposing a countiry bank tells you to buy $100,000
worth of acceptances or some sort of security or commercial paper;
how could there be any mortgage on that character of investment
without your knowing it?

Mr. AxpErsoN. The credit department that passed on that paper
ought to know about any mortgage on the property.

Mr. Branp. Have you any laws in the State of New York thai
permit you to have a mortgage on that class of paper?

Mr. AxpersoN. It was not a mortgage on the paper. That is
an unsecured note. It was a mortgage on the property of the maker.

Mr. Branp. Is there any law in New York that would give a lien
on acceptances or commercial paper or securities that you might
recommend to country banks to buy?

Mr. ANnpErsoN. Not on the paper; no. It was simply that there
was a prior obligation on the real estate of the company.

Mr. Branp. The case mentioned by the chairman was?

Mr. AnpersoN. In that case the negotiable paper is clear.

Mr. Branp. One other question. How could your bank dominate
a country bank, though it had placed money with you to buy differ-
ent securities, unless that bank owed you something?

Mr. AnpersoN. We could not. If they owed us something and
were handling themselves well, we could not. The only case in which
the city bank could dominate a country bank is where a note of that
country bank matures and it can not be paid. Then a ereditor can
make terms.

Mr. Branp. If he does not owe you anything

Mr. Anperson. He can not be dominated. The great difference
between the sysem of correspondent banks end branch banks is
this: Under the branch bank system all decisions as to the flow of
funds between the head office and the local branches are made at
the head office. Under the correspondent system all such decisions
are made by negotiations between principals, cne of whom represents
the local people

Mr. SEIBERLING. You say they seek advice from you continuously?

Mr. AxpersoN. Yes; and if we give them good advice, they ask
for more.

Mer. SEIBERLING. You have taken occasion to step aside——

Mr. AxpersoN. We ask them for advice often, also.

Mr. SEIBERLING. You have taken occasion to step aside and
eulogize Wall Street. Why is it that the country has a prejudice
against Wall Street if all these things you say are true?

Mr. Axperson. Well, I must say that I was brought up with that
prejudice myself. Wall Street has done some things that deserve
reprobation. There have been, at times, bucaneers on Wall Street;
there have been times when Wall Street really deserved severe censure.
i think the country, as a whole, does not know Wall Street as well as
Ido. Ifitdid, I think it would have more respect for Wall Street.

Mr. SEIBERLING. W ell, we have not time to go into that. You
are working with Wall Street and yvou are not asking any favors from
Wall Street. I note in your statement you say:
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1 c¢an not sympathize with the view that it is necessary to pass unsound legis-
lation for the purpose of giving supremacy to the national banking system over
the State banking svstems that banks would be compelled to drop their State
charter and take out national charters.

In the problem before us, it is not a question of whether the national
banks should be paramount over the state banks, but rather does not
the public welfare demand that Congress under its unquestionable
constitutional powers and responsibilities should not at this time step
in and take charge of the entire banking situation, not with a view of
driving the state banks out of business, “but with av iew of giving the
publlc a sounder and safer avstem of bqnmng, Is not that the main
consideration?

tems
I was

was surrende ng t‘m theor
and wanted to establish the s muxmpv of the 1<ed eral systel
o to i articuler pro oS tion.
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o the narae of the Canadian bank.
RIS AND'EP nk was (mo
M. SprEERLING. You know. of course, that this bank failed solely
by reascn ';f the mhn' } went of ite officers and that
,l]y th were convicted :md sent to
that this bank had no

© , QU(}. as we ha\'e?

Mr. A.\mruw\ I did vot know that it was dae to criminal wis-
handling. T know it was greatly AV ated by economie conditions.

Mr. Spiseruie, 1P this situation be true veu would change vour
opinion as to the IHTome Bank of udl’l“d‘!

v, Awpurson. I would have to know the {acts.

Mr. Smisuruive. Assuming what 1 say is true, would you adhere
to vour opinion?

Mr. Avpursen. If it is troe that it failed solely because of eriive,
then it did not fail because of any other reason.

Mr. SEmsErRLING. You do not put the failure of a bank for crindinal
wismanagernient in the class of banks that fail for economic reasons,
do vou?

Nir. Axpursox. No, sir. I did not list that as one of the causes,
because I think the testimony, as brought out by Governor Young,
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put that as a minor influence. Did not Governor Young list that as
a minor reason for failures?

Mr. Branp. It is lower down the list.

Mr. SeiseruiNg. I also note that you refer to the failures of 236
banks which belonged to the chain system. Do you know that chain
banking has met with almost universal condemnation from witnesses
appearing before this committee and can not be placed in the same
class as branch banking?

Mr. Axpersov. I do not believe the difference is anything like as
great as many people suppose. I believe the Florida and Georgia
chain would have failed if there had been a holding company holding
the stock, and would have failed if there had been a central office
with branches.

Mr. SeiBeErLIiNG. What is your opinion of the economic future of
rural banking if carried on indefinitely under present conditions?

Mr. Axperson. I think many of the small banks in the small vil-
lages will dry up and go under: that the more sizable banks in the
zubstaﬁltial towns of four and five thousand people will survive and

o we

My, SEiBERLING. Do you not know, Doetor, that there are hundreds
and hundreds of small banks in the U nited States in rural commun-
ities that are organized by the people in those communities just to
furnish banking facilities and these banks are a constant source of
worry to the stockholders and directors and that thev would be glad
to have a large bank in a metropolitan center take those banks over
as branches and relieve them from the responsibility of maintaining
banking facilities in the community?

Mr. AxpERsoN. And taking cognizance of that, I recommend that
certain States pass legislation to take care of that.

Mr. SeiBerrinGg. That the States should do that, and not the
Federal Government?

Mr. Anperson. I believe the States should do it. It would simply
bring about a great disturbance and & great shifting——

Mr. SeiBeruLING. You advocate the Federal Government going
entirely out of the banking business?

Mr. AxDpERsSON. I recommend that the Federal Government pass
a law permitting national banks to have the same branch banking
powers that State banks have, end that in each State the States take
1t up as a local problem.

Mr. SeiBrrLING. How can you justifv the statement that you are
afraid of giant branch banking systems with enormous capital
ranging over trade areas which may equal Federal reserve districts
in size, when the Chase National Bank, with its tremendous size,
being probably the largest in the world, has its branches in New York
and abload its securities compameq with their branches throughout
the United States and abroad, and its American Trust Co., with 34
offices in this country and (;() bxoad together with the American
Express Trust Co. iou cov

Mr. Anprrsox. No, sir; we do net cover the world with branches.
I am not airaid of glarxtb, but 1 want the giants confined to giant
places.

ir. SEiBERLING. You state that in your statement.

Mr. Axperson. I said giant branch banking systems ranging over

Federal reserve districts. I want the big fish to stay in the rivers

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



BRANCH, CHAIN, AND GROUP BANKING 1901

and the oceans and keep out of the creeks. The Chase National
Bank has branches only in the city of New York and a few out in the
world outside of the United States.

Mr. SeiBerLING. It is inconceivable to me that the Chase National
Bank, which unquestionably operates successfully these various
branches of the bank and the affiliated companies all over the United
States and abroad, could not operate suceessfully branches in trade
areas.

Mr. AxpeErsox. Well, we would not like the job; the difficulty
increases very greatly "with distance. In New York we had no
branches until 1921, and then only eight in the city. We worked a
long time on that, studymg how to deal with them, where we could
see the men every day and sit with them in committees two or three
times a week and with easy telephone communication. You can
know them personally and youn can get the feel for them. But the
proposition of administering branches at a great distance is exceed-
mgly difficult.

In the West Indies, in 1920, 1 was talking with the branch manager
of one of the Canadian banks. This was eally in 1920, in February
He said, “I made a loan of $50,000 on sugar a little while ago. My
instructions are that on a loan over $2,000 1 have to refer it to the
home office.” He said, “That is not the way to do business. The
head office protested and I wired back and offered my resignation.
The head office stood for it.” At the time the loan was made sugar
was selling at 25 cents and the sugar was 2 cents in the autumn follow-
ing. 1 do not know whether they wired for his resignation in the
autumn or not. The problem of keeping the proper balance between
local initiative and head office responsihility is terrific.

Mr. SeiBerLiNG. That would not be true of the Federal reserve
district.

Mr. AxpersoN. They cover considerable distances. One of the
California bankers—I hope you will not ask for names

Mr. SeiserLiNG. I will not.

Mr. ANpERrsON. One of the California bankers told me that he had
a branch in a city somedistance away, that was in charge of an excellent
man to whom he gave a free hand. He said, “What I will do if that
man dies, I do not know. How I can get a satisfactory man to
replace him, I do not know.”

Mr. SErsERLUING. You will concede that branch banking in trade
areas, such as the comptroller suggested, would be injurious to a bank
like the Chase National Bank?

Mr. ANDERsoON. I am unable to say that. If we went out in these
districts and put our branches out there we would probably lose a lot
of correspondents, but the fact that they consolidate does not make
the necessity of correspondent‘s any less.

Mr. SeiBERLING. The main bank would have to have a New York
correspondent, but you would not have all these unit banks to do
business with.

Mr. Anperson. We might have less correspondents and more
deposits—bigger deposits—and probably less detailed business to
take care of.

Mr. SerBerLING. Now you appreciate the fact that at the present
time any industrial company or utility company that wants a large
sum of money has got to go to New York to get it?
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Mr. AxpERsON. No, sir.

Mr. SeiBerLiNG. I am talking about a large sum of money—
$25,000,000.

Mr. AxpersoN. Chicago can swing that easily, and St. Loeuis
could, probably.

Mr. SeiBeruiNG. They go to New York, do they not?

Mr. AxpersoN. We try to get them to come to New Yerk, hut
Chicago has a lot to say about that.

Mr. SEiBERLING. The printers of New York print all the docu-
n“mw“"

Mir. AxpersoN. You mean the American Bank Note Co.?

Mr. SEIBERLING. Yes.

Mr. AxpersoN. They do a lot of it.

Mr, SuiserLiNG. And when a frust company registers the stock,
an engraver in New York engraves the bonds?

Mr. AxpersoN. But that is done also in other places.

Mr. SeiBeErLING. But you know the reorganizations handled in
New York all took place that wayv—a New York lawyer handles all
of that business there in New York.

Mzr. ApNpErsoN. That situation

Mr. SEIBERLING. You can answer my question, can you not?

Mr. ANpErsoN. That is so much less true than 1t was 20 years ago.

Mr. SeiBeruING. It is true to-day.

Mr Ax~persoN. I do not think it is so true to-day; no, sir.

Mr. SeiBerLING. In the reorganizations at New York, New York
lawyers handle those reorganizations?

Mr. AnpersoN. In a New York reorganization, yes; but suppose it
is handled at Chicago?

Mr. SEiBERLING. Then a Chicazo lawyer will handle it.

M. ANDERSON. Yes.

Mr. SEiBERLING. Now, if you had the concentration of capital in
the chief cities of the Federal reserve districts, those lawyers, those
printers, those engravers, and other people engaged in that business,
in those Federal reserve districts, would have an opportunity to do
some of this business?

Mr. AnpersoN. There might he more of that. This matter of
engraving and printing I do not know about.

Mr. SeiBerLING. Well, I could nention half a dozen more things
that are contolled by reascn ot the location of the reorganization in
the financial center. T have heen through it and know all about it,
and you know all about it.

Mr. AnpersoN. When you are talking about reorganizations, you
are not talking about commercial banking. You are talking about
investment banking. That is a separate line of business.

Mr. SeiBERLING. You will admit that the branch banking system
as recommended by the Comptroller of the Currency, would decen-
tralize money and make probably 20 or 20 large centers? You believe
that, do you not?

Mr. AnpersoN. I donot thinkso. I can see some change, possibly.

Mr. SeiBerLinGg. What is vour objection to it, if you do not see
any of these things?

Mr. AxpersoN. My objection is I do not think it would be good
for the country. I am not speaking for the Chase National Bank.
I am speaking as an economist and as a citizen.
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Mr. SerBerLING. And the fact you are an employee of the Chase
National Bank has no influence upon your position?

Mr. Anpurson. No influence upon my statement here. I am
expressing an opinion I expressed 11 years ago, before I entered the
employ of the Chase National Bank.

The CmarrMan. You said that this system that Mr. Seiberling
is referring to is not pertinent to the subject of this study. Do you
not think 1t is pertinent to the subject of group banking, when the
Chase National Bank has a group of subsidiary operations in which
they originate and distribute securities and do an investment banking
business? Pr actically all the large New York banks now have affili-
ated with them groups to handle the various kinds of banking and
underwriting such as Mr. Seiberling refers to, and the sale of securities.

Mr. ANDERSON. Now, the question is whether more or less of that
would be done in New York if you have these groups or if you have
branch banking. I would say that the amount of it that any section
of the country can do must depend upon the final consumer, and has to
depend on the velume of savings in that commumtv enemlly How
you can build up a big securities business in & rural sectlon where the
farmer, instead of being an investor, is frequently a borrower. 1 do
not know. At the present time the securities business is a country-
wide business. Any issue of any sort might originate in New York
or Chicago or St. Louis, or other financial center, and a syndicate
to dispose of it might be formed in any great city. If it is a big issue
bankers all over the country are interested.

Mr. SeiseErLiNG. But ell they make out of it is a little rake-off
or commission.

Mr. AwpersoN. It depends on whether they are in it in the begin-
ning or simply as distributors. There are groups in the syndicate
in almost all important centers, when big issues are involved.

The Crammax. We can recognize that New York is organized
to do the kind of business that Mr. Seiberling referred to. They are
equipped in their particular line to do that business. They do
originate and do reorganize and do bring out original issues and do
distribute. They malke these bankers’ agreements and act as managers
and {requently associate with them, in some capacity, banks from all
over the country. But New York is particularly rigged up to do
that particular business and it is & big part of New York’s banking,
and a synchronization of New York banks with the outlying district
banks is a part of that, and a little part of that is the stock exchange
rules and regulations, and the places in which they have to be printed.
For instance, the stock exchange have to conform to a certamn regu-
lation that the printers in New York can understand, and so the gen-
eral trend of reorganizations, which are concentrated in New York,
is to accept all the facilities in New York. Does not that, in itself,
tend to bring this business to New York, as a center?

Mr. Axperson. We do more of it than anybody else. However,
we do not originate all of the things. Many times things originaté in
Chicago and are offered to us and we are invited to come in.

Mr. SersoruinG. Under the branch banking system, St. Louis and
Chicago would become greater financial eer\ters, and you would get
less of that than you do now?

Mr. Axperson. I do not see that. At present the St. Louis banks
have a great deal of distribution. They have the local things, and
we sell to them things for distribution.
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Mr. SeiBerLiNG. I have just one more question that arises out of a
newspaper article I read last night. The Postmaster General is rec-
ommending, according to the paper I read, an increase in the limit of
deposits in the postal savings from $2,500 to $25,000. In view of that,
I ask you, as an economist and spea]\mg as an expert in view of the
fact you have no scheme or plan by which banking facilities can be
extended to the remote parts of the country if you will not agree that
all people are entitled to some banking facilities, according to their
necessities?

Mr. AnpERsoN. It is desirable to have them.

Mr. SerBERLING. In view of that fact, do you think it would be
advisable to expand the powers of the postal savings system slightly
so as to give limited banking facilities in these remote rural districts?

Mr. AxpERsox. You have addressed to me a complex question.
You say “In view of the fact that I have no plan.” T venture to
suggest I have a plan that I have offered in my section on “Remedies.”

In reference to the Postal Savings System, [ do not k now enough
of its actual workings to express an opinion. 1 do not know, for
example, what the present limit is. T would say, in general, 1 would
prefer to have the thing worked out by private enter prise rather than
have the Governuent do any more than imperatively necessary.

The CuairMaN. You referred to the statement of the Comptroller
of the Currency here a few moments ago in which you analyzed his
suggestion as more favorable to the national systema than to State
banks. I am referring to his recommendation of the extension of
branch banking to trade areas which mi¢ht, if carried out, place
State banks at a disadvantage in competition with national ‘banks.
You recall the statement?

Mr. ANDERSON. Yes, sir.

The CuarrMaN. And you indicated that the State system is
probably as good and should be given at least an equal chance.

Mr. AxpErsoN. I admit the superiority of the national system as
a wgole. In some of the States, I think the State system is euqally
good.

The Cuairman. In that connection, I should like to call your
attention to some evidence presented the other day. These figures
are approximately correct. Since the 1st of January, 394 banks
have failed in the United States, of which 36 were n&‘monal banks and
358 were State banks.

There might be reasons for that, but on the face of it, it would
seem to indicate that more State banks were failing than national
banks. I recognize the fact, however, that there are fewer national
banks than State banks.

Mr. AnpeErsoN. The deposits of the national banks average much
larger.

'%he CuatrMAN. Whether that is an indication that national banks
are better operated or better supervised o1 more to be entrusted with
the people’s money I do not know.

Mr. AnpErsoN. I think it means that national banks are larger
than the banks that have been failing. The bulk of the banks that
have been failing have been very small banks, not large enough in
capital to get a national charter. The States that have been hit
hardest are the States with the very small banks.
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The CuHAIRMAN. Inasmuch as the banks that are failing are largely
State banks, would you think that that was a dangerous situation in
the country, or perfectly normal?

Mr. ANpErsoN. I am afraid it is a situation that is water under
the mill,

The CuairMAN. In other words, you think it is a cleaning-up proc-
ess of the conditions after the war?

Mr. ANDERSON. Yes, sir.

The CHAIRMAN. And that it will result in a good condition?

Mr., ANDERSON. Yes, sir; but it is terribly painful while it is going
on. One thing again: The disappearance of the village—and I
think the figures of the census so far available show the small village
is going at an alarming rate

The Cratrman. I think the full census reports when they are avail-
able will give us a clearer understanding of that. There 1s a general
indication from the figures thus far available, that that is the case.

Mr. ANpERsON. I think the microscopic bank—perhaps I should
not use that expression—the very small bank, which is always a
State bank not large enough to get a national charter, will experience
some further trouble.

The CrarrmaN. Judge Brand referred yesterday to the conditions
in Georgia where whole counties were without banking facilities,
producing a distressed condition, where banks have either gone out
of business or failed, and the people in that immediate community
are not in possession of banking facilities.

You recited this morning, quite in some detail, the situation as
regards branch banking in England, indicating that in towns of several
thousand population, these branch banks are only open from one to
three days a week. I wonder whether it indicates in this country,
which is a newer country than England, that because of the fact that
small communities are being eliminated due to good highways, mass
production, consolidation of energy, etc., we are getting to that point in
the United States where those districts may have to be served in the
same manner as in England. Would you think that would be the
condition we are approaching here?

Mr. AnpersoN. There might be localities where that would be
the best that could be done. Certainly the unit bank in a very small
and dwindling village is a needlessly expensive thing. If they could
get something more economical and give the people some banking
facilities that would be safe; it would be better. However, I think
it has got to be worked out not by a general rule, but locally by the
local interests.

Mr. Branp. When did you leave Missouri and go to New York?

Mr. ANpERrson. I first went to New York from Missouri in 1910
to go to Columbia University, where I was first a fellow and then a
teacher, and then I spent five years as a teacher in Harvard Uni-
versity, and came back to New York in 1918.

Mr. Branp. Were you connected with the banking business in
Missouri?

Mr. AnpErsoN. No, sir; I was a teacher until 1918.

Mr. Luce. Mr. Anderson, you are the economist of the Chase
National Bank?

Mr. ANDERSON. Yes, sir.
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Mr. Luce. And are the author of the material that appears in the
Chase Economic Bulletin?

Mr. ANDERSON. Yes.

Mr. Luce. The bank is good enough to keep my address on its
mailing list, and I may show the value I place upon this bulletin by
saying that it is one of the few publications of which I keep a file for
the purposes of reference. You have a high standing in the cconomic
world and your words carry weight. May I ask you how many copies
are circulated of the Chase Economic Bulletin?

Mr. AxpersoN. I think of that edition between fifty and sixty
thousand.

Mr. Luce. And what is the general nature of the mailing list?

Mr. AnpErsoON. It goes to stockholders and depositors and to
others who are interested who ask to be put upon the list, and some
others we pick out that we want to have on the list.

Mr. Luce. It goes also, I imagine, to editors of financial publica-
tions?

Mr. ANpERsON. Advance copies; yes, sir.

Mr. Luce. And to financial writers generally?

Mr. ANpERSON. When they ask for it.

Mr. Luce. But it has a considerable circulation, I have no doubt,
among financial writers?

Mr. ANpERSON. Yes, sir.

Mr. Luce. Therefore it may fairly be said to have an important
influence upon the financial thought of the country?

Mr. Anperson. I hope so.

Mr. Loce. I think you will admit it. At least I shall admit it for
you. In those circumstances, if by chance you have misunderstood
any features of the situation and upon mature reflection should see
fit to modify any of the views expressed in the copy I have before me
of the issue of May 8, of which you have furnished copies to each
member of the committee, is there a possible way in which a subse-
quent modification could be laid before these readers?

Mr. AnpERrsoN. Well, I could consider that.

Mr. Luce. I ask that question because, frankly, it seems to me the
repetition of certain language here muddies the water to some extent.
You this morning, withdrew the headline, “A Revolutionary Pro-
posal,” but I find on page 4, “We do not need to make a revolution
In the general banking system of the United States’’; on page 6 you
say ‘“Certainly there is nothing in the experience of the past nine
years, as revealed in the foregoing figures to justify a legislative res-
olution in our banking situation;”

On page 11 you say:

“At the same time it would avoid the grave evils that would
come from the sudden revolution in our general banking system.”

To one who has been present at most of these hearings during the
last few months, these phrases are not in harmony with what has
actually gone on in this room or with what has been said, and possibly
before 1 have finished the inquiry, I may be able to sustain that
contention.

Mr. AnpErsoN. May I say that I wished to offer a substitute
expression because that phrase seemed to offend one member of the
committee, but that I did not mean to withdraw the expression?
I used the word ‘revolutionary” there in its literal and technical
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sense, and, in that sense, it does not mean a revolution in the popular
sense.

Mr. Luce. We will consider, as we go along, whether there is
warrant for my view of the matter. As the things I have marked
make it difficult to take these up except in consecutive order, possibly
I shall repeat somewhat.

I observe you say, on page 4:

The proponents of this widespread extension of branch banking outside the
city of the head office apparently intend to make use of the recent rapid develop-
ment of group and chain banking, by adopting legislation to permit the groups
and chains to transform themselves into branch systems.

This is not in accordance with the impression I have received from
the various witnesses who have been before us. I do not recall in
any instance anybody connected with a group or chain system who has
intimated any desire to substitute therefor the branch system. My
memory may be incorrect, but certainly the great bulk of the testi-
mony before us has not furnished warrant for thinking that the pro-
ponents of branch banking have this in mind. On the contrary,
they have distinctly given me the impression that they preferred to
be let alone and to continue as they are.

Mr. ANDERsON. My statement related not to testimony of the
group and chain bankers. My statement was based on impressions
I received from reading the first five parts of volume 1 of the testi-
mony which did not include any testimony of any of the group or
chain bankers.

Mr. Luce. While it is possible, of course, that some ulterior motive
has been at work behind the public utterances of the proponents of
bﬁanch banking, nothing has appeared here to indicate that such is
the case.

Mr. AnpErsoN. The disposition was not to ascribe ulterior motives.
It was simply that those advocating the system seemed to have in
mind especially the group developments that have taken place as
something that would fit into the picture and would naturally lend
itself to trade area branch banking.

Mr. Luce. I thought it fair to witnesses who have appeared, and
to the committee itself, to bring out as distinctly as I can, the fact
that we have had before us the picutre of two competing systems
with no inter-relation of purpose, thought, or hope, and the testi-
mony we have received has indicated to me that if we take action, it
is to be expected that we shall face the question of which of these two
systems is the better system and not the question of whether one
would lead to the other if left alone.

Mr. AnpersoN. I had no reason to ascribe ulterior motives to
anybody.

Mr. Luce. When I use the word ‘‘ulterior’”” I mean in its cold sense.

Mr. Anperson. Hidden motives?

Mr. Luce. Undisclosed motives.

Mr. AnpERrsON. I do not mean that. I got the impression {from the
testimony of the comptroller and of Governor Young that they
thought these groups are natumlly in line with the next step in the
development and I said ‘“‘apparently” because I was not absolutely
sure I could put my finger upon a passage in their testimony that
would justify the statement in full and it was not——
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Mr. Luce. 1 did not receive from either of them, on my own part,
any impression that they desired to intimate approval of either group
or chain banking.

Mr. ANpERSON. No.

Mr. Luce. The next passage to which I would call attention is this:

I should not know how to draw a constitutional legislative proposal which
would compel good bankers to absorb weak and failing banks.

Therein, sir, your view is undoubtedly that of all of us, but may it
not beg the question? It was clearly brought out by the testimony
of those representing group and chain banks that they had no inten-
tion of taking over weak and failing banks. Clearly it would be in-
consistent with the business motives that prompted them to organize
their groups and chains. 1 speak of it as begging the question
because that is not the issue before us. What we want to find out is
whether it is wise, by the branch-banking system, to secure routine
banking facilities for small communities where a unit bank does not
now exist, and if it ever did exist where it failed, and while the tenor
of the bulletin before me at the start seems hostile to such a purpose,
I find that later on you actually commend that purpose.

Mr. AxpersoN. I commend it from the beginning. I am in
sympathy with the purpose from the beginning, but I understood
the 1nitial purpose was to arrest the failure of these banks. I think °
it might even precipitate the failure of small banks if you started
rival banks in the communities.

Mr. Luce. I should differ with you as to the emphasis to be placed
upon the purposes of this legislation. While the failure of these
banks gives a dramatic color to the problem, yet the heart of the
problem is how to serve all the people of the United States. That is
our primary function, and that is emphasized or rather supported by
the fact that these failures are, for the most part, State banks, over
which we, here, have no direct control and which we could, with
difficulty, reach.

‘While the failures of these State banks, of course, greatly concern
us as citizens of a country where we would lessen suffering as much
as we can, our basic duty, as a committee of the National House,
is to shape legislation of a national character, the prime purpose of
which is to serve all of the people.

I think there must have been a misprint of possibly there was, in
the last two or three lines of the paragraph which I am quoting
where you say that the managers of a great group-bank system “would
very properly shrink from the task of taking over sixty millions of
banking resources scattered among 200 banks in very small towns.”

Mr. AnpersonN. I was dividing $60,000,000 by $300,000. Does
not that give 200? Three hundred thousand dollars was the average
size of the failed banks.

Mr. Luce. You mean to confine our attention, then, to the smallest?

Mr. AnpERsON. To the average bank that 1s failing. You have
your 5,000 banks fail with a billion and a half deposits, the average
of the deposits being $300,000. That is the typical bank that has
failed, and I say this group-banking plan is irrelevant to that. It is
like threading a needle without letting the thread meet the eye——

Mr. Luce. As a matter of fact, 5,000 banks have failed in the
last 10 years?
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Mr. ANDERSON. Yes, sir, and the average deposits were $300,000.

Mr. Luce. I do not see why, if 5,000 banks have failed, with an
average of $300,000 deposits, you should restrict our attention to
200 banks.

Mr. ANpErson. Itis anillustration of the problem the group banks
are undertaking, and the problem they would have to undertake if
they were going to stop the failures of the small banks. They are
not taking in $300,000 banks. This was merely an illustration. I
could make it 10 times as big or half as big.

Mr. Luce. Well, it sufficies for my purpose to point out it is not
the 200 that have agitated us but the 5,000.

Mr. Anperson. I will reply, to meet your figure, it would be a very
difficult undertaking to try to administer 5,000 banking offices averag-
ing $300,000 deposits each, and that any group would properly shrink
from domg it.

Mr. Luce. Let us go to the sixth page, where you say, after using
the word ‘‘Revolution,” as I referred to a while ago—you go on to
aver there is nothing in the experience of the past nine years ‘to
justify the creation of giant branch banking systems, with enormous
capital, ranging over ‘trade areas which may equal or even exceed
Federal reserve districts in size.

It seems to me, sir, that throughout this bulletin you have given
the impression that there are a considerable number of persons, some
of them in official position, possibly, who have been urging nation-
wide branch banking. The only witness that I recall who has come
out squarely for that was Mr. Gianinni. Possibly there were one or
two others who have approved it. But the nearly unanimous senti-
ment of the witnesses before us, and certainly the declarations of the
comptroller, have not led us to believe that there is any consider-
able body of opinion anywhere in the land favoring legislation to-day
which would permit nation-wide branch banking.

Mr. ANpErsoN. There is nothing

Mr. Luce. Let me finish the basis for your comment by saying
that to one who has been confronted with the discussion of this sub-
ject now for several years the problem presents itself as wholly one
of degree. I may have been the first member of this committee,
nearly 10 years ago, to point out what I thought was the inequity of
the situation in a town like the one from which I come, where a State
bank—we call them trust companies—was allowed to have a branch
bank on the other side of the river which splits the town, while the
national bank was not. I was several years ahead of my time in
suggesting that this situation ought to be remedied. Possibly it was
five or six years ago——

Mr. ANpErRsON. May I correct one point here?

Mr. Luce. Yes.

Mr. Anperson. There is nothing in my paragraph that you quoted
that says anything about nation-wide branch banking.

Mr. Luce. No. I am showing you, as it often happens, that the
atmosphere of a document is sometimes conceived by the reader dif-
ferently from that which the writer intended. My reading of this
document gave me the idea that you thought some one was trying to
institute nation-wide branch banking. On more carveful study, I dis-
covered further on that you were hedging.
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Mr. AnpersoN. I used language that corresponded to the language
of the testimony in the hearings. I refer to page 6, volume 1, part 1,
of the comptroller’s own testimony as to what a trade area should be.

Mzr. Luce. I shall not go further than to say that I think you have
misunderstood the atmosphere of these hearings.

Mr. Anperson. That is possible; yes, sir.

Mr. Luce. But to go on with the point I wanted to bring out, for
it is fitting, in connection with your testimony, that the many readers
of the reports of these hearings should understand just where we stand
in this matter, I would say it was five or six years ago when the com-
mittee and the public began to take seriously the proposal that there
should be some opportunity for branch banking, and we had here long
discussions of how far it should extend, and we made serious attempts
from time to time to lay down a proper limitation. It was made diffi-
cult by the fact that a considerable number of large cities are located
on the boundary between the State in which they are located and
another State. Noticeable cases were those of Cincinnati, across
from Covington; St. Louis, across from East St. Louis; Kansas City,
Mo., and Kansas City, Kans.—and these were not the only ones that
puzzled us.

I doubt if we ever did reach a satisfactory conclusion or whether,
if an attempt to put a universal rule into words were made, it would
be practicable. Yesterday, the witness told us he saw no reason why
a New York City bank should not have a branch in Jersey City.
think it was the day before a witness said just the opposite thing.
He said he did not see any reason why New York banks should have
branches in Jersey City.

As a matter of fact, one wholly free from any prejudices in the
matter, would say that there is no logic in a downtown New York
bank having a branch in Harlem being refused one in Jersey City
or Newark.

However, I speak of that merely to finish my picture, to show you
where we stand in this matter.

There came along the McFadden bill which, in spite of strong
opposition, made it possible for national banks to have branches in
the cities where they were located, if State banks could. This has
not proved a conclusion of the argument. You suggest in here, in
one place, the use of counties. Now, you are confronted there by
the fact that counties differ greatly in different parts of the country.
Middlesex County, in my own State, at one end, could be reached
by a fairly good rifle, from the city hall in Suffolk County, while,
on the other hand it extends up to the border of New Hampshire and
has in it, at that end, the city of Lowell of 100,000 people.

Our own counties in New England are of different sizes and different
population and do not correspond in any way with the natural divi-
sions of commerce and industry. The western counties were appar-
ently laid off on the map with a foot rule, regardless of the county
seats or other considerations. You will find a whole State with nearly
every county of the same number of square miles. In every State
counties have no commercial or industrial significance. If you
attempt to make it counties, you would be confronted with serious
obstacles. )

Mr. AnpersoN. I therefore propose no general Federal legislation.
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Mr. Luyce. But in your statement you go further and suggest
States. Here again are ludicrous differences. Here, for instance, is
the State of Delaware that an automobile can traverse perhaps be-
tween noon and sunset, while Mr. Garner, of Texas, has just proposed
that we divide Texas into five States, each one of which would be
larger in population and greatly larger in size than many of the States
now existing. To run from one end of California to the other is a
great deal more than a Sabbath day’s journey. So, State lines have
really no banking logic whatever.

Mr. ANDERSON. State lines have this tremendous significance:
The States are the constitutional units. They are not subject to
change, whereas your county lines could be changed within the State
at its own pleasure. If you are going to have local autonomy the
State is the unit that must have it. The question comes up whether
the mere question of banking expediency shall upset the Federal
system. I believe, as a citizen, in preserving the Federal system and
the State is the line where the lines must be drawn, because there is
no other line that means anything.

Mr. Luce. There is no other political line, but the lines of politics
and government and the lines of business ignore each other.

Mr. AnpErsoN. Yes, but legislation can not ignore political lines.
Probably also very often we can make accommodations. New York
and New Jersey divide the harbor of New York and they have worked
out an arrangement. The Port Authority of New York Harbor has
been worked out by the two States. We have other things by which
New York and New Jersey cooperate by treaty in local problems.
In this matter of banking arrangements, it is perfectly possible, under
the general remedies I offer, for a State to pass legislation which would
admit the banks of another State and permit them to have branches.
There is no objection to concurrent Federal legislation to allow
national banks to do the same thing.

Mr. Luce. If your experience in State legislatures and Congress
had been equal to that of yours in banking, you would probably
accept the word of one whose experience has been more largely in
legislative bodies and in Congress, who would tell you that such a
possibility can not, within the limits of possibility, even become a
possibility. The thlng can not and will not be done.

Mr. ANpersoN. But the thing has happened. A bank in California
has branches in Seattle and Portland. A national bank in California
has branches in Seattle and Portland.

Mr. Luce. I am unfamiliar with the circumstances by which that
came about, but when I watched a State, like the State of Maine, for
example, by a popular vote, refuse even to sell its water power beyond
its boundaries, I should not expect the State of Maine to accept the
intrusion within its boundaries of the branches of any Boston bank.

However, let us return to the subject of the examination. You
pictured these trade areas as such as might equal or even exceed
Federal reserve districts in size. Now, the smallest number of areas
that has been importantly suggested to this committee, is 35, which
would give an average population of 3,500,000.

Now, what is the size of the populatlon of New York—9,000,000?

Mr. Anpersox. We have a very big State and a very blg popula-
tion.

Mr. Luce. I mean New York City.
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Mr. AnpERsON. My recollection is the 1920 census shows 9,000,000
for the State.

Mr. Luce. Well, we will call it 7,000,000.

Mr. ANpERSON. Yes.

Mr. Luce. Then, New York City has a population twice as large
as would be the average population in one of these districts, if they
were 35 in number.

Mr. Anperson. Not in size.

Mr. Luce. I am talking about size measured by population. Yet
you find nothing unwise in permitting branch banking in the city of
New York with its 7,000,000 people.

Mr. ANDERSON. It is all compact. The branch and head office
can be in daily communication. The officers of the branch and the
officers of the head office can know one another personally and sit at
luncheons together and serve on the same committees once or twice
a week. They are right there and accessible.

Mr. Luce. That, of course, is an advantage not to be ignored, but
in these days of the telephone, I suppose there is no thirty-fifth of the
population of the United States where there is no possibility of prac-
tically instantaneous consultation.

Mr. AnpersoN. Telephone consultation is easy when you know
the man. To work over a telephone with a man you do not know is
a different situation. After all, you have to have documents before
you. The head office man has to have the documents and see the
whole picture.

Mr. Luce. This of course involves that part of the bank which
concerns itself with the giving of credit.

Mvr. AnpErsoN. There are many other things besides that.

Mr. Luce. Where important consultations are necessary we may
assume that credit is the important thing. We have been told that
in other localities where branch or even group banking prevails
the managers of the branch banks have only limited powers; that they
can make only loans about which no question would arise, and that
all important loans have to be referred to the head office; in fact, that
is one of the criticisms made of the system. But what particular
injury do you conceive that would work?

Mr. ANpErsoN. One of the most important things is that a customer
who wants the loan very often wants to see the man who passes upon
it or the head office official who passes on it wants to see the customer
and size up the man. We can do it in the city where you can not do it
when he is off at another place. The question of personal knowledge
of the borrower remains very important.

Mr. Luce. But we have been given to understand that the errors
in judgment of comparatively inexperienced men in smaller com-
munities_have been largely responsible for the failures of those
banks. Is there not something to be said for the wider experience
and the more trained capacity of the men who would be handling
the credit department of a branch banking system?

Mr. AnpersoN. The personnel in the branch is not likely to be
superior. On the average I think it would not be superior to the
personnel of the independent unit that is displaced.

Mr. Luce. That is true. I am talking about sizable loans. I am
taking, for instance, the question raised by a stock raiser who might
want a loan of, say, $30,000. Is it clear that the judgment of the
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BRANCH, CHAIN, AND GROUP BANKING 1913

small—and I do not use the word invidiously—banker in a small
community would, in those circumstances, be better than that of a
banker in a large center like Denver?

Mr. AnpersoN. His judgment would be better in regard to the
character of the borrower because he knows him and his judgment
would be better as to the quality of the cattle and whether they are
there.

As to the cattle market and the future of the prices of cattle, if he
uses his own judgment, it would not be as good, perhaps, as that of the
correspondent banker in Chicago, but if this banker is a good banker,
he is getting opinions from Chicago all the time about the cattle
market in Chicago.

Mr. Luce. Does it stand to reason that the individual you would
characterize as a good banker will stay very long in a small town
running a bank with less than $300,000 deposits?

Mr. AnpersoN. He will stay longer if he is the president of the
bank than he will stay if he is an employee of an outside institution.
He will, in the first case, be interested in staying. He is proud of his
institution and wants it to grow and, in the second case, he will be
anxious to get away to a bigger office of the bigger bank.

My judgment with reference to the European banker is that there
is no question of the superiority of the American local banker over
the brach officer in the European town of the same size. On the
other hand, when it comes to the head offices, there is immense bank-
ing ability in Europe. But it is in the head offices.

Mr. Luce. I would not demur, but would qualify that by saying
that no branch system contemplates giving the local manager that
degree of authority which is exercised by the unit banker.

Mr. Anperson. That is very true.

Mr. Luce. At page 7 you refer to:

Conecurrent legislation on the part of the Federal Government * * * guch
as would permit national banks to have the same branch-banking rights that State
institutions have in these States.

In addition to the doubt I have raised as to the business expediency
of adopting political lines for business regulations, I would ask you
what is the logic of restricting the judgment of Congress to expression
in only those parts of the country which chance to agree with us?

Mr. ANpersoN. I had thought of it the other way. I had thought
of it as being desirable that Congress should hold back rather than
push forward in this matter of branch banking outside of the city in
which the head office is located, and it was my idea that national
banks should have no branches outside of the city in which they were
located, but I was agreeable to going along with the wish of the
comptroller to prevent national banks surrendering their national
charters and thus maintaining parity with the State systems.

Mr. Luce. Perhaps more than most members of Congress, I am
in hearty sgmpathy with what you have said in favor of noninter-
ference with local affairs by the Federal Government. My votes,
I think, have been invariably cast against avoidable extension of
national powers. Perhaps I should modify that ‘“invariably” by
confining it to matters like contributions to schools, roads, etc. But
are we not confronted with the fact that, through the exigencies of war
indeed, but nevertheless with what on the whole have been thought
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admirable results, we did create a national banking system which you,
yourself, hope may prove a model for the States?

Mr. AnpersoN. I would say has proved a model for the States.

Mr. Luce. This national banking system has developed, in the
direction of securing adequate banking facilities with adequate protec-
tion all over the land. If we, in our wisdom—and of course we are
falliable, but once in a while we have spasms of wisdom—if in one
of those spasms of wisdom, we decide it is a useful thing to put banking
facilities within the reach of small communities of the country, what
logic is there in saying we will do it only with the permission an
approval and blessing of the State that happens to look at it in the
same way?

Mr. AnpersoN. Well, sir, I should think that the experience of
recent years with Federal institutions that have been created to give
additional credit facilities to agriculture would tend to make you go
very slow about creating new banking institutions. It is much better
to let them grow out of private enterprise and it is better to let private
enterprise themselves take the initiative. Some of the institutions
were, it is true, left to private enterprise, but encouraged by the Gov-
ernment,

The result has been a tremendous increase in the debt of agriculture,
without any increase in the production of agriculture and the condi-
tion of the country banks has been due in part to just that thing, that
the equity left in the farmer’s hands was so small after he paid
interest on this easily incurred debt, the institution found itself in
difficulties, and I hope you will not feel you have to supply additional
banking facilities.

Mr. Luce. We people who come from States where agriculture
does not predominate inevitably think rather about our own con-
ditions. Let me illustrate.

I live in the city of Waltham, Massachusetts. It has 35,000
people or more. Adjoining this is the town of Weston, with a few
thousand people, and a trust company in my city has deemed it

rofitable to open a banking office in that town. Next is the town of
%Vayland, with about the same population. What is the logic in say-
ing we shall stop at the boundary between Weston and Wayland?

Mr. ANpErsoN. Your State law stops you there?

Mr. Luce. As I recollect, all extensions of State banks have to
be with the approval of the State Banking Commissioner, but suppose
a condition where the present national law would prevent it.

Mr. AnpersoN. Let me say, as far as I can gather, your banking
situation in New Fngland, under State regulation, is excellent.
Your failures have been few and I do not think that New England has
to come to Washington to get help on banking matters.

Mr. Luce. I will anticipate another part of the interrogatory and
express my wish that we might, in these hearings, pay more attention
to the convenience and benefit of depositors 1n banks.

The tendency is to think of nobody but the borrower. There are
a great many persons who use banks who do not borrow. I am one
of them, and when you put in that list of English banks that were
open only one day in the week, do you know what my reaction was?

Mr. ANpeErsoN. What was it?

Mr, Luce. I wished we had the same thing here.

Mr. AnpersoN. And only deposit once a week?
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Mr. Liuce. I have occasion for three or four months a year to keep
a deposit in a country bank in another town a dozen miles away.
Every week or two I must go over there to get cash, whether I want to
or not, to get the money for current needs. If there was, as we talk
about here, a teller’s window that was open once a week in the central
part of the town of perhaps a thousand persons, in which I have
occasion to stay, it would be a real convenience. So instead of your
array of English banks that are open part of the time discouraging me,
it encouraged my hope that we might some time have the same thing
here. To carry it further, it seems to me that if, out of more than
5,000 banks that have falled there were, at a guess, 3,000 of them
in communities without other bankmg faclhtles, 1t would be justifiable
and admirable to replace those facilities that have been lost, by what
would come from a banking office open only once or twice & week.
I want to get that in the record to show there is another side of the
picture.

Mr. ANpErson. I tried to get the other side into the record by
saying there are some places in England that would not have any
banking facilities at all if those did not exist.

Mr. Luce. On page 9 you state:

The very small bank has had a difficult time in recent years, and the marvelous
thing is not that so many have gone under, but rather, that such an enormous
number have stood, and have even prospered, despite these adverse tendencies.

Reference to the census figures, as well as our common knowledge
of what is going on all over the land, indicates that many of these
towns which still have sound banking institutions, are likely to meet
the same fate as the towns that have already dwindled. It looks as
if the avtomobile had sounded the death-knell of the small American
town.

That being the case, if what we have seen is only a precursor of what
will follow, and there is nothing to indicate to the contrary, why should
we not ant1c1pate that danger and avoid the failure of 5,000 more bank
by permitting them at once to become branches if they so desire?

l\gr AnxpErsON. I think that in many States state legislation to
permit that, and state legislation to compel consolidation among the
tiny banks would be desirable.

Mr. Luce. Why should we wait for the States to act to prevent a
calamity to hundreds of communities?

Mr. AnpersoN. The legislation proposed here—this trade area
branch banking for national banks—would not touch this situation.
You do not compel the banks to consolidate, nor do you compel
banks that may establish branches to go into these States after those
banks that may desire to become branches. You even permit branch
banks to come in competition with banks already established and, by
that, you may precipitate the failure of the little ones by permlttlng
this competltlon If you provided branch banking and limited it to
towns of five or ten thousand population, you would concentrate the
interests of the bankers and branch bankers upon this problem.

Mr. Liuck. If the nation should take some precautions through its
comptroller, that possibility of injury would be removed?

Mr. Anperson. I think 1t would be better than opening the whole
field, and making States that did not want it have to submit to it.
There are any number of excellently organized State systems that do
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not need it at all. I am sure New Jersey does not need it, and I am
sure that New England does not.

Mr. Luce. I am still loathe to concede that it is not the business of
the Federal Government to——

Mr. AnpERsON. I will not argue the matter with you further be-
cause you are a constitutional lawyer and a lifelong student of political
science and my opinion is not as good as yours.

Mr. Luce. I thank you for your unduly generous comment. I
should be more ready to accept your view were it not for the fact that
we find ourselves with the national system on our hands and we are
confronted with the problem of what we shall do. For one I am
inclined to let the States handle their affairs without here paying
much attention to what they do.

I think my questions have covered the important points I wanted
to bring out. From the answers I should conclude, that our difference
is a matter of degree. Be assured, sir, that there is no wish on the
part of at least one member of the committee to start a revolution, or
accomplish anything radical. He is simply interested in trying to see
if a moderate extension of a practice already established and justified
by results may not help in averting what he feels are the dangers of
group and chain banking.

I thank you.

Mr. Anperson. I thank you and through vou, the committee, for
the courtesy you have shown me.

(Whereupon, at 4.20 o’clock p. m., the committee adjourned.)
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