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BANKING CONCENTRATION . 609

1 am very happy to be here once more and to have‘the opportunity of dis-
cussing with you some of the developments in banking that have occurred in
recent years, largely since the time I left for Washington in the autumn of
1927. The bankers of this State, a fraternity of which I shall always con-
sider myself a member, have an unusual interest in these developments because

| they have been leaders in the movement to keep our banking system ad justed

to the rapid changes occurring in economic and social conditions of the
country. My work in Washington has given me the occasion to survey these
matters from a national point of view; and I have watched tine developments
with keen interest and often with great admiration for the courage, dkili.
and rapidit& with which a transforhation of our banking structure has been
managed . |

In the financial history of thié country, public policy has seldom con-
‘fronted a more important parting of the ways. The decision mede at this time,
the route we choqse to follow from hereon, will have the utmost importance
for the whole commercial-fAbric. The smooth flow of credit and of banking
service is the deliéate nervous system of business, and nothing can be more
important than that this mechinery be kept perfectly attuned . to the commercial
and industrial organization which it serves.

I am confident, thereforse, that much profit will result if we study the
tendencies of our banking system dispassionately with an open mind and with
no fixed ideas or prejudices. The Federél reserve system is trying to do
Just that, and in pursuit of this policy has set up & committee which is
studying the whole field of group, chain, and branch banking developments.
We hope that the committee's report will throw light on many perplexing matters.

The Congress of the United States is also investigating these conditions;.
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the Banking and Currency Committee of the House of Representatives has been
holding hearings for some months on the subject and has already gathered a
large body of useful information to which some of your most respected bankers
of the Ninth Federal Reserve District have made important contributions.. The
Senate Committee also has plans for hearings. .

At the outset of a discussion concerning the shifting forms of banking
organization, one is prone to ask what forces are tringing them abont.“ Two
,canses stand ont as the most important factors: on the one hand - the lsrge
volume of bank failures that has occurred in fecent'years; ano} on the other»
:hand changes in economic and social conditions, which have made a readjust-
vment of banking organizetlon and practice inevitable. -

_ This country of great distances, alte;ed in the course of a few'hnndrsd
years from virgin resousces to a high state of civilizetion and complexity of
industrial organization, has flourished under a system of unit banks. Unit

_banking has been the natural complement of tne individual initiative and enter-
_prise which has so rapidly brought the United States to the first rank of
: sconomic powers.“l cannot say‘too rach concerning my respect foi tne contri-
_butions of the unit banker to thisvdevelopment. A1l my‘sympatnies are with
:_nim. As you know, IAEAVe been one.of them nyself. And notwithstanding‘ell
: cf.the rapid alteration in the environment ebont us in-genernl and of the
evolution of businessvfo;ms in'particular, the unit banker still has his place
. and service to perform' he will have it for a long time to come; ami I, for
one, can see no reagon why he should not aIWays be an important part of our
. banking system. | |
‘ However, some unpleasant facts must be fsced with respect to therappalling
A_nnmber of bank fsilures recorded in various psrts of the country,during recent
years. ,This record has been so dolefully recited, and so often of‘late,“thet

I hesitate to discuss it again, but it cannot.be passed over altogetner, since
Digitized for FRASER *
http://fraser.stlouisfed.org/
Federal Reserve Bank of St. Louis



- =3 ‘ - X=-6625

+ 611

" 1t constitutes the bapkground‘of the picture.
| During the nine year period prior to June 30, 1929 ebout 5,000 banks
closed their doors in the United States, tying upvdeposits in the neighbor-v

‘hood of one and a half~bi1116n dollars. This is'at the rate of more than 500

*'bénks;ﬁér.yeaf and represents in the aggregate about one-sixth of the banks
that were in existence at the beginning of the period. Altogether these

‘:fhiiuies.have been rathef’Widely'dispersed. yet concentration in rural sections

 is clearly diétinguishabié.: You, here in the Northwest, have suffered

" especailly because of sgricultural conditions that developed with the post-war

 'périod, and no necessity exists to rehearse before this sudience the disaster

" involved in the closing of bank after bank in' any area, the‘imﬁense amounf
ofijeisonal hardship suffered by the individual depositor because of the loss

436f aawings,accumﬁ1ated‘0ver years of toil and thrift, the lack of confidence

““and business stagnatioﬁ'which follows in the wake of wholesale bank élosingé.

| In this history ofAéﬁqpensions;‘it is a remarkable thing that no
1ﬁportaht failures among banks in the larger cities have occurred, while in

" seven agricultural states 40 per cent of all the banks in existence in 1920

’fﬁhéve failed. ﬁhile the depositor in the large city banks has been amply pro-

- ﬁectéd,‘thé depositor in the small country bank has suffered severely. This

" 1 not g'siﬁug}ion which can be viewed with equanimity, but cries aloud for

'f‘Suf best constructive thought and effort in order that it may never happen

again. |

| In‘approaching the problém;vlfrepeat,‘we should try to preserve an open
mind. Wé cannot escape the fact, however, that in certain localities the unit
sjéfem‘of banking has‘brokeniqown. Whether we can repair the old or erect
" & new unit:béhking system that gives satisfactory assurance of not repeating
the misfbrtunes'of the past, that, gentlemen, is one‘of the serious queetionﬁ
D;m;EQ;Q%XgEhwé mast try to find an answer. On the other hand, if as & result of
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our investigation and thought we should conclude that practical considerations

R O W ST o Tl B O L Y
P Skt

force us to some compromiée with our sympathies, I hope we shall be able to
face the facts with courage and the determination té?ﬁéke such concessions
as promise fruitful results.

--1. turn now to other factors-wﬁich I believe?are forcing ‘us just as
certainly, whether we will or not, to & serious re-examination of our banking
traditions. Rapidity of personalbtransportation. easy communication by the
telephone._the”spirit»of’the times with respect to large scale‘organizatioﬁ
and the branch system in business in general have brought many differences in
our habits of living and especially in the position of the small community;'>
Prggress in many lines 6f'activity has had a serious effect on these commuii- )
tiesvandxhdsuandangered-sOmé of the institutions and characteristics, guch as
iﬁdependence;’in which we have rightly teken pride.

That & smell commnity must be served under a unit banking system by a
small bank{igra‘gelf;evideni fact, for such a commnity cénnot profitadbly
support a large one. We have today in this country about 25.000'incorpbrdted
banks, four-fifths of which are located in towns of 10,000 population or'iess,
and the average capital of these 20,000 banks serving the smaller communities
is about $44,000, I have already recited that banks in this class contributed
largely to the record of failures, 71 per cent of the failed banks naving been
capitalized at less than $50,0QQ;.88 per cent at less thaﬁ $100,000.

In many smell communities the banking business is drying up so that it is
becoming increasingly difficult for the small bank to meke & profit, and no
bank can exist for long when it is in the red. The management of such a bank
is constantly under the temptation to teke greater and greater risks in order
to show better earnings, with the reéult'that disaster follows in most cases.

-~ Nowedays, the automobile takes the bank depasitdr to a larger town than he
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used to frequeﬁt, and hs_goes there because there are bigger movie shows, and
because there are more shops with a wider variety of goods from which he may |
- choose in shopping. Once & pa€£8h of the larger place, nothing is more natural
- than that he should find it convshient‘to do his banking business there also,
.‘;so his account is moved from the small bank to the larger one and the small
‘banker loses deposits.
That is one aspect of the matter, there are others. In the past the small
community had its local grocers. its local pubdblic uxility, its local factory,
,LUbux‘today the unit grocer is being displaced by a chain store; the utility
;Lpg}ongsvto a greatthoiding companY: and the factory has been merged with a
giant'organization with a head office in a metropolis. The local banker in
‘5_other days did business with the grocer, the electric plant and the factory,
Hskqbnt today tha cream of that banking business is elsewhere, handled by the head
To,9ffi°° of the large compeny and placed with the metropolitan banks with which
;_;tsitieasurer does business. |
- » So we have an entirely different economic and social pattern from that
*Eounder which our unit system developed, making it necessary for the banking
_business to be revamped to fit the new order of things. No one is more con-
sp;ous,of this thén the bankers thémselves. and the record shOstﬁhat they are
' Ensmb;soing the opposttoity £o oxperimsnt with new forms in an attempt to find
. that system of banking best suited to the world we live in today.
o Checking up stat1stica11y on what has happened so far we are surpirised
) ;t° find a development of such magnitude. National banks, under the liberalized
_.branch banking provisions of the McFadden Act, and state banks, under their
”vistats oodos, are,'according to the latest figures, operating in the aggregate
mo;e,than 5.500 brsnch offioes. an increage of somg 50'psr cent in five &ears.
. Among fhe ébO odd bsnks’with branches are some of our strongest institutions,

since the 800 together have more than '$25,000, 000 000 of loans .and investments
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out of a total of $58;000,000,000 possessed by the 25, 006 banks in the country,
We have known in this country for many years something of chain banking,
that is two or more banks controlled by one or several identioal persons, but
the spectacular growth of gfcup banking ‘has been qpnfined to & few brief
months. You here in thérﬁdrthwest having some of the best examples of it,
are quite familiar with the arrangement of associating several banks in a group
through ‘the medium of concentrating the ownership of the stock in a holding |
company ., ‘ |
‘The lateést figures show nearly three hundred different chains or gronpé.
in the country, emﬁfacing more than 2,100 banks with total loans and invest-
ments of $11,000,000,000. Many banks in chains and’grou@s alaoihane brnnchés,
g0 there is more than a little overlapping; and furthermore, among the barke
with branches are counted all the banks, including'tne gréntest metropolitan
baﬁks,nihich may have only omne or a few tellers' windows in their home city.
The proportion of banking resources sometimes quoted as involved in the new
forms of banking orgenizations, tnerefore, exaggerates somewhat the extent
of the development. Nevertheless, it has reached important'aggragates,_however
_ meaﬁﬁréa,‘and we realize that we face a condition and not a theory. -
*"You, bankers of this district, know precisély‘fhe‘ﬁhys and wherefores of
this'movémeni, and the country over, the reasons that havebbrought it about
are much the same. An association of banking offices snread over a wide area
furnishes a diversity of assets and risk that makes for stability. Head ’
offices in large cities cen contribute experienced trained banking management |
to the smaller offxces and can gzve them invastment and fiduciary services
of unusual”quality; The ' arrangement, whether it be a grcqp or branch system;
can cut down the overhead of the smaller office and put it more nearly on a
profitable basis. | o
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When we take stock of the situation we realize that after all, in the
matter of the concentration of be.nking resources, this country has been in a
Xunique position a.mong other great cormefcial and industrial nations of the
world. In great Britain. in France, in Germany, in Canada, and in other
‘countries many bsnking offices widoly dispersed and controlled from one
’ csntral head offioe have long bsen the dominant system of commercial banking.
At the heart of this foreign experience has been the matter of economy. In
h societies such as our own .and those of other great countries where the gener-
ating force of business enterprise is profits. financial orgsnisatiom in-
i evitably work themselves into those forms that will keep down the costs of
- doing business. leaving a larger margin of profits; and under competitive
b conditions this results also in better and more economichl service to customers
: and borrowers. Economy is working towards group and braich banking in this
; country ag well as it has worked in the countries of the old world.
e As I look upon the practical situation as it confronts us, I am impressed
by the indifference of economic deVelopments ‘to our preferences and tredition-
o e.l habits of d.oing business. Here, we have this group ~movement born almost
without our realization. to take care of a very difficult situation. I do not
| think ‘that mw persons would deny that the situation was such that something
| had to be done about it and something has been done, in which I see more of

good than of evil,

AT

_ | The group system. holever. algo has its’ limitations; it 'is not a panacea
i‘or all of our ills, e.nd of course we shall not find any omne thing that will be.. ,
’ To one situation we shall have to epply one type of banking solution, to
- another situa‘tion. a different sblution. Even the foremost exponents of the
group banktng plen agree that it cannot solve the problem of the smallest

- comtmities that are entitled. to some sort of banking service. We know why
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under changing conditions- it has become increasingly difficult for g.eeparate
bank to meke a living in the smaller comrmunities. The only way to provide banking
service for such communitles 22;;3 to be by establiahing a branch with smell
overhead expense operating as part of a large bank covering & wider area than
_ we have become accustomed to under unit banking.
V I see other limitaxions in the group banking system. For one‘thing,
“personnel problems are bound to develop as the best: men managing member banks
:of groups tire of taking orders. They will insist on being promoted to-
T”the head office andeill either geﬁ'there or fin@ enterprielng JobS'eleewhere,
f;léh‘fﬁe reeult tﬁaﬁfiodi§idualﬂmemoers of groups will heve difficulty in
Dﬁinﬁinglend‘keeping exéerlenced and eompetent managers. I do not believe that
:elbranch system woﬁldvoe‘oﬁen to quite the ssme limitationm in this respect,
»hsince promotion lines in such systems are more obV1ouely defined, and local
' vﬁbranchss require less responsible nanagere than do individual members of a
_group.
l’< It is clear, however, that our experience with group banking has so far
cheen too limited to permit us to be dogmatic. This is especially true since
iwup to the preee‘t time the movement has been steered by coupetent hands, so
Eﬁcoupetent indeod thax they eould probably meke & success of banking'under any
‘ftype of organ;zetion. I am not sure what results would be obtained with the
gﬁinsgrument of group banking controlled by less capable bankers, who may follow
the lead of the pioneers in ‘this field, I am inclined to believe, on the whole,
' Eﬂrthat the group ‘system will be a transitional stage during the interim, while
;£we are working out some type of compromise«between unit banking and branch
i:banking. However, I think it will provefe very useful and instructive tranei-
Avtional stege and will help to- overcome immediate difficulties. -

My colleague on the Board, the Comptroller of the Currency, has devoted
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much time'and.study to the matter of the effectiveness of our 0old banking
system in 1te“new surroundings apd has on several occasions ably outlined
his conclueions. Ae,the‘reeult of these studies end hie ripe experience, he
has recommeoded to Congrese'thax a national bank be given the right to
eebeblieh‘brenches within the natural trade area of its head office.
Had we been willing before the ‘war to have countenanced branch banking -
in a limited trade area, I believe many of the unfortunete failures of the
laet decade might have been avoided. I might illustrate what I mean by a
spec;fic example; Aberdeen, South Dakota. which is a trade area, I suspect
"for a territory 50 to 75 milee north, south ~and west, and posgibly 25 miles
east. In tbe days before the war, Aberdeen banke did business: with, say, 200
small banks in the town'e trade erea, lending them money for seasonal require-
- -ments in the~fall of the year. which was always repaid. However, in 1919,»
because of railroad conditione and many other factors, the little bankers
could not repay the Aberdeen bankers, but had to borrow.during the following
years.more and more from them ae well ae from their Minneapolis and St. Paul
,correepondente who were leaning in turn upon the Federal reserve bank. I ‘
believe - qad our hindeight is always better than our foresight - that if
branch banking had been permitted in that little trade erea of Aberdeen 20
years ago, many'cf the diffrcultiee of receat years would have been avoided,
but today that small trade area has passed and we face a new set of conditions.
Mr. Pole'e recounmndation proposes a trade area of much. 1arger extent.
While none of us as yet have been able to define our trade area finally, I
B personelly concur in Mr, Pole's general recommendation._«I'thinkvthat the logic -
of events forces us to conclude that branch banking within limited areas is a
yreaeonable concessien to meke to the present day . conditione which must be met.

Beyond this limited concession I preeerve an open mipd and the hope that time
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and experience wili help us develop the right kind of a banking system for

our changing economic world.
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