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OPERATION OF THE NATIONAL AND FEDERAL RESERVE
BANKING SYSTEMS

MONDAY, MARCH 2, 1931

Unrrep STATES SENATE,
CoMMITTEE ON BANKING AND CURRENCY,
Washington, D. C.
The _subcommittee met, pursuant to adjournment, at 10.30 o’clock
a. m., Hon. Carter Glass (chalrman) presiding.

STATEMENT OF J, CAMERON THOMSON, VICE PRESIDENT AND
GENERAL MANAGER NORTHWEST BANCORPORATION AND VICE
PRESIDENT OF THE NORTHWESTERN NATIONAL BANK, MIN-
NEAPOLIS, MINN,

The Cuammman. The committee will please come to order. Mr.
Thomson, we are engaged in this inquiry, as you know, with a view
to consuiermg such modifications, if any be necessary, of the Federal
reserve act and the national banking act, as may improve the bank-
ing situation and avert the recurrence of the troubles we have had
in recent years. We have heard bankers from the eastern section
of the country, from the South, from the Middle West, and the
Pacific Coast, and we thought perhaps that the banlers in the north-
western sectlon might be able to contribute something to the inquiry.
So we should be obliged if you will give us, briefly, any suggestions
you may care to make—a general statement of your views of the
situation.

Mr. Tuomson. Mr. Chairman, the two corporations, the Northwest
Bancorporation and the First Bank Stock Corporation, represent,
in their key banks, the oldest and the largest banks in the north-
western territory. It has been our feeling that we have met a situa-
tion that was peculiar to our territory, and, in the main, as far as
the Northwest Bancorporation is concerned, what I say will be our
experience in meeting that situation. If that is of value to your
committee, we are very glad to give it, and we appreciate the oppor-
tunity of coming here.

I do not want to duplicate what was said in the House hearings,
but T want to give just two or three basic facts as to the background
in our territory which resulted in the formation of the Northwest
Bancorporation. You gentlemen realize that, in our territory, the
ninth Federal reserve district particularly, we have had over 20 per
cent of the number of bank failures in the last 10 years and over

12 per cent in amount involved.
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562  NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

Senator Townsexp., Of the total amount ?

Mr. TrHoMsoN. Yes—in both cases, more than our share of bank
failures. Those failures occurred mainly in banks of under $25,000
capital and, of course, in banks in towns or cities of less than 10,000
population.

There has been a lack of confidence in our banking situation, and
one illustration has been the fact that the increase in postal savings
deposits in the last 10 years in the four States, Minnesota, North
Dakota, South Dakota, and Montana was in excess of $18,000,000,
or more than the gain in postal savings deposits in the whole United
States outside those States.

Taking a particular case, Milbank, S. Dak. The Milbank postal
savings deposits had been going up. We started a bank there,
people had confidence in the institution we put in, and money started
flowing back again to that bank.

The reasons for the bank failures have been pretty well stated,
and two officials of the Federal Reserve Bank of Minneapolis have
investigated the situation very thoroughly and have recently pub-
lished a booklet on the subject. In 1920 there was and even to-day
we still have, an overbanked condition in that territory. The four
States—Minnesota, South Dakota, North Dakota, and Montana—had
one bank to approximately every 1,200 people in 1920, while New
England had one bank to every 7,200 people. To-day those four
States have one bank to approximately every 2,200 people—far more
banks in proportion to population than other sections of the country
with more wealth than we have. They had a very large percentage
of small banks, with small capital in small towns.

Senator Burkrey. Do you know your per capita wealth?

Mr. Taomson. I can give it to you.

Senator BurkrLey. That would show what your banking resources
would be.

Mr. THoMmsoxN. 1 have the total deposits and the per capita wealth
in my files. May I give this to you a little later?

Senator BuLkrLey. There is no hurry. sI should like to compare
them with some of the Eastern States.

Mr. Taomson. The per capita individual deposits in 10 States,
roughly, in our territory, were, in 1930, $265 as compared with $411
per capita in the United States as a whole. As compared with
1920, we had $320 per capita deposits and, in the United States as
a whole, $306. There has been a tremendous change.

Senator TownNsenD. $265 to $411; is that it?

Mr. Tuomson. That is right. On the other hand, taking the per
capita savings deposits as of June 30, 1930, we had in our section
$156 per capita and the United States as a whole had $232.

In postal savings we had $3.41 per capita as compared with $1.42
for the United States.

The Cramrman. What is that again?

Mr. Taomson. We had $3.41 as compared with $1.42 for the
United States as a whole.

Not only did we have an overbanked condition but we probably
suffered more from changes that have been going on in the banking
business than some other sections. The entrance of Government
agencies into the mortgage business, of course, affected those banks
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NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 5063

relatively more than in other sections. Ours was a new territory
being developed, with new settlers and more mortgages were made
and those banks, in many cases, got a good portion of their earnings
from mortgages and other business incidental to meortgages. The
Government entering into that business took away some of the profits.

Those banks lost the exchange, and the exchange was a relatively
greater factor among the smaller banks than in other sections of the
country. The cost of collection in the ninth Federal reserve dis-
trict has been higher than in most sections of the country.

The CuairmaN. It has been so low in all of them, however, they
could not compute the cost in Washington.

Mr. TaoMsoN. The Federal reserve official survey calls attention
to the fact that inexperience and lack of training among the officers
of these banks, and particularly their inability to sense the trend of
changing economic conditions, were vital factors in the situation.

The CuairmaN. Did not undercapitalization have a great deal to
do with most of your failures out there?

Mr. TaoMsoN. Unquestionably; because in the midst of a changin
condition, if there had been a larger capital requirement, they Woulg
not have been organized in the first place; if there had been a larger
capital requirement with fewer banks, they would have been in a
better position to withstand the losses necessarily incident to that
changing condition.

We have also suffered from an overproduction of our basic agri-
cultural commodities, which has resulted in a tremendous drop in
income.

Senfator Noreeck. How much increased production are you speak-
ing of?

%/Ir. Tuomson. I am speaking not of increased production, but of
a surplus production of grains and some dairy production.

Senator Norsrck. Could there be a surplus production without an
increased production ?

Mr. THOMSON. Yes.

The CuaemaN. By decreased consumption ?

Mr. TaomsoN. Yes, sir; but there certainly has been an increase in
dairy products in that section.

Senator Norseck. Did you contribute any money toward the cam-
paign that urged them to milk more cows?

Mr. Tuomson. I think our emphasis has been on getting better
cows and milk.

Senator NorBeckK. And more of them?

Mr. TaoMsoN. Not as far as I am concerned.

Senator Noreeck. Did not a Twin Cities group put on that propa-
ganda and encourage that diversification program and tell the farm-
ers they did not know how to handle their business and should get
into the dairy business more, with the result that it broke the market
for those products?

Mr. TuoMmsoN. I do not want to generalize on that, Senator——

Senator Norsrck. I just want to get your point of view.

Mr. TrOMSON. I am a director in one of the largest farm organi-
zations, in point of numbers, in that territory. That happens to be
a dairy cooperative and I am probably more familiar with that situa-
tion than most bankers are, and, for that reason, I have felt and still
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564  NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

feel that what we need is not more cows and more farmers but better
cows and I do not think that——

Senator Noreeck. Better cows and less butter? That is what you
mean ?

Mr. TuomsoN. No; we want more people to eat butter.

Senator Norseck. But until you have a market you want less but-
ter, do you not?

Mr. TraomsoN. You can not change the consumption of butter in
a hurry.

Sena};or Norggck. Is not that the trouble—you got the production
but you have not been able to increase the consumption? Is not that
the fact?

Mr. TromsoN. That is true.

The Cuamman. I can tell you what the real trouble with the
dairies is, being one of them. No matter how low the staple grains
fall, you have to pay an extortionate price for your concentrates
with which you feed your dairy stock.

Mr. TrHOMSsON. All of those are factors.

The CmamrmaxN. That is the factor.

Mr. TaomsoN. Not so much in our section, Senator, because we
can probably buy those concentrates cheaper than you can buy them
in the East.

The CrarMAN. You mean not so high. The word “ cheap ” does
not apply at all. [Laughter.] We pay as much for concentrates
to-day, with wheat selling at Chicago at 65 cents, as we paid when
it sold for $2.

Mr, THOMsON. I should like to talk with you about the dairy busi-
ness, but I think you want me to get through and get out.

The CuarrmaN. You have not given us any trouble so far.

Mr. THoMsoN. Along with that situation, or rather as a result of
it, individual deposits in the banks of the four States, Minnesota,
North Dakota, South Dakota, and Montana, decreased in the 10-year
period from $1,443,000,000 to $1,151,000,000.

Senator NorBeok. What decreased ?

Mr. Tromson. The individual deposits in the four States.

Senator Norseck. And the figures are what?

Mr. TaomsoN. Decreased from $1,443,000,000 to $1,151,000,000, a
decrease of $292,000,000, or 20 per cent, while in the United States
as & whole the individual deposits increased from $32,000,000,000 to
$52,000,000,000, or an increase of 62 per cent.

As reflecting what those banks had to go through, other real
estate, representing the accumulations of slow assets, increased from
June, 1918, when there was $9,000,000, to $45,000,000 in September,
1925, and in March, 1930, they stood at $20,000,000.

Senator Townsenp. You mean by “ other real estate ” realty held
by banks? .

Mr. TaomsoN. Accumulated as the result of having to take over
real estate which had been acquired as result of unpaid loans or rep-
resented direct investments by the banks.

Those are the results of the change in that territory from a pio-
neer country to a more settled agricultural country, restricted immi-
gration, and this changing economic condition, and also, to some
extent, to a change in the transportation methods which interfered
with the progress of the small towns. It was that situation and
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a very strong feeling on the part of our own institution, the North-
western Natlonal Bank of Minneapolis, that made us decide that
the banks themselves in that territory should do something to right
the situation and provide a more stabilized banking system.

I should just like to quote an outside statement on that point.
This is entitled “ Causes of Bank Failures in the Northwestern
States,” by Curtis L. Mosher, assistant Federal reserve agent in the
ninth district, and The Problems of Small Banks in that territory
by F. M. Bailey, assistant Federal reserve agent. They state that:

The recent and rapid development of the group form of banking was un-
doubtedly greatly accelerated by the epidemic of bank failures herein de-
seribed, but group banking or some other development of similar character
would undoubtedly have resulted from the necessity of creating, in the North-
west, stronger, sater, and more dependable institutions than many of the banks
which formerly existed.

That investigation was made independently and represents the
information that came to the Federal reserve bank in Minneapolis,
and that is their judgment, that something like this had to come.

It was our conviction that the banks that represented the business
interests of that territory had the responsibility for trying to meet
that situation.

Now, along with that, as Mr. Decker pointed out in the House
hearings, some of the banks in that section had offers to sell out to
eastern interests. The trust business was developing as our section
increased in wealth, but people were not disposed, even though they
wanted trust facilities, to put their trust funds in institutions when
they could not feel reasonably secure in their belief in their safety
and permanency. Those institutions were generally small. They
faced the problem of investing the large proportion of their funds
in bonds and securities. Generally speaking, they did not have the
information or the facilities to enable them to invest in that type
of security as safely as they should have been able to.

There was a growing demand on the part of our own customers
and on the part of national institutions operating in that territory
to do business along regional lines, particularly because of the many
bank failures in that section.

We also had seen many of our industries in our own States going
east for financing, and we felt that we should put ourselves in a
position to finance more of those industries and we had in mind
that if we could set up some system of banking that would provide
the benefits of a research bureau—if you want to put it that way—
a centralized supervising group, so that these banks could keep better
in touch with the trend of the times, that would provide for an ex-
change of ideas and for better methods of operation, that would
enable these banks, out of their common experience, to determine
on how they would make more money—if we could do that, that
we would be doing a constructive thing for that territory. I say we
wanted to help those banks make more money, because a bank that
can not make money certainly can not last. If it can not make
money, it has no right to be in business; and with the fluctuations
in that territory unless banks can make money to take care of losses
they can not remain in business.

The CaamrmaN. Is your company an affiliate of a national bank?
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Mr. TromsoN. The Northwest Bancorporation—I am going to de-
scribe it later—is a holding company, owning stock in financial insti-
tutions, including national banks. We went into this plan of ours
on the basis that we would try to get the leading key banks as our
partners and work this thing out. We realized that whether we
succeeded depended on our ability to manage our affairs, and we
therefore got the key banks because they were the banks that could
afford to pay for good management, and they were the banks that
were more representative and banks that would be the best partners.

We tried to set this company up on the basis that these banks
would really be partners, managing their own affairs. I think our
by-laws provide that 75 per cent of the directors of these banks have
to be local men, and more than that percentage of the directors of
these banks are local men. We said, further, that these banks must
come in on the basis of exchanging stock. We wanted to make sure
that the banks would be willing to say to us that “ We will not sell
out to you, but we will exchange our stock for your stock. We will
become your partners, and you will be our partners.”

We felt in doing this that we were not only benefiting the com-
munities but were also benefiting the stockholders of these banks,
because they got an investment that represented a diversified inter-
est and ownership in the larger banks in the territory, covering a
wider range of territory than individual banks could serve, not so
much dependent upon the local bank’s business in any one year, and
we felt if we could stabilize the banking situation we would benefit
not only the customers and the banks but the territory as a whole.

The CramMAN. You say they would not sell out to you?

Mr. TraomsoN. That is right.

The Cmamman. Would not that largely depend on the terms on
which you exchanged your stock?

Mr. Tromson. That gets to a question of whether we have been
paying high prices or whether we have been offering a fair price.
We think, Senator Glass, if you were to investigate it yourself,
you would find that both the Northwest Bancorporation and the
First Bank Stock Corporation have paid very reasonable prices and
less than many other organizations that have bought bank stocks
have paid; in fact, we would not pay what some people have paid,
and our whole idea was to convince the people that came to us that
they were going really to become our partners, and if the whole
thing was right and well managed that they would eventually benefit
‘by becoming associated in this central holding company.

The CrATRMAN. I have not intended to imply that you did not pay
a fair price. Nevertheless, it would largely depend upon the adjust-
ment of the holdings as to whether you owned them or they own you.

Mr. TeoMsoN. You are right in that.

The Northwest Bancorporation itself is a Delaware corporation, a
holding company not engaged in the banking business and making
very careful that it does not get into the banking business. It is a
Delaware corporation. It was not advantageous to our own stock-
holders to have a Minnesota corporation because of the risk of
double taxation.

It exists for the purpose of providing supervision to the extent that
such supervision helps the individual bank, also that such supervision
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NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS 567

protects the corporation, and for rendering service in that territory.
‘We believe this service is generally appreciated to-day, and if appre-
ciated and extended it is going to make the Bancorporation a valu-
able property for the stockholders.

As to the fundamentals in that corporation: They are just the
same as in an individual bank. I think that our principle of opera-
tion is right and I will give you, a little more in detail, a description
of how we operate and you can judge from that.

The Cramman. Have you done that in the House hearings, Mr.
Thomson ¢

Mr. THomMsoN. No; we did not, Senator. We think that we are
well located in that territory in spite of all the failures and in spite
of all the changing conditions.

As to the management, I will leave with you copies of the annual
report of the Northwest Bancorporation which has some comparisons
with a year ago, a list of our directors, and a statement of our stock-
holders and where they reside. Every important city in our section
of the country is represented in either one of these two corporations.
These are the men that have been interested in the development of
that territory. They are the men who will profit by the continued
development of the territory. These men, we believe, with an insti-
tution so vital to the success of that territory and an institution with
the chances for profitable operation that these corporations have, are
going to see that the corporations are well managed.

We have, in the Northwest Bancorporation, an active executive
committee as fully informed regarding the operations of the North-
west Bancorporation and in general of the operations of the banks,
as the executive committee of a bank. In fact, they are better
informed than the executive committee of many banks.

The CrairmaN. Who supervises the corporation?

Mr. Tromson. The executive committee, and the active officers.

The CaairmaN. Is there any State examination provided for it?

Mr. Taomson. There is no examination by any public body. We
are on record with Mr. Pole, personally, and I would like to be on
record here, as favoring an examination by the comptroller’s office
of the affiliates and the corporation itself and of the bank. We
should like that.

The Cmamman. And publicity of statements likewise?

Mr. TromsoN. Yes, sir.

Mr. Wmiis. Who owns the majority of the stock of this cor-
poration ?

Mr. TroMson. The majority of the stock is owned in the four prin-
cipal States that we do businessin. Ninety-five per cent of the stock
1s owned, Doctor Willis, in the territory we serve.

Ml?? WiLias. What bank has a predominating ownership in the
stock

Mr. Taomseon. There is not any one bank.

Mr. Winprs. What is the largest stock ownership in any one
individual institution ?

Mr. TromsoN. I do not recall, but I think that the largest individual
holding would be around 20,000 shares out of 1,670,000 shares, and
of course the largest block of stock is owned by the men who are
connected with the Northwestern National Bank of Minneapolis.
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Mr. WiLris. How much stock is owned by interests, men or cor-
porations, or affiliates, connected with the Northwestern National
Bank of Minneapolis?

Mr. Taomsox. I do not know that offhand, but I shall be glad to
get it for you.

Mr. WirLis. You can give it approximately.

Mzr. TromsoN. I do not know that, Doctor.

Senator Noreeck. Is it a control?

Mr. TaoMsoN. No; this corporation is owned by the public in
that territory, and there is no one interest that has control. If, for
mstance, you should go to the First National, of Duluth, that city,
being a very strong competitor of Minneapolis, as you know, Senator,
the First and American National Bank is the largest bank in north-
ern Minnesota outside of the Twin Cities; they would tell you they
had as much right and interest in the corporation as the Northwestern
National Bank of Minneapolis.

Mr. Wirets. You will send in here a complete list of the stock
holdings?

Mr, THOMSON. Yes, sir.

Mr. Wirpis. Showing not only the names but the groups, so as
to show the affiliations of the owners, and so to indicate in whose
hands the control really is?

Mr. TromMsoN. Yes, sir.

(The witness submitted partial listings of stockholders of the
Northwest Bancorporation, as follows:)

Distribution of stock in States in which we operate, as follows: Stockholders
in Minnesota own 929,212 shares; Iowa, 132,912; Montana, 34,702; Nebraska,
70,761; North Dakota, 36,647 ; South Dakota, 67,626; Washingten, 39,072; Wis-
consin, 38,895.

Stockholders in miscellaneous States own 320,000 shares, of which the largest
holdings are as follows: Illinois, 116,864; New York, 95,135; California, 53,221.

We have stockholders in practically every State in the Union. One individual
stockholder has over 25,000 shares and half a dozen other individuals own over
12,000 shares.

The officers and directors of Northwestern National (Minneapolis) and affiiates
own 213,920 shares; the officers and directors of Iowa-Des Moines National Bank
& Trust Co., Des Moines, 27,441 ; the officers and directors of First and Ameri-
can National Bank, Duluth, 107,973 ; the officers and directors of United States
National Bank and Stock Yards National Bank, Omaha, 25,704; the officers
and directors of Spokane & Eastern Trust Co., Spokane, Wash., 11,581.

Mr. Taomson. We believe that this set-up gives us a diversifica-
tion because of the territory that we cover, and the range of business
transacted in that territory.

May I just call your attention to this situation: If you are going
to have diversification on a large scale in our section, you have to
cover territory. The total bank resources of the ninth Federal
reserve district are not so large as the resources of one bank in
New York. We have whole sections that are largely dependent on
wheat. So, to get diversification on a large scale, you have to cover
territory and covering the territory that we do we have diversifica-
tion through various forms of agriculture and industries. The
largest portion of our income from agriculture comes from livestock
and livestock products. We have copper mining and iron mining.
We have some manufacturing. Iowa produces as much values in
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manufacturing as it does in agriculture. Des Moines is one of the
largest

Sgenator Norseck. May I ask, for information, just one question?
That would include such manufacturing as creameries and cheese
factories, milk, and so forth?

Mr. TeoMsON. Yes, sir.

Senator Norseck. Even that might mean that agricultural prod-
ucts predominated, even in manufacturing, as well as agriculture ¢

Mr. TaomsoN. Agricultural products are the predominating fac-
tor in that territory.

Mr. Wirris. How many banks are owned in this corporation?

Mr. Taomson. I am coming to that. We have, as of to-day, 134
institutions in the group.

Mr. WiLuis. How many banks are there in your Federal Reserve
district?

Mr. TaomsoN. There are 2,200 in the ninth Federal reserve
district.

Mr. Wuais. Do you have a vote for each of your banks in electing
directors of the Federal reserve bank?

Mr. TroMsoN. These banks are not all members of the Federal
reserve system.

Mr. WiLris. But as far as they are members of the Federal re-
serve system

Mr. Tromson. Each bank, a member of the Federal reserve, votes
as a member bank in any other district.

Mr. Wirris. Does your Bancorporation have the right to, and does
it, tell them how to vote?

Mr. Tromson. The Bancorporation on all matters of policy—
and I should be very glad to have you verify that—tells the banks
to do just exactly as they feel they should in the interest of their
local community.

Mr. Wiris. But theoretically it is possible, is it not, by the work-
ing out of this system, as it goes further, that there may be vested in
one or two or a small number of corporations of this kind, the entire
control of the Federal Reserve Bank of Minneapolis? That is pos-
sible, is it not?

Mr. Taomson. I suppose it might be possible, but may I also raise
this question with you, doctor: Talking of things theoretically, we
can figure out dangers, but, in the last analysis, this depends upon
management and personality, does it not?

Mr. Wirpis. As everything does.

Mr. TromsoN. As everything does; yes, sir.  Now, our thought has
heen—and for instance, if you personally were to investigate our
situation and knew the men, you would realize that to-day, and as
'lf'ar as anybody can humanly see, we are not interested in control-
ing

Mr. WiLtis. I know the men and think highly of them, but you
are not immortal and what you are doing is setting up a system that
might profoundly affect the Federal reserve system. You do that
by a corporation not controlled by, supervised, or subject to public
law. Does not that present a serious problem for constructive and
well thought out legislation ?
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Myr. THoMsoN. Well, there is that possibility and it certainly ought
to be taken into account by this committee,

Mr. Wicnis. That is all I wanted to bring out.

Mr. TromsoN. I should like to add one thing more. The First
Bank Stock Corporation represents, in its key banks, and personnel,
some of the very finest banks in our territory, and that institution
is strongly competitive.

Mr. Wrnis. Under present management ?

Mr. TromPpsoN. Yes.

Mr. Wonis. But we are considering legislation for the future,
when the present generation shall have passed from the scene.

Mr. THoMsoN. We have felt in our corporation that it was the best
thing in the world in this territory that it had the strong competing
groups, and while we have, as Mr. Wakefield will tell you, the utmost
confidence in the men of their group and feel we are working toward
the same thing, nevertheless we are strong competitors. We feel
that to be a good thing for us and for the territory. It is a safe-
guard for the territory at the present time. If is not a legal restric-
tion, but it is a safeguard against control or domination or anything
of that kind in that territory.

We have in these 134 institutions 122 banks and 12 investment or
cattle loaning companies,

Sena@tor Norerck. Will you give the location of the banks by
States?

Mr. Taomson. I will give you the entire list. I have not the
figures. As far as bank resources go—will that answer the same
question?

Senator Noreeck. No; I think that your statement regarding
banks here has been rather misleading from the fact that you have
spoken of the number of banks as compared with population, with-
out any reference to the capital of the banks as compared with
population. So, I do not think it will answer. I think we want to
get it later on. Are most of them in Minnesota ?

Mr. Tromson. The largest number of our banks is in Minnesota.

Senator NorBeck. And the next largest in what State?

Mr. TraomsoN. South Dakota, your own State.

Senator Norseck. And which would be third?

Mr. Tromson. North Dakota would be third.

Senator NorBrck. And have you some in Montana?

Mr. Taomson. Montana would be the next largest number.

Senator NorBeck. That is what we need at this time. Have you
any in other States?

Mr. TaomsonN. We are in Towa, Nebraska, western Wisconsin, and
eastern Washington.

Senator Norseck. Then you are in three or four Federal reserve
districts?

Mr. TaoMsoN. Yes, sir.

(The witness produced a list of institutions, grouped by States,
affiliated with the Northwest Bancorporation, as follows:)
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MINN.—AFFILIATED FINANCIAL

INSTITUTIONS

(Combined resourees, $495.000,000, January 29, 1931)

MINNESOTA
Minneapolis:
Northwestern National Bank.
Lake Street Office.
Lincoln Office.
North American Office.
Minnesota Loan & Trust Co.
BancNorthwest Co.
Midland National Bank & Trust
Co.

‘Central National Bank.
Central Co,
Second Northwestern State Bank.
Third Northwestern National

Bank.

Fourth Northwestern National
Bank.

Fifth Northwestern National
Bank,

Union Investment Co.
Albert Lea, First National Bank.
Appleton, First National Bank,
Austin, Austin State Bank.
Belle Plaine, First National Bank.
Bowlus, Morrison County State Bank.
Browns Valley, Union State Bank,
Dodge Center, Dodge Center State
Bank.
Duluth :
First & American National Bank.
First National Duluth Co.
Elk River, Bank of Elk River.
Faribault, Security National Bank &
Trust Co.
Farmington, First National Bank.
Fergus Falls, Fergus Falls National
Bank & Trust Co.
Greenwald, State Bank of Greenwald.
Hastings, Hastings National Bank.
Hawley, First National Bank.
Hopkins, Security National Bank.
Jordan, First National Bank.
Lake Park, State Bank of Lake Park.
Lanesboro, Scanlan-Habberstad Bank

& Trust Co.
Litchfield, Northwestern National
Bank.

Luverne, Rock County Bank.
Mankato, National Citizens Bank.
Marietta, Union State Bank.
Montevideo, Union State Bank.
Montgomery, First National Bank.
Moorhead, First National Bank,

New Prague, First National Bank.
Northfield, State Bank of Northfield.
Osseo, Farmers State Bank.
Owatonna, Security Bank & Trust Co.
Red Wing, First National Bank.
Richmond, American State Bank.
Rockville, State Bank of Rockville.

St. Paul:
Empire National Bank.
Mounds Park State Bank.
Sauk Rapids, Union State Bank.
Slayton, Murray County State Bank.
South S8t. Paul, Stock Yards National
Bank.
South St. Paul, Stock Yards Mortgage
Co.
Thief River Falls, Union State Bank.
Two Harbors, First National Bank.
Virginia, State Bank of Virginia.
Warren, Peoples’ State Bank.
Waterville, First National Bank.
Winona, First National Bank.

NORTH DAKOTA

Bismarck, Dakota National Bank &
Trust Co.

Carson, First National Bank.

Edmore, Union State Bank.

Fargo, First National Bank & Trust
Co.

Garrison, First National Bank in Gar-
rison.

Grafton, Grafton National Bank.

Hillgboro, First National Bank.

Jamestown, James River National
Bank & Trust Co.

Maddock, Farmers State Bank.

Mandan, First National Bank.

Minot, First National Bank & Trust
Co.

Napoleon, First National Bank.

Starkweather, State Bank of Stark-
weather.

Valley City, American National Bank
& Trust Co.

Wahpeton, Citizens National Bank.

SOUTH DAKOTA

Aberdeen, First National Bank &
Trust Co.

Britton, First National Bank in Brit-
ton.

Brookings, Brookings County Bank.

Chamberlain, First National Bank &
Trust Co.

Deadwood, First National Bank.

Dell Rapids, New TFirst National
Bank.

Gregory, Northwestern Bank of Greg-
ory.

Groton, First National Bank.

Huron, National Bank of Huron.

Lead, First National Bank.

Madison, Northwestern National
Bank.
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Milbank, Farmers & Merchants Na-
tional Bank in Milbank.
Mobridge, First National
Mobridge.
Philip, First National Bank.
Rapid City, First National Bank.
Redfield, Redfield National Bank.
Sioux Falls, Security National Bank
& Trust Co.
Spearfish, Bank of Spearfish.
Sturgis, Commercial National Bank.
‘Watertown:
Citizens National Bank & Trust
Co.
First National Bank & Trust Co.

Bank in

IOWA

Des Moines:

Iowa-Des Moines National Bank

& Trust Co.

Iowa-Deg Moines Co.
Mason City :

First National Bank.

Northwest Savings Bank.
Sioux City. Live Stock National Bank.

MONTANA
Anaconda, Daly Bank & Trust Co.

Dillon, First National Bank.
Ennis, Madison Valley Bank.

Great Falls, Great Falls National
Bank.

Harlowton, Continental National
Bank,

Havre, Hill County State Bank.
Helena :
Union Bank & Trust Co.
Montana Livestock Loan Co.
Kualispell, First National Bank.

NATIONAL: AND FEDERAL RESERVE BANKING SYSTEMS

Lewistown, Northwestern Bank &
Trust Co.

Malta, First State Bank.

Manhattan, Muanhattan State Bank.

Miles City, Bank of Miles City.

Roundup, Miners & Merchants Bank.

Sheridan, Bank of Sheridan.

NEBRASKA

Fairbury, First Nalional Bank.
Hastings, Hastings National Bank.
Lincoln :
Continental National Bank.
Continental Co.
Norfolk, Security State Bank.
Omaha :
United States National Bank.
United States National Co.
Stock Yards National Bank of
South Omaha.
South Omaha Savings Bank.
Cattle Feeders Loan Co.

WASHINGTON

Cheney, Security National Bank.
Spokane :
Spokane & Eastern Trust Co.
Spokane Eastern Co.

WISCONSIN

Baldwin, First National Bunk.
Berlin. Berlin State Bank.
Grantsburg, First National Bank.
Kuapp, First National Bank.

La Crosse, National Bank of La Crosse.
New Richmond, First National Bank.
Prescott, First National Bank.

Senator Norseck. That is all T wanted at this time. You may go

ahead now.

Mr. Taomson. The activities of our institutions are coufined to the
banking business as transacted in that territory; that is, we have the
ordinary banking facilities and trust facilities. Our affiliates in the
security business are in the business of underwriting and distributing
securties.

Mr. WrLuis. You have affiliates who are in the securities business?

Mr. Taomson. Yes, Doctor Willis.

Mr. WiLws. How many of those have you?

Mr. Taomsox. I believe there are five.

Mr. Wirrs. What do they do?

Mr. Treomson. Those affiliates were the affiliates of banks that
became members of our group and we took them in; that is, in Duluth
they had the First National Duluth Co. In Minneapolis the Minne-
sota Loan & Trust Co. had

Mr. WiLLis. You merely inherited those and have not created any
affiliates?

Mr. TaomsoN. I do recall that we created a single securities
affiliate.
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Mr. Wictis. You have not done so?

Mr. Taomson. No, sir.  'We have two or three cattle-loan com-
panies. We are, I suppose, the largest factor in that territory in
making loans on livestock and that business was largely an inherit-
ance resulting from the affiliation of certain banks doing that
business.

Mr. WiLis. When you bring out securities or make cattle loans
in these affiliates, do you do so with the understanding or agreement
that they will be absorbed by the various banks in your chain or
rroup ?
£ ME TraoMsoN. You can find in all the operations of the Northwest
Bancorporation that no bank is ever asked to purchase any securities,
whether it comes from our own affiliates or any other bank; that we
have continuously stressed and have insisted that the management
of these individual banks and boards of directors must understand
that we hold them solely accountable for the management of their
banks and the Bancorporation will not do anything in the way of
recommendation or suggestion that will relieve them from the feeling
that they have the absolute responsibility for the operation of their
bank and its management.

Senator Noreeck. I do not question that at all. but it makes me
wonder why you insist on 51 per cent of the stock instead of 49, if
you are going to leave the control and management with them.

Mr. Tromson. You might ask Mr. Wakefield about that. Our
general feeling in the start of the Northwest Bancorporation was
that if a man was going to be your partner he would prefer to come
in entirely rather than have a divided interest, and we have found
that you can not get the better banks in the territory to come in on a
basis of divided interest.

Senator Norseck. They only came in 51 per cent?

Mr. Taomsox. In our corporation we have, from the beginning,
held over 95 per cent of the stock of the banks in our group, and.
in addition to that 95 per cent, there is over 2 per cent that represents
the qualifying shares of the directors of those banks.

Senator Noreeck. I am glad you brought that out because I have
not understood that. Does that mean then that only 5 per cent of
the stock is held locally by the particular group of directors that
manages the bank in a town?

Mr. Traomson. That is right.

The Cuiairman. In your view, after all, it comes down to a ques-
tion of management ?

Mr. TroMson. Absolutely.

The Cramrmax. Your vindication of the system is good manage-
ment ?

Mr. TroMson. Absolutely.

The CrairMan. What would happen if there had been bad man-
agement ?

Mr. Tromson. Of course, you can do a lot of harm. You have an
illustration in recent months of that, but we believe that, with the
character of banks that are the foundation of our structure and
with the business interests that are represented there and with the
necessity for meeting competition in that territory, you are not
going to have to worry about the corporation being well managed.
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The Crmamrman., You will agree, however, that if this committee
found it desirable, it ought to do something to avert the consequences
of bad management ?

Mr. TaomsoN. Yes, sir.

Mr. Wiiis. To finish the question I put to you before, is it a fact,
regardless of the power of the parent corporation or holding com-
pany—is it a fact that practically all the securities brought out by
your affiliates are taken up and bought or discounted by the banks of
your group ?

Mr. TromsoN. Absolutely not.

Mr. Wriris. Will you submit figures showing the distribution of
securities of that kind in your group as compared with other groups?
Pick out some underwritings of a recent year or two, or the last year
or two, and show how the volume of securities was distributed.

Mr. TuomsoN. I do not want to mention names, but I recall a
concern which to-day is in receivership whose securities, as far as our
territory is concerned, were underwritten by one of our afliliates. We
had only $68,500 out of $16,000,000 in our group.

Mr., WirLiis. Give us the information that will enable us to form
an opinion on this. The same question has been asked of other
bankers who have come here and you yourself, I think, have fur-
nished a lot of information.

Mr. TroMsoN. I think we furnished Senator Glass information in
regard to the changing——

Mr. WiLtis. But that does not throw any light on this particular
question, and if you would furnish the statistical data there, I think
it would bear out your point.

(Thereafter the witness submitted the following list and state-
ment:)

List showing distribution of securities originating with or underwritten by the

securities companies of the group and distributed through Northwest Bancor-
poration banks:

Distributed to North-
Issues : west Bancorporation banks
Bt e —
$4,000,000 10,6000
$2,235,000- 167, 000
$1,000,000 R 72, 000
$4,000,000 - 162,000
$1,000,000 _ 93, 500

When we say that the banks in the group took a certain quantity of an issue
we do not necessarily mean that they held them for permanent investment, as
many of our banks have bond departments and a fair percentage of these bonds
was sold by these departments to investors.

In all cases it should be borne in mind that the affiliated banks purchasing
these securities used their own judgment in doing so and in no case was any
bank urged to take any.

Mr. TromsoN. I should like to go further and state that the North-
west Bancorporation management is separate and distinet from any
affiliate. We are just as much working for the United States Na-
tional Bank of Omaha, which is one of our partners, as we may be
for the Northwestern National Bank of Minneapolis.

We take the position that any of our affiliates can compete for the
business of our group. We have gone further and set up a securi-
ties department in the Northwestern Bancorporation office for the
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sole purpose of furnishing information to our banks and of cooperat-
ing with them so that they can check the information they get and
each bank in our group may write in for recommendations or for
suggestions, but if we make a recommendation or suggestion, we also
tell them in the last analysis they must determine whether they will
buy that security or not.

I shall be perfectly frank with you and go further and say that in
a group such as this, the group management has got to see that those
banks are well run, and if those banks bought poor securities and
the management and the local board of directors did not correct that
f)ituation, we would have to see that that situation was corrected,

ut——

Mr. Wrinis. You would never bring out bad ones through your
affiliates ?

Mr. TroMsoN. Never intentionally.

Mr. Wirnis. So that they would be good, would they not?

Mr. THoMSON. Yes.

Mr. WiLis. So, if a member of your group wanted to buy really
good securities, you would not tell them yours were bad?

Mr. TroMsoN. You understand, of course, we can not get enough
good securities, nor can we probably get as great a diversification,
as we would like.

Mr. Wrinis. Of course.

Mr. Tuaomson. Of the 122 banks that have been taken into our
group, 102 of them came in without a change of their corporate
status.

Senator NorBeck. May I ask just what that means?

Mr. TuomsoN. That 1s, these banks were taken in on a basis of
exchanging our stock for theirs, without changing their corporate

structure.
Senator Noreeck. Do a great many banks change their corporate
structure ?

Mr. TEOMsoN. We started out to get the strong key banks in order
to have the benefit of good partners and good management, but in
probably 80 cases out of 122 banks coming into our group we have
taken what you might call remedial action in one way or another,
either to save a bank or recapitalize it or put in a new bank where
there were no banking facilities. One hundred and two banks came
in without either recapitalization or without putting up a new
bank—just as they were, in effect.

The Cmamman. What becomes of the American spirit of unit
banking@g when an outside unit bank undertakes to compete with your
system ¢

Mr. Tromson. Mr. Adams, here from Fergus Falls, is one of the
outstanding bankers in Minnesota, and he has a bank that competes
with another bank that is a member of our group in his own town.
The First Bank Stock Corporation is not represented in that town.
I do not know what Mr. Adams will say, but you can get a frank
statement from him, a strong independent banker, as to whether we
are a good competitor or a constructive factor in the community.

fI think you can ask Mr. Bremer, who is an independent competitor
of ours.
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The Cuaarrman. I do not think the reference to one or two strong
banks would afford a sufficient answer to the question.

Mr. Tuomson. Generally speaking, the Northwest Bancorpora-
tion has been a very constructive factor and we welcome the compe-
tition of independent banks.

In the last analysis, if we are going to run a good bank, Senator,
and the other fellow runs a good bank, the difference in the business
they get is going to depend upon the personality and the local appeal.
If we can not get business, we do not deserve to live under that kind
of competition. We are a constructive factor and are good citizens
and have not hurt any independent well-run bank.

We have, for instance, in the last year, devoted our energies to
perfecting our management rather than going out for a lot more
banks; but of the 31 institutions taken in last year, 19 represented
cases where we took in a bank in order to help a local situation.

T should like to say this without its getting into your public record.

The Cuarman. You may say it off the record, if you care to.

(Discussion off the record.)

Senator Norszck. I should like to say at that point I have not
talked to Comptroller Pole this last year about it, but about a year
or so ago, or a little over a year ago, we had a discussion about banks
that had then been taken over by the groups in South Dakota or by
chains, and we went over them individually and carefully. That
was prior to your taking over the Milbank bank. Up to that time I
had not been able to discover you had taken over any weak ones.
You may have since.

The Caarrman. Let me ask you this question, Mr. Thomson : How
and in what measure do you digerentiate interstate banking by group
and interstate branch banking ?

Mr. Toomsox, Well, on the question of branch banking, our
officers are opposed to nation-wide branch banking.

The Cramrmaxn. I did not say nation-wide.

Mr. Taomson. On the question generally of branch banking, we
believe that is a matter directly for these States to settle. It is con-
ceivable that in general terms of management a group-banking or-
ganization covering all these States might be very comparable to a
branch-banking organization; but we are, as far as we are concerned,
perfectly willing to leave that decision as to branch banking in the
hands of the States we do business in; and as far as the public goes,
they wi'l keep a check on our operations, and if they do not think
that they want branch banking or do not want our banks to have
branches in view of the fact we are covering these various States

Mr. Wirwis. I do not think that covers the question.

Mr. TromsoN. I am wondering whether you mean the difference
in the operation or from the public standpoint or

Mr. Wirwis. I think the important thing is: In what way do the
effects of the banking you carry on differ from the actual operating
effects of the Northwestern National Bank if it had an equal number
gf li){r%nches equally capitalized in the same places you have unit

anks?

Mr. Taomson. If we had branch banking in our section, obviously
these banks would be branches of, say, the Northwestern of Minne-
apolis, or if it was just state-wide branch banking of, say, our largest
bank in South Dakota—-—
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Mr. Wirpzs. Let us say that the Northwestern of Minneapolis buys
out your system and amalgamates your system with it—in what way
would the financial results or effects of that system differ from that
which exists now?

Mr. TuomsoN. There certainly would be more centralized manage-
ment, Doctor. Now we are operating as partners. Then we would
have a definite centralized management vested in the parent bank.

Senator NorBeck. Your partners have two things—they have 5 per
cent of the stock and have jobs and are on the pay roll. At the
present time I should think the partners would be very anxious to
please vou or they would lose their meal ticket. In what way
would that differ from branch banking, where you would have an
employee in charge of a branch?

Mr. Tromsox. In the first place, these men have a very strong
local interest.

Senator Norseck. But they sold their interest to you.

Mr. Taomson. No; they did not.

Senator Noreeck. Well, 95 per cent of it.

Mr. Taomson. They just exchanged their stock for ours.

Senator Norecg. But your stock is not local stock.

Mr. Taomson. It is very largely local in that territory, and 95
per cent is owned in that territory. They own their own homes
and their local business and they profit by the development of their
own local community. Naturally they are thinking in terms directly
of what is in the interest of their local community, and they realize
that those banks will not develop in those communities nor be profit-
able to themselves or to this corporation unless the local bank is
prosperous and the community is prosperous.

Senator Noreeck. I do not want to question the motives of the
men who sold out to you, but I do not see how they have their local
business after selling it out to you.

Mr. Tromson. In actual practice those men are as interested in
that territory as before, and those men tell us they are more inter-
ested than before, and I think you will find that the men who are
running the banks are working harder to-day than when they had
individual banks.

The CHamrmax. Not one of these banks employs anyone whose
services they do not need ?

Mr. TromsoN, That is right.

The Cmaieman. That would be true of a central bank with
branches.

Mr. Tromsox. In the last analysis, when it gets down to manage-
ment and operation, I can concelve of a branch-banking organiza-
tion being of just as much service to a community. I presume you
think there would be a greater centralization of funds under branch
banking. There is no diversion of funds in our banks.

The Cuamrman. I think a branch bank would be as much inter-
ested in developing the community as your bank is.

Mr. Teomsox. I think it depends on the management.

The Cramman, Yes; it all devolves on the management.

Senator Noreeck. You are not going to assert that self-interest
is not a strong element in the business? You are not going to assert
that a man on salary is more interested in the success of the institu-
tion than the owner?
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The CmammmaN. The question here is, Who is the owner?

Senator Noreeck. That has changed, of course.

Mr, TroMsoN. He is still the owner,

Senator Noreeck. He owns about 1 per cent of the stock——

Senator Warcorr. The man who has transferred his stock has
diversified his risk.

Senator Norsrckr. It is less local than it was.

Senator Wavrcorr. He is a member of a group instead of an in-
dividual, but would you not have picked out the same type of man
in that community if you had a branch banking system?

Mr. THOMsON. By all means.

Senator Warcorr. The same personnel, in other words?

Mr. Tuomson. We have the largest bank in Minnesota, North
Dakota, South Dakota, and Towa, and the oldest bank in Nebraska.
Naturally we would try to get banks of that type and men who
could build up that type of bank.

Senator Warcorr. Does it not boil down to this, that your essen-
tial difference is not a matter of personnel, but a matter of individual
initiative? There must be some difference there.

Mr. THOMsON. Yes; but I think, though, that this plan of opera-
tion, maintaining a local unit, does retain more local interest and
a stronger sense of responsibility in our territory than if you had
branch banking to-day. Whether that would be true eventually,
time only will tell.

The Crairmax. What is to prevent your parent bank in Minne-
apolis from acquiring a greater proportion of the stock of these
other banks?

Mr. THOMSON. In our section?

The CHAIRMAN. Yes.

Mr. TromsoN. Well, in the first place, we do not want to do it.

The Caarman, Well, suppose you had a board of directors that
would want to do it? What would prevent it?

Mr. Twmomson. In the second place, it is inconceivable that the
directors would want to acquire them on a basis that was not of
benefit to the parent corporation.

The Crarman. Of course not.

Mr. TroMsoN. And the other man is not under any obligation to
sell.

The Cuairman. But it is conceivable that the parent organization
might want to acquire them because they are profitable.

Mr. TromsoN. There is no legal restriction against our going out
and buying all the banks we want to buy providing we think it
would be profitable, which we do not, and providing we would buy
them on a fair basis and we are satisfied we are getting good man-
agement.

We have in our corporation 12,750 stockholders and 95 per cent
of them live in our territory. In a great many cases the number
of stockholders in the Northwest Bancorporation in a community
where we have a bank, has increased very decidedly over the number
of stockholders that the local bank had; in other words, there is
a vastly greater number of people who are stockholders in the Ban-
corporation in a given locality than there were that were stockholders
in the local bank. So there is a wider public interest in the success
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of the Bancorporation than there was, certainly, in a great many
cases, in the individual local bank.

That does not apply in every case, but in a great many cases it
daes apply.

As to the basic principles of operation and supervision that we
apply: In the first place, we have an efficient examining department
which examines these banks at least once a year. These examiners
officers afd the executive committee of each bank in person, and leave
or a representative of the corporation go over the reports with the
officers and the executive committee of each bank in person, and leave
with the directors a written report of our examination of the bank.
That report is made from the standpoint of a partner. It covers not
only the condition of the bank but the personnel and the earnings
and the development of the business. It represents, from an impartial
viewpoint, our analysis of the way that bank is operated and it
should, and I believe does, give the directors of that bank a better op-
portunity to be good directors than in a very large number of cases
they could have been before their bank was a member of the .corpo-
ration. We insist that the executive committee and the directors shall
definitely go over that report with our own people. Naturally, as
owners of the stock of those banks, and as partners, we are in a posi-
tion to go further and more into detail than the National or State
examiner would be.

The Cmatrman. Suppose your management was to imitate some
other managements, of which we have had examples, and undertake
to put off on these individual banks of your group, at an exaggerated
price, minor stocks or other stocks or securities that were practically
worthless, what would happen to you?

Mr. Taomson. Well, if we did that over a period of time the Ban-
corporation would not be worth anything. But as against that, you
have our present policy and our present management and supervision
by National and State authorities, which would certainly check that
condition in a very short time.

Senator WarLcorr. They do not examine the holding company ?

Mr. Tromson. Noj; but I think it would be only a fair statement to
say here that we have done everythinug in our power to acquaint not
only Mr. Pole but the supervisors of banks in these various States,
with not only the set-up of the holding company and its assets but the
plan of operation and we would welcome all the supervision that those
public officials want to give our corporation.

I believe that they are familiar with the character of the manage-
ment and policy of the management of these groups in our territory;
in other words. we say to these communities that we will see that
their banks are well managed. If the officers do not manage them
in the right way, we will come to the directors as the responsible
heads of that bank. If the management is wrong and the directors
do not correct it, then the Bancorporation will see that those situa-
tions are corrected.

The CramrMaN. You are talking altogether about administration
and not about the system.

Mr. TroMsoN. That is right. I grant you that.

Senator Noreeck. I might say, Mr. Chairman, that I do not think
there is any member of this committee who has yet questioned their
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administration of their system. However, I am sure there is a dif-
ference of view in the committee as to whether it is a good system
or not.

Mr. Tromson. I should like to make this statement, since you
gentlemen evidently may have in mind what may happen and what
has happened in some cases.

There is not, in the set-up of the Northwest Bancorporation, any
bonus stock-—just one class of stock owned by the public—there was
no promotion expense. The only expenses were just the ordinary
legal expenses. The stocks of our banks are carried on the books
of the corporation at actual cost or less and

Senator Noreeck. Which stocks?

Mr. TaoMsoN. The stocks of the banks which we own are carried
on the books of the corporation at actual cost or less.

Senator NorBrck. At the actual purchase price or less?

Mr. TroMsoN. Yes.

Senator Norseck. That might have a different relation to the book
value, might it not?

Mr. THomsoN. That is right, absolutely.

Senator Noreeck. Is it not a fact you paid large premiums for a
great many of these banks?

Mr. Teomson. No; that is not true, Senator.

Ser}eator Norseck. Isit not a fact you paid 514 to 1 for some of this
stock ?

Mr. Tromson. Well, the statement that we paid 514 shares to 1
meusns nothing unless you know the book value and the earning
capacity of the bank.

Senator Norseck. That is the reason I asked the question. Did
you pay more than that for some of them?

Mr. TrHoMsoN. I do not remember the figures. I shall be glad to
give you the total figures.

Senator Noreeck. But you have stated that the cost was not neces-
sarily the book value. That is the reason I asked the other question.

Mr. TuomsoN. The actual liquidating value of the Northwestern
Bancorporation stock, without taking into account nonledger assets,
without any value for good will, and after writing down consider-
ably on furniture and fixtures, is approximately $37 a share and the
par value is $50 a share.

Senator Warcorr. What is the market value?

Mr. TromsoN. The market value to-day is about $34. It is fol-
lowing just the same tendency as other bank stocks are.

Senator Noreeck. How high did the bank stock go?

Mr. TeOMSON. Against our desire it went to 99.

Senator NorBeck. What is the highest you sold any treasury
stock at?

Mr. Taomson. Well, we offered to our stockholders, our corporation
by-laws provide that—aside from an original issue of $5,000,000 for
cash in order to provide the first working capital—no stock can be
sold except as it is offered to the stockholders; we twice offered stock
to our stockholders, in 1929 once at $62 a share and once at $72.50 a
share. Those are the highest prices at which stock was offered to
them, and not all stockholders availed themselves of the privileges.

Senator Noreeck. Now, at what price was the original $5,000,000
sold ?
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Mr. THOMSON. At $50.

Senator Norseck. But you sold some at $62 and some at $72.50%

Mr. TrOoMsoN. We offered that to our stockholders.

Senator Noreeck. Did they take some at that figure?

Mr. Taomson. They did not have to take it.

Senator NorBeck. But you did sell some at that price?

Mr. TromsoN. Yes, sir.

Senator Noreeck. And it is now at $34 a share?

Mr. THompsoN. Yes; and if you will check up on the figures, you
Willkﬁnd that stock has followed the same trend as other bank
stocks.

Senator Norseck. Is that due to a surplus, the same as with butter
and wheat?

Mr. Teomson. It isdue to lack of purchasing power.

Now, you might question in your mind why we have banks in
some States such as Iowa and Nebraska. These banks have the
same general problems that banks in our territory have, and the
banks that are in our group in those States, in many cases, asked
to be in our group. We are a large factor in loaning on livestock,
and in that connection Sioux City, in Iowa, draws business from
Minnesota and South Dakota in our territory. Omaha, particularly,
in the Stock Yards Bank, which is in our group, draws business
from Montana in our territory. Those banks said they would rather
be our partners than be in another group in another section. Having
these banks adds to our diversification because Nebraska, for in-
stance, has winter wheat, while we are rather largely a spring wheat
country and yet our problems are generally similar.

We do not believe that the Bancorporation is any cure-all, but we
do believe that the combination of local interests that is kept because
of the local directorate, with the benefits of a supervisory organiza-
tion, have provided, for our section, a type of banking which has
been a very constructive factor, which is now accepted by the public
and by the banks, and we believe to-day that it is the best system,
at Jeast for our section of the country.

The question has been raised as to whether this system does all
that may be done, particularly in the small towns that can not afford
to maintain an independent bank. Those States, you might be in-
terested in knowing, are considering that very question. The State
of Iowa passed a limited branch banking bill last week providing
for branches of banks in contiguous counties to receive deposits and
maintain such other routine facilities as were necessary, provided
there was not a bank in a community, and to operate as long as there
was not a bank in that community.

The State of Montana has passed, in one branch of the legislature,
a bill providing for consolidations of banks in adjoining counties
which might be continued under the supervision of the State super-
intendent of banks as branches.

Those legislatures are in the best position to judge how best to
serve the local communities that need some sort of banking facilities
and can not afford an independent bank. Whatever they may do,
we will adjust our program to that situation.

I do not want to call on anybody unprepared, or suggest you call
anybody, but Colonel Marsh from Litchfield happens to be sitting
here. His bank is a member of our group. He can tell you defi-
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nitely of the basis on which they operate their bank and we would
be glad if you could acquaint yourselves with the actual effects of
the operation of these corporations in that territory.

I am going to leave with you several copies of our annual report
and I will see that all the members of this committee get a copy of
that report.

Senator Norseck. I should like to ask you a few questions at this
point. Do I understand that your view 1s that this group banking
is a better banking system for the country generally than a pure
branch system, where it is all owned and controlled from the center?

Mr. Taomson. I think that group banking, owned by the public
and operated by the local people, is very much preferable to a branch
or claim chain system owned by an individual or controlled by one
interest, without that local interest and management.

Senator NorBecx. You feel that the branch-bank system would
have too much of a tendency to centralize?

Mr. THoMsoN. There again it depends upon management.

Senator Norerck. I know, but you think there would be too much
of a tendency to centralize. I know under good management it would
not necessarily be abused, but I am talking about the system.

Mr. THoMsON. In our section of the country we do not think that—
rather, we think that group banking is preferable to general branch
banking in that territory.

Senator Noreeck. Because it has not the same tendency to centra-
lize; is that 1t ¢

Mr. TromsoN. Yes; it has more local interest.

Senator Norseck. It has less tendency to centralize than the
branch-banking system?

Mr. TaoMmsoN. Yes, sir.

Senator NorBeck. And therefore you feel it is better for the
country ¢

Mr. TuomsoN. Yes, sir.

Senator Noreeck. What is your view as to the territory over which
these organizations should spread? You said you feel they should
not go all over the country.

Mr. Tuaomson. Well, our whole feeling about the question of
whether we are going to have branch banking or group or chain
banking, covering the territory we operate in, is that those things
should develop along economic lines. The First Bank Stock Corpo-
ration covers only the ninth Federal reserve district. They are in
Michigan, and we are not. We have reasons for determining the ter-
ritory we cover. I think that should be determined by the economic
situation and the business situation rather than by any rule.

Senator Noreeck. In other words, you feel it should not be defined
by law, but by experience?

Mr. TroMmsoN. Certainly, by experience.

Senator NorBeck. As far as the law is concerned, you would leave
the whole 48 States or Territories open to any organization that
wanted to go out and attempt to branch out?

Mr. Tuomson. I would rather let experience determine that ques-
tion.

Senator Norsrck. In other words, you do not advocate or recom-
mend a legal limit, limiting them to any territory or Federal reserve
district or any particular area?
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Mr. Taomson. I do not think it is necessary and I think experi-
ence will determine that.

Senator Norseck. Nor best ?

Mr. THOMSON. No, sir; I do not.

Senator NorsEck. Speaking now of economic areas, what do you
especially have in mind in that statement?

Mr. Tromson. Well, we think that ours is a good example of an
economic unit. Some people differ from us. No one, as I far as
I have seen or read, has been able to determine a satisfactory eco-
nomic unit, and so

Senator Noreeck. In other words, you feel that the expression
“an economic unit ” is a very vague thing and impossible to define ?

Mr. Traomson. That is right.

Senator Norseck. How far from Minneapolis is your farthest-
away bank, 2,000 miles?

Mr. TroMson. No.

Senator NorBeck. Not quite?

Mr. TaomsoN. Spokane is 1,200 miles west of us.

Senator Noreeck. Is that as far west as you have gone?

Mr. TrHOMsON. That is as far west as we have gone. Some of you
gentlemen who come from the East have got to visualize that, for
instance, it is as far from Minneapolis to the western portion of the
Ninth Federal Reserve District as it is on an air line from Minne-
apolis to Jacksonville, Fla. So when you say 1,200 miles you have
got to keep in mind in our territory distances are enormous and that
this does not mean large population or large concentration of wealth
and that the Ninth Federal Reserve District stretches, I presume,
halfway across the United States from northern Michigan to the
western boundary of Montana, which is just east of Spokane.

Senator Noreeck. I am mistaken about 2,000 miles; it is only
1,200 miles?

Mr. TaomsoN. Yes, sir.

Senator Noreck. You go in the other direction, south, how far?

Mr. TeoMsoN. I have never figured those distances.

Mr. Waxerierp. About 850 miles.

Senator NorBeck. Now, the capital of the bank——

Mr. TromsoN. Of the Northwestern National Bank?

Senator NorBeck. Yes.

Mr. TromsoN. The Northwestern Bank and its affiliates in Minne-
apolis employ about $13,000,000 in capital?

Senator Noreeck. How much of that is bank capital ?

Mr. Twmomson. The Northwestern Bank itself has $5,000,000
capital.

Senator NorBeck. How much surplus and undivided profits?

Mr. TaoMmson. It has $2,000,000 surplus and between a million and
two million undivided profits.

Senator NorBECK. Speaking of affiliates, how many affiliates do
you have?

Mr. Teomson. The stock of the Minnesota Loan & Trust Co. is
owned by the stockholders of the Northwestern National Bank, which
has a million capital and a million and a half surplus and some
undivided profits. There are some other small banks in the city
included. When I speak of the affiliates, all told they employ about
$13,060,000 of capital.
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Senator Norseck. How many affiliates does that capital include?

Mr. Tuomson. That includes six units. )

Senator Noreeck. Would you place in the record, when you revise
your remarks, a list of those affiliates, the capital and surplus, and
the nature of their business?

Mr. Tromson. It is all in the report. '

Senator NorBrck. But we are not going to publish all of the
report. .

Mr. TaomsoN. The deposits, resources, and so forth, of every
institution in the group are included in the annual report.

(Thereafter the witness submitted the following statement :)

Following is the information asked for relative to institutions located in
Minneapolis that are affiliated with the Northwestern National Bank of Min-
neapolis. They are:

Northwestern National Bank: Lake Street office, Lincoln office, North Amer-
ican office; Minnesota Loan & Trust Co., Second Northwestern State Bank,
Third Northwestern National Bank, Fourth Northwestern National Bank, Fifth
Northwestern National Bank, Midland National Bank & Trust Co., and Central
National Bank.

The total capital and surplus, and undivided profits of these institutions is

$13,981,749.04,

Senator NorBecK. You speak of the Bancorporation as an affiliate?

Mr. TaomsoN. Noj the Bancorporation is a holding company.

Senator Noreeck. And has $5,000,000 capital?

Mr. TaomsoN. The Bancorporation

Senator Norseck. Oh, you started with $5.000,000—a first stock
issue of $5,000,000%

Mr. Tuomson. The Bancorporation started with an exchange of
stock of four principal banks, the Northwestern National of Min-
neapolis, the First National of Fargo, the First National of Mason
City, Towa, and the National Bank of La Crosse, Wis., and after it
was formed it sold this $5,000,000 of stock for cash.

Senator Norerck. Now, may I ask what the par value of the
stock 1s?

Mr. TromsoN. $50 a share,

Senator NorBeck. May I ask when the Northwestern Bank was
taken into that corporation, at what figure it was taken in, and as of
what date?

Mr. Tromson. The Northwestern Bank and its afliliates had over
$13,000,000 capital and the stockholders of the Northwestern Bank,
if they had all exchanged their stock, would have received $20,000,000
worth of Bancorporation stock and the actual asset value of that
stock, eliminating any nonledger assets, was in excess of $13,000,000.

Senator NorBeck. In other words, the ledger assets were about
$13,000,000 and the stock issued on it was about $20,000,000?

Mr. Tromson. That is right.

Senator NorBeck. And the total issue of Bancorporation stock at
this time, you say, is what?

Mr. Tromsoxn. The total stock outstanding is $83,695,000,

Senator NorBecK. And most of that has been issued in exchange
for bank properties?

Mr. TrHOMsON, That is right.

Senator Norseck. And the officers of the holding company are the
Northwestern National Bank?
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Mr. Trouson. No; the officers of the holding company—well, I
happen to be both vice president and general manager of the holding
company, as well as vice president of the Northwestern National
Bank, but generally the officers of the Bancorporation are not con-
nected with any unit in the group. ) .

Senator Norepox. How did they come into the corporation?
Those officers? Did they come in by purchase of stock or cash or in
the taking in of bank properties? o

Mr. TaomsoN. They were picked because of their ability

Senator Noreeck. How did they happen to be stockholders?

Mr. Tuaomson. They were not picked because they were stock-
holders.

Senator Noreeck. Did they buy their stock for cash, or are they
men who turned in their properties?

Mr. TaoMmson. One or two of them were connected with banks
in the group. Some of them had no connection with the group, and
I will go further as long as you bring up the question _

Senator Norsrck. I do not care to go into that particular thing.
Our time is short and—

Mr. Taomson. I do not think——

Senator Norseck. The whole point I am trying to make is this:
Is the Bancorporation virtually controlled by the Northwestern or
controlted by some one else?

Mr. Tromsox. It is controlled by the interests identified with our

roup.
g Segator Noreeck. Or does the Northwestern own everything in
the way of size—

Mr. Taomson. I made the statement before, Senator, that the
Northwestern Bank group owns the largest block of stock, but it is
not control.

Senator NorBeck. But it overshadows the other banks. You can
explain it briefly by saying, “ Yes; it is controlled by the North-
western bankers and their friends and associates.” I am not saying
that in criticism, but I want to get the record straight.

Mr. Tuomson., Well, I suppose that is correct.

Senator Noreeck. If it is controlled by anyone else, say so. We
h}?_ve lived long enough to know the public does not control any-
thing.

Mr. TromsoN. Some of our partners would resent the statement
that the Northwestern Bank is the overshadowing and dominating
interest in that group.

Senator Noreeck. But they would not resent your telling the truth
about it, if I put the question to you. I think you are right in that
you gave the figures which show they overshadow it.

Mr. TroMson. I think that is right.

Senator NorBeok. You sold $5,000,000 for cash at $50 a share?

Mr. Tuomson. That is right.

Senator Noreck. How much of that did your Northwestern Bank
group take? Most of it?

Mr. Traomson. The Northwestern National Bank and the original

banhks that came in took, I would say, almost entirely stock and no
cash.
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Senator Norsreck. The thing I am not clear on is this—and that
may be my fault and not yours: You spoke of a $5,000,000 stock
issue, sold for cash, at $50 a share.

Mr, Taomson. That is right.

Senator Noreeck. And as I understand it, that was done after the
four big banks had gone in and formed the holding company. Who
bought the .most of the $5,000,000%

r. TroMsoN. I do not know whether our group bought the most
or another group. It was sold in that territory.

Senator Noreeck. Did the stockholders of your bank buy heavily
of it?

Mr, TaomsoN. They have bought heavily of Bancorporation stock
for cash at $50 a share and at vastly higher prices and still hold it.

Senator NorBeck. And still you think you are smarter than the
farmers who took a shrinkage in their lands?

Mr. Tuomson. I am not quarreling with you about the farmers at
all, Senator,

Senator NorBeck. Now, then, I do not question your good faith
in this matter at all. I am just trying to get at the facts. Now, you
oﬂ:'ered?for sale at $62, stock at one time, as some still considerably
higher?

r. TuomsoN. That is right.

Senator Norseck. But you did not force anybody to take it ?

Mr. TroMsoN. That is right.

Senator NorBeck. That offer—was that sold by you or through
some brokerage concern? Have you sold that stock yourself?

Mr. Tuomsox. I think that was offered to the stockholders of the
Bancorporation.

Senator NorBeck. First?

Mr. Tuaomsoxn. First by the corporation and then——

Senator Warcorr. Was it underwritten ?

Mr. Taomsox. That issue at $62 was not underwritten. I think
there was a tremendous demand for the stock at that price. The
issue for $72.50 a share——

Senator NorBeck. Let us take one thing at a time. That was sold
direct by your corporation ?

Mr. Tuomson. Yes, sir.

Senator NorBeoK. Would you mind putting in the record the
advertising or soliciting asking them to take the stock, or your
recommendation ¢ "

Mr. TaomsoN. We made no recommendation.

Senator NorBecK. But you made an offer ; you sent out your letters
to the people about this stock. Would you put copies of them in the
record ?

Mr. THoMsON. Yes.

(Copies of the letters referred to are printed in full as follows:)

NORTHWEST BANCORPORATION,
Minneapolis, Minn., July 18, 1929.
To the common-stock holders of Northwest Bancorporation:

Northwest Bancorporation will offer to its common stockholders additional
shares of its common capital stock for subscription at $62 per share as follows:

Stockholders entitled to subscribe: Common stockholders of record at the
close of business on Thursday, August 15, 1929, will be entitled to subscribe for
additional common stock in the proportion of 1 share of common stock for
each 10 shares of common stock then held by them as shown by the books of
the company.
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Closing of books: The stock-transfer books of the company will be closed
from the close of business on the 5th day of August, 1929, until the opening of
business on the 16th day of August, 1929, except that where executed contracts
are now, or may hereafter be, outstanding under the terms of which the share-
holders of any bank, the stock of which has been acquired by the corporation,
may elect to become a party to such contract by executing a counterpart of such
contract and by depositing his bank stock, under the terms thereof, the stock-
transfer books of the corporation will be open to the extent that it is necessary
to issue shaves of this corporation, in exchange for the bank stock, pursuant
to any such contract.

Expiration of offer: The subscription privilege will expire on Saturday,
August 31, 1929. Warrants will become null and void and of no value, unless
exercised on or before such date.

Subseription rights: One “right” attaches to each share of common stock
outstanding at the close of business on August 15, 1929. Common stockholders
of that date are entitled to subscription rights on the basis of shares then
registered in their names. Ten rights are required to subscribe for each share
of the additional stock. Subsecriptions will be accepted by the company for full
shares only.

Issue of warrants: On August 15, 1929, warrants will be mailed to the com-
mon stockholders evidencing their subscription rights and specifying the
number of shares for which each is entitled to subscribe under thig offer.

Warrants will be of two kinds: (1) Full-share warrants entitling the holder
to subscribe for one or more full shares of this stock and representing 10 rights
or multiples thereof; and (2) fractional-share warrants for less than a full
share, representing less than 10 rights, Rights evidenced by full-share war-
rants may be transferred to others by assignments duly ecxecuted in the form
printed upon the warrants, Rights evidenced by fractional-share warrants may
be transferred to others by delivery.

Subscriptions: Subscriptions must be made by executing the subseription
agreements on the back of the warrants and delivering them with payment
at the rate of $62 for each full share and $62 for each 10 rights—10 rights being
the equivalent of 1 full share)-—said payment to be in cash or solvent checks
or drafts with Minneapolis Exchange, free and clear of collection charges, to
Northwest Bancoiporation at ihe office of the Minnesota Loan & Trust Co.,
Minneapoliv, Minn., on or before August 31, 1929. Subscriptions will be
accepted for full shares only.

Payment: Payment for shares subscribed for must be made to Northwest
Bancorporation at the aforesaid office of the Minnesota Loan & Trust Co. not
later than August 31, 1929,

By order of the board of directors.

K. W. DECKER, President.

NORTHWEST B ANCORPORATION,
Minneapolis, Minn., August 15, 1929,
T'o the stockholders of Northivest Bancorporation.:

In accordance with our circular letter dated July 18, 1929, addressed to the
stockholders of Northwest Bancorporation, we inelose to you herewith stock
purchase warrant (or warrants) showing the number of additional shares of
stock of Northwest Bancorporation for which you are entitled to subscribe at
£62 per share.

For your assistance we give you the following information:

Warrants to whom issued: Warrants are issued to the stockholders of record
of Northwest Bancorporation as of the close of business on the 15th day of
August, 1929.

How to subscribe: Subsecriptions must be made by executing the subscription
agreement on the back of the warrants and delivering them, with payment in
full at $62 per share, to the company at the office of the Minnesota Loan &
Trust Co., 405 Marquette Avenue, Minneapolis, Minn,, on or before August 31,
1929,

Payment : Payment of the subseription price in full, in cash or solvent checks
or drafts with Minneapolis exchange, free and clear of collection charges, must
accompany the subscription.

Fractional share warrants: Fractional shares of stock can not be issued.
If you have received a fractional share warrant, you may either purchase on
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the market sufficient additional fractional share warrants so as to make up a
total of 10 rights (10 rights being the equivalent of one warrant for a full
share), or you may sell your fractional share warrant.

Expiration of time to subscribe: All rights to subscribe for additional stock
expire at the close of business on August 31, 1929, Warrants not exercised on
or before such date will become null and void. In order tfo exercise your right
to subscribe, your subscription, together with the subscription price, must aetu-
ally be received by the company, at the office of the Minnesota Loan & Trust
Co., on or before such date; merely depositing same in the mail on or before
such date is not sufficient.

Signatures: Signatures on the subscription blank or assignment must corre-
spond exactly with the name as written in the face of the warrant. Signatures
on assignments should be witnessed. All signatures not known to the company
should be guaranteed by a responsible bank or trust company. When assign-
ments or subsecriptions are executed by adminitrators, executors, trustees,
guardians, attorneys, ete., proper evidence of their authority to do so must be
filed with the company at the office of the Minnesota Loan & Trust Co.

Assignment of rights: Inasmuch as the company is offering the stockholders
an opportunity to subscribe for stock at less than the present market price,
these warrants are valuable. If you do not care to exercise your rights to sub-
seribe for additional stock, you may sell your rights. Full share warrants may
be assigned by executing the assignment on the reverse side of the warrants.
Fractional share warrants may be assigned and transferred by delivery without
executing a formal assignment. In the event of assignment, United States
stock transfer stamps, at the rate of 2 cents per hundred or fraction thereof
of the par value of the shares of stock for which rights are assigned, must be
afixed to the warrant and canceled. If you wish to assign a part of your
rights and retain part, you may surrender your warrant fo the company at the
office of the Minnesota Loan & Trust Co. and new warrants will be issued in
the proportion which you desire.

Sale of warrants: If you wish to sell either your full share warrants or
your fraetional share warrants and do not know with whom fo list them for
cale, the same may be offered for sale either through this company or the
Minnesota Co. at 405 Marquette Avenue, Minneapolis, Minn,

Yours very truly,
E. W. DECKER, President.

NORTHWEST BANCORPORATION,
Minneapolis, Minn., October 12, 1929.

To the common-stock holders of Northwest Bancorporation:

Northwest Bancorporation will offer to its common stockholders additional
shares of its common capital stock for subscription at $72.50 per share, as
follows :

Stockholders entitled to subsecribe: Common stockholders of record at the
close of business on Wednesday, October 30, 1929, will be entitled to subscribe
for additional common stock in the proportion of 1 share of common stock for
each 10 shares of common stock then held by them as shown by the books of the
company.

Closing of books: The stock transfer books of the company will be closed
from the close of business on the 19th day of October, 1929, until the opening
of business on the 31st day of October, 1929, except that where executed con-
tracts are now, or may hereafter be, outstanding under the terms of which the
shareholders of any bank, the stock of which has been acquired by the corpora-
tion, may elect to become a party to such contract by executing a counterpart
of such contract and by deposifing his bank stock, under the terms thereof,
the stock-transfer books of the corporation will be open to the extent that it is
necessary to issue shares of this corporation in exchange for the bank stock
pursuant to any such contract.

Expiration of offer: The subscription privilege will expire on Friday, Novem-
ber 15, 1929. Warrants will become null and void and of no value unless
exercised on or before such date.

Subscription rights: One “right” attaches to each share of common stock
outstanding at the close of business on October 30, 1929. Common-stock
holders of that date are entitled to subseription rights on the basis of shares
then registered in their names. Ten rights are required to subscribe for each
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share of the additional stock. Subscriptions will be accepted by the company
for full shares only.

Issue of warrants: On October 30, 1929, warrants will be mailed to the
common-stock holders evidencing their subscription rights and specifying the
number of shares for which each is entitled to subscribe under this offer.

Warrants will be of two kinds: (1) Full-share warrants entitling the holder
to subscribe for one or more full shares of this stock and representing 10 rights
or multiples thereof; and (2) fractional-share warrants for less than a full
share, representing less than 10 rights. Rights evidenced by full-share war-
rants may be transferred to others by assignment duly executed in the form
printed upon the warrants. Rights evidenced by fractional-share warrants may
be transferred to others by delivery.

Subscriptions: Subscriptions must be made by executing the subscription
agreements on the back of the warrants and delivering them with payment at
the rate of $72.50 for each full share and $72.50 for each 10 rights—10 rights
being the equivalent of one full share—said payment to be in cash or solvent
checks or drafts with Minneapolis exchange, free and clear of collection charges,
to Northwest Bancorporation at the office of the Minnesota Loan & Trust Co.,
Minneapolis, Minn.,, on or before November 15, 1929. Subscriptions will be
accepted for full shares only,

Payment: Payment for shares subscribed for must be made to Northwest
Bancorporation at the aforesaid office of the Minnesota Loan & Trust Co. not
later than November 15, 1929.

By order of the board of directors:

E. W, DECKER, President.

Nore.—~—~Warrants will be mailed to the stockholders on October 30, 1929. No
action by the stockholders is necessary until the warrants have been mailed.

NORTHWEST BANCORPORATION,
Minneapolis, Minn., October 30, 1929.
To the stockholders of Northavest Bancorporation:

In accordance with our circular letter dated October 12, 1929, addressed to
the stockholders of Northwest Bancorporation, we inclose to you herewith stock
purchase warrant (or warrants) showing the number of additional shares of
stock of Northwest Bancorporation for which you are entitled to subscribe at
$72.50 per share.

For your assistance, we give you the following information:

‘Warrants, to whom issued: Warrants are issued to the stockhelders of record
of Northwest Bancorporation as of the close of business on the 30th day of
QOctober, 1929.

How to subscribe: Subscriptions must be made by executing the subscription
agreement on the back of the warrants and delivering them, with payment in
full, at $72.50 per share, to the company at the office of the Minnesota Loan &
Trust Co., 405 Marquette Avenue, Minneapolis, Minn.,, or to the Continental
Illinois Bank & Trust Co., Chicago, Ill., on or before November 15, 1929.

Payment: Payment of the subscription price in full, in cash or solvent checks
or drafts with Minneapolis or Chicago exchange, free and clear of collection
charges, must accompany the subscription.

Fractional share warrants: Fractional shares of stock ean not be issued.
If you receive a fractional share warrant, you may either purchase, on the
market, sufficient additional fractional share warrants so as to make up a total
of 10 rights (10 rights being the equivalent of one warrant for a full share)
or you may sell your fractional share warrant.

Expiration of time to subscribe: All rights to subscribe for additional stock
expire at the close of business on November 15, 1929. Warrants not exercised
on or before such date will become null and void. In order to exereise your
right to subscribe, your subscription together with the subscription price must
actually be received by the company, at the office of the Minnesota Loan &
Trust Co., in Minneapolis, or the Continental Illinois Bank & Trust Co. in
Chicago, on or before such date; merely depositing same in the mail on or
before such date is not sufficient.

Signatures: Signatures on the subscription blank or assignment must cor-
respond exactly with the name as written in the face of the warrant. Signa-
tures on assignments should be witnessed. All signatures not known to the
company should be guaranteed by a responsible bank or trust company. When
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assignments or subscriptions are executed by administrators, executors, trustees,
guardians, attorneys, etc., proper evidence of their authority to do so must be
filed with the company at the office of the Minnesota Loan & Trust Co. or at
the Continental Illinocis Bank & Trust Co.

Asgignment of rights: Inasmuch as the company is offering the stockholders
an opportunity to subscribe for stock at less than the present market price, these
warrants are valuable. If you do not care to exercise your rights to subscribe
for additional stock, you may sell your rights. Full share warrants may be
assigned by executing the assignment on the reverse side of the warrants and
surrendering the warrant to the company at the office of the Minnesota Loan &
Trust Co. in Minneapolis or the Continental Illinois Bank & Trust Co. in
Chicago, in exchange for new warrants to be issued to the assignee. Fractional
share warrants may be assigned and transferred by delivery without executing
a formal assignment. In the event of assignment, United States stock transfer
stamps, at the rate of 2 cents per hundred or fraction thereof of the par value
of the shares of stock for which rights are assigned, must be affixed to the war-
rant and canceled. If you wish to assign a part of your rights and retain
part, you may surrender your warrant to the company at the office of the
Minnesota Loan & Trust Co. in Minneapolis or at the office of the Continental
Illinois Bank & Trust Co. in Chicago, and new warrants will be issued in the
proportion which you desire.

Sale of warrants: If you wish to sell either your full share warrants or your
fractional share warrants and do not know with whom to list them for sale,
the same may be offered for sale either through this company or the Minnesota
Co., at 405 Marquette Avenue, Minneapolis, or through A. G. Becker & Co., at
Chicago, Ill.

Transfer or exercise of warrants at Chicago: For the convenience of those
who wish to do so, arrangements have been made so that warrants may be trans-
ferred or exercised at the office of the Continental Illincis Bank & Trust Co.,
Chicago, I1l. Warrants issued by the Continental Illinois Bank & Trust Co., in
exchange for warrants which are transferred, must be countersigned by a duly
authorized officer of the Continental Illinois Bank & Trust Co. before they are
valid. In case warrants are exercised at the office of the Continental Illinois
Bank & Trust Co., the warrant holders must allow a reasonable time within
which the Continental Illinois Bank & Trust Co. may procure the stock cer-
tificates from the office of the company or the transfer agent in Minneapolis, Minn.

By order of the board of directors:

E. W. DECKER, President.

Senator Norseck. Was there more than one letter that went out
recommending the stock?

Mr. THomsoN. There was not a letter that went out recommending
the stock. The Bancorporation has not recommended any stock. It
has recommended, from the beginning, that the banks in the group
should not lend on the stock because we anticipated legislation pre-
venting us from doing that, and the only letters that went out were
the letters notifying the stockholders that the directors had authorized
a certain stock issue and they were entitled to buy it at a certain price.

Senator NorBeck. Whatever the letters contained, if we can put
them in the record, they will speak for themselves.

Mr. TaOMSON. Yes.

Senator Norseck. Now, the issue that was sold at $72.50. Why
was that offered at $72.50 instead of at $507?

Mr. Tuomson. At that time, in 1929, Senator, people were paying
higher prices for stocks generally than they are now. That repre-
sented the judgment of men in our group who were in touch with
general conditions as to a fair price for the stock under the conditions
at that time.

Senator NorBeck. In other words, there was a prospective profit
that would justify that?

Mr, TaoMsoN. 1t was felt that the corporation would be benefited
by having the amount realized above the par value of the stock.
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This was put in a surplus fund, and the corporation to-day is the
beneficiary of the surplus realized from the sale of that stock at
$72.50. We have felt from the beginning that this corporation
should have a surplus and we have provided that we must have
investments in other than bank stocks equal to more than 10 per cent
of our capital.

Senator Norpeck. All of which sounds good but does not answer
the question. Our time is getting short. If you felt that there were
prospective earnings that justified the $72.50 a share at the time you
offered it .

Mr. TroMsoN. The market value of the stock justified offering the
stock at that price, and there was no question of profit in the sense
of carnings—— ‘

Senator NorBeck. In other words, you do not claim an earning
that justified that value?

Mr. TaomsoN. Noj; not based on present conditions.

Senator Norseck. But you sold it at that price?

Mr. Taoumsox. We offered it at that price.

Senator Norseck. And sold it at that price?

Mr. TaomsoN. A great many stockholders took it at that price.

Senator Noreeck. Then you sold it, did you not?

Mr. Tromson. Yes; you can put it that way. .

Senator Norseck. Did those statements that went out promoting
that sale carry the statement that the book value of the property was
$37 a share?

Mr. THoMsoN. I do not recall, Senator. I will send you a copy of
those letters and you can see for vourself, but our annual report of

last year:

Senator NorsBrck. I am speaking of the letter soliciting the stock
sales,

Mr. Traomson. I do not recall. T shall have to get the letter for
you.

Senator Norsrck. What is the capital of your corporation?

Mr. Taomson. $83,000,000, approximately.

Senator Norseck. What dividends has the Northwest Bancorpo-
ration paid on this stock?

Mr. Tromson. The Bancorporation has paid $1.80 per share divi-
dend per annum since it started.

Senator Noreck. How many dividends have been paid?

Mr. Tromson. It paid eight quarterly dividends.

Senator NorBeck. They paid dividends for two years on the basis
of $1.80 per share per annum.

Mr. THOMsON. Yes.

Senator Warcorr. Quarterly ?

Mr. TeoMson. On an annual basis.

Senator NorBecK. Forty-five cents quarterly ?

Mr. Taomson. Yes, sir.

Senator Norseck. You spoke in your opening remarks here of a
bad condition developing in the Northwest that led to people taking
their money out of banks and putting it into postal-savings cer-
tificates?

Mr. Tuomsox. Yes.
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Senator Noreeck. Did you say $18,000,000 in the ninth Federal
reserve district has gone into postal savings?

Mr. Taomson. I said the increase in postal-savings deposits in the
four States of Minnesota, North Dakota, South Dakota, and Mon-
tana in the last 10 years was in excess of $18,000,000, which was
more than the increase in postal-savings deposits in the entire United
States outside these four States during that period.

Senator Norseck. Now, then, I notice you named one town. Let
me ask about other towns. The inference is that your bank came in
and corrected a bad situation. Did you have any such situation
at Lead when you bought the bank there? You spoke of Milbank.
Did you have that situation at Lead?

Mr. Tromson. I do not recall whether our deposits in Lead have
gone up or not.

Senator NorBeck. Have you an increase in postal-savings certifi-
cates in Lead?

Mr. TromsoN. I do not know, Senator.

Senator NorBeck. Is Milbank the only one you have in my State?

Mr. TaomsoN. I would have to look 1t up.

Senator NorBecEK. Is that the only one you can think of?

Mr. TromsoN. The reason I remember that is that I happened
to be down here making provision for getting some of that postal-
savings money and I recall that particularly.

Senator NorBeck. Do you not recall that prior to your purchase
of the bank at Milbank, that there was a row between the stock-
holders and they went into court and put witnesses on the stand to
show that the large part of the bank loans was worthless?

Mr. Tromson. They did have a row there.

Senator Norseck. Exactly. But they did not have that sort of
situation in other places, did they? That would not be a fair
reflection of the situation in that territory as a whole?

Mr. Taomson, All T wanted to convey was that the establishment
of a bank owned by the Northwest Bancorporation in that town did
restore confidence in that bank.

Senator Noreeck. That is admitted, because there was no confi-
dence in it before. It is the same as though you started a new bank.

Mr. Tromson. That is true.

Senator Norseck. Is it not true that you acquired banks out there—
a bank like the Lead bank—which had weathered the storm and was
in splendid condition when you bought it?

Mr. Tuomson. That is right.

Senator Noreck. Was it not as good as any bank in the United
States?

Mr. TroMson. I will not say that, but it was a good bank, and we
are glad to have it.

Senator NorBeck. Is it not a fact that its assets were liquid and
carried a large surplus fund and had nothing to charge against it?
Was not the largest part of the assets in Government bonds?

Mr. TaomsoN. I do not recall whether that was true, but it was a
good bank and we were glad to have it in the corporation.

Senator NorBeck. Was not the bank at Deadwood a good bank?

Mr. TaomsoN. Yes, sir.

Senator Norercr. And was not the Miller bank a good bank?

Mr. Tromson. Miller is not in our group.
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Senator Norseok. Is the Huron bank a good bank?

Mr. TraomsoN. A fine bank.

Senator Norseck. Was it not an outstanding bank that would have
been a credit to any bank in the United States when you bought it?

Mr. TaomsoN. By all means.

Senator Noreeck. The point I make is that you did not do all the
good for the country you claim you did.

Mr. Tuomson. I tried to get your permission to give you the names
of the banks in your State where we have given assistance.

Senator Norsrok. You have my permission, but I do not want
you to publish that before these newspaper men.

Mr. Tromson. Then just tell the newspaper men that you know
of good banks and bad banks that we took in, but you are only
asking me about the good banks.

Senator Norseck. I am asking about all the banks you own. How
about Sioux Falls?

Mr. Tromson. That is a good bank.

Senator NorBeck. You pald 51% to 1 for that bank?

Mr. Tuomson. I do not recall, but something like that is right.
If we did, that is one of the notable earning banks in that section
of our termtory

Senator NorsecK. Was the Aberdeen bank a good bank when you
acquired it?

Mr. Tromsox. In Aberdeen we took over one bank that was in
good shape and two banks that were not. We have 21 banks in
South Dakota and in 9 cases we saved the situation out of the 21.

Senator Noreeck. May I ask this question of you: Have I asked
you about all the large banks you took over in my State so far?

Mr. THOMsON. You did not ask me about the First National of
Rapid City, which is a good bank, and the two Watertown banks.

Senator NoRBECK. They are all right?

Mr. Taomson. Yes, sir.

Senator Noreeck. All the large banks in the State you took over
you found in pretiy good shape?

Mr. Tromson. That is right.

Senator Norseck. And when you had to fill in, those were the
smaller banks?

Mr. Tromson. There are some fair-sized banks, Senator.

Senator Noreeck. Now, then, you spoke about the territory being
overbanked, and you quoted the number of banks as compared with
popu'ation. Have you any figures showing the capital invested as
compared with population? Numbers are very misleading things.

Mr. Tromson. I have not got those, but I think the information 1s
available.

{Thereafter the witness advised the committee that such informa-
tion was not available to him. )

Senator Norseck. I am going to ask you to put that comparison
in the record—the comparison of the ninth Federal reserve district
with the whole country as to banking capital compared with popula-
tion—because it will clear that matter up. The point I am making
is this: That small, scattered communities may need a number of
small banks, w here‘ls a large community may need only one or two
big banks, and you can not prove the overabundance of banks by
numbers but also you must go into the capital invested.
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Now, speaking of this condition in the Northwest, I natice you
have limited yourself to the last 10 years in your testimony. What
was the bank situation in the 10 previous years?

Mr. Taomson. Taking the 10 previous years, Senator, of course
the deposits had increased. I did not give those figures

Senator Noreeck. What was the general banking condition in the
period 1910 to 1920?

Mr. Traomson. Well, part of that time it was fair, a part of the
time good, and part of the time not so good. ) '

Senator Noreck. How many failures did you have in that period
as compared with the last period?

Mr. TromsoN. T can give you them, but I do not recall now.

Senator Noreeck. I recall. T recall that most of the failures
happened after 1920.

Mr. TrHoMsoN. I have not the figures, Senator.

Senator NorBeck. Is not this the fact: That the general banking
situation for 20 or 30 years preceding the agricultural deflation in
1920 was pretty good in the Northwest; that the average bank was
solvent ; that you would take the draft of the average bank without
suspicion ?

Mr. TromsoN. People did; yes. There is no question about that.

Senator Norseck. This condition that you are speaking about is a
new condition that has come on in the last 10 years?

Mr. TaoMson. I think that is true; but part of it is due to a con-
dition that originated before that.

Senator NorBeck. You have not submitted any figures yet to prove
your point about the overbanking situation. You are speaking
about the number of banks and not their size. There may be less
bank capital per 100,000 population in the Northwest than anywhere
else for all T know and any member of this committee knows this
morning. But you are going to put that in the record-—the ninth
Federal reserve district as compared with the rest of the country.

Now, then, do you attribute this economic condition to bad banking ¢

Mr. Tromsox. No; I was very careful not to say that.

Senator NorBecK. I know you did not say it. Tt was just inferred.

Mr. TaomsoN. No; I did not imply that.

Senator NorBEck. Maybe you did not intentionally.

Mr. Taomsox. I made the frank statement that there were a num-
ber of factors, including changed economie conditions and the over-
banked condition, which is generally conceded by the banking super-
intendents in our territory, and other factors that resulted in that
situation,

Senator NorBeck. Suppose, for the sake of argument, that we
admit the country was overbanked. Can you tell me any line
in tllle?West that is not overdone? Are there too many stores or

otels?

Mr. TroMson. It would be hard to made a general statement that
%Il lines of business have had the proportion of failures that banks

ave.

Senator Noreeck. Is it not a fact the mercantile business is also
overdone, where the merchant has trouble in making a profit ?

Mr. TaomsoN. I am perfectly willing to take your own statement
on that. I do not want to make general statements about all these
lines of business.
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Senator Norseck. I notice you were perfectly willing to make the
statement that farming was overdone.

Mr. TroMson. I did not.

Senator NorBEcK. You said a surplus was created.

Mr. THOMSON. You are a greater authority on farming than I am.

Senator NorBeck. You stated there was a surplus. If farming
is overdone, I think you should be willing to admit that the manu-
facturing, banking, and store business have been overdone, but only
in your line you think it should be restricted to less competition.
What are you going to do with the fellows you knock out of business?
Tell them to milk more cows and have more surplus butter?

You spoke about the par clearance of checks cutting off a great
amour;t of income of banks. Was it one of the larger incomes of
banks?

Mr. TaomsoN. No; but it was a substantial factor.

Senator Noreeck. Was it sufficient ordinarily to pay dividends?

Mr. TuaoMson. 1 know of some cases—I have heard of cases—
where it was, but I do not know that this was the case generally.

The Cmamman. There was one case in North Carolina where
51 per cent of the profits of the bank was from exchange.

Senator Noreeck. I know of a bank where the cashier said that
the only profit the bank had was the $15 a day that it earned on
exchange and that it had paid its previous dividends out of that.

The CHAlRMAN. At the expense of the patrons of the bank.

Senator NorBeck. Your statement is here that the small banks are
unable to sense the changing economic conditions. I agree with
you on that, but was it not true also of the larger groups?

Mr. TaoMmsoN. The fact is that these larger banks were. able,
through management and through broader contacts, which gave them
a better knowledge of these changing conditions, to put themselves in
a position to take the losses that they suffered and still pay their divi-
dends. I think that answers your question that those banks were
better able to sense the changes.

Senator Norseck. Was it not due to the fact they had prior knowl-
edge of what was coming?

Mzr. Taomson. I do not believe so.

Senator Norseck. Did they not get the tip that the deflation was
coming and the small banker kept loading up, while the big banker
had the tip?

Mr, Tromson. That is not true.

Senator Norerck. I do not think you and I can decide it, so we
will leave that question. I think there is a great deal of evidence
before the committee indicating that. You spoke of the fact that one
reason for organizing the group was that a great many of your in-
dustries or enterprises had to go East to be financed.

Mr. Taomson. That is right.
hSena?tor Noreeck. Now, they can get the money near home, is
that it ?

Mr. TaoMsoN. We hope they will be able to, Senator; yes.

Senator Noreeck. I must admit ignorance of it. T am not able to
follow you on that.

Mr. Tuomson. In the House hearings you will find a statement
that, for instance, in Minneapolis, the Archer-Daniels Midland Co.,
Pillsbury Flour Mill Co., and others all went East for financing.
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Senator Norerck. You feel that you can take care of such situa-
tions as that?

Mr. Tromson. Gradually, as we build up an organization or are
able to distribute securities more effectively, we should get more of
that business.

Senator Noreeck. You mean to sell their securities through your
branches

Mr. TmomsoN. Through the securities companies within our

roup.

. Seﬁator Noreeck. But really through your business organization ?

Mr. Taomson. That is right.

Senator Warcorr. Through your affiliates?

Mr. THoMsoN. Yes, sir.

Senator Noreeck. But also through the banks over the country—
these one hundred and odd branches or members of your group?

Mr. Tuomson. The reason I am differentiating, Senator, is that I
do not think—I do not know—what proportion of the banks in our
group—certainly not a majority—sell securities. The small banks
do not sell securities.

Senator NorBeck. Where will the money come from that will ab-
sorb the new securities?

Mr. THoMsoN. That territory buys securities all the time and will
continue to buy more if the farming question is settled.

Senator NorBeck. Is it not a fact that when the farming question
was normal they were not buying them at all? For instance, in the
State of South Dakota you could not sell securities before the agri-

- cultural breakdown, could you?

Mr, TmoMson. I think you could.

Senator Norseck. The bonding branch of the biggest bank in
Chicago, and the second largest one in the United States, told me on
a very attractive bond issue which they sold in the United States,
they circularized South Dakota in 1919 and could not sell any, be-
cause there was a local demand for the bonds.

You know the northwestern country suffers from lack of capital.
That is what you tell us, that we need capital. Now, you propose to
take capital away from our section instead of from the East. Will
not that make us short?

Mr. Tromson. Noj; that will not make you short.

Senator Norpeck. It is the difference between subtraction and
addition.

Mr. Tromson. What you say does not apply to all sections. We
will sell the securities where we can sell them most advantageously.
If the people there have surplus funds to invest, we will sell them
there; if not, we will sell them elsewhere.

Senator Norseck. The bank is a powerful factor in selling some-
thing. European bonds are sold here by the banks. The banks of
New York allot them around and say, “ Your share is so much,”
and they have to take them. I have no doubt you can allot a lot of
bonds to your banks and they will have to take them.

Mr. TroMsoN. Except that in our case you have independent banks
that determine their own policies. They are under supervision by
either State or national authority and we have a definite policy that
thesel banks or their affiliates shall determine what they wish to buy
or sell.
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Senator Noreecr. As far as that policy is concerned, I commend
it. I do not say you are running the worst kind of banking system.
Not at all; but you are running a new kind, and while it sounds nice
to say the directors are in charge, they are, in fact, in charge as long
as you let them have a meal ticket.

ou also said your banks had an opportunity to sell out to eastern
interests.

Mr. Tromson. That is right.

Senator Noreeck. There was a demand from the East to acquire
the properties?

Mr. TroMmson. Yes, sir.

Senator Noreeck. Your holding company would control the banks
if it had a majority of the stock?

Mr. THOMsON. Yes, sir.

Senator Norsrck. If some one had a majority of the holding com-
pany stock, they would control the whole thing, would they not?

Mr. Tromsox. They ecould.

Senator Noreeck. And might also easily control the Federal
Reserve Bank of Minneapolis?

Mr. Tuomson. Yes, sir; with the First Bank Stock Corporation.

Senator Norsrck. And all they would have to invest was about
one-eighth of the capital?

Mr. TaomsoN. As a practical proposition—and this has got to be
my opinion—I do not think there is much chance of the Northwest
Bancorporation either owning or controlling

Senator Norseck. But I am talking about the system now, and
not the way it is administered under your policies.

Mr. TrOoMsoN. Oh, you can raise all the questions you want as to
what might happen. You say one-eighth of the value of the banks
might control all?

enator Norseck. In other words, the capital of that bank is
$20,000,000. What is the total deposits of your banks?

Mr. THoMsoON, $409,000,000.

Senator Noreeck. For five or six million dollars properly placed
the whole $400,000,000 stock could be controlled.

Mr. Taomeson. The capital of the holding company is $83,000,000.

hSe@nator Norerck. In other words, they would have to get half of
that?

Mr. Tuomson. Yes; and if some one owned a majority of that
stock or any other corporation they could control it.

Senator Norseck. 1 should like to have your views on this bank-
tax situation, but I will not ask you more questions.

Mr. Tromson. I am not worrying about your asking them; I am
worrying about my ability to answer them.

Senator Norseck. What is the average tax on banks—what rate
of tax is applied to your banks in Minneapolis now, 2 or 3 per cent?

Mr. Tuomson. Senator, I can not give you the information in
detail on the tax situation. I know from conferences and from dis-
cussions we have had that our banks are paying in personal-property
tax in Minnesota now, and paying voluntarily without compulsion,
a higher rate than other similar capital pays. I do not know the
figures in detail.

Senator Norseck. You have reference to the fact that the Supreme
Court of the United States has practically vitiated the law under

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



598 NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

which we have operated most of the time for 50 years and you can
not compel a full collection of taxes in States like Minnesota? You
are paying it voluntarily, and if you took advantage of the law it
would be only about one-tenth of that amount?

Mr. Tmomson. Yes.

Senator Noreeck. But, as a matter of fact, have not the bankers
served notice on the tax commissioners that they will not pay their
taxes next year?

Mr. TaomsoN. No. You know the story up there. We have sat
down with the authorities and have told them that we were being
asked to pay a larger tax than other similar capital is asked to pay;
that we would like to see them consider the matter and make some
adjustment. We have been promised, as I understand, that that
adjustment would be made, and after four years the adjustment has
not yet been made.

Senator Noreeck. And when you speak of that tax on capital,
you refer to when one farmer loans another farmer $4,000 he gets
out of paying the 3 per cent tax? You want the banking capital
to go into the same class as these individual loans?

Mr. TaHomson. All we want is to do our fair share of paying
taxes, but we feel at the present time we are paying more.

Senator NorBecK. Are you paying more than the farmers?

Mr. Tromson. T would answer that if I could, but I can not tell

ou.
Y Senator Norsrck. Is it not a fact that in South Dakota the banks
refused to pay and they fell back to one-tenth——

Mr. Taomson. I do not know that.

Senator Noreeck. Is it not a fact that the banks you hold out there
paﬂone-tenth the tax other business pays?

r. Toomsox. I do not know, except the banks pay the taxes
levied and that question has never been referred to our office.

Senator Norseck. No; I am not blaming you for it.

Mr. TaomsoN. I just do not know.

Senator Norseck. The point I am going to make is this, that the
prospects of big dividends seem to be

The Cmamwman. Senator, there there are three other gentlemen
here who want to be heard, and one tells me he has to get away.
Can not we expedite this?

Senator NorBeck. I just want to suggest that there is no one here
except those who invited themselves to be here.

The Crmamman. I did not mean that in a critical sense, but one
of the gentlemen has notified the chairman he wants to get away.

Senator NorBeok. Who is the gentleman ?

The CaAIRMAN. Mr. Adams.

Mr. TromsoN. Senator, do you want to leave the impression that
the prospect of our paying dividends depends on our escaping the
payment of the taxes?

Senator Norerck. I will say this, that if the banks are to pay
one-tenth the same as merchants or farmers, that it will make a dif-
ference in the dividends.

Mr. TromsoN. That is not true.

Senator NorBeck. It is not true?
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Mr. TroMsoN. No, sir. The Bancorporation pays the taxes that
are now assessed, and the payment of those taxes will not affect the
dividends of the Bancorporation at all. )

Senator Norseck. In other words, the payment of taxes is not
going to affect the dividends? ]

Mr. Taomson. Not at all; that is, anything we are now talking of.

Senator Norseck. That is all I have.

Mr. Taomson. I hope I have not taken too much time, and I
thank you very much.

STATEMENT OF ELMER E. ADAMS, PRESIDENT FIRST NATIONAL
BANX OF FERGUS FALLS, MINN.

The CHAlRMAN. Mr. Adams, we will be glad to hear you on any
phase of the banking question you may care to discuss.

Mr. Apams. I have a short statement here which I think will give
all the suggestions I have to make.

I reside at Fergus Falls, Otter Tail County, Minn. Fergus Falls is
a city of about 7,000 and is the county seat of Otter Tail County.
Otter Tail County is a representative agricultural county of Minne-
sota. The county is entirely given up to agriculture and the income
of the people residing there is almost wholly from the sale of farm
products, principally milk, poultry, hogs, livestock, cattle, and sheep.
Almost no grain is marketed at the elevators, being fed on the farms.
It is, perhaps, as prosperous as any agricultural county in the State.
It had a steady growth, and farm values increased rather slowly
until the invasion of land speculators from the South between 1915
and 1920.

The First National Bank of Fergus Falls, of which T have been
president for 17 years, is the oldest national bank between the Twin
Cities and the Pacific coast. It has been in continuous operation for
59 years, under the same name, not even the preposition being
changed. During the time it has been in operation more than 50
banks have been started in the territory which it serves. There are
now about 30 banks in the territory. In some of the small villages
there have been three banks operating at the same time and there
are several villages of less than 500 people which now have two
banks. It was unquestionably a serious error when the National
Government reduced the necessary capital from $50,000 to $25,000
for a national bank. Until recently, State banks with a capital of
$10,000 were permitted, but the law has been changed so it is now
necessary to have $20,000 capital, unless the securities commission
can be convinced that a smaller capital is adequate.

In the past eight years nine banks have failed in our county. No
national bank has failed. While the failure of these nine banks was
due in part to unwise loans during the land-boom period, there
was dishonesty in nearly every one, and 10 officials of the banks
which failed in the Fergus Falls area were sent to the penitentiary.

It may be interesting to know that 85 bank officials and employees
were sentenced to the penitentiary during the incumbency of super-
intendent A. J. Veigel, who has just retired as commissioner of
banks after 10 years of service. Practically every one of these
little banks which failed was in the farm-land game. For their
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profits they took second and third mortgages, and these second and
third mortgages drifted into the bank, and when they once had
this paper on their hands they thought it was necessary to make
advances to help the occupants of the land carry on. Sometimes
they needed more money to pay interest and other times to buy
additional machinery or twine with which to bind their grain, and
the banks, in trying to save what they already had loaned, followed
up. A crop failure or an improper diversion of the proceeds of the
crops soon put loans of this character into the frozen class.

These small banks not only borrowed when they ought not have
done so, but they had no secondary reserve of any kind which could
be cashed when people wanted their deposits. It their stockholders
had been substantial men of the community who had had any funds
with which to engage in the banking business, there would have been
some chance of relief, but about the first intimation the dierctors
and stockholders had of the condition of their bank was when they
were called upon to mortgage their own property and raise funds
in hopes that the bank might be saved.

I do not believe it is any exaggeration to say that in 90 per
cent of the country banks the directors have no knowledge of the
condition of their banks. Recently there have been many lawsuits
in which directors have been sued, not only for receiving funds in
their institutions after they were insolvent, but for their failure to
use proper diligence in guarding the funds which were attached to
the institution through their good names.

During the time when these banks have been failing in our sec-
tion, conditions in institutions in the same territory have apparently
been very prosperous. I am president of two State banks in vil-
lages adjacent to the county seat. The territory which they serve
is practically the same as where the banks have failed. These banks
started with a capital of $10,000. The Bank at Underwood has built
up a surplus of $20,000 and undivided profits of $10,000, and during
all the time has paid good dividends. The bank at Dalton has earned
2 surplus of $10,000 and $5,000 in undivided profits and never missed
a dividend. In spite of the fact that these two banks adequately
serve the community, charters were granted in both places and
farmers’ State banks were started. Underwood is a village of 300
people and Dalton a village of 150, and these two towns are within
12 miles of the county seat, so it is perfectly apparent that by grant-
ing these additional charters the field is overfilled.

While a large number of the banks started in the Northwest in
the last 15 years were started by farmers who wished to engage in
the banking business, a great many were started by holding com-
panies operating out of the large cities. These banks operated from
a central point and were no more successful than those operated
by the farmers. For a while their earnings were large, due to the
making of farm loans which were sold for the commission. Many
small banks were broken in the Northwest by being compelled to
carry the paper furnished from the central office.

This committee may be interested in knowing the effect which the
development of the group banks has had upon the unit or home-
owned banks. The situation in Fergus Falls 1s a representative case.
There are four banks in the city, two natitonal and two State. One
of the national banks is owned by the Northwestern group. The
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other three are owned by local stockholders. There is a group bank
at Rothsay, 20 miles to the north, at Wahpeton, N. Dak., 29 miles
to the northwest, at Fargo and Moorhead, 50 miles to the northwest,
and at Alexandria, 50 miles to the south. I do not think that there
has been any change in the business in the banks of Fergus Falls
due to the acquiring of a local bank by a group, and there has been
very little growth due to new business. If the local banks have lost
to the chain banks, or the chain bank has lost to the others, it is
negligible.

When the holding companies first invaded local territory and
advertised their large resources, the home-owned banks were more
or less disturbed, but there is fully as much advantage in the fact
that a bank is home owned and home controlled as there is in being
connected with an institution with its large resources owned else-
where.

My conclusion is that no unit bank which is properly conducted
need fear the presence of a group-owned bank. If the authorities,
State and national, will not grant charters to the groups to enter
localities already amply supplied, there is no reason why the local-
owned bank can not succeed, if it is managed properly.

The two types of banks have joined the groups in the Northwest.
In many places there were good banks operated by men who had
long been 1n the service and they were glad to turn their banks over
to a responsible group and be relieved of the responsibility of these
trying times. There is another type, where the banks have become
involved and were unable to put themselves in proper condition, and
they were very glad to avail themselves of the opportunity to be
taken over.

It has been surprising that the failure of so many banks has not
caused a more widespread distrust. An open run on the banks of
the Northwest has been very rare. The shrinkage in deposits has
been due to evaporation and lack of earning power of the people
of the community. It is perhaps true that in some instances the
banks of the groups have drawn some savings deposits from near-by
points, but the main cause of the decrease in deposits has been due
to the decline in the prices of products and the constant outgo of
funds for farm machinery, automobiles, radios, and similar things
which have been a constant drain on the communities.

There are a large number of excess money banks in the territory
northwest of the Twin Cities. The banks with which I am connected
have always been heavy buyers of outside paper in order to keep
their funds invested. Only once or twice in a half century has it
been necessary for our bank to borrow, either from the Federal
reserve bank or from our correspondent banks, and then only for
a very brief period.

The CrarrmaN. Mr, Adams, what use have you for correspondent
banks when you have the Federal reserve bank?

Mr. Apawms. I beg your pardon?

The CrarrMaNn. What use have you for correspondent banks when
you have the Federal reserve bank? What business can you transact
through a correspondent bank that you can not transact just as well
through the Federal reserve bank?

Mr. Apams. I do not know that I ean answer that question. It
has always been the custom to carry the reserve with the Federal
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reserve bank and it has heen always the custom to carry the business
with the correspondent banks. We have never leaned on them.

The Cramrman. It just happens in your case. One purpose of the
Federal reserve act was to emancipate you from the correspondent
banks.

Mr. Apams. In our case we did not need to be emancipated. In
fact, the only service we get from the Federal reserve bank is they
store our bonds without compensation.

The CuairmMaN. You get other services of a very valuable nature,
They insure you, in the first place, against a currency panic.

Mr. Apams. I do not think we have ever borrowed from the Federal
reserve bank.

The CHAlRMAN. But you can if you want to.

Mr. Apams. Yes; it is there as a reserve. We appreciate very much
having it there to protect our bonds in these bandit days.

When modern financing took commercial paper off the market,
and especially grain and jobbing paper, which was a large field for
investment in the Northwest, the banks began to buy bonds of
longer or shorter maturities.

Up to the time of the Liberty loan drives there was scarcely a
bond in the small banks of the Northwest. This will cover Sena-
tor Norbeck’s question. Following the Liberty loan drives, the sales-
men began to flock over the Northwest, and as a result the banks
began to buy bonds. They were told about the desirability of hav-
ing a secondary reserve, and not being experienced in the bond-
buying business on many occasions they became the victims of
high-pressure salesmen sent out by institutions the names of which
carried weight and respect. For some considerable time these bond
accounts were regarded with pride by the banks which had them.
Many banks which were able to escape the deflation in land and
farm products now find themselves in a rather uncomfortable posi-
tion due to the depreciation in their bond accounts. It is apparently
becoming a very serious matter. Nearly every bank is having more
or less defaults, while the market quotations have dropped so much
that if the departments, State and National, require them to take care
of the depreciation out of their surplus and undivided profits they
will be unable to do so.

The banks, in their ignorance, undoubtedly showed poor judg-
nment in buying bonds which paid too high a rate, but 1 view of
the fact that they felt that it was necessary to pay depositors the
rate which they were paying for savings it was necessary to secure
bonds bearing a fairly high rate in order to break even.

Mr. Wirris. What rate were they paying for savings?

Mr. Apams. Four per cent was the going rate in Minnesota until
about three years ago, when we cut to 314 and 3. Every time a new
bank came in they would start at 3 per cent and disconcert things.
They would advertise even 5 or 6, and that would tend to draw
ignorant people from the regular banks, but I think we have a State
law now that no bank can pay more than 4 per cent.

We all concede that as a result of the purchase of local banks by
the groups or chains, banking conditions are improved. They must,
of necessity, tighten up in requiring their links to comply with cer-
tain fixed standards and rules with which the local bankers had
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been remiss and careless. This is particularly true in the requiring
of financial statements and in insisting that a note be paid or
attended to when due and in the maintaining of a proper deposit or
the paying of a charge for failing to do so. Competition is vigorous
between the group banks and those locally owned. The group
banks must make dividends or the management will be changed, and
the local banks are eager to make money as their stockholders need
the dividends.

Depositors who have lost their money in closed banks complain
bitterly that they are unable to get any mnformation as to why their
deposits are lost and why they were not paid more by the receivers.
Practically no information is given out to the depositors, and they
only know that the bank was closed. If our authorities in the North-
west would dig into some of the bank failures, as is being done in
New York in the case of the Bank of the United States, it would
certainly have a more salutary effect.

Four hundred State banks have failed in Minnesota in the last
eight or nine years. I have not the figures, but I think this is a
larger proportion than is the case with the national banks. How-
ever, many bankers are now considering the advisability of asking
the legislature to drop the word “ State ” from their names as there
is a feeling that there is a loss of prestige. A great many good
“ State ” banks are suffering on account of the failure of the poor
ones.

There is a good deal of discussion as to the advisability and
necessity of permitting local banks to operate branches in near-by
areas. Many of the small villages which have had 1, 2, and 3 banks
are now without 1, and they complain of the inconvenience and
are urging that the banks in the county seats be permitted to oper-
ate branches in such villages. I am myself in doubt as to the
necessity and whether the branches could be made to pay. The im-
provement of the roads makes it possible for the residents of the
small villages of the county to drive to the larger points with-
out great inconvenience. They go to the larger places to do their
shopping, and with rural mail delivery there is grave doubt whether
Erarﬁches would pay in these villages which have lost their own

anks.

I think most independent bankers agree that in the metropolitan
districts the large banks should be allowed to operate branches
within the city limits. The inconvenience of traflic and the con-
stantly increasing menace of hold-ups make it next to impossible
for people living at a very great distance to reach the down-town
institutions. If legislation of this kind is enacted, I think the inde-
pendent bankers feel that the branches ought to be restricted to the
metropolitan districts and that the large banks of the terminal cen-
ters should not be permitted to invade the territory where local
banks are able to handle the business satisfactorily.

The crying need, however, is for banks which will take care of the
poor borrowers. By the poor borrowers I mean the men who never
want to pay a note when it is due and who, too often, want to add
the interest to the principal. These men need help and must be
helped if they are going to function. They have to have seed when
spring comes. They have to have feed for their stock if there is a
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shortage, and they are quite likely to need machinery and twine
when 1t 1s time to harvest. They mean to pay their notes, but every
now and then some disaster comes and they are unable to do what
they agreed to do; and so these banks, which have been carrying
this class of business, have been involved in situations from which
it was impossible to extricate themselves. Neither a group bank or
a branch bank will ever take care of this class of trade. The local
banks have dope their share of it. In former days the general mer-
chant and the implement dealer aided. They not only gave them
credit for goods but it was not an uncommon thing for the farmer
who was trading at a store to borrow small sums until he could
harvest, sell an animal, or raise the funds in some other way. The
old-time storekeepers were generous in this way and the banks car-
ried them, but you can imagine a farmer who suddenly needs a little
money going to see Mr. Woolworth’s manager, or Mr. Montgomery
Ward’s manager, or Mr. Sears-Roebuck’s manager and getting the
accommodation which he used to get from the old-time merchant.
This situation of the poor borrower is constantly getting worse as
the number of farms acquired by mortgages increases. The tenants
on these farms are very seldom in financial condition so that they can
provide an equipment of machinery, their one-half of the stock, and
get along from harvest to harvest. There is a crying need for insti-
tutions to take care of this class of business, but I am unable to
determine how it can be done, and I have lived among them for
many years. We do what we can along these lines, and while the
losses have not been very large, it is because we have been very
discriminating in accepting them.

T’he CHAIRMAN. Do you have the Morris bank system out there?

Mr. Apams. No, sir; not in the country; but we do in Minneapolis,
St. Paul, and Duluth.

Senator NorBeEck. I note in your statement that outside securities
were almost unknown in the northwestern banks until recently, and
that the salesmen have loaded a lot on the banks and also central
banks that have affiliated companies, have used those banks as an
outlet for those securities.

Mr. Apams. I would not say the affiliated banks have done that.
We bought our securities from various sources—the First National of
Minneapolis and Chicago and of prominent bond houses.

Senator Norseck. They buy from the correspondents rather than
the affiliates?

Mr. Apams. Noj; there were no affiliates in those days.

Senator Norerck. They came on in recent years?

Mr. Apams. Yes, sir; we began buying after the Liberty loans.

Senator Noreeck. Did it not come after the newspaper propa-
ganda was carried on that everything in the Northwest was very
badly managed?

Mr. Apsms. I would not say that.

Senator Noreck. Was there not a lack of confidence in our States?
Do you recall when the “ Pain in the Northwest ” was written up in
the leading periodicals? About that time a great many people in
our section began to want eastern securities, and they began to think
things in other sections were better than in their own section.
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The CualrmAN. Everybody thinks that about everything. There
are people who will pay five times as much for a cow that comes from
the island of Jersey and gives one-half the milk that a thoroughbred
Jersey cow dropped in this country will give.

Senator Noreeck. I know the word “imported” helps. That is
human nature; but the point I am making is this: That this condition
was unknown to us until the agricultural deflation came on. People
were not buying those securities until this came on.

Mr. Apams. Our troubles began when the Iowa invasion began.
Up to that time we were engaged in farming. In Iowa they said our
land was too cheap and real-estate agents and banks down there
came up and bought our land, which was worth only $40 an acre.
Well, they began to buy it and sell it to Iowa people, and pretty
soon they became involved. In certain townships they sold the land
over and over again and they advanced the price of the land up to
$75 an acre. Then the collapse came and the present situation
developed.

Senator Norseck. That period of advance began when?

Mr. Apams. I have never been in the land business until recently,
when I had to take a few farms. I suppose that started along about
in 1915 to 1918. It became rampant in about 1918.

Senator Noreeck. You spoke of some cases where land sold at $75
an acre. Was that the better class of farms, better improved, or the
average increase ?

Mr. Apams. That was the better class.

Senator Norsreck. In other words, the increase was about double
over what it was previously?

Mr. Apams. I would think so.

Senator NorBeck. Is it not a fact that everything else doubled in
price in the same decade?

Mr. Apams. Yes; but those prices were forced up by the dealers.

Senator Norseck. Did they not force up the price of shoes. loco-
mqtiv;les, office buildings, and so forth, to about double their former

rice?

P The Cuamrman. That sort of epidemic was not peculiar to the
Northwest. T recall that I paid $3,500 for a corner lot on Colorado
Avenue in a town in Virginia and sold it for $3,800, and ultimately
it was sold for $1.89 taxes.

Senator Norseck. But that is another matter. The whole point I
am making is that that period of inflation was a general one. It was
not of land alone. It was of everything.

Mr. Apams. Yes, sir; but in certamn townships, where the land
boomers did not come in, the landowners continued to be prosperous.
In the townships in Otter Tail County, where we have these little
banks that are prosperous, they have been careful with their expendi-
tures, marketing diversified crops, and have been thrifty and saved
their money. In this community our bank has $500,000 deposits, and
the bank across the street has $250,000, whereas, on the prairies,
where the farms were traded in, the banks are closed.

Senator Noreeck. The cost of production in agriculture now is so
high that no one can come out even except the man who performs
his own labor.
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Mr. Apams. That is right.

Senator Norseck. In other words, the new economic situation has
made larger farming unprofitable.

Mr. Apams. In the prairies they did not raise anything but grain.
They had not got into dairying.

Senator NorBeCK. Are there many communities to-day that do not
produce their own butter and eggs?

Mr. Apams. We are very widely diversified.

Senator Norseck. You have been diversified for some time?

Mr. Apams. Yes, sir. There is one other question. You asked
about taxes. Our bank in Fergus Falls has $100,000 capital and
$150,000 surplus and our taxes—personal property taxes—are $35,800.

Senator Noreeck. You are taxed on the surplus the same as
capital?

Mr. Apaas. Yes, sir.

Senator Nerseck. The South Dakota Legislature granted a relief
by relieving that heavy tax on capital. They since, because the na-
tional banks refused to pay the taxes, have been required to relieve
all banks from paying it.

Mr. Apams. We do not get a fair break on the ussessments. Asa
banker. T know what is in the various stores in the community, and
when I see a stock of goods worth $100,000 assessed at $10,000 and
our bank with $100,000 assessed at $40,000, I know the assessment is
unfair, but my lips are sealed. I know persons with thousands of
dollars on deposit who make no return. The credit tax is so small
there 1s not enough involved o lie about.

{Discussion off the record.)

Mr. Apaxms. When a man only has to pay $3 a thousand for taxes
on his money, it is too cheap to lie about it.

(Discussion off the record.)

Senator Norseck. You feel that $5,800 is too heavy a tax, but you
would not feel that $580 would be quite enough ?

Mr. Apams. No, sir. We want to pay on a parity with everybody
else in the community.

The CuarmaN. We are very much obliged to you, sir. The com-
mittee will stand in recess until 2.30 this afternoon. .

ATTER RECESS

The hearing resumed at 2.30 o’clock p. m., at the conclusion of the
recess.

The CuatrmaN. The committee will come to order.

Mr. Wakefield, we will be very glad to have any suggestions you
may care to make about the banking situation, within your scope of
the inquiry.

STATEMENT OF L. E. WAKEFIELD, VICE PRESIDENT, FIRST BANK
STOCK CORPORATION, MINNEAPOLIS, MINN.; PRESIDENT FIRST
NATIONAL BANK IN MINNEAPOLIS

Mr. Wakrerierp. Mr. Chairman, I want to explain to you the condi-
tions that exist in our territory in a banking way and believe in doing
so that your primary interest is in knowing those conditions and
situations, in order that in any legislation that you may see fit to
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pass you may not do an injustice to a community such as ours and
to institutions that are in existence and going ahead doing what we
believe to be a good job.

I want first to call your attention to just what the ninth Federal
reserve district is in a banking way. The First Bank Stock Cor-
poration operates in the ninth Federal reserve district.

Senator Norseck. That is your corporation ?

Mr. Wakzrrerp. Yes, sir.  The ninth Federal reserve district was
created at the time of the creation of the Federal reserve bank and
was determined by the flow of transactions in the banking business,
the Twin Cities being the center of those transactions in thdt par-
ticular area. The borders of it were, at the time of its establish-
ment, somewhat controversial and there may be in those borders
to-day some conflict as to the flow of banking transactions, which is
indicative of the flow of business transactions; that is, the markets
where they come from or originate in and the limits of those terri-
tories. But it was, I believe, a pretty well-chosen area. It consists
of the States of Minnesota, North Dakota, South Dakota, Montana,
the northern peninsula of Michigan, and a little strip off of Wis-
consin. So, our business of the Twin Cities has naturally been close
to and had 1its relationship in that particular area.

The ninth Federal reserve district, when considered as to banking
resources and deposits, is of comparative unimportance in its rela-
tionship to the entire banking facilities of the country, and yet our
banking resources and deposits are all we have to work with. They
are of vital importance to us.

We have now, in the ninth district, 2,218 banks with total deposits
of $1,594,580,000. Those deposits are $979,800,000 in Minnesota;
$109,700,000 in North Dakota; $143,000,000 in South Dakota ; $149,-
000,000 1n Montana; there are $88,800,000 deposits in the northern
peninsula of Michigan, and $123,700,000 in the ninth Federal reserve
district in Wisconsin.

So, when we think of the ninth Federal reserve district in its rela-
tion to a country-wide consideration, we recognize its comparative
unimportance. But we also recognize that as far as it concerns those
of us who are residents in and do business in that particular terri-
tory, it is of vital importance.

Our competition, in a banking way, has for a great many years in
the Twin Cities been more definitely related with Chicago and New
York banks than with any other single factor, and they to-day are
our chief competition. When it comes to the rates that we make to
borrowers of importance, those rates are definitely related to the
rates they make in New York and Chicago. We are in competition
all the time in matters of that kind.

We have in the First Bank Stock Corporation just about 100
banks to-day. the center of those institutions being the two Twin City
banks that are in our group; that is, the First National Bank of St.
Paul and the First National Bank of Minneapolis, and we also have
about 85 or 90 banks—I have forgotten the exact number—outside.
| Tlhe CaarMaN. Is your company an afliliate of these national
ranks ¢

Mr. Waxkrrerp. Qur company, the First Bank Stock Corpora-
tion, is a holding company which owns practically 98 per cent of the
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capital stock of all of the banks in the group. The First Bank Stock
Corporation has outstanding, at the present time, 3,097,000 shares
of stock of a par value of $25 per share. That stock is owned by
17,918 stockholders. Of that number of stockholders, 13,223 own
74.19 per cent of the total number of shares and reside in Minnesota.

In Montana there are 1,180 stockholders owning 6.6 per cent of
the stock. In North Dakota there are 1,062 stockholders owning 5.92
per cent of the stock. In South Dakota there are 598 stockholders
owning 3.33 per cent of the stock. In Wisconsin there are 486 stock-
holders owning 2.172 per cent and in States outside of the ninth Fed-
eral reserve district there are 846 stockholders owning 4.73 per cent
of the stock of the corporation.

Now, in the relation of the stock ownership to the $385,000,000 of
deposits in the group of banks in the First Bank Stock Corporation,
$286,639,000 is 1n Minnesota banks, or 75 per cent of the deposits are
in Minnesota banks, and 74 per cent of the stock is owned by Min-
nesota people.

The next largest amount is $62,415,000 of the deposits, which are
in Montana banks, which own 614 per cent of the stock; $18,666,000
is in North Dakota banks, and $10,070,000 is in South Dakota banks;
$8,043,000 is in banks in the northern peninsula of Michigan, and we
have none in Wisconsin.

Now, the thing that T am trying to bring to your attention is this,
that this corporation is owned, operated, and managed by people
whose every business interest and investment is in the territory
served by the banks and that its vital interest is always in the devel-
opment and improvement and carrying on of this business which is
in the ninth district, which is the vital factor on which we have to
depend for our progress and success.

In addition to the group of men who are directors of the First
Bank Stock Corporation, in every town where we have a bank we
have a local board of directors, and no bank operated by the group
system could get to first base or be successful in any degree except
with the hearty approval and support of that local board of di-
rectors. I would not give 5 cents for a bank in any town up there
except with the support and approval of a group of business people
in that town who were interested in the town and the banks that
are there,

Senator Norseck. You do not consider the branch-banking system
a good system at all?

Mr. Waxggriewp. I am going to get to that. But I consider this
set-up of ownership and control, with its vital interest in the local
territory, a more responsive and better system than any that can
be devised.

Now, then, that being the case, and with all of the changes that
have taken place over which we had no control, but which we have
been obliged to meet in a banking way, there have been mistakes in
the past. No one can be blamed. These people who have run their
banks in the past could be put before you and you could get the his-
tory, time after time, where the men associated with the banks that
have been closed up have given every bit of everything in them and
every bit of property that they owned and their friends and asso-
ciates have put in everything in addition to save the depositors from
loss. So it is not anything that you can lightly talk about or that
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you can pass off with just an expression of some particular factor
being responsible. It was the result of conditions that have oc-
curred and of economic changes, and there was not any way of stop-
ping it. Our interest in group banking is not because in the First
National Bank of St. Paul and the First National Bank of Minne-
apolis we were desirous of gaining control of a greater number of
institutions. It was because of the fact that we know that as far as
the Twin Cities are concerned, they can not develop and grow in a
business and banking way except as there is that same growth and
development and stability in the territory from which we draw our
business and in which our associates are located. The facts are, as
far as making money for the stockholders of the First National
Bank of St. Paul and the First National Bank of Minneapolis is
concerned, we knew when we went into this undertaking that we
were going to help be the cause of improving the general situation
in the Northwest; that it was not going to be an added money maker
to us except as it comes from the continuous development and im-
provement of the territory served. In the years to come there may
be profit to us In it in proportion as we aid the territory’s
development.

But the fact is, that what we have had to do and what we have
done is to attempt to build a structure which would be in the position
of assisting and advising and controlling the management of banks
out through the territory. When a bank becomes associated with
the First Bank Stock Corporation we recognize that at that time,
regardless of what we may wish to do or anyone may want to say,
that the responsibility for that bank rests on us, and under no cir-
cumstances can we permit it to go to pieces.

So, in building up our method of administering these properties,
we called together a year ago, immediately after we got these banks,
two or three representatives from each bank, and we sat down and
discussed with them methods of operation, and in this particular
enterprise you will be interested.

In the first place, one of the first things they said to us was this,
“that we have been obliged, in years past, and more so all of the
time, to purchase bonds and securities for some of the funds in our
banks. We recognize that this is a topic about which we have not
adequate facilities and information, and so we would like to have
¥ou sei,:’ up some kind of machinery which will do that purchasing

or us.

We did that in this way: We established in the head office of the
First Bank Stock Corporation a department which has charge of
the securities owned in any one of our banks, and in all of them.
That department is in charge of a vice president, whose business it
is to follow and watch securities which we own. Some of the bonds
which came into our banks are not bonds we want to keep. We
have been turning those out and converting them and bringing
them into satisfactory line. But no bond is purchased by any
bank in the First Bank Stock group except as it is purchased
through that department in the head office, and it has to have the
approval of a group of several men before it is purchased, and our
own securities company can not sell any bond to any bank in our
g‘%oup except as they are purchased for the group through the main
office.

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



610 NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

We keep a control in the main office of every single security owned
and where it is lodged—which bank it is in—in order that we may
not find ourselves sometimes with more bonds of a particular issue
lodged in our banks than we think it would be wise for us to hold as
a single line of securities.

When it comes to buying commercial paper, we do exactly the
same thing. We do not send a bond to a bank. We send them a
list of bonds and they can choose what they want to buy, but 1t must
have the approval of the main office.

In buying commercial paper, our banks have set up this program—
it is their program; we have constructed it and they have put it
into operation. It pr0v1des that in the purchase of commercial paper
all companies whose paper we would be willing to buy and have in
our banks, shall be approved hy the executive committee in the First
Bank Stock Corporation. We have, also, built up a credit file of
commercial paper names; that is, the names of _paper that appears
in the market, and we have checked those companies from every angle
that a bank would check them if they were giving them a line “of
credit and then have approved an amount we are willing to carry, of,
say, $200,000 of the paper of a eertain concern. That amount is ap-
proved and that name goes on the list and, with that approval, the
management may buy the paper of that concern if it appears in the
market and we will furnish it to those banks. There is not any way
of doing a constructive job, in my opinion, unless you organize to
give it the most competent and experienced management that you
can give it and do it with the approval of the people who are inter-
ested in it.

We have found that that program is heartily approved and in-
dorsed by the people in our banks. They are enthusiastic about it.
They like to feel that they have some direct way of getting this stuff
and yet know what they are getting, and I think we will find, as time
goes on, that this system will be of material-—very material—benefit
to those banks.

We have organized an examining force, which is making two ex-
aminations each year of each bank, in an exhaustive way. Ivery
loan that is made in any bank is reported to the head office the day
following with a statement of the borrower or the collateral. We
have credit files in the main office of all borrowers in all banks.

The creation of this machinery has cost money and the main con-
tributor to the cost of the operation comes from the two big banks in
the Twin Cities. I am simply giving you that to show you that the
interest of those banks is more vitally concerned with good banking
in the territory than with the immediate purpose of attemptmg to
make an extra dollar, because we-believe, and I know this is true,
that the entry of these two groups into the field has helped the bank-
ing situation in the Northwest.

Mr. Wireis, Are all of the surplus funds of these banks deposited
in the bank in St. Paul?

Mr. WakerieLp. Noj; they carry the usual deposits they used to
send to

Mr. Wiris. To the eastern cities?

Mr. WaKErIELD, Yes, sir,
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Mr. Witiis. Does the central board, or whatever you call it in
the Bank Stock Corporation—does that dictate to them how much
they shall send to the correspondents?

Mr. Wakerierp. Noj it is according to the volume of their busi-
ness, and so forth,

Mr. Wmris. You never have placed call loans for them?

Mr. Wakerierp. It never has. I wish the call money market would
pick up. We have plenty of money.

Mr. Winis. It did pick up.

Mr. Wakeriern. During the period of the high call rate some of
the banks in the group did have money in the call market. We (the
First National Bank in Minneapolis) did not. During that period
of 1929 we did not have a dollar loaned on call.

Mr. Wrrris. You exercised no control over their entry into the call
market in any way whatever?

Mr. Waxerierp. 1 certainly think we would advise with them at
the time.

Mr. Wirnis. But at that time you did not?

Mr. Wakerrerp., This group has been going since—it has operated
nearly two years.

Mr. WirLis. You have never done it so far?

Mr. Waxkegrierp. No, sir.

Mr. Witris. But in the future it would be part of this central
board’s policy ¢

Mr. Waxkgrzerp. I think we would use some judgment as to what
was being done.

The CHarMAN. And what rate must the call-money rate get to
hefore you would go into the call market?

Mr. Waxkerierp. We are not in it at the present time because the
rates are not satisfactory. With the excess money we have to-day
we would like to be in.

The CmamrmMan. At what rate would you ordinarily want to go
into the call-money market?

Mr. Waxgrierp. That depends on the comparative situation.

The Cmarman. Do you ever give your own merchants and your
own industries the advantage of a low rate of discount? For in-
stance, right now, when you have more money than you need or what
you know what to do with.

Mr. WakerieLp., Oh, they make the rates for us.

Mr. Wirnis. You do not fix a uniform rate for the borrowers in
the several towns?

Mr. Wakerterp. We have never disturbed those rates in those
towns.

The CrarMaN. You never disturb them in any town?

Mr. Wakerierp. You must remember this, Senator Glass, which
is a point I want to bring out: It has been said by some people that
there was a conflict of interest between the independent banker and
the group bank. I claim that there is not.

The Craairman. I am not discussing that particular point now.
What I want to find out is why the bankers generally utterly refuse
to demoralize their standard rate of interest by giving the local in-
dustries and commerce of their own territory the advantage of abun-
dant funds and credits rather than play the market with 1t?
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Mr. Wakerrerp. Let me tell you that in 1929, when the call money
was loaning at 9, 10, 11, and 12 per cent, we never had a rate in our
banks to our business people above 6 per cent. Six per cent was
our top rate. We did charge people who borrowed on stocks and
bonds as high as 7 per cent.

The CuarmaN. What is your legal rate?

Mr. Waxerrern. Eight per cent. We were never above 6 per cent.

Mr. Wirnis. Have you been below it

Mr. Waxkerierp. On standard paper to-day the rate 1s 3 per cent.

Mr. Wiris. I mean the average man in the small town.

Mr. WaxkerieLp. He will pay 6 per cent.

Mr. Wiriis. Just as he always did?

Mr. WAKEFIELD. Yes.

Mr. Wrrris. He has a stable, unvarying rate of interest?

Mr. Wakerierp. Yes. Let me give you an illustration. I want
to bring this out so you will see what that relationship is. For
instance, the First National Bank of Minneapolis has to-day the
correspondent accounts of 1,400 banks. 'The business of those 1,400
banks represented a deposit account with our bank of over $20,000,000,
or practically one-fifth of our deposits. Qur relationship with those
people is such, and we are interested sufficiently in them and their
business, so we have been always in the position of wanting to keep
them sound and prosperous and we will go a long way with them.

The Cumamrman. Why should you keep them sound and pros-
perous?

Mr. Waxkerierp. Because they are—well, here is the situation

The Crairman. In other words, you accommodate them when they
are in an emergency ?

Mr. WAKEFIELD. Yes,

The Cuammax. And that makes them practically subservient
to your bank?

Mr. Wakerrern. No.

The Crmsirman. I think it does.

Mr. Wakzerierp. Here is the situation. I will illustrate to-day
how this is going on. Here is & banker in a small town in Menne-
sota with a bank with $1,000,000 of deposits. He arrives in the
office Saturday morning and states on account of the closing of the
bank in a near-by town that in about 90 days he had lost $450,000
of his deposits. Now, I know that, because we have helped him
take care of the payment of those deposits. He came in and said
this: “ Unless you fellows can find some way to step in and take
this bank, I have got to close it Monday morning. I can not open.”

Now, remember that everything we do to-day has a vital effect
upon those banks in our territory, and you gentlemen do not need to
be told of the disaster that follows the closing of a bank, no matter
how small, if it relates in its size to the resources of that town and we
can not afford to do what we may sometimes desire to do; we can not
afford to disturb the earning power of those institutions under pres-
ent conditions. It can not be done.

The Cuairman. That is an extraordinary emergency. That does
not relate to the ordinary relationship of correspondent bank—taking
over a bank like that.

Mr. Wakerierp. Oh, no; but in all these ways the man who hap-
pened to be a correspondent of our bank has not been subservient to
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us. We have been very careful to try to handle his business in a way
which would keep him a customer of ours instead of going to an-
other bank.

The Cuamman., When I use the word “subservient,” that does not
mean a legal or practical compulsion. You put him under such
obligations he is obliged to patronize you.

Mr. WakermeLp, Oh, he can pay us off and move to-morrow.

The Crarman. He can, but he does not.

Mr. WakerieLp. Noj because good treatment will keep him.

Mr. Wiruis. It seems to me this is the right point to enlarge upon
the question I asked Mr. Thomson this morning as to how you think
this remarkable, new structure fits in with the general situation of
our banking system and the Federal reserve. Here you have some-
thing that 1s not under the supervision of the State or Federal au-
thorities. How many votes have you in the Federal reserve bank?

Mr., Waxkeriewn. There are three classes of directors in the Fed-
eral reserve bank.

Mr. Wirniis. Yes.

Mr. Wagzrrerp. 1 think our two groups could elect one class. 1
think of the number of banks of that size, we have perhaps enough
to elect one class.

Mr. WiLiis, Theoretically, you two concerns can control one-third
of the directors of the Federal reserve bank in Minnesota.

Mr. WaxxrreLp. Yes; but I would be willing to make an absolute
agreement, if you can fix up some method of electing Federal
reserve directors, to let them be elected

Mr. Wirnis. The Government controls one-third and all the other
banks one-third.

Mr. Wagerrerp. Yes.

Mr. Wiruis. Look at the thing from the public standpoint—and of
course you are looking at that—and you must realize that this is a
great innovation in bank control. What plan do you suggest to
modify the present banking system to accord with your scheme?
What regulation of your system is desirable?

Mr. WakEFIELD. You have two questions in one, but I will answer
them in this way: Our position is this, that we are very anxious—we
have even asked, for our own protection, because we are on the level
in this undertaking and we recognize that what other people may
do will affect us—we would welcome and want some provision made
whereby the comptroller’s office, if that seems to be the proper place,
will have a perfect right and obligation to examine not only our
national banks (78 of our banks are national), but all affiliations of
any nature with which we are connected, and the holding company
included. We know that would be a protection to us and a value and
advantage to us.

Mr. Wiris. And you would also be willing to give up the votes in
these banks as provided in the proposed bill?

b glkr. Waxerierp. I would be perfectly willing—the votes of each
a

Mr. Wirwis. For the election of the Federal Reserve Board
directors.

Mr. Waxkzrierp. I am willing to do that if they will keep the
right people in the reserve bank.
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Mr. Wirus, What about the provision in the Glass bill about the
voting of stock in the Federal reserve banks?

Mr. Wakerierp. I am coming to that. That is one of the things
that T wanted to say just a word about.

The Cuamrman. Before you do that, on the question of control, I
do not think Doctor Willis has stated the thing fully. You have the
absolute power of selection of one-third of the directors

Mr. Wagerierp. We would, probably, between the two groups.

The Crarrmawn. Then, the Government has one-third, and then
you have a very appreciable effect on the remaining thirds.

Mr. Wakerierp. Yes; I think that is true. This I would like to
say, that I regard the Federal reserve bank as the bulwark of the
banking business. We recognize its value. I should like to make
this statement: That I heard and listened to the criticisms of the
Federal reserve bank and the Federal reserve system, and T am not
one of those who is willing to subscribe to those criticisms. The
Federal reserve bank is a new institution. It may have had some
faults. It must learn from experience, and those things could not
be thouhgt out in advance. But the Federal reserve bank is the back-
bone of the business of this country. Without it we would be in a
serious situation. I would not want to be in the banking business
to-day if we did not have the Federal reserve.

The Cuamrman. You would not be in it.

Mr. Wakerierp. I do not believe we would, and so we have never
been a critic of the Federal reserve system. We want it to be pre-
served. We have always said that during the period of inflation
when the Federal Reserve Board were issuing statements concerning
the situation, which were intended to warn the public, that if the
public had listened we would have been a long sight better off than
we are to-day.

The Crairman. If one notable bank official had been compelled to
listen to the Federal Reserve Board, the Federal Reserve Board
would have been better off to-day.

Mr. Waxkgrierp. I do not know much about that. But in the
so-called Glass bill, which I understand is a tentative proposal, in
paragraph 3 you provide that only bona fide individual stockholders
of the national banks can vote their stock. It disqualifies all asso-
ciations, corporations, or partnerships who may own stock, and dis-
qualifies all individuals who are officers, directors, or employees of
such corporations, associations, or partnerships. So, it necessarily
disqualifies all trusteeships, whether testamentary or otherwise, hold-
ing bank stocks for beneficiaries.

Now, we are in a peculiar position in that respect. We have the
First Bank Stock Corporation, which is a holding company, owning
the capital stock of the group of banks which are in our group.
There is no means that I know of whereby we can unscramble that
particular situation. If a bill of this kind became law, the only way
out we would have would be we would be forced to abandon the Fed-
eral reserve system, which we would dislike doing, and probably con-
vert our institutions under State law. That we never want to do, but
we could be placed by legislation of this kind in a position where we
might either have to quit entirely—I do not know of any way we
could unscramble the thing——
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The Cramrman. Your statement, so far, impresses me in this way:
You have emphasized almost exclusively the sound and fine man-
agement of your corporation. I have not any question on earth but
that you have done that accurately and fairly. But suppose a similar
corporation should get into the hands of people who are not fairly
disposed and whose acquisitiveness might amount to greed. Suppose
your corporation at some time in the future got into the possession of
people of that kind. What would happen? In other words, you are
not discussing the system so much as the fine management of your
particular corporation.

Mr. Waxkrriern. Of course, all that 1 know about the system is
what T know of my own institution. Now, in answer to your in-
quiry, we recognize just as well as you do that there is that danger of
unscrupulous management. That is why we are urgent in our state-
ment that we would like to have our holding company and our affilia-
tions of every nature brought in under the comptroller’s office in some
manner that would make us sure that we could not be damaged or
that some future management conld not damage our institution by
wrongful handling of it, because I know just what you have in mind
might happen. This stock collapse and changing conditions have
stopped the promotion of schemes at the present. I do not doubt,
however, but for that to-day we might be confronted by such
situations.

Mr. WirLis. Has the First National Bank of St. Paul made its
exchange of bank stocks the same as the others?

Mr. Wakerierp. Yes, sir.  Originally the First National Bank of
St. Paul and ourselves thought that we were a little smarter than the
Northwestern group and we said, “We are not going to put our
banks into a holding company, but to do something along that line,
we will form a separate corporation which will be owned by the First
National of St. Paul and the First National of Minneapolis, and we
will go out and buy 51 per cent of the local banks—>51 per cent, be-
cause when we become connected with it it is our responsibility, and
in order to fulfill that responsibility we must be in a position of
control.” There is no doubt about that—and we went out and oper-
ated on that basis for six months and found it would not work at all;
that the local people in the towns affected did not want to continue to
own stock in the local bank. They said, “ No; we recognize the fact
that whatever difficulties may arise in our territory will affect this
bank, and what we want to do is to participate in the whole show
and diversify and spread our investment and risks in order that we
may be taken care of in a more substantial way,” and we were obliged
to change our system and adopt the system of the Northwestern
Bancorporation.

Mr. WiLris. Who controls the corporation?

Mr. Wakrrierp. We have 18,000 stockholders. It would take
about 1.200 of the largest stockholders to make a control.

Mr. WirLs, What is the largest single holding ?

Mr. Waxkerierp. 1 think the Hill interests in St. Paul, through the
ownership of the First National Bank, own the largest amount. That
1s somewhere around 180,000 shares.

Mr. Wirris. That would be what percentage of the total?

Mr. Wakerrerp. There are 3,096,000 shares,
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Mr. Wiuis. Now, take all the shares including those in the hands
of the affiliated group of persons who center around these banks:
What degree of control have they, perfectly frankly?

Mr. WakerieLp. I imagine—I have never sat down or figured
that up at all or paid any attention to it—but I presume if you took
the stockholders of the First National Bank of St. Paul and the
stockholders of the First National Bank of Minneapolis, that they
together would be a controlling interest.

Mr. Wirpzs. But there is no arrangement that enables their stock
to be voted as one block?

Mr. Wakrrizrp. No.

Mr. Wiruis. Simply the fact they have worked together for a long
time?

Mr. Wakerierp. We are in a little peculiar situation in this, that
St. Paul and Minneapolis never did work together until we started
this thing. So we are really watching each other.

Mr. WiLLis. Now, about the double liability of shareholders. How
does that arrangement affect that?

Mr. Wakerierp. The stockholders of the Frst Bank Stock Cor-
poration, being a Delaware corporation, do not have a double lia-
bility. When we started to organize this institution we did all the
work on the theory we would have it a Minnesota corporation, which
would have double liability. At the last minute, when we found
that every stockholder in North Dakota, South Dakota, and Mon-
tana would, in case of death, have a double inheritance tax, they com-
plained so strongly about that situation we shifted and put it into a
Delaware corporation,

Mr. Wrus. Is it fair to say you have practically abolished the
double liability of shareholders?

Mr. Waxkerierp. I do not think so. I think the collection of an
assessment on the stock of the banks of the First Bank Stock Cor-
poration is much more assured than it was ever under the ownership
of the individual people.

Mr. Wirris. If the impossible should happen and the group of
banks collapse, their double liability would be ended?

Mr. Waxgerierp. It would not exist, except there is a very large
investment in the First Bank Stock Corporation not in bank stock.

Mr. Wiznis. How do you recommend that some corrective should
be applied to a situation in which a Delaware corporation controls a
large number of banks all through the Northwest, then operates in
Minnesota and practically controls, with the aid of another corpora-
tion like it, at least one-third of the directors of the Federal Reserve
Bank of Minneapolis and, as the chairman has pointed out, has an
interest in the other third and yet is not subject to any public super-
vision whatsoever? Does not that seem to call for some sort of
recognition in law?

}}\Ir. Waxzrisrp. I do not think that it does, and I will tell you
why.

Mr. Winis. You think there should be no legislation affecting it?

Mr. WakerLp. I do not think it necessarily calls for any legisla-
tion affecting it as relating to the Federal reserve bank. It is per-
fectly all right to me that it should, but I want to say this: We have
no exclusive franchise in the banking business. There is no business
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that T know of that can be destroyed by mismanagement as rapidly
as the banking business, and it is not possible for me to believe that
any control could come into power in our First Bank Stock Corpora-
tion and misuse the facilities in the territory in which it must draw
1ts business and continue to exist. I think the business would leave
it and go to the other system.

Mr. Wirnis. Would not this system be a great deal stronger and
better if it were definitely recognized in law and subject to the same
control as other bank systems?

Mr. Wakerierp. That is the point I am making, that we would like
to be. We would like to have every institution of this kind that is
started subject to the regulations of the comptroller’s office.

Mr. WiLLis. But your whole argument seems to be against any
legislative control. I understood you as saying that no legislation
was needed.

Mr. Wakerierp. You were speaking of this being a Delaware cor-
poration and operating in Minnesota.

Mr. Wiruis. I am talking about the whole situation.

Mr. Waxkeriern. No; we were talking about the matter of control.

Mr. Wirnts. For example, to put a hypothetical question: You
would not object to converting into a Federal corporation if that
was possible ?

Mr. Waxkererp. I do not know the legal aspects of anything of
that kind, but I would be delighted with the opportunity.

Mr. Wirris. It seems to me, if T might suggest that it would be
a great forward step, if you were to devise some constructive plan
taking in such a scheme as this and fitting it into the banking laws
of the country.

Mr. Wagerierp. I do not think T am smart enough to make a sug-
gestion along that line.

Mr. Wirris. You seem to be smart enough to develop a system
outside of the law, and it seems to me it would be easier to fit it
into the law.

Mr. Wakerierp. I do not think we are doing anything that is
really outside of the law.

Mr. Winiis. I did not mean to suggest that you were indulging
in anything that was illegal. Like yourself, I have not the knowl-
edge or smartness to detect it.

The Cuammax. Doctor Willis wants you to substitute your in-
genuity for our lack of it. I confess mine.

Mr. Waxgrrerp. This has been on my mind all the time, but I do
not know the answer. The main purpose of my wanting to come
here and talk with you to-day is because I wanted you, in your effort
to find some solution, at least to understand the problems that we
were confronted with and the situation that we are in, in order that
you might not do us a great injustice.

Mr, Wizrs. I think we understood those from your very interest-
ing hearing of last spring and the testimony of Mr. Decker in the
House. The problem, it seems to me, is that of finding some satis-
factory and constructive way of dealing with it.

Mr. Wakerierp. There has been some talk about branch banking.
I am not in favor of branch banking. T am definitely opposed to
it, and I will tell you the reasons why. I have just given you a little
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indication of the importance of the business in the ninth Federal
reserve district. If that became a part of a nation-wide branch-
banking system we do not stand anywhere.

The Cualrman. Now, right there: Do you think nation-wide
branch banking is in the remotest way possible?

Mr. Wakerierp. I am afraid that, given a start, the thing may
develop into that and we feel definitely that the ownership by, and
the business interests of, the people that own our institutions—and
this is the same thing as all independent banks of a town—that their
desire to carry on as it should be carried on, the banking business,
is more assured under our system.

The CrarrMaN. You do not want somebody else’s system of branch
banking, but you prefer your own?

Mr. Waxerrerp. No.

The Cuamrman. Oh, yes. The correspondent bank is nothing more
than a branch bank, in a measure—nothing more on earth,

Mr. Wakerierp. I have stated our position on branch banking.
We recognize this fact

The Crammax. Do you mean that to apply to all branch banking,
city branch banking or state-wide branch banking?

Mr. Wakeriero. No; but when it comes to country -wide branch
banking, I do not want to see that in any circumstances. When it
comes to sitting down and looking at what we have, that is another
thing. There is no doubt but in the changed situations that have
taken place some branch-banking privilege of some kind within a
limited area is necessary in order “that people without banking facili-
ties may be again taken care of. Of course I would not stand in the
way of a development of that kind.

s Mr. Thomson says; it is coming up in our territory. I hope to
see it come on the part of the States. If those laws are put into effect
in those States prior to the action of Congress, I can see a chance
that somebody may get excited and there may be quite a shift from
the national banking system into the State banking system in order
to avail themselves of the privileges that they can not enjoy under
Federal charters.

The Cuamrmax. You know the provision in the bill we have here
takes care of that situation.

Mr. Waxerierp, Of course, that will not come until another session
of Congress.

The CrarmaNn. Of course not.

Mr. Wakgrierp. But in the meantime certain State legislatures are
starting off, which will leave an embarrassing situation.

The Cramuax. I think Congress would be willing to protect the
pational system.

Mr. Wakerierp. I think so, too, but I am only worrying about the
interim.

The Crairman. Oh, well.

Mr. Apams. Senator Glass, I wish you would bring out, while we
are here, the advantages of a dual system—State and National.

The CHAIRMAl\ I do not know of any. T should like to see a unified
banking system in the country because whenever we have a proposi-
tion to do anything to strengthen the national banking system we are
confronted with the complaint that certain privileges—some totally
nsound in my opinion—prevail in the State banking system; so,
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mstead of having the national bank system upon a high standard for
the emulation of the State banks, we have been engaged in the process
of reducing the national banking system to the level of the worst-
managed State banks in some respects.

Mr. Apams. I can not see any reason—and I am president of both
national and State banks—of having State charters except we have
an easier and softer condition in State banks.

Mr. Winnis. Why did you go to Delaware for your charter?

Mr. Wagermeip. I do not know. I would have to go and see the
lawyers about that.

Mr. Apams. Minnesota has just done away with the double liability
law.

Mr. Wakerizwp, That is not the reason we incorporated in Dela-
ware. It is because a Delaware corporation has, in all ways, a freer
operation among other States, and you do not get into all the diffi-
culties, for instance, as you do with a Minnesota corporation.

Mr, WiLuis. A Delaware corporation imposes no liability upon
the part of the directors at all.

Mr. Waxerierp. I do not know.

Mr. Apams. The State of Minnesota voted last fall to change our
constitution and do away with all double liability except banks.

Senator Noreeck. The law applied to double liability upon what
corporations before?

Mr. Wakerierp. Everything except manufacturing corporations.
As a side light, I want to give one piece of information. Here are
four towns on the Milwaukee Railroad in North Dakota. During
the year 1928 there were shipped from these four little towns live-
stock products of a value of more than $4,444,000. That is the year
1928. In the year 1929 the same products from those same towns
were valued at $3,961,000. During the year 1980 the value of those
products was $1,992,000. That shows you what our country is sub-
ject to.

! The Coamrman. That is a frightful deflation.

Mr. Wirris. How do you and the gentleman representing the other
corporation feel about getting together and having a serious and
frank talk on the subject of legislation and indicating what kind of
public oversight or control you think could be constructively and
properly applied, with a view to initiating such oversight or regula-
tion as may be necessary in the long run to assure continuity of good
management ?

Mr. Wakeriep. I think we would be glad to sit in with some
group that knew something about legislation. I have never had
anything to do with getting a bill made up and passed. I do not
know anything about that. I would like to sit down with some one
trying to do that.

Mr. WizLis. You are sitting down with those who are trying to
do that now. The trouble this committee, as others, has encoun-
tered is that when it asks those objecting to the proposed measure
what they want, they say, “ We have not decided.” The president
of the American Bankers’ Association made about the same reply.

Mr. Waxkerierp. As far as T have gotten in thinking about this
thing, I can think of a lot of things we can not do that we would
like to do. I can think of other things, and here are the conclusions
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that I have reached as to what would be desirable and would control
the situation. .

First, that the comptroller’s office be placed in the position where
it has the right and the obligation to examine the holding company
itself and every affiliate, and, in addition to that, any State banking
institution which may be affiliated or in the group, at the expense of
the group.

The Cuarman. Would you be willing to endure the penalty or
penalties of mismanagement that might be prescribed ¢

Mr. Wakrrierp, Yes. 1 do not think Congress will prescribe any
penalties that are not justified and desirable.

The CramrMan. The trouble with the national banks is that it has
not prescribed any penalty except the death penalty; in other words,
take this Louisville bank for example—and I do not care that this
remain out of the record, either. The records of the comptroller’s
office show that for a period of five years the management of that
bank has been bitterly criticized by the comptroller’s office, showing
from year to year a tremendous writing oft of losses and continuance
of doubtful loans that, in some cases, exceeded a million and a half
doliars, and yet, what did it all amount to? They just kept on in
utter disregard and defiance of the criticism of the comptroller’s
office, and he had no recourse or remedy except to close the bank,
and that was done after five years of illicit and irregular banking.
It seems to me there should be some intermediate penalty that would
put a stop to that sort of thing. )

Mr. WakereLo, Of course, you have always accompanying a sit-
uation of that kind, I presume, a feeling on the part of every State
superintendent of banks or the comptroller’s office of a desire to
avoid a calamity in that community.

The CrairmaN. But it would have been a less calamity if, five
years ago, he closed the bank when they were discovered than to
wait a whole 5-year period and then close it, to the destruction of the
confidence of the people of that State in all banks.

Mr. Wakerierp. I do not think there is any question but what
greater power could be given to the comptroller and have it result to
the welfare of the banks of the country.

The other factor that we have heard discussed and that I think
of in connection with banking such as we are doing is this thought
in the public mind, or some minds, that, for instance, our being a
Delaware corporation was intended to avoid the double liability of
stockholders. I would say that if that is of importance it might
easily be provided that a holding company should create a surplus
account in its holdings or build up a surplus account of some pro-
portion of the capital of the banﬁs that should be kept in liquid
securities, or something of that sort. There could not be any objec-
tion to that, and if there was any advantage in it I am sure we would
all like to have it to work with.

The Cumarman. Might it not be well to provide that a holding
company of that description must obtain its charter in its trade area
rather than come away out here to little Delaware to get it?

Mr. WaxrrieLp. Then you have to go up against whatever may
be the laws of the State in which you are to operate, and sometimes
they are rather difficult, not because of tax matters or that sort of
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thing, but you can not just prescribe that without looking into it a
little,

The Cuamman. It all seems to go back along that line to what
that distinguished banker said before the money trust inquiry, that
they hired Iawyers to evade the law and not obey it.

Mr. Apams. I think the double liability in Minnesota has pro-
duced about 30 per cent. The hundred per cent liability has pro-
duced only 30 per cent.

Mr. Awarr. 49.6 per cent for the national banks.

The CramMAN. Senator Norbeck?

Senator Norpeck. I think Mr. Wakefield has expressed himself
on a great many matters I wanted to inquire about. You suggested
you were opposed to branch banking as such. What are the great
advantages or disadvantages?

Mr. Wakerierp. There are some advantages in making money.
You can simplify its management and control very easily, but I
claim that the system we have at the time, with its tie-up to the
local people, is more responsive.

Senator NorBeck. A substantial investment still remaining in the
community ?

Mr, WakerieLp. Yes, sir.

Senator Norseck. And the stockholders’ liability in the com-
munity

Mr. WagzrieLp. We were just talking about the holding company
having no liability——

Senator Norseck. But the 49 per cent that remains in the local
community:

Mr. Wagerierp. No; that does not remain there. The people do
not want to have the stock of a single bank in their community.
They wanted to hold the stock of the group, and so we own 98 per
cent of the stock of all the banks in the system.

The CrammaN. How do you explain this, to me, extraordinary
phenomenon? I have been in Congress 80 years, and on the Bank-
ing and Currency Committee of one House or the other for the
whole period, and I have never known a borrower—a man whe
wanted credit—to object to a branch-banking system. I do not
mean nation-wide branch banking,

Mr. Wakerierp. You should listen to the people over the radio—
the people who are candidates for office in our territory.

The CuairMaN. I am not talking about candidates, but people
who want credit. I have never, in that whole period, had people
apﬁear and object to branch banking who wanted credit.

r. Wakerrerp. The very nature of the banking business is such
that their selfish interest—every selfish motive that a banker has—
obliges him to do his best to soundly develop the business of the ter-
ritory in which he operates. If he does not do that——

The CuarmaN. You are talking about sound bankers, but there are
excessively acquisitive bankers as well as public-spirited bankers.

Mr. Wageriewp. I can give my idea on that by repeating what
some one at the time of the House hearings asked; namely, what
would prevent some Wall Street outfit coming out and buying con-
trol of the First Bank Stock Corporation and running it out of New
York? There is nothing to prevent it, unless you want to do some-
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thing to destroy the negotiability of the stock; but, in my opinion, if
somebody in Wall Street bought control of the First Bank Stock
Corporation, they would be obliged to run it as it is being run, or
they would destroy the value of the very thing they are purchasing,
because banking is competitive and they could not continue to come
ouththere and take the money from the Northwest and get away
with it.

The Cramrman, Under the proposed banking system that I would
like to see established, no Wall Street outfit could establish any branch
in Minnesota or any other State except New York.

Senator NorBeok. The danger is getting the banking situation
where it is not competitive ?

Mr. Wagkerierp. Could it ever be?

Senator Noreck. You say that the protection of the public lies
in the competitive feature that exists to-day?

Mr. WagEFIELD. Yes.

Senator Norsrck. The danger would be if we destroyed that com-
petitive feature by having only one bank in the community.

Mr. WaxkerieLp. You can only destroy it by passing a law to pre-
vent a bank coming into a community.

Senator Norseck. You realize the tendency in that respect. Now,
then, why do you limit yourself to the ninth Federal reserve district?

Mr. WakerteLp. Because that is the country in which we feel that
our relationships were established.

Senator Noreeok. You feel that a group bank, chain bank, or
branch-banking system should not in any event be nation-wide ¢

Mr. Wakzerrerp. It all depends on what relationships existed there.
I am not sure whether the Northwest Bank Corporation has banks
in Omaha or Des Moines, but we have very close relationships to that
territory. It is simply a matter of our judgment as to where we want
to confine ourselves.

Senator Noreeck. You formed these banks for what purpose,
mainly ?

Mr. WakerieLp. For the main purpose that we are in business in
St. Paul and Minneapolis.

Senator Norerck. 1 missed something of what you said. I wason
the long-distance telephone.

Mr. WakermErp. Our growth and development in the Twin Cities
is dependent on the growth and development of the business of our
territory, and we are interested in trying to see that

Senator Noreeck. I wish the Twin Cities would appreciate that
fact more fully than they have. But you acquired these banks be-
cause you felt they would be good business? That is the idea? Or
did you do it to help out the poor devils in the short-grass country?

Mr. WakerieLp. Because ollt) a desire to build up the territory and
thus build up our own business.

Senator Noreeck. In other words, just the same reason as other
people enter into other investments?

Mr. WakerFELD. Yes.

Senator Noreeck. There is not any charity about it?

Mr. Wakermrn. No, sir.

Mr. Apams. You missed one point this morning when you were
examining Mr. Thomson. You named over certain banks which
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they bought. All those banks were outside of the agricultural dis-
trict of §outh Dakota. They were out in the mining territory.

Senator Norseck. No, sir; just two—Deadwood and Lead. I
named Huron, Aberdeen, Miller, and Sioux Falls. There is a great
deal of diversity of products in South Dakota. I think it ranked
first in the production of gold.

Mr. Apams. But the good banks are in the hills.

Senator Norseck. Noj there is no better bank than in Huron. Of
course, the bank at Lead—you know its affiliations. It has always
been exceptionally sound. It may have been as unfair for me to
start with that one as for Mr. Thompson to start with Milbank,
which is the worst one.

Now tell us something more about your set-up—your present
set-up.

MIP WakermeLp. Here is the whole story (exhibiting the second
annual report of the First Bank Stock Corporation).

Senator Norseck. It is a little long to put into our hearings, I
guesgs. How many banks have you acquired, outside of the first
two?

Mr. WakeFierp. One hundred and two or one hundred and three.

Senator Noreeck. The largest number is in Minnesota ?

Mr. Wakzrrerp. Forty-three in Minnesota.

Senator Norseck. And South Dakota ?

Mr. WakerieLp. Eighteen in Montana; 22 in North Dakota; 13
in South Dakota, and 8 in Michigan.

The CuamrmaN. And these various points that you own these
banks; at how many is there a competing bank?

Mr. Wakerierp. I can not answer offhand ; but in very few places—
probably four or five places—are we the only bank.

Mr. Winnis. Do you welcome the existence of that competition?

Mr. WakzrrreLp. We would rather be in a 2-bank town. We
welcome competition. If you have a town big enough to support
two banks, you had better let another bank be there. It will come
sooner or later.

The CrarMaN. I am frank to say I would rather have it come
later if I were in the banking business.

Mr. Wakerierp. If a bank is run right, you are obliged to dis-
appoint some one every day.

Senator NorBeck. I see the importance of competition; otherwise
there would be too much dissatisfaction in the community.

Mr. WakermeLp. Sure; you will get it sooner or later.

Senator Noreeck. You turn them down and they go to the other
ban]% and are turned down and they are not so sore any more with
you?

Mr. Wakzrmerp. That is right.

Sf:;mligor Norseck. The First National at Minneapolis has what
capital ¢

Mr. WakerieLp. The First National of Minneapolis has $11,645,-
000 capital and surplus and the First National of St. Paul has
$11,073,000.

Senator Noreeck. What affiliates have those two banks?

Mr. Waxerterp. They are all in the First Bank Stock Corporation.
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Senator Norseck. You mean the First Bank Stock Corporation
has taken over the affiliates?

Mr. Wagrerrerp. Yes.

Senator Norseck. How many affiliates?

Mr. Waxeriero. This whole list [exhibiting].

Senator Norseck. No other affiliates than the banks?

Mr. Waxkeriern. No.

Senator NorBeok. You do not have a cattle-loan corporation?

Mr. Wakrerrerp. We have no cattle-loan association but we have
one securities company.

Senator NorBeEcK. And that has what capital?

Mr. Waxkeriero., $7,100,000.

Senator Noreeck. Is that in the Bank Stock Corporation?

Mr. WaxkzerreLp. That is owned by the First Bank Stock Corpora-
tion.

Senator Noreeck. And the amount of capital owned by the cor-
poration ¢

Mr. Waxerrern. There are 3,093,000 shares.

Senator Noreeck. At a par value of what?

Mr. Wakerrerp, The total capital stock outstanding is $77,343,000.

Senator Norseck. That was sold at what price?

Mr. WaxrrreLp. We sold but one lot, 200,000 shares of stock, which
was sold for cash.

Senator NorBECK. At what price?

Mr. WakerieLp. $47.50 per share, because instead of giving our
stockholders the rights which they ordinarily would have to buy
that stock, we wanted to introduce new stockholders and bring new
people into it and in fixing the price, that price was determined by
the then existing market for the stock of the First National of
Minneapolis and the First National of St. Paul.

Senator Noreeck. They sold at 4714 ¢

Mr. WAgEFIELD. Yes.

Senator Norsecr. And the book value was figured at what?

Mr. Wakgrizip. At the present time $20 per share.

Senator Norseck. How high has your stock gone?

Mr. WakermeLp. As high as 57 or 58.

Mr. Apams. Sixty-four.

Mr. Waxgerrerp. That must have been for five minutes. I did
not know that.

Senator Norseck. You did not sell any except the original?

Mr. Wakerrerp. The only stock sold to the public was that
200,000 shares originally.

Senator Norseck. How long since you started your organization?

Mr., Wakerierp. Almost two years.

Senator Noreeck. What dividends have you paid?

Mr. Waxkerierp. $1 a share—25 cents quarterly. This year the
earnings of the First Bank Stock Corporation were at the rate of
$2.28 per share on the outstanding capital stock and in order to show
what banks have to do, of that amount we used pretty nearly
$1,100,000 to charge off items in those banks and pay $1 a share
dividend.

Mr. WiLis. Were those items that came into existence since your
ownership of the banks, or were they old items?
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Mr. Wakerierp. No; we are not going to have any stuff in those
banks; we are not going to have examiners come in and list up
stuff and say it is slow.

Senator Noreeck. But when you bought those banks you bought
them with regard to those assets?

Mr. WaxkzrIeLp, Yes.

Senator Noreeck. So it does not represent a loss; it is just a
bookkeeping loss?

Mr. Waxkerierp. It is what we knew we would have to pay ouf
of earnings.

Senator Norseck. And that was taken into consideration when you
bought the banks?

Mr. Waxkgrierp. Not in all cases.

Senator Norseck. There were a few that you could not catch?

Mr. Waxgerrern. Yes, sir; which sometimes happens.

Senator NorBeck. You spoke about a 6 per cent rate. Is that
the usual rate of bank loans?

Mr. Wakerierp, It differs in localities. The rate charged for
money in a great many country towns has a considerable relation-
ship to the rate they pay on deposits.

Senator Noreeck. What would be the prevailing rate in Minne-
sota when you get 100 miles away from the Twin Cities?

Mr. Wakgrerp. I think 6 per cent in the larger towns.

Senator NorBeck. But in the smaller towns—8 or 10 per cent?

Mr. Waxkrrierp. I think 7 in Minnesota would be about the top.

Mr. Apams. Eight is the maximum and at Fergus Falls the rate is
6 per cent as the main rate.

Senator Norsrck. In North and South Dakota there are generally
higher rates prevailing ¢

Mr. WakreriELp. Yes.

Mr. Wirwss. Is your corporation, Mr. Thompson, also a Delaware
corporation %

Mr. TrompsoN. Yes, sir.

Senator NorsBreck. What is your relation to the present tax laws
in Minnesota ?

Mr. WakerieLp. Well, sir, we paid last year in, our banks—our
earnings were $6,100,000 or a little over and we paid taxes amounting
to $1,552,851.17. :

Senator Norsrck. All the banks with which you are connected
paid their assessments?

Mr., WakerreLp, Paid it in Minnesota. We paid in all our banks
on the voluntary basis on the law as it stood and was declared not
effective.

Senator NorRBECK. Are you going to do that next year?

Mr. Wakerremp. I do not %now how long we ought to wait for
them to correct the situation. I do not know. We have had two
sessions of the legislature already. I do not know that we ought
to wait any longer.

Senator Noreeck. If you do not, you will be relieved of about
90 per cent of it?

Mr. Waxerierp. In paying taxes on a voluntary basis, we take
some risk with our stockholders as to whether we are privileged
fo l1))lay it. I do not want to build up too large a fund that we are

iable on.

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



626 NATIONAL AND FEDERAL RESERVE BANKING SYSTEMS

Senator Noreeck. In taking over these banks, say, in my State,
the basis that you generally took them over on would be what?

Mr. WagrrmeLp., Every single bank would be a transaction in it-
self, all dependent on what is inside of it and what exists there.
There is no formula that I could give you.

Senator Norseck. What would be the highest that you paid for
any of them?

Mr. Waxerrewn. I could not tell you. I would have to look it up.
I do not know.

Senator Noreeck. I think I have covered all I want to ask; unless
you can think of something.

STATEMENT OF 0TTO BREMER, CHAIRMAN AMERICAN NATIONAL
BANK OF ST. PAUL, MINN,

Mr. Bremer. Mr. Chairman, T come here without any preparation.
I bhave not prepared any statement. I did not know what was
wanted of me, but I am here at your service, and I wish you would
ask any questions you want to.

Mr. Witnis. With what institution are you connected ?

Mr. Bremer. I am chairman of the American National Bank of
St. Paul.

Mr. WiLris. And that is outside of these two groups entirely?

Mr. BREmER. Yes, sir.

Mr. Wrnis. What is your attitude toward the group system in
banking ¢

Mr. Bremer. Well, if the groups are managed properly, they may
be a good thing, but I am of the opinion that the unit bank has just
as much right to exist as any other.

Mr. Wiiris. Do you regard these groups as in any way invading
that right to exist?

Mr. BremEr. It is pretty hard to answer that question. I would
not answer that. I could not answer that.

Mr. WiLis. It seems to me that you leave the whole question in a
vague condition that is not desirable.

Mr. BreEmEr. At the present time the groups are in very high
hands. I have listened with great interest to what has been said
and I have the very highest regard for the men who are running the
group banks and their associates.

Senator Noreeck. And they are running good banks?

Mr. BremEr. Yes; and I sometimes think it is a new thing and
time only can tell whether it is wise or not, and I am not prepared to
say one way or another. Only time can tell.

Mr. Wris. How many banks do you own?

Mr. BremEer. I do not own any.

Mr. Wiriis. You own no stock except in your own bank?

Mr. BremEr. Yes; but I do not own any banks.

Mr. Woris. How many blocks of bank stock do you own?

Mr. Bremzr. I own a few shares of stock as an investment and my
investment is a friendly investment and of that kind only.

Mr. Wriris. In how many banks?

Mr. Bremer. In about 40.

Mr. Winis. Then you are what is called a chain banker?
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Mr. BremEer. No sir. I have a friendly interest in those banks.
They have come to me, most of them when they were in need of help
or advice, and I invested some of my money with them.

Mr. Wiris. Fifty-one per cent?

Mr. Bremer. No. I never make that a condition. My idea is that
I would rather have a larger interest at home where the banks are
located than away from home; in other words, I would say that the
banks I am interested in are considered home banks, wherever they
are. I have no corporation nor any affiliations for the purpose of
holding stock.

Mr. Wirris. You simply run them as an individual ?

Mr. Bremer, They operate the banks as they were operated before
I became interested 1n them. If I can be helpful to them with advice,
it is there at their beckoning without any cost whatever.

The CHamrMAN. You are not prepared to discuss the respective
systems ?

Mr. Bremer. No.

The CHamMaN. You do not know whether you are in favor of
group banking or chain banking or not?

Mr. Bremzer. You did not ask me about branch banking. I have
some ideas about branch banking. I do not think it would be a good
thing for our country at large if we had branch banking all over. In
a few localities it may be preferable, but as a whole I think it is
un-American,

The CrarrMaN. How un-American ¢

Mr. Bremer. In a way a man likes to be independent.

Mr. Winwis. Do you mean to say it is German or English? They
have branch banking there.

Mr. BremEr. Yes; they have branch banking there, Doctor Willis,
but I am just about between these two ideas: I consider myself and
with my friend Elmer Adams, as an independent banker, although I
have interests in other banks.

I have just had a report of a large German bank in my home town
which has gone out of its way to acquire an interest in two old banks
in order to provide better banking facilities at those places. One was
established in 1761 and the other in 1794, and it reports in its state-
ments that these small banks served a good purpose, being closely
allied with the producing and trading middle class. It is business
that the big banks are not familiar with and do not want and it, the
Bank of Brunswick, invested sorhe money in those banks in order to
keep them functioning as two independent banks,

Senator NorBeck. You feel there is a real need of small banks over
the country as well as large banks?

Mr. Bremer. Yes; and I repeat again that the management of
these two groups has done a great deal to help steady the situation
in our territory, but it seems to me that at the same time there is a
field for the unit banker, but after all I think it is absolutely up to
the public. If the public is attracted to large figures—if those big
figures are the only attraction, then the little unit bank is out of the
picture. But I think the unit bank has just as much chance as it
ever had to do its business.

The CrAaRMAN. You say you have stock in 40 different banks?

Mr. BreMER. Yes, sir.
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The Cmaikman. Of how many boards of directors are you a
member %

Mr. Bremer. As a rule, where I have a larger interest, I am on
the board of directors. Not in the national banks.

The CHAIRMAN. No?

Mr. Bremer. That would be against the Clayton Act. But I have
gone into some of them for a constructive purpose. These bankers
appealed to me for help when they had their troubles. I never bought
any stock in a bank in which T had no interest at the time unless I
was invited to do so by the management of the bank.

The Cuarman. You have the appearance of a philanthropist, but
there are not so many philanthropists in the banking business.

Mr. Bremer. No. It has cost me some money sometimes,

Senator Noreeck. You feel the danger of branch banking is too
much centralized control and too far from the public?

Mr. BremEer., Yes; and not a good thing for the district in which
it operates.

Coming back to my idea about the home bank: My idea about the
banks is this: The home district comes first. The bank that I am
interested in are not going outside of their sphere and neither I nor
the banks are interested in selling or underwriting any bonds or
securities. I may be dead wrong in this and may have foregone a
great deal of profit. I do not care for that line of business. I am,
if you will permit the expression, an old-fashioned banker who takes
deposits from the people who trust us with them and lend them out
at a slightly larger return, and that is our bread and butter.

The CrammaN. We are very much obliged to you, Mr. Bremer.

Mr. Bremer. I am sorry I can not add much more to what has
been said.

Mr. Wiris. Have you ever owned stock in a failed bank?

Mr. Bremer. No.

Mr. Apams. Let me say this for Mr. Bremer: Whenever there
has been a bank in the Northwest—I will not say whenever, but
scores and scores of times—they have gone to Mr. Bremer as an
individual and he has come in and helped save them. Sometimes
they call him Santa Claus, but it should not be Santa Claus because
it has turned out well. But he has never gone into a community
unless asked, and when Otto Bremer adds his name in a community
it stabilizes that institution.

The CHAmRMAN. I guessed that. I said he looked like a philan-
thropist. It is bad we have not a great many more like him.

STATEMENT OF C. H. MARCH, A MEMBER OF THE FEDERAL
TRADE COMMISSION

The Cmamman. Please give your name, address, profession, oc-
cupation, and former business connections, and present business con-
nections.

Mr. Marcn. C. H. March. I am on the Federal Trade Com-
mission.

Senator Norseck. From Minnesota ?

Mr. MarcH. Yes, sir.
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Senator Norseck. And prior to that, you were what?

Mr. Magcs. I was inferested in the First National Bank, at
Litchfield, and I am an attorney at law. )

Senator Norseck. You have been on the Federal Trade Commis-
sion how long ¢

Mr. Maror. Two years.

Senator Noreeck. You were in the banking business in Minne-
sota how long?

Mr. MarcH. Oh, 30 years I have been interested in banks.

Senator Noreeck. Tell us something about your experience up
there.

Mr. Magrcu. Well, I am a little bit like Mr. Bremer. I got into
the banking business largely to save a bank. T was interested in a
great many banks before, but lately I have been interested to save
a bank, and the reason of the failures and closings of most banks
is the failure of the communities.

Senator NorBeck. In other words, the change in economic condi-
tions was responsible for much of it?

Mr. MarcH. Yes. The banks I have been interested in have been
in the farming communities, and of course when the deflation came
in and the farmer failed, the bank could not collect its money, and
that is what caused the closing of most of the banks. Had it not been
for that I do not think you would have had much occasion for these
two chain bank systems.

Senator NorBeck. How large a bank was that you were connected
with in Litchfield ?

Mr. Marcr. $100,000 capital.

Senator NorBeck. You sold that to one of the groups?

Mr. Marcu. That went into the Northwestern group.

Senator Noreeck. Indicating it was in pretty good condition?

Mr. Marcu. It was. We had a large surplus of money on hand
and we had no borrowed money except that there was some paper
that——

Senator Noreeck. But you attribute the failure of the banks

Mr. Marcn. 1 attribute the failure to the condition of the agricul-
tural country. For instance, a farmer would bring in 100 bushels of
wheat and buy a binder here in 1910 and 1912. Now he will bring in
over 300 bushels. As a matter of fact, the farmer’s ability to earn
has been reduced so greatly that it has caused the closing of these
banks. A farmer would have 10 cows and they would be worth
$1,000 and they dropped down so they were worth $40, and of course
the banks could not collect their loans.

Senator Noreeck. It was not only the drop in the price of farm
commodities; it was an increase in everything the farmer had to buy.

Mr. Marcu. Everything he had to buy went up and everything he
had to sell went down. That was really the reason for the closing
of the banks.

Senator Norercr. Otherwise you feel most of the small banks in
that section would have gone on?

Mr. Marcn. I think with very few exceptions. I have lived in
central Minnesota, one of the best agricultural communities in the
country, and if it had not been for the deflation of the farmers—-
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Senator Norsecx. There would not have been any bank trouble?

Mr. Magcm. That is all; and had it not been for the bank trouble
we would not

Senator Norseck. We would not have an argument over whether
it should be group, chain, or branch banking ¢

Mr. Marcm. Not at all. That is what caused these chains and
groups to come into existence. Since we went into the Northwestern
Corporation our local directors have handled that bank just the same
as they handled it before, and it has been very satisfactory.

Senator Norseck. You consider the present way of handling these
banks through the group as a pretty safe and satisfactory way for the
community in which the banks are located ?

Mr. Marca. I think so.

The CaairmaN. Is that all, Senator?

Senator Norseck. That is all.

The Cuarrman. Well, sir, we thank you.

(Whereupon, at 4.15 o’clock p. m., the subcommittee adjourned
subject to call of the chairman.)
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