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For years, banks were among the 
most heavily regulated institutions 
in America . Recently, however, 
deregulation has progressed at 
such a rapid pace that the public 
sometimes has difficulty keeping 
abreast of the changes . All too 
often, the person who reads an 
article about a loophole in the Bank 
Holding Company Act and then 
hears a news report about some 
new challenge to Glass-Steagall 
might not recall the major provi
sions of either act. 

The following article describes 
several important pieces of federal 
banking legislation, starting with 
the National Currency Act of 1863 
and ending with the Garn-St Ger
main Act of 1982. The descriptions 
are brief since the article is in
tended to serve as a simple refer
ence guide for the reader who is 
struggling to keep up with the 
potentially bewildering changes in 
federal banking regulations. 

NATIONAL CURRENCY ACT 
OF 1863/NA TIONAL BANK 
ACT OF 1864 

The early years of the American 
Civil War did not go well for Presi
dent Lincoln . Incompetence, bat
tlefield reversals, and graft put a 
severe financial strain on the feder
al government. 

Faced with the need to borrow 
huge amounts of money, Mr. Lin
coln's Secretary of the Treasury, 
Salmon P. Chase, looked for a way 
to shore-up the market for U.S. 
government bonds. With Chase's 
backing, Congress passed the 
National Currency Act of 1863 and 
the National Bank Act of 1864. 

Prior to the passage of these acts, 
banks were chartered under state 
laws and were subject only to state 
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President Woodrow Wilson signed the Federal Reserve Act on December 23, 1913. 

control. State-chartered banks 
issued their own notes in a be
wildering variety of sizes, de
nominations, and designs. The 
soundness of these notes varied 
according to the soundness of the 
issuing bank. (Checking accounts 
were rare before the Civil War. For 
the most part, banks made loans by 
issuing bank notes to the borrower. 
When spent, the bank notes be
c am e part of the circulating 
medium of exchange.) 

The National Currency Act of 
1863 and the National Bank Act of 
1864 created a homogeneous 
national currency and established a 
national bank system that gave the 
federal government greater control 
over banking. Under the new laws, 
banks were allowed to in corf orate 
under or convert to a federa char
ter rather than a state charter, and 
the Office of the Comptroller of the 
Currency was created to supervise 
national banks. 

A national bank was required to 
buy bonds of the United States 
government in amounts equal to 
one-third (later one-fourth) the 
dollar value of the bank's capital 
stock. In return, only national 
banks were allowed to issue 
national bank notes . Subsequent 
legislation, passed in 1865, levied a 
tax of 10 percent on notes circu
lated by state-chartered banks, 
thereby tending to tax state bank 
notes out of existence. 

FEDERAL RESERVE ACT (1913) 

The financial panics of 1873, 
1893, and 1907 pointed up weak
nesses in the American banking 
system. In each instance the pat
tern was roughly the same. A ma
jor business failure caused the pub
lic to become apprehensive about 
the country's economic future. 
Anxious depositors then rushed to 
convert bank deposits to cash. The 
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beleaguered banks, in turn, tried to 
withdraw whatever reserves they 
held in correspondent banks and 
thus put increased pressure on the 
large money center banks. Some
times the need to raise cash would 
force several harried banks to sell 
their securities at the same time, 
and the resulting glut would force a 
disastrous drop in securities prices. 
Or perhaps a "run" might force a 
bank to call in its loans and thereby 
force its commercial customers into 
insolvency. The Panic of 1907, in 
particular, underscored the need 
for a central institution which 
would hold the reserves of com
mercial banks and have the author
ity to increase the reserves through 
its own credit-granting powers. 

On December 13, 1913, Presi
dent Woodrow Wilson signed the 
Federal Reserve Act. The Act pro
vided for "the establishment of 
Federal Reserve banks to furnish 
an elastic currency, to afford means 
of rediscounting commercial pap
er, to establish a more effective su
pervision of banking in the United 
States, and for other purposes." 
Under these provisions, the United 
States was divided into twelve 
Federal Reserve Districts, each 
with its own Federal Reserve Bank. 
Each Reserve Bank was to be run 
by a nine-member Board of Direc
tors, and the entire Federal Reserve 
System was to be presided over by 
a seven-member Federal Reserve 
Board in Washington, D.C. (Until 
1935, the Secretary of the Treasury 
and the Comptroller of the Curren
cy were ex officio members of the 
Federal Reserve Board.) 

All national banks were required 
to become members of the Federal 
Reserve System; state banks were 
allowed to become members if they 
complied with certain federal re
quirements . A member bank was 
required to deposit reserves with 
its District Reserve Bank. (District 
Reserve Banks had the power to 
extend credit to a member bank; 
they could, in effect, add to a mem
ber bank's reserves if the need 
arose.) 

In return for holding reserves, 
member banks were allowed free 
access to a variety of services, in
cluding the Federal Reserve Sys
tem's check clearing network. This 
brought order and increased effi
ciency to the nation's payments 
system. 
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McFADDEN ACT (1927) 

The McFadden Act is often cited 
as one of the major legal obstacles 
to interstate banking. Originally, 
however, the Act was intended to 
allow national banks more latitude 
to compete against state-chartered 
banks . 

In 1909, California became the 
first state to permit state-wide bank 
branching . Several other states 
soon followed suit, and by 1915 the 
number of branches operated by 
state-chartered commercial banks 
had jumped to 759 (up from 119 in 
the year 1900). 

The National Currency Act of 
1863 and the National Bank Act of 
1864 had made no provisions for 
bank branching, so nationally
chartered banks were left at a com
petitive disadvantage. In an effort 
to give national banks similar 
branching powers to those enjoyed 
by state-chartered banks, Congress 
passed the McFadden Act of 1927. 
The Act allowed national banks to 
engage in city-wide branching. 
Each national bank in a city with a 
population of 25,000 to 50,000 
would be permitted one branch in 
that city; in cities with a population 
of 50,000 to 100,000 each national 
bank would be permitted two 
branches within city limits; and in 
cities with more than 100,000 in
habitants, each national bank 
would be permitted as many 
branches within city limits as the 
Comptroller of the Currency 
would approve. 

Despite passage of the McFad
den Act, state-chartered banks 
continued to enjoy a competitive 
advantage over national banks be
cause many states permitted state
chartered banks to engage in state
wide branching. In 1933, however, 
Congress amended the McFadden 
Act to allow national banks identi
cal branching powers to those of 
state-chartered banks. This 
change, in effect, established state 
boundaries as the limits for branch
ing and conceded to state legisla
tive bodies the power to determine 
how widely banks could branch 
within each state. 

At the present time Oune 1984), 
the McFadden Act is being tested 
by the fact that various states per
mit interstate banking under diffe
rent conditions. Maine, for exam
ple, allows entry to a banking orga
nization from any state, whereas 
Massachusetts and Connecticut 
laws permit entry only from New 
England states with similar laws. 
Such regional compacts, however, 
foster only a limited form of inter
state banking. As currently pro
posed, these compacts effectively 
exclude the largest money center 
banks. In some cases, therefore, 
money center banks have filed suit 
to have regional banking compacts 
nullified. This, in turn, creates a 
great deal of uncertainty for banks 
that have already crossed state 
lines on the basis of a regional com
pact. 

EMERGENCY BANKING ACT/ 
BANKING ACT OF 1933 
BANKING ACT OF 1935 

The early 1930s were a time of 
deep crisis for the American bank
ing system. Some 4,000 banks 
failed in 1933 alone. Public confi
dence in banking hit rock bottom. 
From some quarters arose a cry for 
the nationalization of banks. 

The situation called for decisive 
action. On March 4, 1933, Presi
dent Franklin Roosevelt declared a 
nationwide bank holiday and then 
summoned Congress into special 
session. The bank holiday closed 
all banks "in order to prevent the 
export, hoarding or earmarking of 
gold and silver coin or bullion or 
currency." This action put a tem
porary stop to bank "runs" and 
gave Congress a few days to devise 
a plan for saving the American 
banking system. 
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On March 9, 1933, after only a 
few hours of discussion, Congress 
passed the Emergency Banking 
Act. The Act gave the Secretary of 
the Treasury power to prevent gold 
hoarding and to take over gold bul
lion and currency in exchange for 
paper. It also provided for tne re
view, certification, and reopening 
of the nation' s banks. When banks 
that were certified as sound began 
to reopen on March 13, deposits far 
exceeded w ithdrawals . The 
Emergency Banking Act had bol
stered public confidence. 

Just a little more than three 
months later, on June 16, Congress 
passed the Banking Act of 1933 
(also referred to as the Glass
Stea g all Act) . Wherea s the 
Emergency Banking Act included 
several stopga( measures , the 
Banking Act o 1933 made fun
damental changes in the banking 
system. It separated commercial 
banking from investment banking. 
Commercial banks would not be 
allowed to underwrite securities or 
insurance, and investment banks 
would not be allowed to take de
posits. The Act also chartered the 
Federal Deposit Insurance Cor
poration (FDIC) and provided for 
the federal guarantee of bank de
posits. But the deposit insurance 
provision met with considerable 
opposition. The president Cif the 
American Bankers Association 
(ABA) vowed to fight federal de
posit insurance "to the last ditch," 
and even President Roosevelt dis
played little enthusiasm for a feder
al guarantee of bank deposits. 
Nevertheless, Congress passed the 
measure, and bank failures drop
ped from 4,000 in 1933 to 62 in 1934 
(only nine of those 62 banks were 
insured) . 

Two years later, the Banking Act 
of 1935 changed the ~ederal Re-

/;', I. 

serve System and thereby further 
strengthened American banking. 
During the 20 years between 1913 
and 1933, the District Reserve 
Banks, especially the Federal Re
serve Bank of New York, oversha
dowed the Federal Reserve Board 
in Washington. The Banking Act of 
1935, however, established the au
thority and relative independence 
of the Federal Reserve Board. (The 
Act also changed the Federal Re
serve Board's name to the Board of 
Governors of the Federal Reserve 
System.) In order to insulate 
monetary policy from political 
pressure, the Act also provided for 
the removal of the Secretary of the 
Treasury and the Comptroller of 
the Currency as ex officio members 
of the Board of Governors. Furth
ermore, the Banking Act of 1935 
gave the Federal Open Market 
Committee (FOMC) wider author
ity to affect bank reserves through 
the open market purchase and sale 
of U.S . government securities. 
(The FOMC is the monetary policy
making body of the Federal Re
serve System. It is composed of the 
seven members of the Board of 
Governors and five Reserve Bank 
presidents, four of whom serve on 
a rotating basis.) 

BANK HOLDING COMPANY 
ACT OF 1956 

A bank holding company is a 
company that owns or otherwise 
controls one or more banks (i .e. , 
one-bank holding companies and 
multi-bank holding companies) . 
Prior to 1956, holding companies 
could and did acquire banks in 
different states, thereby skirting 
state and federal regulations 
against interstate banking. Such 
holding companies sometimes also 
engaged in nonbanking activities 
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under the Banking Act of 1933 
(Glass-Steagall). 

Concern over the proliferation 
and unregulated growth of bank 
holding companies prompted Con
gress to pass the Bank Holding 
Company Act of 1956. The Act re
quired that bank holding com
panies secure approval of the 
Board of Governors of the Federal 
Reserve System prior to acquiring 
25 percent or more of the stock of 
additional banks. Section 3(d) of 
the Act, better known as the Doug
las Amendment, prohibited multi
bank holding companies from ac
quiring a bank in another state un
less that state's law specifically au
thorized such acquisitions. In addi
tion, the Board of Governors was 
given approval power over the 
formation of new bank holding 
companies. Furthermore, the Act 
barred bank holding companies 
from engaging in nonbanking 
businesses. 

In 1970, Congress amended the 
Bank Holding Comrany Act to: 1) 
expand the ·Federa Reserve's au
thority over one-bank holding 
companies, and 2) expand the 
Federal Reserve's authority to de
termine which "nonbank" but 
"bank-related" activities a bank 
holding company would be 
allowed to pursue . 

DEPOSITORY INSTITUTIONS 
DEREGULATION AND 
MONETARY CONTROL ACT 
OF 1980 

Prior to passage of the Deposi
tory Institutions Deregulation and 
Monetary Control Act of 1980 
(DIDAMCA), member banks of the 
Federal Reserve System (all nation
al banks and some state-chartered 
banks) were subject to reserve re
quirements set by the Board of 
Governors of the Federal Reserve 
System. By the same token, only 
member banks were allowed direct 
access to Federal Reserve discount 
and borrowing privileges as well as 
free use of such Federal Reserve 
services as check processing and 
electronic funds transfer. 

During the 1970s, interest rates 
began to rise sharply. Many 
national banks switched to state 
charters and withdrew from the 
Federal Reserve System in order to 
avoid the System's reserve require
ments. 
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In an effort to reverse this trend, 
Congress passed the Depository 
Institutions Deregulation and 
Monetary Control Act of 1980. The 
Act extended reserve and report
ing requirements to all depository 
institutions, regardless of Federal 
Reserve membership. In addition, 
any depository institution would 
be entitled to the same Federal Re
serve borrowing privileges as 
member banks, and all depository 
institutions would be allowed ac
cess to Federal Reserve services. 
The services, however, would be 
priced, and even member banks 
would pay to use them. 

Among other things, the Act also 
provided for: 1) an orderly phase
out and ultimate elimination of in
terest rate ceilings, 2) N .O .W. 
accounts nationwide, and 3) an in
crease in federal deposit insurance 
from $40,000 to $100,000. 

GARN-ST GERMAIN ACT (1982) 

From the 1930s until the 1970s, 
thrift institutions (savings and loan 
associations, mutual savings 
banks, and credit unions) benefit
ted from federal regulations that 
kept a ceiling on interest rates and 
limited the types of deposit instru
ments offered to savers. The thrifts 
took small, short-term deposits in 
order to make larger, longer-term 
loans. This practice enabled mil
lions of American consumers to 
purchase houses and cars by bor
rowing at comparatively low rates . 
In effect, savers subsidized bor
rowers. 

The 1970s, however, brought 
drastic changes. Accelerating infla
tion, rising interest rates, and the 
increasing cost of attracting de
posits put the squeeze on thrift in
stitutions that carried portfolios of 
fixed-rate, long-term assets ac
quired in an earlier period at low 
rates. Furthermore, the thrifts' tra
ditional source of low-cost funds 
dried up, as small savers moved 
their money into such nonbank 
financial instruments as money 
market mutual funds. (Money 
market mutual funds offered de
positors market rates of interest for 
a small minimum investment and 
no minimum maturity.) 

Concern over the thrift indus
try's plight prompted Congress to 
pass the Garn-St Germain Act in 
1982. The Act's best known provi
sion authorized depository institu
tions to offer an account "directly 
equivalent to and competitive with 
money market mutual funds ." This 
account would pay market rates of 
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interest on a minimum balance of 
$2,500 (no minimum maturity). In 
addition, the account would offer 
limited transaction features (six 
transfers per month, no more than 
three by check), and deposits 
would be protected by federal de
posit insurance. The Act also pro
vided for a Super N.0.W. Account 
(unlimited transaction features and 
unregulated interest rates on an 
average monthly minimum ba
lance of $2,500). Finally, the Act 
included a number of provisions 
intended to allow thrift institutions 
and banks to compete more effec
tively with nonbank financial serv
ices companies . 

Garn-St Germain was a major 
step toward total deregulation of 
banking, but there now seems to be 
some question as to whether the 
trend will continue. Opponents of 
total deregulation point to an in
creasing number of bank failures, 
growing concern over the condi
tion of more than one large money 
center bank, and uncertainty over 
the international debt situation. 
Proponents, on the other hand, 
claim that outmoded and unneces
sary regulations keep banks from 
adequately responding to chang
ing financial conditions and pre
vent banks from effectively com
peting with nonbank financial 
services providers. 

In all probability, additional 
banking legislation will follow 
Garn-St Germain. Only Congress, 
however, can decide what form 
such legislation will take. 

Multi-Media 
New Booking Procedures For Fed 
Films 

The Public Services Department 
of the Federal Reserve Bank of Bos
ton makes several 16mm films 
available, on a free loan basis, to 
New England schools and orga
nizations. As of September 1, all 
requests to borrow these films 
should be directed to: 

R.H.R. Filmedia 
9 E. 38th Street 
New York, NY 10016 

Requests for filmstrips, multi
media packages, games, and pub
lications should still be sent to: 

Publications 
Public Services Department, T-3 
Federal Reserve Bank of Boston 
Boston, MA 02106 

New England 
Update 
CONNECTICUT 

The Greater Hartford Center for 
Economic Education at Central 
Connecticut State University and 
the New Britain Chamber of Com
merce are working with area 
banks, businesses, and manufac
turers on a program called the Cen
tral Connecticut Teachers in Business 
and Industry Program. One major 
purpose of the program is "to 
promote a fuller understanding 
among teachers and their students 
of how the operations of business 
and industry affect their lives and 
contribute to the economic and so
cial well-being of their com
munity ." 

For additional information 
please write to the Center for Eco
nomic Education, Marcus White 
Hall, Room 103, Central Connecti
cut State University, New Britain, 
CT 06050; or phone (203) 827-7318. 

MAINE 
The Maine Council on Economic 

Education will conduct two teacher 
workshops this summer. The first 
workshop will be held at the Uni
versity of Maine (Orono) from June 
18 - July 6, and the second will be 
held at the University of Southern 
Maine (Portland) from July 8 - July 
13. For details please contact: 
Robert Mitchell, Executive Direc
tor, Maine Council on Economic 
Education, 22 Coburn Hall, Uni
versity of Maine, Orono, ME 04469; 
phone (207) 581-1467. 
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This newsletter is published periodically as 
a public service by the Federal Reserve Bank 
of Boston. The reporting of news about 
economic education programs and 
materials should not be construed as a 
specific endorsement by the Bank. Further, 
the material contained herein does not 
necessarily reflect the views of the Federal 
Reserve Bank of Boston or the Board of 
Governors. Copies of this newsletter and a 
catalogue of other educational materials 
and research publications may be obtained 
free of charge by writing: Bank and Public 
Information Center, Federal Reserve Bank 
of Boston, Boston, MA 02106, or by 
calling: (617) 973-3459. 
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