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PREFACE

Concentration forces in the banking field have taken such
definite shape that it is now possible to appraise them with
some degree of accuracy. These forces in the form of group
banking, consolidations, and branch banking are attracting in-
creased attention on the part of the public and the banking
profession. It is doubtful if they can be considered as purely
temporary, probably to be surmounted by a revamped unit
system. From a contemporary viewpoint, therefore, it would
appear that the advisability and method of concentration are
the outstanding problems facing the banking profession.

Thus far no comprehensive analysis has been offered which
would facilitate a thorough understanding of these forces and
of their possible influence on the banking structure of the
future. This volume, it is believed, will aid in the understand-
ing of the factors underlying the movement. It has been
written not only with the intent of satisfying general readers
wishing a broad view of the scope, purpose, and methods of
banking concentration, but also for the practical guidance of
depositors and investors, as well as organizers and managers
of the various institutions participating in the banking con-
centration movement.

Perhaps the most important controversy in the concentra-
tion movement is in connection with chain and group banking.
It is the activity of chain and group organizations particularly
which has aroused the greatest apprehension as well as in-
terest and constitutes the main object of this study. No com-
pact body of available data devoting particular attention to
these organizations is now available. A major proportion of
the material of this study, therefore, has been compiled and
arranged in order to indicate the actual functioning of chain
and group banking systems as well as determine the advan-
tages and disadvantages of these organizations.

The writer desires to express his gratitude to those who
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have rendered assistance. He wishes to make special mention
of his obligation to Professor Walter E. Spahr of New York
University for a careful reading of the manuscript and for
many valuable suggestions. He also wishes to make special
acknowledgment of his indebtedness to Mr. Park Rowley of
the Bank of Manhattan Trust Company; to Mr. John E.
Rovensky of the Bank of America; to Mr. E. L. Smead, Chief
of the Division of Bank Operations, Federal Reserve Board; to
Professor Major B. Foster of New York University; to Mr.
Charles W. Collins, formerly Deputy Comptroller of the Cur-
rency; and to Professor James D. Magee of New York Uni-
versity. To Mr. O. M. W. Sprague, of the Bank of England,
and formerly of the Graduate School of Business Administra-
tion, Harvard University, the writer is indebted for his early
instruction in banking principles. The writer is also indebted
to his wife, June, for her assistance and encouragement in
bringing the work to completion.

Gaines THOMSON CARTINHOUR

New York City,
March, 1931.
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BRANCH, GROUP AND CHAIN BANKING

CHAPTER I

THE EFFECT OF CONTEMPORARY ECONOMIC
FORCES ON BANKING IN SMALL
CITIES AND TOWNS

New movements in American banking

American banking is confronted with new movements
which will materially affect the future structure of the bank-
ing system. In recent years, similar alterations have revolu-
tionized the economic, social, and industrial organization of
the nation. However unusual the changes may seem, the fact
must be recognized that the banking system is aligning itself,
perhaps in a tardy manner, with these developments. After
all, it is inevitable that the trend toward concentration in
industry should enfold the banking system in view of their
close relationship.

The unit system is being subjected to relentless pressure
and invasions from all sides. The small town banker realizes
that he is standing at the cross-roads, confronted with the
alternative of being submerged or of facing a lingering
struggle for existence against growing odds. The issue has
been hastened by the general acknowledgment that legisla-
tive restraints and the limitations imposed by the recent Me-
Fadden amendments not only have failed of their purpose,
but have served to stimulate irregular forms of banking
concentration.

The public has come to accept industrial concentration as
essential to improve standards of living, wages, and produc-
tion. The government itself, following a more liberal inter-
pretation of the anti-trust laws, has legalized and is fostering
the consolidation of railroads into strong groups. It is hardly

1



2 BRANCH, GROUP AND CHAIN BANKING

reasonable to expect that banking, in its individualistic and
isolated sense, can survive against such new elements in eco-
nomic life. Recognition must be given to the changes that
have taken place in the last ten years in the business life of
the community, in the variety of banking services which must
be rendered, and in the technique of the business itself.

Throughout the country the concentration movement is
gaining adherents. As soon as the public discovered an eco-
nomic advantage in the chain store, it discarded sentiment in
deference to economic advantage. If the branch of a metro-
politan bank, with its greater strength and prestige, has an
economic advantage to offer the small community, the coun-
try bank will pass. Centralization no longer frightens people
as it did in the past. The chain store has made an important
contribution; in a similar manner it is reasonable to expect
that Statewide, or even interstate branch banking will per-
form similar services. This movement is bringing a mental
change in the minds of the people.

Ever since the dissolution of the Second Bank of the
United States in 1836 the banking development of this coun-
try has been along lines radically different from those of every
other country of financial importance. Sectional feeling and
the Federal Reserve System have favored the enactment of
legislation forcing local community banking. Within recent
years the commercial banking system of this country has
been trying to organize itself along lines parallel to those
which have been taken by almost every line of industry in
this country.

As a result of centralized production and distribution in
American industry, the local gas plant, electric plant, ice
plant, telephone company and many other local enterprises
have about disappeared. The local drug store, grocery store,
cigar store, department store appear to be headed in the same
direction. The local iron worker and carriage maker now ex-
press themselves through the modern steel companies and the
automobile industry. Concentration of business into larger and
larger groups usually takes the form of a strong centralized
management with branches or offices scattered throughout a
large area. While it is difficult to secure exact data to measure
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definitely these changes, certain concentration data are avail-
able,! and must therefore be considered as significant factors
in the new banking trend.?

Scale of production in terms of wage earners, horse power
and value of products per establishment

The reduction from ten years to five, and then from five
to two, in the interval between the taking of succeeding cen-
suses of manufactures affords comparable material concerning
the scale of production. All census data are given in terms of
establishments and signify a single plant or factory.® From
these records, it is possible to measure the trends in size of
establishments in three ways: by wage earners, by horse
power, and by value of products per establishment. While the
following table, compiled from data collected by the Bureau
of the Census, Department of Commerce, merely shows this
relationship in the aggregate, it offers an interesting compari-
son with the average data given in Table II.

TABLE 1

NUMBER OF MANUFACTURING AND PRINTING AND PUBLISHING ESTABLISHMENTS,
NuMser oF WaGE EARNERS, VALUE oF Propucrs, AND Horse
Power, 1914 To 19291

Number of Number of wage

Census establish- carners(average  Value of Horse
ments for the year) products power
176,468 6,887,677 $23,837,257,989 22,264,343
214,188 8,997,921 62,000,093,444 29,323,697
196,098 6,944,315 43,529,574,115 2
196,182 8,776,646 60,529,565,920 33,092,222
187,224 8,381,511 62,668,259,591 35,766,944
191,866 8,349,755 62,718,347,289 38,825,681
1929 ....... . 206,556 8,742,761 69,417,515,929 42,778 911

1 (ensus of Manufactures, Volumes I and 1I for 1914 ; Reports of the Fourteenth Census of
the United States, Volumes VIII, IX, and X for 1919; Reports of the Biennial Census of
Manufactures (a single volume for each year) for 1921, 1923, 1925, 1927, and 1929.

3 Not given in data issued by Bureau of Census for 1921.

1 For a more general discussion, see Recent Economic Changes, a Report
of the Committee on Recent Economic Changes, of the President’s Confer-
ence on Unemployment (McGraw-Hill Book Co., New York, 1929), 940 pages.
See particularly Chapters IT and V.

2 Concerning the data presented at certain points throughout the chapter,
no assumption is made that the record here given is complete. Furthermore,
it has been impossible to secure statistics for 1929 and 1930 in some cases.
However, there is no reason why we cannot assume, with considerable
justification, that the material presented indicates the trend of the movement.

8 Statistics for Industries and States, Census of Manufactures, 1929, p. 2.
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By applying the simplest measure of all, the arithmetic
average of all establishments reporting, to these data, the fol-
lowing statistics may be compiled.

TABLE II

AvERAGE SizE oF ALL EsraprisHMENTS REPorTED IN THE CENsUs oF MANU-
FACTURES FOR THE YEARS, 1914-1929 1

Wage earners per  Horse power per  Value of products per

Census establishment establishment establishment
year Actual Relative Actual Relative Actual Relative
1914 39.0 100 126.2 100 $135,080 100
1919 421 108 137.1 109 288,990 214
1921 35.5 91 (not collected) 222,072 164
1923 448 115 169.0 134 308,101 228
1925 4.7 115 191.0 151 334,669 248
1927 435 112 203.4 163 325,990 241
1929 423 110 205.7 165 336,100 249

1 Also see Rccent Economic Changes, p. 167.

These figures indicate a slight advance in the number of wage
earners per establishment, a considerable advance in horse
power, and a more than doubling in the value of products per
establishment.*

Wage earners per establishment, for the industries for
which the census was taken, increased from 100 in 1914 to 110
in 1929. While these data are not especially significant of con-
centration, the record for horse power offers a much clearer
picture of growth. The census figures refer to the total rated
horse-power capacity of engines, motors, and other prime
movers, and indicate an increase from 100 to 165 during the
same period, thus definitely indicating the larger sized estab-
lishment even if the figures were corrected for the increase in
price levels that have taken place.® The number of establish-
ments, employing less than 250 wage earners, increased from
96,368 to 106,793, or about 10 per cent, but establishments
employing more than 1,000 persons increased from 648 to
1,020, or about 57 per cent.® In spite of the large number of
small establishments and the fact that establishments with
more than 1,000 wage earners were only slightly more than

4 See Rcecent Economic Changes, p. 167.

5 Ibid.

6 Compiled from data showing distribution of establishments employing
six or more wage earners, by number of wage earners per establishment.
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1,000 in 1929, the figures compiled are significant in indicating
the trend.”

The record for value of products per establishment is a
somewhat misleading criterion of size. It reflects not only the
increase in the quantity of output, but also the changes in the
prices of commodities. If prices doubled, one would expect the
value of products per establishment to double, but this could
not be taken as a significant change in the scale of production.
However, the figure for value of products may be taken as an
indirect indication that the physical output per establishment
has increased, because the value of products has increased
much more than any of the indexes of prices from 1914 to
1929.8 Furthermore, since there has been a decline in the num-
ber of establishments whose value of products is less than
$100,000, and an increase in the larger establishments,® it is
evident that the number of large establishments, using the
volume of business as an indicator, is increasing.

Income tax records

The records of the Bureau of Internal Revenue, collected
in connection with the income tax, have some bearing on the
concentration problem. If industry were becoming more con-
centrated, one might expect an increasing number of concerns
falling in the larger income groups. Unfortunately, income-tax
returns are notoriously subject to manipulation, and changes
in rates from time to time would probably tend to increase
or decrease the incentive toward evasion. Despite these haz-
ards, the fact that the number of corporations reporting a net
income of more than $100,000 was 9,634 in 1918, whereas in
1928,1° they increased to 11,025, is indicative of the increas-
ing size of business units in a general way. This increase was
largely in the public utility and finance groups.'*

7 Sce Recent Economic Changes, pp. 168-169.

8 Ibid.

® Ibid.

10 The statistics of income for 1929, from returns filed in 1930, arc now

in process of compilation and will not be available until some time in the
early autumn. No data are available for the 1930 returns being filed during

the current year.

11 Statistics of Income for 1928, Burcau of Internal Revenue, Treasury De-
partment, pp. 49 and 375.

12 Jbid., p. 379.
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Mergers and consolidations 3

The era of mergers and consolidations has received so much
publicity that some general evaluation of the movement in its
bearing on the problem at hand becomes advisable. The devel-
opment of the technique of management and the reduction of
processes to routine and to automatic machine operation have
made possible the great industrial corporations under a uni-
fied management.

From various sources the Committee on Recent Economic
Changes, collected over 16,000 items relating to the changes in
the control of concerns in the mining and manufacturing in-
dustries.* However, many consolidations have taken place in
fields other than manufacturing and mining, to which the tab-
ulation was limited. A decided tendency exists, for example,
toward vertical integration in the motion-picture industry.
Theaters have been grouped in chains, and the latter have in
turn come under the control of the film distributor, and finally
of the film producer. As early as 1926, about 5,000 of the total
20,000 motion-picture houses in this country were owned or
operated by large producers and distributors.!®

The tabulation of the Committee also excluded the mergers
of department stores and hotels, although there have been a
number of important consolidations in these fields. Extensions
of corporate control beyond the boundary of the United
States, as well as railroad and banking mergers werc also
omitted. However, the number of mergers in mining and man-
ufacturing were found to have increased steadily from 89 in
1919, involving 292 concerns, to 221 in 1928, involving 687
merged concerns, or a total during the period of 1,268, includ-
ing 3,114 concerns which were merged, and 5,991 concerns
which disappeared. In 1929 alone, over 1,250 concerns were
involved in mergers or acquisitions, and in the depression of
1930 nearly threc times the number of concerns were involved

18 For a discussion of some of the important questions that have been
raised as a result of fifty years of industrial integration, see Mergers in In~
dustry (National Industrial Conference Board, 1929), 205 pages. The efficiency
of mergers from the standpoint of profits is studied along with the trend of
industrial consolidation.

14 Recent Economic Changes, p. 182.

15 J, Homer Platten, “Motion Pictures—A New Public Utility,” The Bank-
ers’ Magazine (October, 1926), Vol. XXX, No. 10, p. 75.
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in mergers as in the depression of 1922. There will undoubt-
edly be an increased number of mergers in the future.!®

The most conspicuous trend toward consolidation in recent
years has been in the field of public utilities. The development
of holding companies with vast networks of subsidiaries has
received considerable publicity. Between 1919 and 1928 alone,
4,329 public utilities disappeared.!”

The inevitable result of such mergers and consolidations
has been to destroy opportunities for the local bankers to have
a hand in local enterprises and transfer financing to large cities
where metropolitan banks handle the business.

Chain stores and mail order business 8

Chain stores, and mail order organizations are invading the
rural districts and taking the place of the country store in the
economic structure.’® Until June, 1929, the Federal Reserve
Board regularly presented statistics for 34 grocery chains, 14
five- and ten-cent stores, 5 apparel chains, 13 drug chains, 4
cigar chains, 7 shoe chains, and 4 candy chains. Since that date
chain data is only available for grocery chaivs, five- and ten-
cent stores and drug chains. These figures do not include all
the chains in specified lines. There are, of course, many other
lines in which chains are established. Very aggressive chains
are found in such lines as hardware, automobile accessories,
baking, hotels, laundries, moving pictures, and others.

The tremendous increase in the sales of chain stores is
indicated by Table III which gives in summary form a com-
parison of the growth of chain stores and sales at wholesale.
When the monthly average sales of the years 1923, 1924, and
1925, are taken as 100, then the sales of the grocery chains,
just mentioned, increased from 45 to 237; five- and ten-cent
store sales from 53 to 173; apparel chain sales from 36 to
225; 2° and drug chain sales from 64 to 205 from 1919 to 1929

186 Recent Economic Changes, p. 186; and Proceedings of the American
Economic Assoctation (December, 1930), p. 78.

17 Ibid., p. 187.

18 See “Changes in Distribution,” National City Bank Bulletin (May,
1930), pp. 86-87, for good summary of merchandising adjustments.

19 Recent Economic Changes, p. 331.

20 Average for the year 1928. gee Table III.
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inclusive. This means that the average monthly sales of
groceries by chains was almost four and one-half times as
great in 1929 as in 1919. The average monthly sales of five-
and ten-cent stores increased considerably more than two
times, and those of the apparel chains advanced over six times
during the nine years under review.?! During the period 1919-
1928, average monthly sales of mail-order houses increased
from 93 for 1919, to 137 for 1928, or nearly 50 per cent.?? Sup-
pose the figures for 1921 are compared with those of 1929.
Since 1921, prices have been fairly comparable. The index for
sales by grocery chains was 59, compared with 237; for sales
by five- and ten-cent stores, 66 compared to 173; for sales by
apparel chains, 59 compared to 225; ?* and for sales by drug
chains, 79 compared to 205 for the years 1921 and 1929. Mail-
order sales in the period 1921-1928 advanced from 67 to 137.24

It will be seen from Table IIT that there was a material
decline in every case except drugs and men’s clothing when
compared to 1919, This decline in sales at wholesale was, of
course, due to the fall in the general price level since 1919.
However, when chain store sales of groceries, for example,
advance over five and two-tenths times in the face of a great
decline in prices, the tremendous growth in this line becomes
apparent. While the sales at wholesale are not directly com-
parable to sales by chains at retail, yet it is probable that sales
at retail by stores other than chains advanced or declined by
approximately the same percentage as the sales at wholesale.
If this is true, then the index numbers here used are roughly
comparable and show a very marked enhancement of the busi-
ness of chain stores while the progress made by stores other
than chains has been scattered and often uncertain.

The only dependable information regarding the proportion

21 Average for the year 1928. Sce Table ITI.

22 Federal Reserve Bulletin (February, 1929), Vol. XV, p. 124 Averages
have been compiled from data given therein. It is to be noted that some of
the reporting mail-order houses have been establishing throughout the
country during recent yecars an increasing number of branch stores in which
sales are made over the counter. Changes in the volume of sales by these
firms, therefore, no longer measure changes in sales through the mails to the
detrtiment of local communities. Data for 1929, therefore, is omitted as irrele-
vant,

28 Average for the year 1928. See Table III.

24 Ibid.
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TABLE III

INDEXES OF DOLLAR SALES BY CHAIN STORES AND AT WHOLESALB
CompArING 1919, 1921, 1928, anp 19291

(Basc-average monthly sales 1923-1925 = 100)

PERCENT- | PERCENT-
AGE AGE
SALES 1919 1921 1928 1929 | INCREASE? | INCREASE
1919 To 1921 To
1929 1929
Sales by chain grocerics. 45 59 208 237 427 300
Five-and-ten-cent stores 53 66 150 173 226 162
Apparel . . . . . 36 59 225 ® ® ®
Drufs Ce e 64 79 166 205 220 160
Mail Order . . . . 93 67 137 ® ® ®
Sales at Wholesale:
Grocery . . . . 118 93 95 94 —-2012 1
Dry goods . . . 100 91 85 86 —14 —6
Men’s clothing . . 78 72 91 91 17 26
Women’s clothing . 93 84 62 ® —33¢ —268
Drugs. . . . . 91 86 113 117 29 13

! Compiled from Fedcral Reserve Bulletins for 1929, and December, 1927.
Owing to defects of the data, computation of all the index series, with the ex-
ception of that relating to five-and-ten chains, have been discontinued. These
series, therefore, are not available for the year 1930, or for the current year.

2 Figures with minus signs are declines.

3 Comparable figures for the twelve months of 1929 not available.

¢ Average decline for the year 1928

8 Comparing 1921 and 1928.

of retail trade handled by chain stores was that obtained by
the Census of Distribution taken by the United States Bureau
of the Census in 11 cities for the year 1926. A detailed analysis
of the census figures for sales by unit stores and chain stores
was published by the Domestic Distribution Department of
the Chamber of Commerce of the United States, which had
sponsored the census.?® This survey indicated that 41 per cent
of the grocery and delicatessen sales were made through chain
stores in that year. Chain groups sold 71 per cent of variety
sales, 73 per cent of gas and oil, 44 per cent of dairy and
poultry products, 51 per cent men’s hats and caps, 52 per cent
of shoes, 36 per cent of cigars, 37 per cent of millinery, 28 per
cent of coal, wood, and ice.?® The present survey of contem-
porary conditions, by the above organization,?” will show more

26 See Retail and Wholesale Trade (Chamber of Commerce of the United
Statesl, b%omestic Distribution Department, Washington, May, 1928), pp. 1-75.
26 [bs.

27 No data available to date.



10 BRANCH, GROUP AND CHAIN BANKING

fully the extent to which the chain store has taken over the
business of the small town.2®

New relation between city and rural districts

Just as the canal, the railroad, the steamship, the tele-
phone and telegraph, and the electric railways caused revolu-
tionary changes in methods of carrying on trade, through new
and swifter means of transporting merchandise and passengers,
so the automobile has increased the average trading area for
consumers in rural districts from 5 or 6 miles to 30 to 150
miles, and this change is still going on.?® This situation has
shifted trade in certain lines of merchandise away from cross-
roads stores, village stores, and some small town stores, to
stores located at county seats or other trading centers. From
the county seats and trading centers, some trade, particularly
in dry goods and wearing apparel has shifted to the cities of,
roughly, 25,000 to 100,000 population.?* These medium-size
cities, in turn, have lost some trade to the metropolitan
markets, but the shift to metropolitan markets has been less
marked than the changes at the smaller trading points.3!
Almost no statistics have been available on the change in retail
trading areas, but ample evidence has been found, neverthe-
less, to show that a change of major significance is under
way.32

The unit bank, like many other types of local enterprises,
has been made possible because of the distance between com-
munities. Distance has now been abolished and as a conse-
quence unit banks find themselves face to face with a difficulty
that seems to be almost insuperable. Comptroller Pole refers
to the position of the country banker as a result of the new
relation existing between city and rural districts as follows:

The modern city itself is in a much closer relationship to the
outlying territory than was the case a few decades ago when com-
munication and contact were dependent upon horse or intermittent
railroad transportation. Each one of us here today has witnessed
the complete obsolescence of the slow and painful travel by horse

28 For a more complete discussion of the chain store and mail order busi-
ness, sec Recent Economic Changes, pp. 362-372.

29 Recent Economic Changes, p. 337.

80 Ibid., p. 331. 81 [bid. 32 Jbid.
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on country roads which have been replaced by paved highways
radiating in every direction from our large cities, upon which travel
automobiles at high rates of spced. Communication by telephone is
now almost universal, having largely displaced the slower methods
of communication by mail and messenger. I do not wish to take up
the time of the committee with a sociological discussion of munici-
pal development, but in considering the question of concentration
of banking capital in the large cities it is necessary to consider the
new relationship which exists between the city and the rural dis-
tricts.

Since the horizon has been extended and people are think-
ing in terms of wider areas, business can now be transacted
with banks in the larger centers. Banks in larger centers are
therefore actively soliciting business from a wider radius than
at any time in the past. Even the one-bank towns have been
affected by improved means of transportation. Formerly this
group of banks did not face much competition but today the
small town bank competes with the large town and the large
town with the city.

It is now impossible for the country bank to gain that
diversification in the banking business which was possible a
few decades ago. The business of the small city is becoming
more and more an adjunct of the business of the larger com-
mercial centers. Opportunities for independent local financing
are becoming fewer and fewer. The commercial business and
the trust business are going to the large city bank. The country
bank is left largely with real estate and small local loans. It
is placed in the position of securing sufficient income from the
remaining small business establishments, still financially in
a position to struggle along, and from agriculturists satisfied
with present accommodation. However, it is well known that
agriculture is in a depressed state and in many sections of the
country is in a semi-bankrupt state.

Movement of population from rural communities
The process of adjustment to changed conditions which
has been going on since 1920 has stimulated the rate of move-

33 Hearings before the Committee on Banking and Currency, House of
Representatives, Seventy-First Congress, Second Session (U. 8. Government
Printing Office, Washington, D. C.), p. 10. Hereafter cited as Hearings.
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ment from rural communities to cities. As one sociologist put
it, “We are faced with a distribution of the population as be-
tween urban and rural. This means for the urban population
a rate of increase out of all proportion to the rate for the rural
population.” 3* The use of the tractor and the combine also
has made it possible for fewer workers to cultivate much larger
acreage and has been another cause for the exodus of people
from the farm. Western society, considered from an interna-
tional viewpoint, is rapidly becoming a society of cities with a
background of agriculture.?®

The following statement appears in the report of the Four-
teenth Census of the United States, which was taken in 1920
and is descriptive of the situation as early as that ycar:

Of the 105,683,108 of the census of 1920, 54,816,200 or 51.9 per
cent are living in incorporated places of 2500 or more, and 50,866,-
899, or 48.1 per cent, in rural territory. Total inerease since 1910
was 14.9 per cent, but during the decade there was an important
increase in that portion of the population living in the urban terri-
tory of 12,192,826, or 28.6 per cent; and in that portion living in
rural territory, of 1,518,016, or only 3.1 per cent; and if the com-
parison is extended to cover the two classes of rural territory it
appears that the portion living in incorporated places of less than
2500 inhabitants shows an increase of 1,743,317, or 21.5 per cent,
whereas that portion living in purely country districts shows an
actual decrease of 227,355, or six-tenths of one per cent.

Not merely has there been a great increase in total population
in the countries of the world during the past hundred years, but a
thorough redistribution has taken place, with a constant diminu-
tion of those engaged in agriculture and a rapid growth in indus-
trial life and in citics as the organizing basis of industry.®®

From 1920 to 1928, the cumulative loss in farm popula-
tion alone was over 3,000,000 persons.®” The most careful

8¢ Walter Burr, Small Towns (The Macmillan Co., New York, 1929), p.
74. This book gives an estimate of the conditions of rural areas and their
E]uce in the American economic structure. It does not attempt to follow

lazed trails nor to accept orthodox views on the subject and is an excellent
source of background material descriptive of the local problem faced by small
town bankers. )

35 See E. R. Beach, Introduction to Sociology and Social Problems (The
Macmillan Co., New York, 1925), pp. 235, 252, 253.

368 Fourteenth Census of the United States, 1920, pp. 35-36.

87 Bureau of Agricultural Economics Bulletin, “The Agricultural Situation,”
(April 1, 1928), Vol. XII, No. 4, pp. 22-24.
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studies of the whole matter have been made by Dr. C. J.
Galpin, of the United States Department of Agriculture.®® His
surveys are available in the Yearbook of the Department.3®

Growth of American business, 1904-1930

The salient figures in the table below compare the tre-
mendous expansion of wealth and industrial activity in Amer-
ica today with twenty-six years ago, and indicate in a general
way that the growth of centralized business is inevitable. The
development of the latter obviously necessitates strong bank-
ing institutions.

TABLE 1V

GROWTH OF AMERICAN Businkss!

1904 1914 1930 EsTiMaTE
Wealth of United States $107,104,000,000 | $186,000,000,000 | $475,000,000,000
Income of United States . 18,000,000,000 33,000,000,000 110,000,000,000
National Bank Deposits 3,312,439,000 6,268,692,000 20,000,000,000
State Bank Deposits 2,073,218,000 3,226,793,000 11,000,000,000
Trust Company Deposits . .. 1,600,322,000 3,939,807,000 12,000,000,000
Total Deposits in Commercial Banks 6,985,979,000 13,435,292,000 43,000,000,000
Savings Bank Deposits . . 3,060,178,6811 4,936,591,849 13,000,000,000
Savings Deposits in All Banks Not available 6,400,411,011 31,000,000,000

Bank Clearings . 112,449,664,000 163,849,811,000 550,000,000,000

Railroad Gross . 1,975,174,000 3,127,729,000 5,000,000,000
Railroad Net - 579,176,000 674,190,000 1,200,000,000
‘Wheat Crop (Bushels) 552,399,517 891,017,000 670,000,000
Corn Crop (Bushels) 2,467,480,933 2,672,804,000 2,100,000,000
Cotton Crop (Bales) 12,750,000 16,134,930 14,000,000
Pig Iron Production (Tons) . 16,500,000 23,332,244 40,000,000
Copper Production (Pounds) . . 780,800,000 1,150,136,960 1,600,000,000
Value of Manufactured Products 14,793,902,563 24,246,434,724 59,000,000,000
Yoreign Trade . . . . . . 2,451,914,000 4,258,504,000 §,000,000,000
Market Value Becurities, New York

Stock Exchange RN Not available 27,394,627,000 85,000,000,000
Brokers Loans, New York Stock Ex-

ochange . . . . . . . . Not available 1,009,752,000 4,500,000,000
Share Saﬁcs, New York Stock Exchange 187,313,065 7,900,568 500,000,000
Population . coe e 75,994,675 91,972,266 126,000,000

(1900) 1910

Life Insurance in Force 12,547,937,000 21,565,652,000 110,000,000,000
Building Contracts 1,893,000,000 2,606,000,000 6,000,000,000
Banking Resources 13,310,405,000 40,000,000,000 60,000,000,000

1 Data comgiled from Bureau of Census Reports, Comptroller of Currency Reports, Poor's Ruul-
road Manual, U. S. Department of Agriculture Reports, Bureau of Mines Reports, World’s Almanac,
Insurance Yearbook of Spectator Company, New York, and Cummercial and Financial Chronicle.
Estimates for 1930 made by the writer.

38 See United States Department of Agriculture Yearbook, 1926, p. 593;
1927, pp. 28-29.

89 A former President of the American Bankers Association made the state-
ment in 1928 that: “Forty years ago 75% of the population of this country
was rural and 25% urban. At the rate we are going it will be but a few years
until these percentages will be completely reversed. Eighty per cent of the
population of New England is now urban and twenty per cent rural.” See
T. R. Preston, “The Changing Business World,” American Bankers Association
Journal (January, 1928), Vol. XX, No. 7, p. 515.
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It will be noted from these data that total banking resources
have more than kept pace with the development of manu-
factures. During the period 1904-1930 banking resources in-
creased about 365 per cent as against about 300 per cent for
the value of all manufactured products. The argument cannot
be raised, therefore, that the banking system as a whole has
not adequately financed this division of American business.
However, it must be remembered that banking is also con-
cerned with the great problem of financing distribution as well
as other phases of trade and industry. Furthermore, the mere
fact that banking resources in the aggregate have increased
so substantially does not mean that each of the 22,445 indi-
vidual banks in the United States have experienced a corre-
spondingly strengthened financial position.

Adjustment of banking system as a whole to growth of
business

The following compilation indicates the degree of adjust-
ment from 1921 to 1931, insofar as an increase in average re-
sources and a decrease in weak banking units is concerned, but
does not give a correct prospectus of the status of the country
bank since it draws no definite line of demarcation between
country banks and other banks.

The total resources of the banking system with 30.812
(largest number of banks ever existing in this country) in
1921 was $46,671,390,000,4° while in January, 1931, there were
only 22,445 banks, but their total resources amounted to about
$60,000,000,000.4* Consequently, in the ten year period, the
number of banking institutions decreased in round numbers
by about 8,400 and banking resources increased by nearly $13,-
500,000,000. Whereas the average bank in 1921 had total re-
sources of $1,513,000, the average bank in January, 1931, had
resources of $2,673,201. Therefore the average resources per
bank increased over $1,100,000 in the ten year period. While
total resources increased by nearly $3,500,000,000, and average
resources per banking institution by over $200,000 during the

40 Report of the Comptroller of the Currency (1921), p. 108.
41 Federal Reserve Bulletin (April, 1931), Vol. XVII, pp. 189 and 191.
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year 1928 alone,*? total resources for the following year only
increased about $600,000,000, or an average of about $25,000
per institution.*3 Increase in average size was not only at-
tributable to the accumulation of resources, but also to the
decrease in the number of banks, this reduction being a net
decrease covering voluntary liquidations, insolvencies, consoli-
dations, and primary organizations.t* During 1930 total re-
sources decreased considerably.

Metropolitan institutions, as a result of their large capital
and their ability to secure the most highly trained personnel,
are able to adjust themselves to changed conditions.*® Cen-
tralized financing presents no problem to them except insofar
as it is necessary to increase their loaning ability. Competi-
tion, while important, is not their main problem, nor are they
bothered with constant failures.

On the other hand, about three-fourths of the banks of the
United States are outside the metropolitan centers and serve
a majority of the population.t® They differ from city banks
not only in size but in the character of their operations and in
their customs. Their problem has not been to develop lending
power but to meet competitive conditions and, at the same
time, render improved service to their customers. With com-
merce and industry integrating along the lines of national
boundaries, this group of banks has consistently lost business
as a result of their inability to adapt themselves to modern
economic conditions.

Those banks which are the only ones in their respective
communities and which loan at the rate custom dictates, re-
gardless of general financial conditions or the monopoly posi-
tion of the bank, do not feel the need of adjustment in the
same degree as competitive banks. Where competitive condi-
tions prevail, each banker lends at the going rate and over that
rate he has little control. The position of such communities

42 Annuat reeport of the Federal Reserve Board (1928), p. 33.

48 Report of the Comptroller of the Currency (1929), pp. 105 and 108.

4¢ The term “primary organizations” 1s used by the Federal Reserve Board
to apply to new banks.

45 J W. Pole, “The Need of a New Banking Policy,” American Bankers
Convention Section, Commercial and Financial Chronicle (October 19, 1929),
Vol‘.°112b91,d p. 65.
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has heen described as follows: “In small communities having
only one bank it may be that the banker has considerable
power over the rate on advances to customers. Even here, how-
ever, he docs not have a free hand. It is no uncommon occur-
rence to find country banks lending their funds season after
season and year after year at the same rate, regardless of gen-
eral financial conditions. If the bank lends at all it lends at
the rate which custom dictates.” 47

The general situation confronting country banks, as well
as several pertinent and related factors, has been described by
the Comptroller of the Currency as follows:

A comparison of the banking situation in 1900 with the present
shows with what rapidity the United States has developed in bank-
ing resources. In that year there were 10,672 incorporated banks of
all classes. The aggregate capital was about $1,150,000,000 and the
total resources about $12,000,000,000—the latter figure being less
by more than $4,000,000,000 than the resources of all the banks
in New York City today. Within the short period of three decades
the banking resources of the United States have increased by 600
per cent. This great development in banking resources is reflected
in two aspeets; first, in the increased number of country banks
which remained small, and second, in the growth in size and diversi-
fication of business of the large city banks. The latter are more
prosperous today than ever before in the history of the country,
whereas the country banks are in a much less favorable position
than they were 30 years ago. The acceleration of the flow of trade
to the large citics has been one of the chief causes of the develop-
ment of the modern form of metropolitan banking.*®

In an address before the American Bankers Association in
the fall of 1929, the following comment was made in connec-
tion with the contribution of the unit system to the achieve-
ment of American trade: “When we recall, and recall we can
with pride, the encouragement and assistance which the free-
dom of independent initiative in our highly individualized
banking system has given to the constructive achievements of
American history and trade and the enhancement of the pop-
ular welfare, I am satisfied that all these questions can receive
an answer affirming that there is no necessity in our banking

47 R. G. Rodkey, The Banking Process (The Macmillan Co., New York,

1928), Ip 97.
48 I{earings, p. 23.
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past or present for a revolutionary change in our banking
system in the near or further future.” 4°

Nevertheless, what has been adaptable to the past will not
necessarily meet present or future requirements. Furthermore,
this appeal for the retention of the unit system is primarily
based on sentiment, a poor criterion for an adequate banking
system. Former Deputy Comptroller of the Currency, Charles
W. Collins, expressed the opinion, referring to the factor of
sentiment, that, “Considerations of sentimment may be effective
politically, and may lead to legislative action, but a solution
which ignores the operation of economic laws proves no solu-
tion at all.” 5°

We will now consider some of the specific and urgent forms
in which the banking problem presents itself from a contem-
poraneous viewpoint. Due to the lack of adjustment to modern
economic conditions,® two unfortunate developments have re-
sulted: first, an excessive number of bank failures; and second,
decreased earning power. While these (levelopments will be
treated separately for the sake of clarity, it is obvious that
they are closely associated since failure inevitably results
where the banking service of a given institution becomes less
and less profitable.

4 G. W. Dawson, “Banking Evolution in Amcnca. ? Commercial and
Financial Chronicle (October 19, 1929), Vol. 129, p

50 C. W. Collins, “Nationwide Branch B'mkm ',” The Bankers Magazine
(October, 1928), Vol. CXVII, No. 4, p. 509.

51 For a bricf discussion of certain correlated factors sce Chapter 1I, “Ex-
cessive number of banking institutions,” and “Agricultural conditions as o
contributing factor to bank difficultics.”



CHAPTER II
BANK SUSPENSIONS AND THEIR SIGNIFICANCE

Statistical survey of suspensions indicative of status of unit
system

There has been so much discussion of bank suspensions as
proof of the inadequacy of the unit system that a statistical
survey of the situation is in order. Advocates of group and
branch banking contend that the problem of suspensions can
only be solved by the substitution of group or branch systems
for small unit banks. Statistics presented in this chapter, rcla-
tive to suspensions, tend to justify their contention, or at least
indicate the dire necessity of strengthening unit banks in small
cities and towns in some way.

Number and location

During the ten year period, 1921-1930, a total of 6,987
banks were reported as having suspended operations, either
temporarily or permanently, on account of financial difficulties
(see Table V). Of this number 6,063 were State banks and 924
were national banks.! This was about 10 per cent of the na-
tional and 22 per cent of the total State banks. Of the total
number of suspensions,? 806 have since reopened, leaving 6,181
as the net number of failures. The deposits of the banks which

1 Federal Reserve Bulletin (February, 1931), p. 112.

2 The term suspension is not used here as synonymous with the term fail-
ure although these two terms are frequently so used. The writer is using them
on the basis adopted by the Federal Reserve Board in contrast with that
utilized by the Bureau of the Comptroller of the Currency. For the purpose
of this chapter, the Federal Reserve figures present a more accurate descrip-
tion of the situation. The statistics of the Board for bank failures are based
on suspensions. In other words, a bank suspends when it is unable or unwilling
longer to keep open its doors for carrying on the business of banking. The
Bureau of the Comptroller of the Currency, on the other hand, has adopted
the practice of listing as a failed bank only those for which receivers have
been appointed and leaving out those which have been restored to operations
after suspension.

18
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suspended operations during this ten year period aggregated
about $2,586,388,000 and the deposits of the reopened banks
about $303,000,000, leaving the net deposits of the suspended
banks aggregating $2,283,082,000 (see Table VI).

During the year 1930 alone, there were 1,345 banks which
suspended operations causing the tying up of about $864,715,-
000 of deposits.® The latter figure is larger than for any previ-
ous year. However, in 1926, 957 banks, with deposits of nearly
$275,000,000, suspended, as compared with 611 suspensions,
involving deposits of about $175,000,000 in 1925, and 778 sus-
pensions, involving deposits of about $215,000,000, in 1924.

During the first sixteen weeks of 1931, there have been 421
additional suspensions with deposits of $227,514,000.° Of this
number, 63 operated under national charter and 358 under
State charter.® If this rate of suspensions continues, we may
have a record number during 1931. However, this seems un-
likely. It is believed that the 1930 failures mark an accelera-
tion in the pace of closings, and were not due to tardy tallying
of those which would have failed in 1929 under other circum-
stances. ’

In other words, more than twelve years after the World
War we are still in the midst of a continuation of a condition
which is causing small banks to fail. Why should nearly seven
thousand banks fail in the United States during this period?
On the average, these have been years of prosperity and busi-
ness expansion throughout the country. During this period we
have witnessed considerable development of mass production
of goods and commodities. The general standard of living of
the rank and file of our people has been raised to the highest
point in our history. It would therefore be the normal expecta-
tion that our banks in general reflect this high level of business
prosperity and social comfort. That such is not the case is an
indication that something is fundamentally wrong with our
banking structure.

3 Federal Reserve Bulletin (February, 1931), p. 112.

4 Annual Report of the Federal Reserve Board (1926), pp. 10-13. The gen-
cral economic conditions leading up to the failures during 1926 are concisely
discussed on page 13. See pp. 190-196 for a scries of tables containing valuable
statistics on bank suspensions during the years 1921 to 1926, inclusive.

:fbrir:;rican Banker (April 25, 1931), p. 3.



TABLE V

NumBER OoF BANK FAILURES BY STATES!

TorAL 1921-1930
FOR
1921-1930 | 1901 | 1922 | 1923 | 1924 | 1925 | 1926 | 1927 | 1928 | 1929 | 19302
Alabama 66 1] .. 2110 5| 2 1] ..]11 34
Alaska .. RUR IO O T U IO IO B ..
Arizona . 32 6 4 9 3 3 1 1] .. .. 5
Arkansas 230 5 4 51| 11 81191814 | 11 135
Cahforma 38 3 6 2 2 3 5 61 .. 4 7
Colorado 94 13 8118 91514 4| 3 5 5
Connecticut, 9 . 1] .. 1 .. .. .01 ..0.. 7
Delaware 2 R O O PR ..
Floruda 229 5 5| 4| 3 1143|3135 63 39
Georgia . 350 | 5614|1129 311|102 | 18 | 26 | 32 31
Hawan . 1 . ) I I I T R I R BN .
Idaho 73 |23 8|10 7| 8| 4} 7| 2| 3 1
Ilhinows . 264 10 4 5|14 812029 |14 | 34 126
Indiana 205 7 7 7 4|10 7125124 | 24 90
Towa 614 21|12 135| 8 |84 |135| 70 | 61 | 34 86
Kansas 266 | 14120 (34|16 | 19| 46| 36| 26 | 12 43
Kentucky 72 3 2 2 71 6 7| 7 71 2 29
Lousiana 43 7 4 4 2 3 8 4 21 .. 9
Maine . 3 .. 1 1] .. ..} .. 1] .. .. ..
Maryland 13 51 21 .. .. 21 .. .. 1 1 2
Massachusetts . 9 51 .. ) B I I B (R R 3
Michigan 87 8| 4| 3| 7| 5{23| 71 .. 9 21
Minnesota . 433 | 13|14 | 45|55 (50| 92| 65| 46 | 31 22
Mississippi . 86 5110 2 1 1 5 5 4 1 52
Missouri 400 17 111 | 20 | 43 | 45 | 63 | 48 | 31 | 23 104
Montana 214 21| 31|77 | 46| 16 8 2 1 1 11
Nebraska 383 [ 28| 231717 )12 | 18 | 25 | 50 {149 44
Nevada . 3 .. 1 .. .. ..] 0. 1 1 ..
New Hampthre 2 R O ) U I R I 1
New Jersey 6 2 NP I IR R I 1 3
New Mexico 62 5 81142210 1 1] .. 1 ..
New York . . 34 5 1 41 6| .. .. 21 3 5 8
North Carolina 218 15 9119|1318 |11 | 14 818 93
North Dakota . 489 36 | 10 |106 | 75 |1 32 | 59 | 37 | 38 | 36 60
Ohio .o 80 2 .. 6| 4| 1| 616 11| 10 25
Oklahoma 200 |27 41|54 |50)21(21]28| 520 23
Oregon . 45 6 56| 56| 3 3| 5§(12| 3 1 2
Pennsylvania 59 4| 2| 4| 2| 8| 6] 8| 1| & 19
Rhode Island 3 .. 1 .. 1(..9.. 1 .. ..
South Carolina 254 |14 |18 |23 (24 |43 |44 |21 |22 18 27
South Dakota . 448 3| 945|111 |64 |1156 |27 | 7| 13 54
Tennessee 94 3 1 3| 6| 8|12(17| 4| 12 28
Texas 333 | 69(31]21(30]|39]338|38]23]{10 34
Utah 21 6| 3| 2| 2 1] .. 2] 21 .. 3
Vermont 2 A IR RO PR IO I IO R B 2
Virginia . 65 6( 6( 2| 4| 3| 4| 4| 7| 9 20
Washington 59 (13| 6| 5|12] 6| 2| 4| 2| 7 3
West Virginia . 44 1 1 .. 21 4| 2| 6| 5|14 10
‘Wisconsin 99 .. 2|11 (101011 |14} 6| 11 24
Wyoming 60 6] 4 9132 3| 3| 2] .. 1 ..
Total . 6,987 |500 |356 |647 |778 [611 (957 |662 |487 {643 |1,345

1 Heanngs, p. 418.

Federal Reserve Bulletin (February, 1931), p. 113.
26



BANK SUSPENSIONS 21

With regard to sections where suspensions have predom-
inated, it appears from Table V that four States along the
Atlantic coast, North Carolina, South Carolina, Georgia, and
Florida, have suffered most among the Kastern States,
whereas Minnesota, Iowa,” Missouri, Oklahoma, Arkansas,
Illinois, North Dakota, South Dakota, Nebraska, Kansas, and
Montana, eleven additional States in the Central Northwest,
a purely agricultural section, had considerably over half of the
suspensions during the ten-year period. On the Pacific
coast, where banking has become more highly organized than
elsewhere, and on the north Atlantic coast, where banking,
though less highly organized, is supported by greater capital

TABLE VI

BaNks SusPENDED AND REOPENED, BY YEARS, 1921-1930!

BANKS SUSPENDED BaNKS REOPENED
CrAss oF
Bank
AND YEAR [Number Capital Deposits t\{) um- Capital Deposits
er
All banks:
1921 501 | $22,802,000 | $196,460,000f 60 | $1,918,000 | $17,493,000
1922 354 | 13,743,000 110,721,000{ 65 4,003,000 | 35,565,000
1923 648 | 21,943,000 188,701,000, 37 1,516,000 | 11,674,000
1924 776 | 28,358,000 213,338,000{ 94 2,815,000 | 22,862,000
1925 612 | 24,441,000 172,900,000 62 1,994,000 | 16,618,000
1926 | 956 | 32,804,000 | 272,488,000| 149 | 5,134,000 | 60,610,000
1927 | 662 | 24,763,000 | 193,891,000{ 95 | 3,906,000 | 35,729,000
1928 | 491 | 19,715,000 | 138,642,000 39 | 1,540,000 | 15,727,000
1929 642 | 32,254,000 234,532,000 58 3,052,000 | 25,829,000
1930 | 1,345 | 111,643,000 864,715,000 147 6,802,000 | 61,599,000
Total . .| 6,987 ($332,466,000 |$2,586,388,000| 806 | $32,630,000 |$303,306,000

! Annual Reports of the Federal Reserve Board.

accumulation in the general community, the number of bank
suspensions has been, by comparison, relatively negligible.
The following table shows for 1930 the number and de-

7 As far back as 1921, banking conditions in Iowa, from the failure view-

point, were most unsatisfactory At that time the Committec on Banking and
Currency, House of Representatives, had confidential information that if the
banks in Iowa were required to liquidate and to do so within two years’ time,
95 per cent of them would have proven to have been insolvent. Seec Hear-
ings, p. 191. Of course, it is possible that similar conditions prevailed else-
where at the time but such information has been kept confidential.
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posits of the banks that suspended operations in selected
States. The largest number of failures during the year occurred
in Arkansas, Illinois, and Missouri.

BANK SUSPENSIONS IN SELECTED StATES DURING 19301

Deposits
Number (in mil-
of sus-

State pensions  dollars)
Arkansas ....... 135 47
Hhnois  ........ 126 63
Missouri ....... 104 20
North  Carolina 93 57
Indiana ........ 90 38
Towa ........... 86 31
North Dakota. .. 60 5
South Dakota... 54 11
Mississippi ..... 52 27
Nebraska ...... 44 10
Kansas ......... 43 11

TABLE VII

lions of

State

Florda .......
Texas ........
Alabama .....
Georgit ......
Kentucky ....
Tennessce ...

South Carolina .
All other States.

1 federal Reserve Board Report (1930), p 18,

Deposits
Number (n mil-
of sus-  lionsof
pensions  dollars)
39 45
34 11
34 9
31 6
29 63
28 28
27 7
236 376
1,345 865

As further illustration of the wide scope of this economic
condition, it appears that in eight States over 40 per cent of all
the banks in existence in 1920 have failed and in twelve States
between 20 and 40 per cent. In fourteen States over 10 per
cent of the banks that were in operation in 1920 have since
failed (see Table VIII). When it is considered that only three
important failures have occurred among banks in the larger
cities,® the ratio of failures in the country districts is even

higher.

No Suspensions

District of Columbia .............
0.1%-6% Suspensions

New Hampshire ........cccveveenen.

New Jersey ....covceeveininnrennnns

Vermont ...oeeceeeeereeinnieannns

Maine .....ooieiiiiiiiiiiiiiaea,

Massachusetts
New York ..........

Connecticut .....ccvvveeenereeenns

TABLE VIII

NUMBER AND PERCENTAGE oF BANK SuspPENSIONS BY StaTEs, 1921-1930

80, 1920 1

Total

45
125

108
161

Banks June Suspenstons
1921-1980 2

W
OO DN

8 Report of the Federal Reserve Board (1930), p. 18.

Per Cent

Suspensions

e 00 i
SOOI
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TABLE VIII—Continued

Total
Banks June Suspensions  Pcr Cent.
0.1%-6% Suspensions 30,1920t  1921-1930 %  Suspensions
Delaware ......coviiiiieiinnnn.n. 47 2 43
Maryland ...l 282 13 44
6.1%-10% Suspensions
California .......coovvivviinaneennn 723 38 52
Rhode Island .................... 48 3 63
()1 1o T A 1,145 80 6.9
Nevada ......ccviviviiiinnin.. 33 3 9.1
10.19-20% Suspcensions
Wisconsin ....ovvivennnnnninnnnnn 976 99 10.1
Kentueky .......ccovivviiinnninn, 584 72 124
Michigan ............cciiiianan.. 700 87 124
West Virginia .................... 340 44 129
Virginia ...ooveiiiiiiiiiiniinn., 488 65 133
Washington ...................... 394 59 148
Louisiana .......ocvvvvvnieennnnnnn 267 43 16.1
Oregon ..vvvvveeveiinnenenneenns 277 45 16.2
Ilinois .....oovvvvvninnenennnnn.. 1,610 264 164
Utah ..o, 133 21 165
Tennessee .....oeeeververenennnnn. 546 94 17.2
Alabama .............. ...l 352 66 187
Indiana ............ccceiiniinnn.. 1,057 205 194
Kansas ......coovviiiieiiiiine. 1,349 266 19.7
20.1%-30% Suxp(’nsmns
TeXas ..cvvviviinnnennnnnnnnnnnns 1,582 333- 210
Colorado ...ovvvveiiiiiiiinennn. 403 94 230
Missouri ...........ceiiiiiiane. 1,652 400 242
Mississippl veveeiiiiniiiininnn.. 354 86 243
Minnesota ............o.iie.l, 1,515 433 28.5
380.1%-40% Suspensions
Oklahoma ........................ 959 290 302
Nebraska ............ccvenen.... 1,196 383 320
Idaho ...ooooiiiiiiiiii, 222 73 329
North Carolina, ................... 623 218 334
Towa .oovvviiiiiiiii, 1,763 614 348
Arizona ... ...l 87 32 368
Wyoming .........oovvvenninn... 160 60 375
Over 40% Suspensions
Arkansas ...........oiiiiiiiiin., 487 230 472
GeOrgia vovvviee i 738 350 474
Montana ...........covviiiinnnn.. 431 214 496
New Mexico ....vvvnenevnvnnen... 123 62 50.4
North Dakota, .................... 898 489 544
South Carolina ................... 461 254 55.1
South Dakota .................... 604 448 74.1
Florida ..........coooiiiiii.... 265 229 86.4

1From Report of the Comptroller of the Currency (1920), pp. 250, 664-685.
3 From Table V.

Suspensions in the Federal Reserve System

Comparison by Federal reserve districts tells the same
story but from a different point of view. In the territory served
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hy the Fedecral Reserve Banks of Boston, New York, and
Philadelphia, bank suspensions have been relatively few—only
97 during the ten years, 1921-1930. The Cleveland district
with 142 suspensions, and the San Francisco district with 263,
also show a comparatively low casualty rate. In the four
southern districts of Richmond, Atlanta, St. Louis, and Dallas,
on the other hand, there were 2,599 suspensions during this
ten year period. The three remaining districts present a still
less favorable record; the Chicago district shows 1,093 sus-
pensions, Kansas City shows 1,156, and finally there is the
astounding number of 1,637 suspensions in the Minneapolis
district. The largest number of suspensions was reported by
the last two districts because of the excessive number of small
banks in these agricultural regions. The number of suspensions
in cach distriet during the ten year period 1921-1930 and dur-
ing 1930 arc shown in the following table:

TABLE IX

Numser oF Bank SuspensionNs, BY Feperin Reserve Districrs, DurING
1930 anp 1921-1930 1!

Federal Total Member banks Nonmember banks
reserve distriet. 1930 1921-1930 1930 1921-1930 1930 1921-1930
All Instriets ...... .. 1,345 6,987 187 1,181 1,158 5,806
Boston .............. 12 27 1 4 11 33
New York .......... 11 41 4 9 7 32
Philadelphia ........ 10 29 1 5 9 24
Cleveland ........... 41 142 9 26 32 106
Richmond ........... 152 589 22 74 130 515
Atlanta, ............. 140 751 22 107 118 644
Chicago .....cooue... 266 1,093 32 213 234 880
St. Touis ........... 358 807 43 78 315 729
Minneapolis ......... 156 1,637 16 289 140 1,348
Kansag City ........ 137 1,156 15 139 122 1,017
Dallas .............. 41 452 17 127 24 325
Sun Francisco ....... 21 263 5 100 16 163

1 Annual Report of the Federal Reserve Board (1929), p 23, and Federal Reserve Bulletin
(February, 1931), p 112

Although member banks constitute only about one-third of
the total number of banks in the United States, less than one-
seventh of the total number of banks which suspended during
the past year were member banks;? and although the de-
posits of member banks are approximately three-fifths of the
aggregate deposits of all banks in the country, the deposits of

9See Report of the Federal Rescrve Board (1930), p. 131. ‘
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the member banks that suspended during the year 1930 were
only about two-fifths of the aggregate deposits of all sus-
pended banks.!?

Between 1921 and 1930 only 9.9 per cent of the national
banks suspended. During the same period 17.1 per cent of the
State member banks and 23.6 per cent of the non-member
State banks suspended, thus indicating a weaker financial posi-
tion on the part of State banks, and particularly non-mem-
bers. After taking into consideration the fact that there are
almost three times as many State banks as national banks, the
national system as a whole has shown a stronger resistance in
the ratio of approximately 3 to 1 during the ten yecar period.
However, while the number of State bank suspensions exceeds
those of the national banks, small national banks have not
been immune to the conditions which have been causing the
failures of small country banks generally.!' The conditions
which rural banking faces in the United States are the same
for both national and State banks.

Relation of capitalization, size of town or city, and sus-
pensions

It is among the small banks that most of the suspensions
have occurred. Over 61 per cent of all the banks which sus-
pended during the ten year period, 1921-1930, had a capital
of $25,000 or less and over 60 per cent of the total number
were located in towns with a population of 1,000 or less; 90.6
per cent were located in towns with a population of 10,000
or less, and only 9.4 per cent in towns with a population ex-
ceeding 10,000 inhabitants.!?

Furthermore, of the total number of banks in the United
States at the present time, over 19,000 are situated in cities
or towns of 10,000 population or less. In other words, more
than four-fifths of all the banks in the United States arc
situated in small communities. The average capital of these
banks is less than $50,000.

Studies made by the Federal Reserve Board have regularly

10 Sce Federal Reserve Bulletin (February, 1931), pp. 64, 112,

11 See Report of the Federal Reserve Board (1929), p. 123.
12 Ibid. (1930), p. 133.
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emphasized the important part played by small banks in in-
creasing the number of failures.!* A typical study of this na-
ture was made in connection with the unfortunate failure sit-
uation in 1926. The Board pointed out that “the sections of the
country in which suspensions were most numerous were the
sections in which the number of banks was relatively large in
proportion to the population and in which the communitics
served by the banks are of relatively small size.” ** Of the
banks suspending in 1926, nearly two-thirds had a capital of
$25,000 or less, and were situated in towns of less than 1,000
inhabitants.!®

Another comprehensive investigation of bank failures,
which was made during 1925, found that “the average size of
2,112 State banks that failed in thirty States since January 1,
1919 (until August, 1925), was $342,000 in resources, while
the resources of the active State bank in these States for the
same period of time was $675,000. The average State bank that
failed was, on the whole, but half as large as the average active
bank. It may be concluded therefore that the small bank is
about twice as likely to fail as the average-sized bank.” 18

However, in 1930 some large institutions closed their doors,
one having as much as $160,000,000 in deposit liabilities and
two others of $38,000,000 and $35,000,000, respectively, with
the consequence that average deposits of suspended banks
were $640,000 in 1930, compared with $300,000 for the pre-
ceding nine years.!?

The table on page 27 gives a classification of banks sus-
pended during the ten year period, 1921-1930, according to
size of center and size of bank.

Of the 23,852 banks in the United States, June 30, 1930,
there were 4,931 banks with capital of less than $25,000; 4,865
banks of $25,000 capital; 5,868 banks with capital above $25,-
000, but not exceeding $50,000; and 1,040 banks with capital

18 Sec scctions pertaining to failure statistics of national and State banks,
Report of the Fedcral Reserve Board for the years 1921-1930. .

1+ Annual Report of the Federal Reserve Board (1926), pp. 11-12.

16 [bid., p. 10.

18 Hearings before a Subcommittee of the Committee on Banking and Cur-
rency, U. S. Senate, 69th Congress, 1st Session on S. 1782 and H. R. 2 (Febru-
ary 16, 17, 18 and 24, 1926), p. 144.

17 Report of the Fedcral Reserve Board (1930), p. 18.
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TABLE X

Banx Susrensions, 1921-1930, CrissIFiep AccorpiNg To SizE oF BANK AND
Size or CeEnNTERS IN WHIcH Locartep !

Number Per cent Banks located Number Per cent
Bunks with sus-  ofallsus- in centers with sus- of all sus-
capital of— pended  pensions population of— pended pensions
Less than
$25,000...... 2,670 383 Less than 500.... 2,720 399
$25,000...... 1,606 228 500 to 1,000.... 1,411 20.2
$25,001 to
$50,000...... 625 9.0 1,000 to 1,500.... 695 100
$50,000 to
$100,000..... 1,206 173 1,500 to 2,500.... 674 9.6
$100,000
and over.... 760 108 2,500 to 10,000. .. 831 119
Figures not
available.... 120 18 10,000 and over.. 656 84
Total... 6,987 100.0 6,987 100.0

1 Annual Report of the Federal Reserve Ioard (1930), p. 133.

above $50,000 up to, but not including, $100,000.!* In other
words there were almost 17,000 institutions subject to the
vicissitudes of the small unit bank.?

While it might appear that a Federal statute requiring a
minimum capitalization of $100,000 for national banks and a
similar provision for the various State banks would solve the
capitalization problem, the plan is open to several serious ob-
jections. First, it would require complete legislative coopera-
tion on the part of the State governments. In the past such
cooperation has not been secured. On the contrary Congress,
by the Act of May 14, 1900, had to reduce the minimum capi-
tal for national banks from $50,000 to $25,000 in order to
lower the standard towards that of the States. Second, such a
plan would cause many small national banks to take out State
charters in order to remain in business. Third, many com-
munities, where banks are now operating, would be deprived
of local banking services if there was not enough business to
justify a larger capital. And fourth, there might be the danger

18 Also see Hearings, Exhibit H, p. 1031.

19 For an interesting study to show the survival power of small banks,
sce Ralph Pickett, “Bank Failures in Iowa,” Journal of Business (January,
1929), Vol. II, No. 1, pp. 65-81. Also see “The Size of Failing Banks,” Com-

mercial and Financial Chronicle (Mar. 30, 1930), Vol. 128, p. 1435, for a sum-
mary of the results of Mr. Pickett’s study.
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of giving a single local bank a monopoly on the banking busi-
ness of an entire community.

While we are faced with a banking situation which applies
almost entirely to the rural districts, it should be borne in
mind that there are also a considerable number of small banks
in the larger cities, particularly in the outlying districts.

Excessive number of banking institutions *°

It would not be within the facts to ascribe the large num-
ber of suspensions in small cities and towns solely to a chang-
ing industrial development. To be sure, as indicated in Chap-
ter 1, this is by far the most important cause, but the excessive
number of rural banking institutions and depressed agricul-
tural conditions are significant contributing factors. While it is
obvious that these factors are closely associated, they are
treated separately for the sake of clarity.

A comparison of the number of banks per 10,000 popula-
tion by States for a ten year period is shown in Table XI.
Some degree of correlation appears to exist between this popu-
lation data and the suspension ratios shown in Table VIII. In
South Dakota there were 8.45 banks per 10,000 population in
1919 and suspensions of 74.1 per cent. North Dakota had 10.69
banks on the same population basis and reported 54.4 per cent
suspensions. Montana with 8.36 banks reported 49.6 per cent
failures. On the other hand, Kansas with 6.63 banks per 10,000
population had only 19.7 per cent suspensions and Missouri
with 4.39 banks, 24.2 suspensions during the ten year period.
Obviously when there is one bank for each 1,182 population,
there is a plethora of banking service. In 1930, Canada, with

20 'or an authoritative discussion as to causes of bank difficulties see
Hearngs, Eahibit GG, covermg suspensions during the years 1921-1927. A
sinular report for the period 1921-1929 1s now in course of preparation under
the direction of the Division of Bank Operations, Federal Reserve Board.
In the opmion of the writer the reports of the Board fail to stress the correct
difference between primary and secondary causes. For example, doubtful, slow
or past due paper, and heavy withdrawals are invariably treated as primary
causes, whereas they should be shown as sccondary and a detailed enumera-
tion of contemporary fundamental cconomie forees listed as primary causes.
Also see O. M. O. Sprague, “The Causes of Bank Failures,” American Bankers
Association Journal (April, 1927), Vol. XIX, No. 10, pp. 703-705; and Rccent
Economic ("hanges, pp. 393-396, prepared by Professor Sprague and Dr. Ran-

dolph Burgess.
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TABLE XI

29

ComprARISON OF NUMBER OF BANKS PER 10,000 POPULATION BY STATES !
June 30, 1919-March 27, 1929

Ju~k 30, 1919

Maren 27, 1929

> - J
E“:ﬁ;: Number of Banks Tn(-)r }“:ﬂg‘ Number of Banks ‘l\)':’r
(000 10,000] OOV e _|10,000
Omt- Popu-| Omt- PPopu-
ted) | Natl | State | Total [lation| ted) | Natl | State | Total | lation
Alabama . 2,385 94 261 355 | 149 2,030 107 250 337 | 111
Arnzona 350! 18 63 811 213 139 15 41 46 | 105
Arkansas 1,830 78 386 461 | 251 1,805 77 319 426 | 225
California 3,330 279 425 704} 211 4,165 208 247 3556 | 102
Colorado 1,080 127 244 371 | 31t 1,065 122 148 200 272
Connecticut 1,330 67 150 217 | 163 1,625 65 187 2521 1.55
Delaware . 225 19 26 45| 200 2145 18 42 60| 245
Dastrict of Co-
lumbia . 480 14 30 44 91 530) 12 29 41 a7
Florida 955 53 200 253 | 265 1,310 60 208 208 | 205
Georgia 2,995 95 653 748 | 253 3,130 80 316 426 | 136
daho . 510 70 138 208 | 408 520 43 95 138 | 265
Illinois 6,390 471 | 1,079 | 1,550 | 243 7,260 487 | 1,315 1,802 | 248
Indiana 2,900f 253 781 | 1,034 | 3.57 3,156 222 7811 1,003 | 3.18
owa 2,250 356 | 1,502 [ 1,856 | 8 26 2,630] 265 1,024 1,280 | 509
Kansas . 2,000 241 1,088 | 1,325 | 663 1,842 217 810 | 1,087 | 590
Kentucky . 2,460] 129 446 575 | 2 3% 2,530 139 439 578 1 228
Louisiana 1,875 32 222 2541 135 1,930 33 192 225 | 1.17
Maine . 783 62 97 159 [ 203 787 ot 80 134 | 170
Maryland . 1,435 96 155 251 175 1,625 82 15 2361 115
Massachusctts 3,940 158 300 458 | 116 4,230| 15t 525 6859 | 161
Michigan 3,200 108 595 7031 220 1,125 13% 613 747 | 169
Minnesota 2,390 305| 1,148 | 1,453 | 608 2,675 275 814 | 1,080 | 407
Mississippi . 2,010 33 293 326 | 1.62 1,793 36 302 3381 189
Mssounn . 3,620 133 | 1,413 | 1,516 | 4.39 3478 13t| 1,191} 1,325 | 381
Montana . . 134 284 118 | 836 700! 69 128 197 | 281
Nebraska . . 1,375| 189 957 1,146 | 833 1,388 156 711 867 | 625
Nevada . . 126 10 23 33| 262 79 10 25 351 443
New Hampslure 453 55 70 125 276 457 56 68 1241 271
New Jersey 3,005 203 171 3741 121 3,850 298 272 570 | 148
New Mexico . 470 44 69 113 | 2.40 395 28 30 58| 147
New York 10,713] 480 541 | 1,021 95 ,65 565 577 | 1,142 98
North Carohna 2,520 82 471 553 | 219 2,930 74 428 5021 171
North Dakota 825| 172 710 882 110 69 6,688 131 337 468 | 701
Ohio . . 5,335 369 781 | 1,15 218 6,663 325 709 | 1,034 | 158
Oklahoma 2,515 343 582 925 | 368 2,372 315 339 654 | 276
Oregon . . 025 87 178 265 | 2.86 875 92 144 236 | 2.70
Pennsylvania 8,930 834 643 | 1,447 | 165 9,65 860 9821 1,842 | 191
Rhode Island 645 17 31 48 74 685) 10 23 33 48
South Carohina 1,650 79 342 4211 255 1,840 53 211 264 | 143
South Dakota 775 126 529 655 | 8.45 696 95 307 402 | 5.78
Tennessce . 2,335 103 416 519 222 2,470 101 391 492 | 199
Texas 4,650 543 945 | 1,488 320 5,310] 623 709 | 1,332] 251
Utah 465 26 99 125 | 269 518 20 85 105 | 203
Vermont . 370 48 58 106 | 2.86 356 416 59 105 | 295
Virgmma . . 2,275| 153 295 448 | 1.97 2,520 165 322 487 | 193
‘Washington . 1,740 83 281 364 | 209 1,565) 108 237 345 | 222
West Virginia 1,450] 119 214 333 | 230 1,650 119 201 320 | 191
Wisconsin 2,650 147 798 945 | 357 2,010] 156 807 963 | 328
‘Wyoming 200 42 106 148 | 740 233 25 62 87| 373
Porto Rico 1,265 . 13 13 10 1,385 .
Alaska . 94 3 13 16| 170 91 4 4| 44
Hawain 235 3 17 20 85 310/ 2 2 .06
Philippines 9,250 10 10 o1 | 11,170 .
Total . 118,444| 7,785 | 21,338 | 29,123 | 246 | 131,320} 7,575 | 18,3%6 | 25,961 | 198

1 Compiled from Rcports of the Comptroller of the Currcncy for the years 1919 and 1929. No
later data available.
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only eleven banks and more than 4,200 branches, had only one
bank office to every 2,291 population, and England, with
twelve banks and 8,300 branches, had only one banking office
to every 4,653 inhabitants.

The largest number of banks in the United States was in
1921 with 22,782 State and 8,030 national banks.?! From 1920
to 1931 the number of State banks decreased 7,271 and the
number of national banks 1,096. The situation has been im-
proved through this reduction in the number of banks. On the
basis of banks per 10,000 population, the number has been
reduced from 2.46 in 1919 to 1.98 in 1929, a reduction of 24
per cent. There is still much liquidation to be done. North
Dakota still has 7.01 banks per 10,000 population; Kansas,
5.90; South Dakota, 5.09; Iowa, 5.09; Nebraska, 6.25. Com-
menting on this situation and the need for restricting charters
to small institutions for which there is no need, former Comp-
troller of the Currency, Henry M. Dawes, said: “The only
thing that can be done for the unsound banks which are now
in existence is for the supervising authorities, State and na-
tional, to help them to bring about liquidation in a way that
will occasion the least loss and . . . stop chartering too many
small institutions for which there is no need.” **

Agricultural conditions as a contributing factor to bank
difficulties

An important contributing factor to bank suspensions has
been the depression in agriculture. Unfavorable conditions
have brought about the foreclosure of 5,021 farms valued at
$16,310,588, by the Federal Farm Loan Banks, during only a
two year period covering 1929 and 1930, and the acquisition
during the same period of 2,179 farms valued at $15,802,677,
by the Joint Stock Land Banks.?® The ratio of foreclosures to

2t Report of the Comptroller of the Curreacy (1921).

22 flearings, p. 1759. In connection with the question of granting new char-
ters, three rules should be followed in the opmion of the writer: -first, the
probable volume of business in the community must assure the bank’s suc-
cessful operation; second, the proposed capital must be adequate for the
needs of the community; and third, the personnel of its stockholders, dirce-
tors, and officers, must be of such high character that there will be no
question about the safe operation of the institution.

23 Annual Report of the Farm Loan Board (1930).
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loans since the inauguration of these systems is over 4.0 per
cent.2* These figures exclude foreclosed farms held by State
banks, finance and insurance companies. The situation, from
the viewpoint of the latter institutions, has been summarized
as follows: “Estimated on the basis of total value of foreclosed
farms in the hands of the Farm Loan Banks, the farms fore-
closed and held by Life Insurance Companies would be valued
at about 60 million dollars. The amount of frozen assets now
held by the Farm Loan Banks, amounting to about 50 million
dollars, is thereforc only a part of the non-liquid security held
by country banks since each bank has relatively large non-
liquid loans of its own outstanding. A safe guess is that these
loans far exceed the frozen loans of the Farm Loan Banks and
Life Insurance Companies. In addition to the large numbers of
foreclosed farms in the hands of banks, there must be many
millions of dollars’ worth of paper sccured by first, second and
third mortgages, that are in no sense liquid or bankable, and
an additional large amount of notes by farmers secured only
by the hope for a good crop and good prices.?®

Effect of enforced liquidation in country banks on borrowers
and depositors

Enforced liquidation in country banks works a severe hard-
ship upon the very type of borrowers which it has been
claimed the unit system of banking is particularly designed to
protect. Suspended banks in the United States have probably
caused within the last ten years the enforced liquidation of
over $2,750,000,000 of loans, chiefly small loans. Bank sus-
pensions also injure many depositors. It is estimated that
7,264.957 depositors have contributed to the great total of
more than $1,700,000,000 of deposits in failed banks during
this period, and that no less than 114,000 stockholders have
suffered losses.”® These losses have been nothing short of
a calamity in the small cities and towns in which the sus-
pensions have occurred. Such suffering should not be per-
mitted to continue, especially since it falls on that element

24 Ibid.

25 Bernhard Ostrolenk, The Economics of Branch Banking (Harper and
Brothers, New York and London, 1930), p. 33.

26 Hearings, p. 14.
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of the population least able to bear it, if it is within
the power of the National Government to provide a
remedy.

Public confidence has been so severely shaken in many
areas that funds, which should find their way into the local
banks, are probably being withheld, or sent to strong banks in
large cities. Banking-by-mail has been carried on since 1929
between Chicago and several areas, particularly Iowa.*” While
the following statement is conjectural in nature, it is quite
explanatory in a general way of the situation which has given
risc to such a practice: “In marked contrast, to prosperity, un-
precedented during the past ten years, in the industrial world,
and in the business world aside from banking, 15% of our
banks have closed their doors and another 60% have taken
losses that, if known to the publie, would shatter confidence in
the very structure itself. I place the loss to banks and unde-
serving users of credit in some 20 States, comprising the
Mississippi Valley, and hence the agricultural section of this
country, at not less than $5,000,000,000.28

The remedy most frequently suggested as a protection to
depositors is some form of guarantee of bank deposits. Ten
to twenty years ago it was thought that all the vexations and
losses attendant upon suspensions could be solved by the
enactment of bank guaranty laws.?® Laws involving the
guaranty of deposits of State banks have been in operation
in Kansas, Mississippi, Nebraska, North Dakota, Oklahoma,
South Dakota, Texas and Washington, but all have been re-
pealed.?* Things went along smoothly enough so long as only
one bank failed here and there but when they began to fail
by the dozen it presented quite another problem. The most
thorough study of the guaranty of bank deposits theory con-
cluded with the statement that “the whole movement reveals
a striking example of the tendency of the American people
to over-emphasize the influence which legislation can have

27 Kditorial, United States Investor (January 19, 1929), Vol. XX, p.

288, L. Cnntlcy “Organized Cooperation the Busis of Sound Bankmg ”
Commercwal and Financial Chronicle (October 19, 1929), Vol. 129, No. 3356,

p. 106

29 Thomas B. Robb, The Guaranty of Bank Deposits (Houghton Miflin
Company, Cambridge, Mass 1921), p. 201.

30 IIearmgs, p. 15.
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upon economic conditions.” 3! Any system of guaranty or in-
surance of bank deposits is unsound in the opinion of the
Comptroller of the Currency, who said: “Any attempt to
maintain the present country bank system by force of legisla-
tion in the nature of guaranty of deposits or the like, would be
economically unsound and would not accomplish the purpose
intended.” 32 It would appear, therefore, that a deposit guar-
anty system, either from a State or national point of view,
offers no remedy. While such a system might theorctically give
the depositor 100 per cent protection in case of suspensions,
it is not a remedy for the suspension itself.

Attention is directed particularly to the fact that suspen-
sions of country banks are not embraced in a period of time
which has been closed and upon which we may look in retro-
spection. The error should not be made of referring to the
6,987 bank suspensions as though they arose out of some past
condition,

The data, which have been submitted above, clearly prove
that the criticism of the small bank, from the standpoint of
suspensions and failures, is justified.

31 Thomas B. Robb, ibid.
32 Report of the Comptioller of the Currency (1929), p 4.



CHAPTER II1I

THE EARNING POWER OF SMALL
BANKING INSTITUTIONS*

As an important element in the problem at hand, there are
some rather significant figures as to the earning power of small
banking institutions. A very large percentage of this group
is conducting business either at a loss or with steady impair-
ment of earnings. An analysis of available data relative to the
net earnings of banks, classified according to loans and invest-
ments or capital funds, that is, capital, surplus and undivided
profits, indicates this fact. The inability of many banks in
small cities and towns to earn a fair profit upon invested capi-
tal is quite naturally reflected in the large number of failures
which have occurred during the past ten years.

Position taken by the Comptroller of the Currency

In the opinion of the Comptroller of the Currency, “It is
cause for immediate concern that the operating conditions
faced by country banks show no prospect of improvement
under the present system. There are many country banks now
operated at a loss and many others operating upon earnings
insufficient to justify their capital investment.” 2 According to
Mr. Pole:

A study of bank earnings covering the last two or three years,
which have been years of general business prosperity, shows that
a large percentage of banks outside of the principal cities—consti-
tuting three-fourths of our banks and serving the majority of our
population—are operating with insufficient earnings. There is not

18ince the data in this chapter omit certain areas, it is not complete.
However, while statistics are not obtainable for these districts, available data
are quite representative. It is believed that the loss in significant data is so
slight that the value of the conclusions relative to the carning power of the
small and large bank is not seriously impaired.

2 Report of the Comptroller of the Cuirency (1929), p. 3.

34
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available to me the earning statements of State banks but taking
the national banks as an illustration and 1927 as a typical year,
later earning figures not being available, 966 national banks
operated at a loss, and an additional two thousand earned less
than five per cent. In other words about thirty-cight per cent of all
national banks earned for the year 1927 less than the yield of a
high grade security. It is well known that the general run of country
national banks is certainly not below that of the State banks
similarly situated.

Current statisties for State banks are incomplete for the whole
country, but figures arc available for the ealendar year 1926 which
show that about two thousand State banks operated at a loss. The
average carnings of all banks, national and State, in one of our
great agricultural States for the years 1924 to 1928, inclusive, were
less than 1%% on invested capital. In four other great Middle
Western States, comprising both agricultural and industrial ac-
tivities, 2,063 banks, national and State, carned in 1927 less than
6% on invested capital.®

In his testimony before the Banking and Currency Com-
mittee in 1930,* the Comptroller also said that he felt quite
certain that similar figures for later years would upon analysis
disclose an equally unfavorable situation.”

Relation of net additions to profits and capital and surplus
for national banks °

An examination of national banks as a group by States,
for the period June 30. 1921, to June 30, 1930, tends to sub-
stantiate the Comptroller’s analysis. National banks in Mon-
tana, Georgia, South Carolina, Minnesota, New Mexico,
Utah, Kansas, South Dakota, Nebraska and Oklahoma, re-
ported either poor average earnings or actual losses during the
ten year period while the per cent additions to profits on
capital and surplus for the year 1930 was 2.63 per cent for all
national banks in Towa; 11.42 per cent (deficit) for Florida;
4.28 per cent in Arizona, a State which reported consolidated
national bank losses for six consecutive years prior to 1928;

8]. W Pole, “The Necd of a New Banking Policy,” Commercial and
Financial Chronicle (October 19, 1929), Vol. 129, No. 3356 p. 65.

¢ Hearings, p. 12.

5 The Comptroller’s Office has not yet made available such data.

8 The trend of this ratio over a ten year ponod is considered sufficiently
representative of the earning power of national banks.
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4.35 for Missouri; 4.10 for Idaho; 4.43 for West Virginia;
4.77 for Gicorgia; 4.52 for Colorado; and 4.69 for South Caro-
lina. In all of these States, this unfortunate record pertains
to country banks exclusively, the banks in the larger cities
being reported separately (see Table XII). Due to good busi-
ness conditions, the year 1929 was a more profitable year for
banks in a larger numher of the sections of the country than
any of the previous years covered by the table. Therefore,
data for this year exclusively should not be considered repre-
sentative of conditions faced by national banks during the
past decade.

It will be observed that the same States, which were out-
standing in connection with suspensions (see Table VIII),
indicated further weaknesses as brought out by earning state-
ments. The data in Table XIT are misleading since they in-
clude national banks and do not incorporate the much larger
but financially weaker State systems. Figures for earnings for
State banks, on a comparable basis, were not available to the
writer. However, it is to be presumed that comparable State
bank data, when made available, will probably indicate a
much weaker position than has been reported for national
banks. This statement is warranted by the fact that for
the period 1921-1930 only 9.9 per cent of the national banks
suspended, whereas 17.1 per cent of the State member
and 23.6 per cent of the non-member State institutions sus-
pended.”

Another study of national bank earning power developed
the fact that national banks experienced decreased earning
power of over 10 per cent between 1916 and 1926.8 Group
profit ratios for 1916 showed 15.4 per cent in comparison with
5.27 per cent in 1926.°

In connection with this matter of bank earnings, someone
has prepared statistics to show that General Motors, for ex-
ample, in a recent yecar, with an investment equal to one-
fourth of the investment of the national banks of the country,
had earnings equal to the earnings of all the national banks

7 Also sce Hearings, p. 80.
8 W. L. Crum, Corporate Earning Power (Stanford University Press, 1929),

p. 109,
9 Jbid., pp. 112-113.
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TABLE XII

Per Cent Ner Apprrions To ProrFirs-To CapiTAL AND SUrRPLUS!
Averages of national banks in selected States and cities,
June 30, 1921-June 30, 1930

(Minus signs denote dceheit)

STATES 3 AND . - o a9 g -
Crries 1921 | 1922 | 1923 | 1924 | 1925 | 1926 | 1927 | 1928 | 192! 1930
West Virginaa | 1352 | 1028] 1205( 1120 1006| 7563] 736 718 151 143
South Carolina | 655| 305 321 700| —209( 217 1720 7.5t 736( 169
Charleston 1082 876 @ (2) ®) ) ) ) ) (';
Georgia . 5331 296 411 398 3351 173 163 163 656 477
Atlanta . .| 985| 821| 1049 676 16 1039 1105] 86t W7 @)
Savannah . 2 6 3% () 2) (2) Q] (2) Q)] (*) 2
Flonda . .| 1393 | 860| 1194 1336| 2036] 2522] 662 3d63] —220(—-1142
Jacksonwville 1741 974 1396] 17.75| 252%| 2269 1181| 1024 367 059
Minnesota . | 1060 | 582| 390 374] 263 546 3
Minneapols . | 11.53 511| —-123 280 774 8] 80
St Paul .| 982} 1234 98 595 791 1557
Towa .| 998 | 314 392 —53] —173| —66
Des Motnes 1108 | 1041 631 — 64 595 1 56
Dubuque 12 40 872 1220 640 560 8 80
Sioux City 418| 781| 327 63|—-1126] 207
Maissour: 10 29 455 5 82 333 501 6 10 ] b
Kansas City 1165 | 448 —128] —82 352 996 907 1025] 1394 1156
St Joseph . [1195( 353| 839| —383| 64| 716 3| S2¢ 897 =127
St Lows . (1097 | 726 730] 722 987 890| 6.73] 1095| 1739 1158
North Dakota 813 74| 127 —695] —220| 119 229] 277 4R88] 788
South Dakota 490 (3) 170 —243[ —116 R3] 189 504 652 11.92
Nebraska . . | 920 302 612 15 150 82 216] 5.43 5.15( 7 3t
Lincoln . .| 844 462| 50t| 9.03| 753 653 671] 864 7.90| 12.10
Omaha . 796 | 4.26| 156| —626] 493| 8o0t| 174 1107| 1352 .19
Kansas . .| 725| 591| 270 187 293] 3.69] 3.03] 488 829 653
Topeka . . |1228| 1092| 830] 969| 285/ 88| 1019 1258 082 912
Wichita . . [1124| 333| 305\ 310 887| 650 813( 427 1311} 12.59
Montana . .| 363|—095| —267| —=799] —tt| 523 615| 819 84l 930
Helena . .| 645| 994| —477| 852 238 520 1097 @) ® (2)
Wyoming . . |1038| 481| 299 35| =592 570 8es| 883| 13531 1097
Colorado . .| 687 | 251 1.19 91| 268 179 464 422 466| 452
Denver . .| 581| 800 930| 1606| 889 903| 1074| 1319| 1285 10.94
Pucblo . . |1924| 175| 1483| 474 1285 726| 63t [O) ) (3)
New Merico 452| 205\ —-655| —411| =322 172 577 85 872 1081
Oklahoma 446 | —145| —122| —196| 217 315| 395 855 1221 1366
Muskogee 1323 | 574 718| 273 908| 851| 1572 1598] 1430 (3)
Oklahoma City| 421 | 503| 825 435 1110 7535 769 1647| 2096 1866
Tulsa 11269 | 384 194| —8.4 78| 1121| 1480| 1318| 1337| 1556
Idaho . . .| 335|—435|—-371| —143| —4 43| 120| 167 802 425 410
Utah . . .| 616 746| 377 269| 372 675 419| 538 581 8306
Ogden (@) 753 —249] 373] 836(—1111| 478 ®) ) ®
Salt Lake City | 377 | —0.11 106|—14 18 7 41| 1032 8 90 824 968 1168
Arizona . .| () |-701| —642| —135| —631|—-1076[—1302| 245 103 428

1 Compuled from statistics given in an exhaustive study by 11 N Stronck Co, of the Trends
of Earning Ratios of National Banks by States (II N Stronck Company, Bank Consultants, Chicago,
Ilhnois, 1931), p 1. Ratio calculations based on dollar figures compiled by the Bureau of the
Comptroller of the Currency.

2 Not available

3 Names of States are italicized.

combined.!® This statement proves nothing and is of interest
only insofar as it compares the relative earning power of bank-
ing and industrial corporations.

10 Letter from Mr. C. B. Hazlewood, former President of the American
Bankers Association, and Vice-President, First National Bank of Chicago,
March 21, 1930, contained this statement. The following comment was also
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Federal reserve bank surveys

The Chicago, New York, Philadelphia, Boston, and San
Francisco Federal reserve banks have made studies from time
to time of the earnings and expenses of member banks in their
respective districts classified according to size of bank.!! A
survey of the rclationship of earnings to invested capital in
three Ilastern districts, one in the Middle West and one on
the Pacific coast, offers not only a contrast with statistics
given above, but gives additional representative data for a
wider geographical area. The Kansas City and Richmond dis-
tricts would have been the most representative Southern dis-
tricts but no comparable study has ever been made in the
former,'* and no data compiled for any year since 1926 in the
latter.'?

Analysis of earnings and expenses in Chicago Federal
reserve district !*

An cxhaustive analysis of member banks earnings and ex-
penses, covering the ealendar year 1928, was made in the Chi-
cago Federal reserve district on the basis of size of bank. The
study will be summarized at this point since it further demon-
strates the inferior carning power of small banks.

meorporated m Mr. Hazlewood’s Ietter and indicates carnings of less than 5
wr cent on uct mmvested capital for actual commercial operations mn the
anks surveyed: “The statement that commereial operations mm a large
number of baohs show eammes on net mvested capital of less than 5 per
cent, 18 substantiated by statisties from different States and sections. In one
middle westan State over 1,219 banks had an average ratio of net profits to
mvested eapital of 422 per cent If a deduction had been made of any
earnmgs these banks may have had from sources other than their commereial
operations, the net profits would have been even less. In a survey of banks
in an eastern State, it was found the commercal departments actually lost
money Snndy-cight per ¢ent of the checkig acecounts were carried at a loss,
and 10 per cent Luled to show any profit. Only 22 per cent were profitable,
and the profits were not suflicient to off-set the losses.”

11 No other distriets have made comparable studies. Usually the member
banks are groupcd accordmg to the amount of timme deposits. The latest
avarluble data has been utilized in the following sections.

12 Letter from A. M. McAdams, Assistant Federal Reserve Agent, Federal
Resernve Bank of Kansas City, June 2, 1930. :

13 Letter fiom I' K. Bioyles, Manager, Statistical Department, Federal
Reserve Bank of Richmond, June 12, 1930. The 1926 data indicated net prof-
its, after losses, on loans and nvestments under $250,000 of 3 per cent in con-
trast with 7.3 per cent on loans and investments over $1,000,000.

14 This is a biennial compilation, therefore no data is forthcoming for
1929. The analysis of 1930 data is not yet available.



EARNING POWER OF SMALL BANKS 39

Net additions to profits for all member banks with earning
assets of less than $250,000 averaged 1.37 per cent in contrast
with over 17.00 per cent for institutions with carning assets
of $500,000 or more.’® Excluding banks in Chieago, institu-
tions with loans and investments of less than $250.000 carned
approximately 6 per cent on capital funds, in contrast with
average earnings of 12 per cent for banks with loans over
$1.500,000, for the years 1926 and 1928, before losses were
deducted. After deductions for losses, the smaller group re-
ported average net profits to capital funds of .5 per eent in
contrast with over 9 per cent for the larger group (sce Table
XIII). The earning power of small non-member institutions
would probably have compared even less favorably.

TABLE XIII

Ratio oF EarNiNgs To Caritan Funps oF Memser Binks ror CHIcAGO
District (ExcLupiNnGg Banks 18 ('nrcaco) ror 1926 axp 1928 1

Net earnings Net profits
(before losses) (after losses)
1926 1928 1926 1928
Loans and investments Per eent Per eent Per eent Per cent
Less than $250,000 .................. 59 6.4 0.7 03
$250,000 to $500000 ................. 81 9.1 19 24
$500,000 to $750,000 ................. 96 100 39 48
$750,000 to $1,000,000 ................ 99 103 54 55
$1,000,000 to $1,500000 .............. 102 104 68 5.1
$1.500,000 to $2,000,000 .............. 114 122 78 68
$2,000,000 to $3.000,000 .............. 130 126 8.1 89
$3,000,000 to $4,000,000 .............. 119 121 82 81
$4,000,000 to $5,000000 .............. 118 12.7 91 97
$5.000,000 to $6,000,000 .............. 136 111 87 67
$6,000.000 to $10,000.000 ............. 124 125 97 82
$10,000,000 to $15,000,000 ............ 132 120 101 82
Over $15000,000 .................... 12.1 100 9.8 77
Total .....covviivvninnenn. 116 109 82 72

1 Hearings, p. 617.

Larger banks outside the Chicago area indicated a tendency
toward proportionately smaller expenditures for salaries and
wages than smaller institutions. For banks with earning asscts
of less than $250,000, the percentage of gross carnings paid
out for salaries and wages in 1928 was 28.87, while the per-

15 Compiled from Analysis of Member Bank FEarnings and Ezpenses tn

1928, Division of Research and Statistics, Federal Reserve Bank of Chicago,
October, 1928, p. 3.
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centages for the group with earning assets of $500,000 or more
were 19 and 19.26 respectively. Salaries and wages showed a
progressive decline for banks up to one million dollars in earn-
ing assets and remained practically on the same level until
reaching the $6,000,000 size, after which another drop was
noticeable, especially for the group with earning assets over
$15,000,000.1®

The groups comprising the smaller banks wrote off heavier
losses than the larger institutions. Losses as expressed in rela-
tion to average earning assets showed a uniform downward
trend with the increase in size of bank, and additions to profits
moved upward, although after the group of banks of $3,000,-
000 size was reached both of these trends were irregular. A
steady gain in the ratio of earning assets to invested capital
was noted in the larger groups.!?

Statisties tabulated according to the population of the
centers in which the institutions were located revealed identi-
cal conclusions with those based on loans and investments.!®

Relation of earnings and expenses to loans and investments
of member banks in the New York Federal reserve
district

Statistics relative to member banks in the New York and
Boston Federal reserve districts substantiate above statements
relative to the earning status of small banks. Net earnings,
before losses, for the past seven years on loans and invest-
ments under $500,000, averaged 11.0 per cent on invested
capital, in comparison with an average of 14.5 per cent on
loans and investments above this figure (see Table XIV). It
will also be noted that net earnings outside New York City,
on loans and investments over $10,000,000, averaged almost
1 per cent higher than in New York City. This fact tends to
offset the general opinion that New York City banks are the
biggest money makers in this Federal reserve district.

Small institutions disposed of a larger percentage-of gross
earnings for salaries and wages. For the group with loans and

16 Jbid.

17 Ibid.
18 Ibud., pp- 5-8.
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TABLE XIV

Rario oF KarNINGS To CapritAL Funps oF MemBer Banks IN New York
Fepkrarn REeserve Districr !

1923 1924 1925 1926 1927 1928 1929

Per Per Per Per Per Per Per
Loans and mvestments cent  cent  cent  cent  cent cent  cent
Under $500,000 ....... 105 103 116 11.2 112 10.6 118
$500,000 to $1,000,000. 122 119 112 136 139 128 122
$1,000,000 to $2,000,000. 14.7 13.7 14.7 148 145 138 128
$2,000,000 to $5,000,000. 157 138 156 143 13.5 13.7 139
$5,000,000 to $10,000,000 152 16.0 150 142 14.1 140 15.56
Over $10,000,000

Outside New York

[©) 1722 134 114 144 144 132 144 159
In New York City.. 13.3 13.5 134 138 12.5 133 14.7
Total .......... 136 134 13.7 138 133 132 138

1 Compiled from data A Comparison of the Opcraling Ralios v Representative Member
Banks in the Second Federal Reserve Diostriet tor the calendar yems 1923, 1924, 1925, 1926,
1927, 1928, and 1929  These studies covel about 10 selected member banhs 1 each group.
Data tor 1930 not yet available.

investments under $500,000 the ratio was 21.2 for 1929 and an
average of 22.4 for the period 1923-1928, in comparison with
17.4 for 1929 and an average of 17.6 for the period 1923-1928
for the group with loans and investments of $500,000 or more.
Losses decreased and additions to profits moved up with the
increase in size of bank.!?

An analysis of operating profits and costs of member banks,
according to size, in the Philadelphia Federal reserve district
reveals similar conclusions.?* The only comparable statistics
for the Boston district apply to earnings for the years 1925,
1926 and 1927, and indicate net profits of 6.4 per cent for
banks with loans and investments under $500,000, in contrast
with 8.4 per cent for groups with loans in excess of this
figure.

It should be noted that small Eastern member banks are in
a much stronger earning position than small institutions in

19 Operating Ratios in Second Federal Reserve Dustrict, loc. cit., pp. 2-3.

20 See Analysis of 1929 Opcrating Costs and Profits of Member Banks,
Philadelphia Federal Reserve Bank (May 12, 1930), pp. 1-8. Study of 1930
costs and profits not yet completed.

21 Annual Survey of Member Bank Income and Expenses in the First
Federal Reserve District for 1925, 1926, and 1927. The classification of banks
according to size was abandoned entircly after 1927 since this classification
appeared to have little or no significance as far as this Federal reserve dis-
trict was concerned, according to letter from H. R. Bowser, Manager, Finan-
cial Statistics Division, Federal Reserve Bank of Boston, May 31, 1930.
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the Middle West, since the latter only show about 75 per cent
as much income, after losses, as the former.

Earnings and expenses of member banks in the San Fran-
cisco Federal reserve district

Institutions with earning assets of $1,000,000 and under,
had profits on invested capital of 4.67 per cent in comparison
with an average of 8.05 per cent for the group with earning
assets in excess of this figure. The $5,000,000 group had the
largest carning power, showing 8.95 per cent (see Table XV).
The situation in this district as regards the relative trend of
salarics and wages, losses, and net additions to profits was pre-
ciscly the same as that experienced in the other Federal
reserve districts.*?

TABLE XV

Ratio oF Prorits To INVESTED CiriTAL IN SAN Francisco FrperaL RESERVE
DisrtricT FOorR 19271

Average Amount of Profits to Invested
Earning assets Capital per $1003
$1,000,000 and under2? ...l 467
$1,000,000 to $1,999999 ... i 581
$2,000,000 to $2,999,999 .. ..o 6.40
$3,000,000 to $3,999,999 ... .. e 697
$4,000,000 to $HYY9,999 ...t 8.11
$5,000,000 20 OVEL . uenvrneeeniieiieiiiiniiie e 8.95

1 Compiled trom data i Monthly Revicw of Business (‘onditions, Federal Reserve Bank of
San Francisco (December 20, 1928), p. 96, Latest available data i this district.

3 Lower classihcations omutted

2 Invested capital ancludes capital stock, surplus and reserves for contingencies.

Ratio of net profits to invested capital of Illinois banks 23

In the State of Illinois, except Cook County, for the year
1929, those institutions with loans and investments under
$250,000 earned net profits on invested capital, before losses,
of 6.50 per cent in contrast with an average of 12.27 per cent

22 Monthly Revicw of Business Conditions, Federal Reserve Bank of San
Francisco (December 20, 1928), p. 96.

28 The latest data have been utihized relative to the earning status of
banks 1 Ilhnois, Jowa, Michigan, Indiana and Wisconsin. While sections
dealing with these States are open to the criticism or comment that they are
not representative of the situation in the Umted States as a whole, they
cover all avalable and comparable data. This group of States, compnsing
the Chicago Federal reserve district appears suitable since they incorporate
a representative grouping of agricultural and industrial interests. The group
lcllas been treated as a whole mn the analysis of the Chicago Federal reserve

1strict.
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for the group with loans and investments over $1,250,000 as
indicated by the following table:

TABLE XVI
ALL BaNks IN StatiE oF ILLinois OutsipE Cook CoUNTY FOR THE YEAR 19291
Net profits

Invested Capital Before Losses
Under $250,000 .....ovveiinrenreeceearerasaeasennnnseanencann 6.50
$250,000 £0 $500,000 - - - eennne e 867
$500,000 to $750,000 ......iiiiiiiiiiiiieietiiei et 928
$750,000 t0 $1,250,000 .. 'nrrennrenee e 1026
$1,250,000 to $5,000,000 ........ ...ttt e 1124
$5,000,000 to $10,000,000 ........ciiiiiiiiiii ittt iiaeaan 13.05
Over $10,000,000 .............. PR 12.52

1 Compiled from Analysis of Bank Operations wn Illinois for the year ending December
31, 1929, p. 14. Prepared by the Illinois Bankers Association.

In an analysis of earnings, dividends, and expenses of all
banks (State and national) in Illinois for the year 1929, the
net losses were 10.09 per cent of gross earnings on earning
assets under $250,000 in comparison with an average of 5.76
on earning assets over $1,250,000 (see Table XVI1I). Statistics
for Illinois banks therefore indicate the smaller institutions
have an earning power of only about 50 per cent of the larger
banks and a much higher ratio of losses on loans and invest-
ments than the larger banks.

TABLE XVII
Losses oF ALL BaNks IN ILLinois During 19291

Ratio of Losscs on

Number Loans and Investments
Class of Banks Earning Assets to Gross Earnings
1 552 Under $ 250,000 ............ 10.09%
2 443 $ 250,000 to 500,000 ............ 12.50
3 204 500,000 to 750,000 ............ 11.14
4 210 750,000 to 1,250,000 ............ 11.48
5 282 1,250,000 to 5,000,000 ............ 7.00
6 52 5,000,000 to 10,000,000 ............ 5.73
7 34 Over 10,000,000 ............ 456

1 Compiled from Analysis of Bank Operations wn Ilinows for the year ending December 31,
1929, p. 4. See C. B. Hazlewood, The Bank and Its Directors (The Ronald Piess, New York,
1929), pp. 130-137, for interesting calculations from 1928 data collected by Illinois Bankers
Association.

Relation of net earnings and net profits and loans and in-
vestments of Iowa banks

The status of all banks in Iowa for the years 1924 to 1929.
inclusive, is given in the table below, which reveals the un-
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usually poor condition of the banks in this State for the six
year period. In all respects, it substantiates the data for Iowa
given in Tables V and XII. Average net earnings to invested
capital, before losses, was 9.0 per cent, with net profits, after
losses, running less than 2 per cent for the six year period.
However, banks with loans and investments over $1,000,000
averaged over 4.5 per cent after losses, whereas the smaller
institutions operated at a loss.

Data for Iowa for 1928 and 1929 show an improved condi-
tion over previous years. Failures decreased about 50 per
cent in comparison with 1927 and preceding years (sce Table
V). Net profits to loans and investments for 1929 were 4.2 per
cent in contrast with 2.3 per cent for 1928 and a deficit of
almost 1.00 per cent for the preceding four years.

TABLE XVIII

ArL Bangs IN StaTE oF Iowa!

(1924-1929)
Ner EarnNINGs NET Prorirs (ArreEr LossEs)
LoANS AND

INVESTMENTS 1924 | 1925 | 1926 | 1927 | 1928 | 1929 | 1921 | 1925 | 1926 | 1927 | 1928 | 1929

Per | Per | Per | Per | Per | Per | Per | Per | Per | Per | Per | Per

cent | cent | cent | cent | cent | cent | cent | cent | cent | cent | cent | cent
Under $75,000 09 03| o2] 09| 27| 35| —66{ =96 —7.6] —9.5{ —6.6| —0.6
$75,000-$100,000 30 25 31) 48] 41| 47| —-56] —88| — .1 =5.2{ —1.0] -0.1
100,000~ 150,000 25 34) 40| 45| 54| 62| —73] —6.3] —51| —59| —1.8| —1.2
150,000~ 250,000 50 45| 60| 60| 70] 81| —22{—17] =22| —-41f 0.1] 19
250,000- 500,000 68 e8] 77| 78] 92112 - 9 —-10] = 9 —16 1.1 37
500,000~ 750,000 . | 72 78| 871 96|102]|135|—-12 - .4 =23/ 16] 34| 60
750,000~1,000,000 7.6 851011104102 (128 | —~1D 8l 270 107 39| 50
1,000,000-1,750,000 89 861 91 91 |110}127 41 51 43| 14] 32| 44
Over $1,750,000 92 1107|109 97112131 33 63 62| 44| 35 47
Total . 75 80| 87| 85| 97 (119 5/ 1.0 1.6 8 23] 42

1 Re ports of the Commuttces of the Towa Bankers Assocution (June 16, 17, 18, 1930), pp. 30-31.

Net earnings to invested capital in Michigan institutions

Michigan institutions with loans and investments under
$250,000 earncd on invested capital during 1928 about 6.75
per cent, before losses, in contrast with over 12.73 per cent
for the group with loans and investments exceeding $1,000,-
000, as indicated by the following table:
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TABLE XIX
ALL BANKS IN STATE OF MICHIGAN FOR 19281

LoaNs AND INVESTMENTS Il\i“\‘rl;cg';.[:)N(';Y:?x:yL
Per Cent

Under $150,000 . . . . . . . . . . . . . . 5.18
$150,000 to $250,000 e e e e e e e e 8.96
$500,000 to $750,000 e e e e e e e 12.58
$750,000 to $1,000,000 . . . . . . . . . . . . 13.27
$1,500,000 to $2,000,000 . . . . . . . . . . . 13.89
$2,000,000 to $3,000,000 e e e e e e e 13.53
$3,000,000 to $5,000,000 e e e e e e 10.78
$5,000,000 to $15,000,000 . . . . . . . . . . . 12.19

Total . . . . . . . . . . . . . L L. 11.30

1 Hearings, p. 1612. Latest available data.

Ratio of net profits to loans and investments of Indiana
banks

Banks in Indiana for the year 1927 with loans and invest-
ments under $250,000 earned, after losses, 2.3 per cent on
invested capital in contrast with a 7.8 per cent return on loans
and investments of over $1,000,000, thus indicating the low
earning power of small institutions in this State (see Table
XX).

TABLE XX
ALL BANks IN StaTE oF INDIANA FOR 19271
Net profits
Net earnings (after losses)
Loans and mmvestments Per cent Per cent

Under $75,000 ......ccvviiniuiinneeneinnneennnn 42 28
$75,000 to $100,000 .........ciiiiiiiiiiiiiiiaan, 48 —19
$100,000 t0 $150,000 ....uurriniiniiiiiinnnnns 66 34
$150,000 to $250,000 ........iiiiiiiiiiieiiieannn 79 50
$250,000 t0 $500,000 .. oneeennnieeaas 90 6.0
$500,000 £0 $750,000 - nennnnsinee s 92 55
$750,000 to $1,000,000 ..........ihiiiiiiiiiinnn, 9.3 6.1
$1,000,000 10 $2,000,000 ... eennneernnneaannnnn. 106 74
$2,000,000 to $5,000,000 ... oeonuneeninnennnnn 110 83
Over $5,000,000 .......ccovvveeieniennennncnennns 10.1 7.7
Total ...c.vvvvvnnnn Creeecerrensenes 98 6.9

1 Hearings, p. 617. Latest available data for all banks.
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Relation of net earnings and loans and investments of Wis-
consin institutions

Banks in Wisconsin for the year 1927 reported earnings,
after losses, on loans and investments under $250,000 of only
3.1 per cent in contrast with over 10.6 per cent on loans and
investments over $1,000,000, thereby showing the inferior
earning power of small banks in this State. In both Wisconsin
and Indiana 1928 data reveal an improved condition for na-
tional banks over preceding years.

TABLE XXI
ALl BaNKS IN StaTE oF WISCONSIN For 19271
Net profits
Net earnings (after losses)
Toans and investments Per cent Per cent
Under $150,000 ..ovvveinnerineeieinneenennneens 59 18
$150,000 to $250,000 ...........ciiiiiiiiiiaann. 95 43
$250,000 to $350,000 .......iiiiiiiiiiiiinntn 115 86
$350,000 to $500,000 ......c.iiiiiiiiiiiiinaeenns 118 79
$500,000 to $750,000 .......iiiiiiiiiiiieaiiaaia 13.1 85
$750,000 to $1,000,000 ........iiiiiiiiiinniiaanns 121 73
$1,000,000 to $1,500,000 ......cciiiiiiiiiiiniianan 142 10.8
$1,500,000 to $2,000,000 ....... ...l 155 115
$2,000,000 to $5,000,000 .......coiiiiiiiiiiiian, 140 10.1
Over $5,000,000 ......cccvvirieerennneeenaneennns 120 99
Total ...ovviiiiiieneieiieieennnns 127 94

Y flearings, p G617 Latest availible data for all banks

It has been said that, “Many of the strong and well
managed country banks have found it necessary to discontinue
making loans and to build up and carry large cash reserves
for long periods of time. Due to the fear of lack of confidence
and in their efforts to be prepared to withstand sudden with-
drawals, some of these banks have restricted their operations
to such an extent that they are of little benefit to the com-
munity in which they are located, and in some communities
have practically ceased to function. Such banks are necessarily
experiencing difficulty in earning a sufficient amount to cover
operating expenses.” 24 :

Destructive competitive methods are one of the most dan-
gerous obstacles confronting the banking profession and are a

2¢ Hearings, p. 11. This statement was made by the Comptroller of the
Currency, John W. Pole.
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significant cause of decreased earnings. Banks are subject to
several kinds of competition. In the first place, there may be
competition in service. This problem is closely associated with
the service charge difficulty.®® In the second place, banks may
compete for the product which they deal in, namely, deposits,
through offering excessive rates of interest on commercial and
time deposits. In the third place, banks may compete for loans
by variations in the loan rate or by acceptance of undue risks.
Over-aggressive solicitation of prospects, unfairness in the use
of credit checking, the use of solicitors on a commission basis,
and impossible promises made to prospects are some of the
evils with which banks have to contend and have brought
about decreased profits or failures. Possibly, in rural arcas, the
greatest evil is the practice on the part of some banks of pay-
ing excessive rates of interest on commercial accounts.
While operating costs have mounted, interest rates re-
ceived by small banks throughout the country have remained
unchanged,*® thereby reducing income.*” Income has also been
reduced for other reasons. Money used to be made out of
placing mortgages, but the Federal Government has taken
over the most profitable farm loan business. In addition to
crediting checks as cash, the country banks have carried small
accounts that did not pay their way, have drawn wills, and
performed many other services without charge, which have
served to decrease income. The remedy most frequently sug-
gested to increase income is some form of service charge.

26 The problem of chain store accounts is closely associated with the serv-
ice charge difficulty. ¥or a discussion of this problem see the following:
H. Y. Lemon, “Chain Stores and Banks Get Together,” American Bankers
Assocwation Journal (January, 1930), Vol. XXII, No. 7, p. 665; R. W. Lyons,
“The Chain Store Side,” i1bid. (September, 1929), Vol. XXII, No. 3, p. 229;
C. F. Zimmerman, “The Country Bank and the Chain Store Account,” tbud.
(November, 1929), Vol. XXII, No. 5, p. 457. The latter article reports the
results of a survey in twenty-two Pennsylvania communities and indicates
out of 70 accounts, 36 per cent were found to be very satisfactory; 17 per
cent fairly satisfactory; 26 per cent unsatisfactory; and 21 per cent very un-
satisfactory. A committce of the American Bankers Association made a na-
tionwide survey of chain store accounts. It reported an average balance of
$800, a minimum figure permitting banks to break even in handling chain
store accounts. The survey is described in Mr. Lemon’s article.

26 Hearings, p. 18.

27 See Bryce Edwards, “High Cost of Country Banking,” American
Bankers Association Journal (September, 1929), Vol. XXII, No. 3, p. 207,
for a very simple method of analyzing costs in small institutions.
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The problem of service charges

Particularly with reference to banks in small cities and
towns, service charges should be installed. According to a
survey prepared by the Clearing House Section of the Amer-
ican Bankers Association, free services have been costing the
banks $300,000,000 annually.?® The annual loss of the country
banks alone in the twenty States of the Mississippi Valley
Conference from the failure of these banks to properly charge
for the use of money and credit and services has been between
$14,000,000 and $15,000,000.2° A nationwide survey indicated
that if all the banks in the United States would adopt float
charges more than $50,000,000 (or 5 per cent on a $1,000,000,-
000 capital investment in banks) would be added to earnings
annually.??

An effort has been made to develop interest in the per item
charge, which seeks to remove the inequalities which fre-
quently result from flat charges by applying the charge directly
to the items handled. A country-wide survey made by the
Commission on Banking Practices and Clearinghouse Funec-
tions, American Bankers Association, during the fall of 1929,
indicated that only 36.8 per cent of the banks replying (1,000
in number) were making per item charges of one sort or an-
other.?* The table on page 49 indicates the percentage of banks
in cach section of the country which reported making such
charges on checks payable in other cities. It is interesting to
note that the southern section of the country reported the
largest percentage.

Little headway has been made as far as charges on local
items are concerned. Only 9.2 per cent of the banks were found
to be making a charge on such items. However, some progress
has been made in connection with charges on items drawn
by their depositors. For the country as a whole, 19.6 per cent

28 A complete report on this subject was presented at the 1929 American
Bankers Association Convention by the Clearing House Section. See Commer-
cial and Financial Chronicle (October 19, 1929), Vol. 129, pp. 138-139.

29 Proceedings of the Mississippr Valley Conference on Commercial Bank
Management (1929), p. 78.

30 R. W. Putnam, “Making More Money On Float,” American Bankers
Assoctation Journal (August, 1929), Vol. XXII, No. 2, p. 107.

31 C. G. Mitchell, “Per Item Charges Pay Profits,” American Bankers As-
soctation Journal (December, 1929), Vol. XXII, No. 6, p. §91.
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TABLE XXII
BaNks EmpLoviNG Per ITEM CiArRGES BY GEOGRAPHICAL Divisrons!
' (December 31, 1929)

Divisions Per Cent
Southern States ..... 622
Western States ...... 346
Middle Western States 30.2

FAStErn SAES . evenrvnnsnsvnsssssnssenninreneann . 162

1 American Bankers Association Journal (Deccember, 1929), Vol. XXII, No. 6, p. 591.
No later survey has been made

of the banks replying reported making such charges. In the
South, this figure was 27.2 per cent, while in the East only 12.5
per cent of the banks stated they were imposing such a charge.

Banks are evidently showing a disposition to move slowly
in this respect. While they must realize that they are entitled
to this source of income, it appears that they fear the reaction
on the part of their customers who might resent the bank’s
change of policy in this respect.?* Fspecially in agricultural
districts during the period of farm depression, the banks prob-
ably hesitate to install such charges. Perhaps they fear the
reaction of putting into effect a charge for float lest they then
be called upon to pay intcrest on daily balancés.?3

Higher standards of management

The remedy most frequently suggested to meet country
bank problems is the inauguration of better bank manage-
ment. It has been very well said that, “Theoretically this is all
right, but in practice it will not work. The small bank cannot
afford to pay the salary necessary to secure the services of
well-trained, experienced and capable bank officers.” 3¢ The

32 See Booklet 4, “Unprofitable Practiccs and the Remedy-Per Item and
Float Charges,” prepared by Clearing House Section, 1929. There is in-
cluded a detailed plan for installing float charges and a specimnen schedule
of service charges. Booklet 2, “Profit and Loss Operations,” is also good as a
check on the trend of profits or losses.

33 Ever:- *ime a bank advances funds in payment of an uncollected item or
allows imu....ute interest on it, it makes an irregular loan for which interest
should be collccted. The depositor is the only one benefited by irregular
loans and conscquently should pay a reasonable charge for the service ren-
dered. For a further discussion of how to improve earnings through float
charges, see W. R. Morehouse, “Irregular Loans Commonly Called Float,”
Aﬂgz;ican Bankers Association Journal (September, 1929), Vol. XXII, No. 1,
p. 246.

84 Clyde Hendrix, “Limited Branch Banking Best Adapted to Agricultural
Needs,” Commercial and Financial Chromcle (October 19, 1929), Vol. 129,
No. 3356, p. 102.
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argument of better management sounds plausible theoretically
but lacks perspective.3® It may be able to postpone the effect
of these forces but is not a permanent remedy. It is all very
well to effect economies with business retained but regaining
business which has been lost,*® and increasing income from
sources which are rapidly becoming restricted, due to causes
beyond the control of the individual banker or the local com-
munity,?7? is quite another question.

As unit bankers in small cities and towns observe the de-
velopment of competition in the form of great metropolitan
banking institutions and bank holding corporations, they
probably begin to doubt the security of their position no mat-
ter how well they think their institutions are managed.’® A
former Deputy Comptroller of the Currency said that, “The
high ideals being preached to unit bankers by well-meaning
advocates are beyond the possibility of attainment.” 3® The
Committee on Recent Economic Changes takes a slightly dif-
ferent viewpoint and expresses the opinion that, “Exception-
ally capable management will doubtless enable many to sur-
mount these various obstacles, but these conditions are not
favorable to the maintenance of solvency, to say nothing of
satisfactory carnings.” 40

The illusion that the particular age in which a given sys-
tem exists, with its dominant structure and policies, is final, is
one that is continually being disrupted. From the preceding

35 See Hearings, pp. 20-21, for similar views expressed by the Comptroller
of the Currency.

36 See Mahlon D. Miller, Bank Sales Management (Ronald Press, N. Y.,
1929), 298 pages, for good discussion of modern methods of obtaining new
business as utilized by large banks.

37 Report of the Comptroller of the Cwrency (1929), p. 3.

38 Sce H. N. Stronck, Bank Administration (Rand, McNally & Co., New
York. 1929), 230 pages, for a very good discussion of new problems con-
fronting bank administration. Mr. Stronck takes the position that the smaller
institution can hold its own in this age of consolidation and combination and
endeavors to translate the principles of better bank management being adopted
by the largest institutions into the terms of banking on smaller scales. See
also the following articles by the same author: “The Small Bank’s Chance,”
American Bankers Association Journal (December, 1929), Vol. XXII, No.
6, p. 579; “Profit Producing Policies,” ibid. (April, 1929), Vol. XXI, No. 10,
p. 1011; “An Approach to the Problems of Bank Management,” Commercial
and Financial Chronicle (October 19, 1930). Vol. 129, p. 80.

39 C. W. Collins, “Nationwide Branch Banking,” The Bankers Magazine
(October, 1928), Vol. CXVII, No. 4. pp. 509ff.

40 Recent Economic Changes, p. 691,
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discussion, it would appear that banking institutions in small
cities and towns are not only less successful in their banking
renditions but far less beneficent, in view of their lack of ad-
justment to the new economic order, than has been assumed.

Theories and practices of American banking should under-
go great change. Only slight progress has been made in adapt-
ing our system as a whole to meet modern economic demands.
Attention must be devoted to developing safer and better
banking. It is necessary to recognize the fact that banks bear
risks and suffer losses. It is believed that these losses can be
reduced, and the remaining risks borne best, by large units
rather than small units. A recognition of the changes that
have come about in our banking system, and of the great need
for further modification of the banking structure, is necessary.
A revamping of theories seems essential. A full knowledge of
the advantages associated with group banking and branch
banking will go far toward initiating the needed modification.
The remainder of the book is devoted to a discussion of these
types of banking concentration.



CHAPTER IV
CHAIN AND GROUP BANKING

Introduction

As mentioned above, no domestic banking question has
attracted more attention in the past few years among mem-
bers of the banking fraternity than chain, group and branch
banking. From the turn which discussion takes at annual con-
ventions of the American Bankers Association, it is always
possible to tell what question is uppermost in the mind of the
banking fraternity. The policies of the Federal Reserve Board
were not even mentioned in the topics in which the last con-
vention was especially interested. It was quite clear that par-
ticular attention was being devoted to chain, group, and
branch banking. These concentration forces present a subject
of great public interest as well as a subject which is absorbing
the attention of the keenest minds in the banking profession
and of our State and national law makers. An understanding
of group banking is vitally important if the full significance
of the movement for an extension of branch banking is to be
realized.

Particular difficulties with relation to chain and group phase
of seismic banking evolution

The operations of chain and group banking appear at first
sight to be singularly complex and difficult of comprehension.
This is not due, however, to any mystery of the operations
themselves, but is the result of their multiplicity and of the
varied conditions under which they take place. The difficulty
of a proper study is greatly increased by the fact that the
corporate control aspect of the movement, in contrast with
that of the individual, is comparatively new and still in the
early stages of development.

More complete statistical information is needed regarding
the forces that impelled the new developments in banking be-
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fore conclusions of permanent value can be arrived at regard-
ing the financial, economic and social effects. However, group
banking has already openly developed to an extent that en-
ables one to study its characteristics and possible conse-
quences, and thereby offer at least tentative solutions to some
of the knotty questions briefly enumerated below.

Bankers are pondering over many questions as to the pur-
pose of a bank holding company, what it may do, and what
it may not do, as well as bencfits inuring to the individual
member bank by reason of affiliation with such an organiza-
tion. What solution can be offered to the problem of super-
vision and control in connection with inter-state organizations
that are clearly without the control of a single State? Does a
group affiliation result in the displacement of local personnel
and absentee control of credit? What seems to be the trend
toward size of banks being taken into groups? Assuming a
continuance of present conditions, will group organizations
continue to extend their contacts so as to encompass New
York City and other metropolitan centers, possibly through
the acquisition of a New York institution? Or are the large
New York institutions more keenly aware of the importance
of recent developments than is apparent from their attitude?
Are they merely maintaining an indifferent public position
because of their dread of the charge of being a financial
octopus, and at the same time retaining relations with outside
institutions which can later be extended into group or branch
banking systems as the conditions of a later time dictate?
How will group banking affect the Federal Reserve System?
Will one or two groups in a district be able to control the Re-
serve Bank in that district, as some banking authorities now
fear? Furthermore, the question as to whether concentration
through affiliations of banks into groups is better adapted to
social and economic demands of the nation, than centraliza-
tion through extensive branch banking is one on which there is
a great difference of opinion. Group banking is presenting
many such knotty problems.!

_1Bankers who were called upon, in person or by correspondence, to furnish
information were, almost without exception, very obliging and helpful in
their responses, so that many questions could be answered from this source.
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Chain and group banking

Before proceeding further, it seems advisable to consider
the question of terminology and indicate the basis upon which
the present chapters have been prepared. In past discussions
and to some extent at the present time, the terms “chain bank-
ing” and “group banking” have been used synonymously and
sometimes as opposed to one another. Frequently the phrase
“chain or group banking” has been used.

However, the term “chain banking” has predominated and
has been more or less generally adopted to describe those
groups of independent banks which were brought under a
common management by various devices. The Federal Re-
serve Board has taken this position and defines chain banking
as “control exercised principally through stock ownership by
an individual or group of individuals, or by a holding com-
pany, or investment company, or in some instances by a bank
either directly or indirectly through a subsidiary company.” *
The Board has not made any attempt to differentiate between
group and chain banking, but believes it might be advisable to
differentiate between the terms on the basis of the character
of the controlling agency.®* However, throughout the hearings
into chain, group, and branch banking, statistics and in-
formation offered by the Board failed to make any distinction.*

In a survey of chain and group banking in the fall of 1929,
the Economic Policy Commission, American Bankers Associ-
ation, generalized the terms and established the distinction
of purpose and operation as between the independent unit and
the multiple unit banking on the basis of a definition which
considered “chain banks as those systems in which a central-
ized administrative control, whether corporate or personal and
either rigid or informal, directs the operations of two or more
complete working units, not functionally complementary, each
working on its own capital and under its own personnel and
located in one or more cities or States.” 8 The Commission has

2 Report of the Federal Reserve Board (1928), p. 30.

8 Letter from Director of Research and Statistics, Federal Reserve Board,
December 11, 1929.

4 See Hearings, p. 452.

5“4 Study of Group and Chain Banking,” Report of the Economic Policy
Commission, American Bankers Association, New York (October, 1929), p. 13.
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discussed the question of a differentiation and is of the opin-
ion that a distinction could be made in types of multiple unit
banking operations in respect to describing them as group
banking or chain banking, but, from a practical point of view,
believes that in the banking profession the terms are used
interchangeably.® If too precise a scientific differentiation were
attempted, the Commission believes two things might happen.
One is that in general the change might confuse bankers who
are used to thinking of the two terms as identical. The second
is that those bankers who object to being called chain bankers
would find cause for complaint if their operations were de-
scribed as chain banking, whereas they might consider them-
selves engaged in group banking. The Economic Policy Com-
mission has therefore adopted the practice of describing mul-
tiple unit banking by the double phrase of “group or chain
banking” so as to include all types.”

At the present time a pronounced tendency exists to dif-
ferentiate between chain and group banking and give each a
distinet meaning. The Comptroller of the Currency has made
such a distinction and described chain banking, in contrast
with group banking, as a condition in which “a number of
banks are owned or controlled by the same individual or by a
group of individuals.” ® The term group refers to “the owner-
ship and some element of operating control of several banks
through the medium of a bank holding company.” ® This
very definite distinction was maintained by the Comp-
troller throughout the hearings to which reference has been
made.

Mr. L. E. Wakefield, President, First Bank Stock Corpora-
tion, Minneapolis, Minnesota, likewise differentiates between

Hereafter cited as A Study of Group and Chain Banking. Although compre-
hensive in nature, the definition does not draw a clear distinction which would
comprehend many border line cases. This fact is admitted on page 13 of the
report.

6 Letter from Secretary, Economic Policy Commission, American Bankers
Association, New York, N. Y., December 3, 1929.

7Such individuals as the following also take the same position and are
practically in harmony in their definitions: Professor Ray B. Westerfield of
Yale University; Craig B. Hazlewood, former President of the American
Bankers Association; and W. G. Coapman, Secretary of the Wisconsin Bankers
Association.

8 I1earings, p. 26.

9 Ibid.
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the terms and emphasizes that group banking is not simply
chain banking under another name:

Group banking is the name that has come into common usage
for this step in the evolution of the American banking system,
prompted by a need to mect a definite change in economic con-
ditions. Group banking is not simply chain banking under another
name. Chains of banks under common ownership or common con-
trol, usually of a single individual, have existed for generations,
the majority stockholder or stockholders simply exercising that
natural right to supervise the operations of all the corporations in
which their holdings represented controlling interests. Chain man-
agement generally reflected a single dominant individual. Group
banking, on the other hand, is the association of a number of cor-
porately independent institutions within a single holding company
for mutual advantages, the group being built around one or more
large banks of a territorial nature and its management resting in
the hands of the banking interests of the territory served.*

Mr. George F. Rand, President, Marine Midland Corpora-
tion, Buffalo, New York, also contrasts the individual versus
the corporate aspect in the following definition:

Group banking implies the ownership by a holding company
managed by bankers of a controlling stock interest in a group of
banks or trust companics. It is a banking system whereby a num-
ber of corporately independent financial institutions, retaining
their own identity, capital, personnel, and management, are co-
ordinated through majority stock control, by a supervising holding
company, operated by the banking interests of the territory which
it serves. The stock of this holding company is widely distributed
among a large number of stockholders.

Chain banking refers to the ownership of stock control of a
number of banks, directly or indirectly, by one or more individuals
who may be bankers, but are more often business men who have
acquired or operate the banks as adjuncts of their business interests.
Ultimate stock control is usually lodged in one, or at most, in a
very few individuals.

Mr. Frank W. Blair, Chairman of the Board, Guardian
Detroit Union Group, Inc., in an address before the annual
meeting of the Reserve City Bankers Association, April 28,
1930, pointed out a similar difference but based on the degree

10 Hearings, p. 904.
11 Ibid., p. 1182,
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of control involved. Chain banking is defined as an “arrange-
ment through which an individual or a corporation exercises
some control over but owns only a minority interest in the
stock of several banks.” 12 Group banking, on the other hand, is
said to refer only to “the complete ownership and control of
the stock of various banks by a holding company,”!3 thereby
indicating importance of complete ownership to the Guardian
group in contrast with a mere stock control of 51 per cent.
The Northwest Bancorporation gives a representative defini-
tion of group banking as “a banking system whereby a num-
ber of corporately independent financial institutions, retaining
their own identity, capital, personnel and management, are
coordinated, through majority stock ownership, by a supervis-
ing holding company, operated by the banking interests of the
territory which it serves.” 14

The Superintendent of Banking of New York likewise em-
phasizes the difference between holding company and indi-
vidual stock interest. Group banking is said to cover that class
of activities where “a number of banking institutions, while
preserving their own identities, and, to a large degree, local
autonomy with respect to internal operations, loan and invest-
ment policies, are actually in fact controlled through stock
ownership by a central holding company operated and under
the management of experienced bankers.” * Whereas, chain
banking is the term applied where “an individual or corpora-
tion owns 50% or more of the capital stock of two or more
banking institutions, or a sufficient part of the stock of such
institutions to give to the individual or corporation the con-
trolling voice in fixing the loan and investment policies of such
institutions.” ® This definition of chain banking is slightly
confusing insofar as the word “corporation” is inserted. Obvi-
ously a central holding company must also utilize the cor-
porate form of organization.

12 F. W. Blair, “Group Banking Fosters Civie Progress,” The Commercial
and si’lz'ngincial Chronicle (May 10, 1930), Vol. 130, pp. 3284-3285.

13 Jbid.

_14J. E. Neville, “Group Banking in the Northwest,” The Commercial and

Financial Chronicle (February 22, 1930), Vol. 130, p. 1176.

16 Report of Superintendent of Banking, New York, for the year ending
Degel})a?; 31, 1929, p. 13.

. 1
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These representative selections give an adequate picture
of current conceptions of chain banking as distinguished from
group banking.

Throughout the study, chain banking will be considered to
exist where an individual or group of individuals, in contrast
with a corporation, have established majority control or are
in a position through stock ownership, or otherwise, to exercise
some control in two or more banks in a restricted geographical
area. In a chain system, policies are enforced through inter-
locking boards of directors and interlocking officers, as well as
through stock ownership. For a common chain banking illus-
tration, let us turn to three banks, A, B, and C. The president
of A owns 55 per cent of the stock of his bank. He proceeds to
purchase more than one-half the stock of each of the other
two banks. This accomplished, he owns a controlling portion
of the stock of each of three banks, which still retain their cor-
porate identity and to all outward appearances, in name and
organization, are still independent banks. They are now mem-
bers of what may be technically known as a chain.

The term is not entirely satisfactory and acceptable for
contemporary developments for the reason that it has been
attached in the past to an unsound type of banking expansion
by which the funds of one bank, directly or indirectly, were
used to establish a second bank and then in turn a third from
the funds of the second and so on. This pyramiding process
continued as far as unwise judgment dictated, and clearly de-
veloped a weak relationship between invested capital and con-
trolled capital. Obviously this form of organization was very
unsound. Consequently there is considerable stigma attached
to the term chain in some sections.!” For this reason many
bankers very much prefer to use the term group.

The terms, group banking bank holding company, and
bancorporation then have been adopted and applied to cor-
porate activities, in contrast with individual activities, which
are fundamentally sounder and do not involve pyramiding.
In other words, there has been an evolution in terminology.
Another reason for this evolution is the bad reputation which

17 This statement was made to the writer many times, particularly in the
West and South.
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chain banking received as a result of the collapse of the chain
of 180 Florida and Georgia banks of the Bankers Trust Com-
pany of Atlanta in 1926.'® Furthermore, it would also appear
that some distinction between corporate and individual con-
trol is necessary in order to secure a correct perspective of the
movement on a nationwide basis. It is but a platitude to say
that the control of a comparatively small group of country
banks is hardly comparable to an organization which stretches
over the entire country and literally involves billions in con-
trol, such as the Transamerica Corporation.

Group banking then will be said to exist where control is
exercised by a holding company, or in some instances by a
bank either directly or indirectly through a subsidiary security
or affiliate company, whereby a group of stockholders in the
controlled banks exchange their shares for a price, or permit
them to be placed under a trusteeship, or exchange their shares
for shares in another corporation. Insofar as a mutual agree-
ment exists, on one of these bases, among several institutions
as a result of which an interbank policy is formulated and
maintained, group banking may be said to exist. Although
technically each bank in the group is a separate corporation
operating with its own capital funds and under the direct
supervision of a local board of directors, a certain degree of
unity is achieved for the group as a whole.

Branch banking

Chain and group banking are frequently confused with
branch banking. Branch banking is a system in which the
branches are merely offices of the parent institution, exten-
sions of it, but under its direction, with the same officers,
management and corporate existence. All of the units of the
organization become merged into a single corporation with a
common capital, and the entire resources of the parent bank
stand behind the branch. Only one legal entity is existent in a
branch system. On the other hand, chain and group banks are
separate corporate entities, each with its own name, officers,
directors, operated quite independently of all the others in the

18 Haynes McFadden, “The Chain Bank Crash in Georgia,” American
Bankers Association Journal (September, 1926), Vol. XIX, No. 3, p. 137,
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chain, but owned by the same central holding company or
individual or group of individuals. Each bank has separate
capital and is a distinct organization. Thus the First National
Bank of Rochester, Minnesota, is a unit bank. So is the First
National Bank of Great Falls, Montana, and the First State
Savings Bank of Aberdeen, South Dakota. Each bank has its
own charter and its own name but the stock of all these banks
belongs to one holding company, the First Bank Stock Cor-
poration, which owns a number of other banks besides.

Moreover, branch and group banking may be found in the
same company, such as the Transamerica Corporation, which
controls the Bank of America, N. T. & S. A., and Bank of
America, N. A., among others, with several hundred branches
and also a large number of affiliated banking and business in-
stitutions.

A further characteristic of chain and group systems which
differentiates them from branch systems is that the former
frequently embrace in the same chain or group both national
and State institutions, and may also embrace institutions lo-
cated in two or more States; furthermore, they may extend
into a number of different Federal reserve districts.

Bancorporation

In the Northwest the trend toward unification of banks
taking the form of a central organization or holding company
has been designated by the term “bancorporation.” The name
is recent coinage. The officers of the Marine Bancorporation
with headquarters at Seattle, Washington, claim credit for
conceiving and inaugurating its use in 1927. They have made
no effort to restrict others from using the term and a number
of bank holding corporations now use it as a part of the cor-
poration’s name. No dictionary defines bancorporation. It is a
coined word and is pronounced, bank corporation.*®

Legal limitations
Some States prohibit the use of the word bank or any
derivative in a corporate name unless the corporation is to

19 4 Survey of Group Banking in the United States (October, 1929), p.
32. Compiled by the Research Department of the Marine Bancorporation,
Seattle, Washington. Hereafter cited as A Survey of Group Banking.
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carry on a banking business. Hence there may be some ques-
tion as to the legality of the use of the term in some States.
For example, in Arkansas it has been held that:

All persons, firms, associations and corporations, except such as
discharge the burden of proving their authority under the laws
of another State or of the United States . . . or except such as are
subject to the supervision of and have authority from the bank
commissioner, to engage in the business, or a substantial part
thereof, of a bank, trust company, savings bank, . . . are pro-
hibited from using in this State, as a portion of or in connection
with, their place of business, their name or title, or in connection
with their office or other place of business, or in reference to them-
selves in their stationery or advertising, any of the words, or
phrases, alone or in combination with any other word or phrase,
“bank,” “banks,” “banker,” “bankers,” “banking,” . . . or any
other word or phrase which tends to induce the belief that the
party using it 1s authorized to engage in the business of a bank,
trust company, savings bank, . . .%°

In Ohio it is provided that “the use of the word ‘bank,’
‘banker,’ or ‘banking’ . . . or words of similar meaning in any
foreign language, as a designation or name, or part of a desig-
nation or name, under which business is or may be conducted
in this State, is restricted to banks. . . .” 2! This statute might
very readily be interpreted to also include “words of similar
meaning in the English language.” While the statute does not
expressly provide that the word bancorporation shall not
be used in a corporate name, it seems clear that the meaning
of the statute and the intent of the legislature was to prohibit
such use. Such a word in the name of a corporation would
probably cause the general public to infer that it was doing a
banking business within the meaning of the statute.

In an Illinois case during 1929 it was held that, “The
word ‘bankers,’ while not mentioned in the statute, is a
derivative of the word ‘bank,’ the use of which is expressly
prohibited. The general public has so closely associated ‘bank-
ers’ with the idea of State protection that they would be mis-
led in their dealings with a corporation having this word in its

20 McKee vs. American Trust Co., 226 S. W. 293 (Ark. 1924). Italics are
the writer’s.
21 Inglis vs. Pontius, 131 N. E. 509 (Ohio, 1921).
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corporate title.” 22 It could probably be contended that bancor-
poration is also a derivative of the word bank and therefore
prohibited.

The unrestrained right which corporations of the above
type have to use the word bank in even a modified form
should be checked. The sooner the law is made so strict that
the words “bank” and “bankers” can be used only to signify
institutions of deposit under supervision, the sooner the fraud
potential in such misuse of this word will be permanently
cnjoined.

Investment trust

While certain investment trusts, such as the Goldman
Sachs Trading Corporation, may have a majority stock inter-
est, or what may be termed a controlling minority interest, in
one or more banks, they do not belong to the class of bank
holding corporations whose aim is to constitute one large
entity and form onc large, well-knit organization. Points of
difference may be summarized as follows: “The investment
trust is interested in investments as such, and as a rule avoids
such holdings as might involve responsibility in particular un-
dertakings. The holding company, on the other hand, assumes
responsibilities of control, management, and shows profits aris-
ing from the enhanced earning power of subsidiary undertak-
ings founded or fostered by the parent company, and from the
capitalization of rising dividends therefrom.” 2

Investment trusts usually seck to limit their participation
in any one industry or company so that they may at any time
quietly withdraw from a given investment position without
sacrificing related interests. On the contrary, no matter how
widely the securities in its general investment portfolio may
be diversified geographically, the bank holding company is
closely connected with the success or failure of institutions in
which substantial interests have been acquired, whether by
purchase of shares, by direct exchange of stock, or by other
means. In other words, the latter does not secure as great a

22 People vs. Stratton, 167 N. E. 31 (Illinois! 1929).
23 T,. R. Robinson, Investment Trust Organization and Management (The
Ronald Press Company, New York, 1929), p. 15.
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degree of safety by restricting its investments as the former.
It has also been said, “The Transamerica Corporation, like
innumerable other large corporations, owns sizable general
portfolios of investment securities: they follow, however, cer-
tain lines of activity, such as acquiring substantial holdings in
financial companies, participating in consolidating, reorganiz-
ing, and financing them, creating systems of companies under
one control, and effecting functional groupings among them,
which are wholly alien to the purposes and program of invest-
ment trusts.” 24

24 Ibid., p. 16.



CIIAPTER V
TYPES OF CHAIN AND GROUP SYSTEMS

Principal types of banking chains and groups

Today one finds individuals, groups of individuals, bank
holding corporations, security affiliates of banks, investment
trusts specializing in bank stocks, insurance companies, and
investment banking houses accentuating the development of
chain and group banking directly or indirectly. Three out-
standing types of banking concentration, however, may be dis-
tinguished as follows: (1) ownership of substantial or con-
trolling interest in a number of banks by a single individual
or group of individuals; (2) control by a non-banking hold-
ing corporation which is not subsidiary to any particular
bank; (3) control held or exercised by a particular bank
through ownership of stock, either by such bank directly, or
through its stockholders or directors.

It is difficult in some cases to make a definite classification.
In one case, for example, a trust company whose stock is en-
tirely trusteed for the benefit of the stockholders of a national
bank, organized an associated holding company and the latter
in turn purchased a majority of the stock of a number of
national and State banks.

Individual stock ownership

Chains, the control of which is held by an individual or
group of individuals, as distinguished from groups where the
control rests with a corporation, have very well been classified
by the Economic Policy Commission of the American Bankers
Association, on the following basis: (1) those hecaded by a
single practical banker who acquires control of a number of
banks and personally directs and impresses his banking
methods and ideals on them through his individual contacts

64
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with them, rather than through any definitely organized sys-
tem of control—a type found chiefly in country districts and
involving the operations of small banks; (2) those in which
the dominating head, with the increase in his multiple bank-
ing interests, sets up a special directing and supervisory func-
tion, ordinarily in his principal bank, and systematically con-
trols the management of the members of his group; and (3)
those in which a centralized management and bookkeeping
unit, with standardization of method in detail, is set up by the
dominant individual and all members of the group are re-
quired to refer loans to this unit—a type that is to all intents
and purposes a branch banking system.!

By having a controlling interest, the individual or group
of individuals concerned, commands a majority of the board
of directors and can direct all policies of the administrative
staff. Since each bank in a chain system preserves its identity,
as far as outward appearances are concerned, it is difficult for
an outsider to discover the controlling interests.

Information regarding stock ownership on the part of
individuals or the interlocking of bank directorates is not
readily obtainable. However, the Bankers’ Directory publishes
the names of executive officers of banks. A casual examination
of the list of bank presidents in four States shows one man
serving as president of twelve Michigan banks. In Oklahoma,
one man is the head of fiftcen banks. A chain of twenty banks
in Iowa, Nebraska, and South Dakota all have the same presi-
dent. Similar chains can be found in other States. There is a
chain of twelve banks in Nevada which is of particular interest
because, while not an exceptionally large system, it represents
over one-third of the entire number of banks in the State.
In one chain in Mississippi the same individual is officially
connected with ten different institutions, while in another
chain an individual is officially mentioned in connection with
seven different banks. These illustrations are representative
where stock control rests in the hands of a single individual
or his immediate associates. Since they are principally non-
competing country banks, interlocking directorates are not for-
bidden by the Clayton Act, and no special permission is re-

1A Study of Chain and Group Banking, loc. cit., p. 12.
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quired to enable one man to serve as an officer or director of

several banks.?
The following table gives the latest available list of the

largest chains in the United States:

TABLE XXIII

Principal BANKING CHAINS 1
January, 1930

Number of Loans and

Controlling Intcrest Banks Investments
Rogers Caldwell, Nashville, Tennessce2 ............ 66 $131,932,000
Otto Bremer, St. Paul, Minnesota ............conn 71 52,932,000
M. D. ’l‘h:xtcher, et. al,, Pueblo, Colorado .......... 8 26,588,000
George Wingficld, Reno Nevads ooeeeereeneeannnns 12 18,911,000
James F. Toy, Sioux thy, Iowa ...oveviinennnnnnes 17 13,056,000
J. M. Kemper, ct al., Kansas City, Mo. ............ 8 10,810,000
Judson Rosebush, Mll\mu]\u, Wis o 4 9,709,000
A. P. Sleeper, Bad Axe, Michigan .................. 16 5,612,000
Isanc Hazlett, et. al., Minneapolis ................. 19 5,361,000
Thurmond Brothers, ‘Oklahoma City ..coovvnevvnnnns 15 4,664,000
0. S. Hanson, Grand Forks, N. Dakota ............ 14 3,300,000
A. M. Grimsley, Clanton, Alabama ................ 10 2,086,000

1 Compiled from Federal Reserve Board data presented in Hearings, pp. 163-184.
3 Includes 38 banks formerly reported in A. B Banks chain in Arkansas The Caldwell and
A\. B Bank chains fmled in the latter part of 1930.

An interesting illustration of a chain organization, in which
the dominant figure is Mr. Otto Bremer, Chairman of the
American National Bank of St. Paul, Minnesota,?® involves 71
small banks in Michigan, Minnesota, North Dakota, Mon-
tana, and Wisconsin. “This individual’s holdings are said to
be in the nature of personal investment, sometimes constitut-
ing control other times only a substantial interest; he usually,
although not always, is on the board or represented there, in
the banks in which he is interested, and in some cases serves
as a senior officer. He has an auditor who calls upon his banks,
but there is no central management. It is said that naturally
his leading bank gets the accounts of his other banks, but out-
side of this benefit he does little in connection with the control
of the banks. A public bank official says that the member
banks in this chain do not exchange paper with each other and

2 For complete list of chains, see Hearings, pp. 163-184. Officers of banks
are not designated in this compilation. The data include all chains in opera-
tion on January 1, 1930.

3 A metropolitan bank with resources of $20,000,000.
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the owner never borrows a cent from any of his banks, so they
are in no way affiliated.” * Mr. Bremer disclaims premeditated
chain banking motives. He claims he is simply an investor
in the stock in a number of banks and the banks in which he
is a stockholder or otherwise interested are absolutely inde-
pendent from the others as to management, loaning policy or
otherwise,® and that therefore “you would hardly call this
chain banking.” ¢ However, it is quite apparent that this sys-
tem represents a distinct type of chain banking. It would be
inaccurate to group this chain with chains comprising only a
few country banks for comparative purposes, since banking
standards are doubtless higher than in the average chain. The
same logic probably applies to all of the large chains listed in
Table XXIII. Nevertheless, branch or group systems are con-
sidered more desirable.

Bank holding corporation or bancorporation

The modern expedient to sccure control of a group of banks
is a bank holding corporation or bancorporation. This method
of establishing control is becoming increasingly important and
is the most important in existence today. The legal mechanism
of the movement is rather simple. It is based, not upon any
act of the banks themselves, but rather upon the right of a
shareholder of the bank to sell his stock, and the right of a
corporation to buy it.” Possessing legislative authority to hold
stocks of other corporations,® the group company proceeds to
purchase, either with cash or with its own securities, a major-
ity or all of the shares of the banks which it plans to affiliate.
The affiliated banks maintain their separate corporate exis-
tence and are nominally independent. Yet, inasmuch as the
holding company may elect a controlling number of directors,
it probably can effectively control their management, and
operate their institutions in accordance with a unified plan.

4 A Study of Group and Chain Banking, loc. cit., p. 38.

5 American Banker (February 20, 1930), p. 12.

8 A Study of Group and Chain Banking, loc. cit, p. 38.

7 For further detailed discussion of legal aspects, see chapters dealing
with Federal and State legislation.

8 See broad privileges granted to Transamerica Corporation in this con-
nection, Hearings, pp. 1456-1459.
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Capital may be raised, in part at least, by cash subscrip-
tion on the part of the public. Some holding companies, how-
ever, are closely held and the public is not permitted to par-
ticipate. The dominating interests either supply necessary
cash or authorize stock exchange. A common method utilized
by the holding company is to exchange its shares for shares
in banks in the proposed system and to authorize the issuance
of shares only for this purpose. In another type of holding
corporation, the group of shareholders in controlled banks may
exchange their shares for a cash consideration. The holding
company is also sometimes closcly held by stockholders of a
given bank by having the stock trusteed pro rata for their
benefit.

The following classification includes the organizations in
which a non-banking corporation is the central controlling ele-
ment: (1) where the holding company, not subsidiary to any
particular bank, is the supreme administrative unit and in
which all banks belonging to the system are subordinate mem-
bers, the holding company being closely held; (2) those of this
same administrative type in which the authorized capital is
issued only through the equitable interchange of the holding
company’s stock for the stock of banks, under a mutual under-
standing that a centrally dirccted chain system is being cre-
ated; and (8) those in which the capital of the holding com-
pany is created by cash subscription open, in part at least,
to the public, and is employed to purchase, in the open mar-
ket, the controlling stock interests in a number of banks.?

It is clear, therefore, that all groups are not organized in
the same manner, but the general plan is the same. Theoreti-
cally, the member banks of the group are the holding com-
pany; they form the holding company, are represented in
it, and decide what its policies shall be. In reality, it will
be found that in every system of importance, a financial
group centering in a large city bank exercises the dominating
influence.1®

The following table presents the latest available list of
important bank holding corporations:

9 A Study of Group and Chain Banking, loc. cit., p. 12.
10 Hearings, p. 456



TYPES OF CHAIN AND GROUP SYSTEMS 69
TABLE XXIV

Principal, BANk HoupiNg CORPORATIONS IN ORDER OF RESOURCES !
January, 1930

(Dollar figures in thousands)

Numpen| SAPITAL
ConTRoLLING INTEREST BT US':II;?:‘;:'):D If;sg::“;t: . | REsources
g Prorrrs
Transamerica Corporation, New

York City. . . . . . . 18 | $216,180 | $1,418,361 | $1,891,201
Detroit Bankers Company, Detroit | 21 89,191 605,032 711,008
Manhattan Company, New York 4 97,723 328,789 729,174
Marine Midland Corporation,

Buffalo . . . . . . . 19 57,760 425,436 520,956
Mellon Group, Pittsburgh . . 6 102,228 419,936 549,184
Guardian Detroit Union Group . 36 66,828 403,966 509,949
Northwest Bancorporation, Min-

neapolis . . . . . . 92 44,423 339,754 454,141
First Bank Stock Corp., Minneapolis| 78 40,993 339,267 433,074
Anglo-National Corp.,San Franecisco| 17 28,536 146,138 277,691
Wisconsin Bankshares Corp. . . 18 28,265 168,466 243,312
National Republic Bancorporation 8 23,155 193,383 242,603
Associated Banks of Pittsburgh . 8 39,805 166,255 216,463
Fourth and First National Group,?

Nashville, Tenn. . . . . . 8 23,729 110,421 174,992
First National Associates, Atlanta 7 19,960 110,303 136,248
Southwest Corp., Tulsa, Okla. . 21 20,192 77,753 138,000
BancoKentucky Corp., Louisville 6 14,696 97,429 120,710
First Securities Corp., Syracuse . 14 12,393 115,559 119,610
First Seattle Dexter Horton Group,?

Seattle . . . . . . . 7 11,267 97,029 109,974
Citizens and Southern Holding Co.,

Savannah . . .. 7 10,159 72,489 80,798
BancOhio Corporation, Columbus 4 10,045 72,245 79,834
Financial Institutions, Portland . 10 7,162 65,200 71,500
Federal National Affiliates, Boston 8 4,730 58,007 61,040
First Sccurity Corporation, Ogden 25 5,015 34,723 51,062
Marine Bancorporation, Secattle . 10 5,631 35,484 50,185
0ld National Corporation, Spokane | 22 3,876 32,981 43,890

1 Compiled from Federal Reserve Board data presented in Hearings, pp.
163-184; and American Banker (February 20, 1930), pp. 8-12. The Banco-
Kentucky Corporation failed in the latter part of 1930, probably due to dis-

honest or inefficient management. .
2 Purchased by Rogers Caldwell and included in Table XXIII.
3 Formerly First National Corporation.

The First Security Corporation of Ogden, Utah, is a good
example of the first type of bank holding corporation, where
the holding company, not subsidiary to any bank, is the su-
preme administrative unit and all banks belonging to the
system are subordinate members, the holding company being
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closely held. While the First Security Corporation owns an
average of 90 per cent of the stock of 25 banks in Utah, Idaho
and Wyoming, and 100 per cent of the First Security Com-
pany, an investment organization, there is no bank which the
corporation terms as the parent bank in the group. The home
office of the corporation is at Ogden, Utah. Its three principal
banks arc the National Copper Bank of Salt Lake City, First
National Bank of Ogden, and the First Security Bank of
Boise, Idaho. On account of a branch of the Federal Reserve
Bank being in Salt Lake City, the National Copper Bank is
the principal bank in the handling of the transit business of
the system.!! The corporation is closely held. The Eccles In-
vestment Company and the J. M. and M. S. Browning Com-
pany, the sponsors of the organization, own over 90 per cent
of the Class B stock and are also the largest holders of the
Class A stock.!?

The two largest holding corporations in the Northwest,
the Northwest Bancorporation and the First Bank Stock Cor-
poration, offer interesting examples of organizations in which
a non-banking corporation is the controlling element. The
Northwest Bancorporation was started by men at the head of
the Northwestern National Bank of Minneapolis. The First
Bank Stock Corporation, on the other hand, was organized by
two institutions, the First National Bank of Minneapolis and
the First National Bank of St. Paul. A substantial majority
of the stock in the holding company is held equally by the two
banks.!® In California, in spite of the fact that branch banking
is most extensively practiced in that State, the holding com-
pany plan has been utilized as a means for extending the scope
of operations of some of the leading branch banks. The Bank
of America, N. T. & S. A, has developed the most complete
system of branches in the country but also is affiliated with the
country’s most extensive bank holding company, the Trans-
america Corporation. The Bank of Manhattan, with its broad
charter granted in 1799 that permits it to engage in activities

11 American Banker (February 20, 1930), p. 12.
12 first Security Corporation of Ogden (E. H. Rollins and Sons, Los
Angeles, California, May 1, 1930), p. 2.
% 13 Letter from A. J. Viegel, Commissioner of Banks of Minnesota, July
, 1930.
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other than banking, transferred its banking business to a new
banking unit known as the Bank of Manhattan Trust Com-
pany. The original Bank of the Manhattan Company, under
the new arrangement, is being utilized as a holding company
for a group of banking institutions with the possible thought
of extending the scope of the Bank of Manhattan on a na-
tional basis, if federal laws make such a move feasible. This
statement, of course, is a mere conjecture.

Bases of exchange of stock

A few representative corporations have been selected which
afford an adequate illustration of bases of exchange of stock.
The Northwest Bancorporation, for example, usually acquires
banks by issuing stock of the holding company, except in cases
where it is necessary to recapitalize a bank.!* In such in-
stances, the old capital structure is wiped out by losses or
reserves set up for possible losses.'® The basis for conducting
negotiations has been explained as follows:

All exchanges are made on as uniform a basis as is possible,
taking into consideration the capital, surplus and undivided profits,
resources in use as capital and net accruals; the foregoing con-
stituting the bank’s total invested capital. The total invested
capital, the volume of deposits, and the average earnings over a
5-year period to a great extent determine the ratio of exchange.
Of course, management and future prospects for growth and
strategic location are also taken into consideration.

When an agreement has been reached on the exchange ratio,
the bank is examined by our own examiners who make the examina-
tion without having in mind the terms of the contract and ultimate
consummation of the deal. The examination is unbiased with the
end in view of obtaining all information possible regarding the
prospective affiliate. Before affiliation is finally brought about,
the undesirable assets are eliminated and the bank comes into the
group on 4 clean basis.®

This policy is sound except insofar as the period of time is
concerned. It would appear that a five year period is an inade-
quate basis for valuation in an agricultural region subject
to unusual business vicissitudes.

14 Hearings, p. 807.
15 [bid,

168 Ibid.
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The Guardian Detroit Group is another example of the
same type. The basis of exchange of stock of the group com-
pany for that of the banks or trust companies acquired has
been stated by Mr. Robert O. Lord, President of the company,
as follows:

In general, the method was to reduce to a parity of actual value
both the stock of the holding company and the stock of the bank
to be acquired; and earnings of both institutions were also reduced
to a parity—both factors being given due consideration in arriving
at a basis satisfactory to both parties at interest. In this manner
any tendency toward dilution of either actual value of the shares
of earning power was minimized.

Actual values were determined by an examination of the assets
of the bank with which negotiations were under way; and the bank,
through its representatives, in turn, was afforded an opportunity to
satisfy itself as to the value of the shares of the group company.'’

Two criticisms of this valuation policy appear warranted. In
the first place, future prospects for growth do not seem to
have been considered. Secondly, the method of reducing to a
parity of actual value the stocks of the holding company and
the bank to be acquired, as well as the earnings of both insti-
tutions, calls for certain arbitrary assumptions. Since actual
value and book value are considered to be synonymous, an
arbitrary valuation of the book value of present loans and
investments is necessary. Furthermore, the lack of a uniform
procedure for compiling the earning statements of bank hold-
ing corporations and banks complicates the procedure of re-
ducing the earnings of both institutions to a parity.

Generally speaking, the policy of the Transamerica Cor-
poration is to acquire its holdings of bank stocks through the
issuance of its own stock in exchange therefor, but this policy
does not prevent it from using cash for part or all of the pur-
chase price if that means will be helpful in any given case.!®
No details are available as to the basis upon which the ex-
change of shares takes place.

All of the 3,016, 870 outstanding shares of the First Bank
Stock Corporation have been issued in exchange for the stock

17 Hearings, p. 1047.
18 Ibid., pp. 1343-1345, 1429-1431.
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of affiliated banks, with the exception of 200,000 shares sold
through the First Minneapolis Company and the First St.
Paul Company to the general public at $47.50 per share, and
32,000 shares sold to the officers and employees of the affili-
ated corporations at $42.50 per share.!® The stock exchange
basis is similar to that described above in connection with the
Northwest Bancorporation. A certain amount of similarity is
observed in the policies of these two large Northwest concerns.
According to Mr. L. E. Wakefield, President:

In every case a very thorough examination is made before the
purchase is completed, and all undesirable assets are either removed
from the bank or insured by adequate guaranty. In some cases
where undesirable assets are removed, the accepted assets are
guaranteed by deposit of a portion of our stock, given to them in
exchange for theirs. We require all depositing stockholders to
guarantee the validity of their stock, and also require them to sign
a guaranty protecting us against any liabilities of the bank exist-
ing on the date on which the deal is closed, and now shown on
the balance sheet. The number of shares of our stock given in
exchange for the stock of affiliating bank or corporation is de-
termined both by the amount of net capital assets which we re-
quire, and by the earning power of the bank or corporation over a
period of years.?®

The Marine Midland has a little different plan in that the
purchase price usually includes a larger percentage of cash.
Over 1,000,000 shares were underwritten and sold to the public
at $60 a share when the corporation was first organized. This
public sale was made by Stone & Webster and Blodget (Ine.),
White, Weld & Co., Chas. D. Barney & Co., Schoellkopf, Hut-
ton & Pomeroy (Inc.), and Marine Union Investors (Ine.),
and 75,000 shares underwritten without commission by certain
individuals were sold to the management at the same price
paid by the public.2* These transactions gave the corporation
nearly $65,000,000 in cash, which constitutes the largest
amount of cash available to any bank holding company com-
mencing operations in the United States, with the exception

19 Ibid., pp. 893-894. . L.
20 ]bid., p. 893. Occasionally this corporation incorporates new banks and

pays in the capital in cash.
21 Hearings, p. 1177.
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of the Transamerica Corporation, that has come to the atten-
tion of the writer. This situation clearly explains the substan-
tial portion of the purchase price usually paid in cash, even to
the acquisition of the Fidelity Trust Company, New York,
as a Wall Street connection for the holding company and affili-
ated banks.

Degree of holding corporation stock ownership

No uniform policy exists regarding the percentage of stock
ownership. In the case of the West Coast Bancorporation the
established poliey requires that control be not less than two-
thirds of the bank’s stock, but actually this control ranges
from eighty-eight per cent up, and in some cases all the stock,
except the directors’ qualifying shares, is owned by the corpo-
ration.?* In the case of the Northwest Bancorporation, only
ownership of sufficient stock to assure control is required, the
balance being placed among five or six representative business
men so that the institution’s local color is not destroyed.*®
Over ninety per cent of the stock of affiliated banks is con-
trolled by the First Bank Stock Corporation.?* Other examples
could be cited but these three bancorporations are suf-
ficiently illustrative of the representative bank holding cor-
poration in this respect. Generally, though not in every
instance, the group relationship implies a majority stock
interest.?®

As a result of the wider dissemination of bank stocks to
investors of all classes, holding to a large extent for invest-
ment purposes, it is probable that extensive stock interests
are unnecessary to assure the attainment of desired ends.

Control exercised by a particular bank

Control of a number of banks may be exercised directly or
indirectly by a particular bank through a security affiliate as

22 Letter from Andrew Miller, Secretary, West Coast Bancorporation,
October 23, 1929.

28 Letter from J. F. Millard, Vice-President, Union Investment Company,
October 26, 1929. This company is affiliated with and operates under North-
west Bancorporation policies.

24 Jlearings, pp. 913-915.

26 Federal Reserve Bulletin (December, 1929), Vol. XV, p. 766.
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well as a holding company. In the majority of such cases the
stock is owned pro rata by the stockholders of the parent bank,
but occasionally it is placed in trust and held in the name of
trustees who are directors of the main institution. This trustee
device centralizes administration and prevents any transfer of
stock of one institution without the other indorsement of
ownership usually being made directly on the stock certificates
of the parent bank.

Direct, or subsidiary, ownership of a security affiliate or in-
vestment company is confined to State banking institutions
and is by no means generally allowed even under State law.
National banks, and banks organized under the laws of many
States, are prohibited from owning stock in this class of cor-
poration. Furthermore, cases in which banks and trust com-
panies directly own controlling stock of other banks are at a
minimum due to the fact that, generally speaking, banks do
not possess legislative authority to hold the stocks of other
banks, or at least sufficient to control. This accounts for the
greater number formed under the pro rata type of organiza-
tion.2¢ .

In those organizations in which a particular bank is the
controlling element, the following types of systemns are found:
(1) those in which a State bank or trust company owns di-
rectly the controlling stock interests in a number of other
banks or trust companies whose administration it dictates; (2)
those headed by the corporate affiliate of a single State or na-
tional bank or a trust company in which stock ownership in
the affiliate coincides with stock ownership in the bank; (3)
those headed by a holding trust or company whose stock is
trusteed pro rata for the benefit of a given bank’s stock-
holders; and (4) those in which directors, interlocking direc-
torates, officers or a group of officers of a bank control and
direct other banks.?”

Examples of banks that fall into this class, on the basis of
the latest available information, follow:

26 H. H. Preston and Allan R. Finlay, “Investment Affiliates Thrive,”
Amencan Bankers Association Journal (May, 1930), Vol. XXII, No. 11, p.
1075. Also sec “Era Favors Investment Affiliates” (June, 1930), No. 12, p.
1153, by same authors.

21 A Study of Group and Chain Banking, loc. cit., pp. 11-12.
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TABLE XXV

Priacipal, Groups CoNTroLLED By ONE METROPOLITAN BaNk 1
Januay, 1930

(Dollar figures in thousands)
No.of Cap, Surp. Loans and

Contiolling Interest Banks Und Prof. Investments Resources
Ifirst National Bank, Chicago .... 7 $55,226 $512,669 $572,663
Union Thust Company, Pittsburgh 7 45,623 458,901 485,723
Peoples Pittsburgh Trust Co ... 7 15,826 167,180 185,326
Commerce Trust Company, Kan-

IR 0715 A 5 10,127 98,618 110,723
First National Bank, Atlanta ... 7 10,623 104,954 110,623
Jirst  National Bank, Portland,

OFCZON v ieeneenennnenennn 4 5,390 42,861 54,795
Atlantic Tiust Co., Jucksomville .. 6 3,808 31,938 38,436
Hartford Trust Co., Hartford,

(67235 VN 7 3,712 34,186 38,439
American  National Bank, Nash-

ville v 15 3,697 32,470 45,983
First National Bank, Muami ..... 6 3,849 26,700 32,390
People’s Tiust & Guaranty Co.,

Hackensaek ...t 9 3,669 25,427 31,689
Fletcher Savings & Trust, Indian-

apolls ...l 7 2,896 23,926 30.195
Fust National Bank, Tampa .... 8 1,815 21,682 28,996
TFirst National DBank, Dothan,

Alabama ... 8 1,132 8,686 12,174

1 Compiled from IHearings, p 456; and Amceriean Bankcr (February 20, 1930), p. 8.

Many of the large banks in Chicago, Detroit, and other
important cities have assumed substantial control of smaller
outlying institutions by means of the acquisition by individual
directors of stock holdings in the latter banks.?® Control may
also be exercised by a given bank through affiliating director-
ates through an agreement on the part of the officials of
the banks concerned to codperate and divide the business. This
amounts to practically the same thing as control. For example,
an application for a larger loan than one of the banks is able
or cares to handle may be granted through a split-up among
the group.

The prestige and reputation of the banks are backing up
the affiliated sccurity companies. These concerns may be re-
garded in a class by themselves, differing on the one hand,
from bank holding companies, and on the other, from ordinary
companies possessing no established backing at the start.

According to their charters, they have practically unlimited

28 Report of the Federal Reserve Bank of Chicago (1929), pp. 1-2.
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powers. They may hold, underwrite, acquire, purchase, sell and
generally deal in stocks of other banks, as well as insurance
companies and other classes of corporate stocks. They may
engage in any transactions of a financial or individual nature
authorized by the law of the State under which they are in-
corporated. A variety of business enterprises may thus be rep-
resented in their lists of investments but, since they are pri-
vate undertakings, these lists are not made public.

It has been alleged that it is unsafe for banks to be united
with them in an identity of ownership management since they
have within their powers the right to buy and sell or speculate
in stocks. It is alleged that the temptation is great at times
to use the funds of the bank to finance the speculative opera-
tions of the security companies.2?

Insurance companies

With the growth of insurance companies, especially stock
insurance companies, there is a possibility that they may be-
come invesiment corporations or trusts,® and. control many
banking, industrial, and public utility corporations. By the
usc of the initial capital and surplus, and premiums collected,
the officers may possibly invest the funds for the purpose of
controlling other enterprises, and conducting the business of
insurance at a loss.3!

Since the law regulating investients of fire insurance com-
panies is more lenicnt than for other types of insurance, par-
ticularly life,** it is likely that fire insurance companies would
be more useful for the purpose of securing control of banking
institutions, It is interesting to note, in this conneetion, that
the largest insurance company, which the Transamerica Cor-
poration has acquired, is the Pacific National Fire Insurance
Company.?3

Another interesting ease is in eonnection with the so-called
National Liberty group of insurance companies. At the time

29 JTearings, pp. 141-143.
:: ?b 3 Ackerman, Insurance (Ronald Press, New York, 1928), p. 522.
Q.
82 Ibid. See Chapter XXVIII, pp. 515-528, for complete discussion of in-
vestments of insurance companies.
33 Hearings, p. 457.
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of its merger with the Goldman Sachs Trading Corporation,
the Financial and Industrial Securities Corporation, although
independently managed, had an interlocking directorate with
the Manufacturers Trust Company, and controlled a group of
insurance companies consisting of the National Liberty In-
surance Company, Peoples National Fire Insurance Company,
and the Baltimore American Insurance Company. Control of
these companies, therefore, was automatically transferred to
Goldman Sachs interests. Control of this group has been pur-
chased by the Home Fire Security Corporation, affiliated with
the Home Insurance Company of New York, from Goldman
Sachs interests, thereby associating the latter with an out-
standing insurance organization, since Mr. Ralph Jonas con-
tinued as a director of each of the three companies and Mr.
Henry S. Bowers, of Goldman Sachs and Company, was
clected to the board of the Home Fire Insurance Corpora-
tion.34

In all probability, the combined purchases of two fire in-
surance companies controlled by Mr. A, B. Banks,*® President,
American Southern Trust Company, Little Rock, Arkansas,
facilitated the development of a chain of 38 banks with re-
sources of $40,000,000.2¢ As indicated above, this chain failed
during the latter part of 1930.

These illustrations of insurance company control of bank-
ing institutions are sufficient to indicate the possibilities of-
fered through the medium of interlocking relations of insur-
ance companies in the field of group banking.

Investment corporations

In addition, certain investment corporations not subsidiary
or affiliated with any particular bank, are also securing con-
trol of banks. The United Founders Corporation is an inter-
esting example. The corporation, a holding company with
consolidated assets of about $350,000,000,%7 has formed the In-

8¢ Journal of Commerce (New York, April 18, 1930), p. 6.

35 The writer has been unable to secure the names of these companies.

88 4 Survey of Group Banking, loc. cit., p. 6.

37 The United Founders Corporation owns 775 per cent of the American
Founders Corporation stock and has smaller holdings in the four other in-
vestment companies in the group. These are the International Securities Cor-
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vestment Trust Associates, a subsidiary company, to take over
interests which United Founders has purchased in important
banks in various parts of the country.38

The acquisition of the United National Corporation of
Spokane, Washington, a holding company controlling seven
banks in the Pacific Northwest, is indicative of the cxpansion
of the United Founders Corporation into the ficld of group
banking.3® Over 145,000 shares of the participating preferred
stock and 10,750 shares of the common stock have been pur-
chased.'* Acquisition of controlling interests in other banks
was expected to follow the formation of a bank holding com-
pany subsidiary.*!

No statistics are available as to the extent of the activity
of such investment corporations in the banking field through-
out the United States but they must be considered as signifi-
cant in view of the rapid development of organizations sim-
ilar to the United Founders Corporation during the past
decade.

Investment trusts specializing in bank stocks’

A survey conducted by the Federal Reserve Board does not
include any instances wherc a substantial amount of bank
stock is owned by an investment trust purely as an invest-
ment—without any control. Such cases, through the acquisi-
tion of additional stock, may of course give rise to actual con-
trol over a group of banks in the course of time.*? There is
one group that is perhaps best illustrative of this type,
namely, the Goldman Sachs Trading Corporation of New
York which formerly controlled three banks in New York,
one in California, and one in Pennsylvania, with aggregate
loans and investments of $816,000,000.%3
poration of America, the Second Intcrnational Securities Corporation, the
United States and British International Company, T.td., and the American
and British Sccurities Corporation. Corporate stocks of all types are pur-
chased. Also sce New York Tunes (July 11, 1930), p. 29.

38 Also scc New York Times (October 5, 1929), p. 32, and ibid. (May
25, 1930), p 9 (Scction 2). Capitalization data not available.

39 Ibid. (October 5, 1929), p. 32.
40 Ihid. (July 11, 1930), p. 29.
41 Ibid. (October 5, 1929), p. 32.

42 Hearings, p. 456
43 Jbud., p. 177.
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Investment banking institutions

Investment banking houses, not structurally affiliated or
associated with a commercial bank, are also investing funds
in controlling interests of a group of banks. While data relative
to such purchases are not available, it requires no great imag-
ination to see that if commercial banks continue to develop in-
vestment and security companies in the future as rapidly as in
the past, investment banking houses must do something to
protect themselves. Kidder, Peabody and Company, of New
York, Boston and Chicago, are understood to have been par-
ticularly active in this respeet in New England. Investinent
banking organizations will probably become more important
factors in banking conecentration over the next decade.

Trust estate method

An interesting case came to the writer’s attention during
an interview with a banker in a large city in Kentucky, which
may or may not be of significance. Nevertheless it should be
cited as a possibility under certain circumstances, for example,
where State law is sufficiently elastic, and sizeable trust estates
exist. In this particular instance, a local national bank sceured
control of another local bank, with resources of $10,000,000,
by purchasing stock through its Trust Department in con-
nection with the administration of certain large cstates, to-
gether with comparatively small purchases by individual
officers of the acquiring bank. The bank did not directly own
any stock nor were any laws violated. No ulterior motive ex-
isted, that portion of the funds of the estates so invested was
placed in the stock of a conservative institution, and control
was effected.

Fiscal agent method

In this particular method, the controlling group sccures
its status through performing fiscal agent functions for a num-
ber of unit banks. The service is performed for a flat minimum
fec basis for a period of years, usually five at least, in connec-
tion with the following services: investing surplus, borrowing
outside, arranging loans which are too large for the banks to



TYPES OF CHAIN AND GROUP SYSTEMS 81

handle individually, pass on credits, examine periodically, and
finally, if necessary, meet with the local board of directors
regularly.*

The formation of a system on such a basis appears to have
become extinct since the disastrous failure of the Bankers
Trust Company of Atlanta in July, 1926, and is mentioned
only as a matter of historical interest. From the standpoint
of the banks in such a system, it possesses relatively few
merits and is open to many serious objections which are dis-
cussed in the following chapter. The advisory bank or com-
pany does not own any of the stock of the banks in the organi-
zation, as a rule, but through an agrecement purports to im-
prove banking policies and for all intents and purposes
has control.+s

4 8ee Commercial and Fmancial Chronicle (September 11, 1926), Vol.
123, pp. 1332-1335

45 Haynes McFadden, “The Chain Bank Crash in Georgia,” American
Bankers Association journal (September, 1926), Vol XIX, No. 3, p. 137.



CHAPTER VI

HISTORY OF CHAIN AND GROUP BANKING
IN THE UNITED STATES

Origin and early development !

The history of chain banking furnishes a most interesting
background preliminary to an examination of group organiza-
tions. Chain bank systems under the control of one or more
individuals are of long standing. Of course, they do not con-
stitute the new element in banking presented by the substan-
tial growth of group banking systems owned by holding
companies or dominated by relatively large city banks. While
it 1s difficult to point to a definite beginning of chain systems,
available records show that the first banking affiliations prob-
ably had their origin simultancously in the South and North-
west about 1890.

Chain banking in the Northwest prior to 1890

The earliest instance of which record has been found of
chain banking in the Northwest was that of Mr. David H.
Beecher, who first established a bank at Park River, North
Dakota, in 1884, and followed it in 1887 by the organization
of a bank at Milton, North Dakota, acting as President of
both institutions. In 1890, he was instrumental in the estab-
lishment of the Union National Bank of Grand Forks, North
Dakota, and in the years that followed, a number of other
banks were similarly organized.?

1 Statistics regarding the carly development of chain and group banking
arc very limited. Little attention has been given to the movement in the
past. Only two writers have discussed the subject and the most important of
these touched only a limited area in the Northwest States.

2 Commercial West (November 1, 1902), p. 23. Also quoted by M. L.
Hartsough, The Twin Cities As A Metropolitan Market (University of Min-
nesota Press, 1926), p. 145.
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Use of chain banking in the Northwest after 18go

Chain banking in the Northwest developed considerably
after 1890, as men in control of a single country bank bought
into or organized other banks in neighboring communities.
The practice seems to have spread rapidly. In 1901, C. H. Ross,
of Minneapolis, and C. H. Davidson, of Carrington, North
Dakota, owned a majority of stock in twelve banks, and had
also organized the Farm Mortgage Loan and Trust Company
at Carrington. In 1902, Mr. Beecher was opcrating seven
banks of which he was chief officer.? While the development
aroused considerable comment, it did not apparently give rise
to much opposition. However, there would not have been
much cause for it, for the individuals responsible were men of
capital who were furnishing banking facilities where they had
not existed before, and who had no more ulterior motive than
the making of additional profits by the furnishing of these
services.! Investments of additional capital were made by a
diffusion of banking establishments in agricultural communi-
ties, because that procedure offered more profits, as well as
more benefits, than the building up of a large institution in
any one center. There was no apparent motive or ‘concentra-
tion of control. It is worthy of notice, as bearing on this point,
that the earliest instances of community of interests were all
in North Dakota, a purely agricultural district which was
just being settled, where banking facilities were scantily dis-
tributed and where the capital with which to increase them
was mostly in the hands of a few men.®

Early chains in the Pacific Northwest

Evidence has also been found of chain banking in the days
of pioneer banking in the Pacific Northwest. It occurred in
several cases where stockholders of Portland, Oregon, banks
were owners of majority interests in other banks located in
outlying regions within the State.® Detailed information as
to dates and individuals involved is not available.

3 Hartsough, op. cit., p. 145.

4 Ibid.

5 Ibid., p. 146.

6 Editorial, “As To Chain Banking,” Oregon Voter (December, 1928), p. 6.
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Origin of chain systems in the South

However, the originator of extensive chain systems in this
country was Mr. William S. Witham, who organized what was
known as the Witham chain in the South in 1889. Beginning
with one bank and a capital of only $5,000, the organization
grew slowly at first, and in later years more rapidly, until 1911
when the chain comprised 125 banks. Subsequently DMr.
Witham was superseded by one W. D. Manley, and the chain
was operated under the direction of the latter until it was
forced out of existence in 1926, chiefly as a result of the
collapse of the Florida land boom and unwise management.
The following account of Mr. Witham’s enterprise was told
by one who was actively identified with his organization for
many years:

About 1889 William S. Witham returned to Georgia his native
State, with $5.000 and an idea. ITe got both the $5,000 and the idea
in New York. Tt was Mr. Witham’s idea to supply banking service
to numerous small towns in Georgia. Many towns, at that time,
had no banking facilities whatever; Georgia was still suffering
from the influence of the Civil War.

Mr. Witham organized his first small bank. He became its
cashicr. He invested his $5,000. His personality and abounding
energy brought almost instant success to his little bank. He soon
had two banks, then it was the same old story of success. He
bought another one and another one and so on. Compared with
present day ideas in finance, some of Witham’s ideas seem crude,
but it must be remembered that he was a pioncer. He also Had
little time to study.

After acquiring a few banks, he had himself appointed fiscal
agent of his afliliated banks. IFor this service he received a small
salary from cach bank. As fiscal agent, he shaped the policy of
his member banks, and actually appointed most of the cashiers,
though of course the final authority rested with the directors.
The fact is, however, that banks usually accepted the cashiers of
his choice and through the cashier he had practical control of
banks where he did not have stock control.

After a period of prosperity, Mr, Witham organized the Bankers
Finance Company. Ie soon had more than fifty banks under con-
trol. He conceived the idea of guaranteeing deposits. Presumably
there was actually a fund provided for this purpose. At any rate it
was o0 advertised and it was influential in drawing deposits into the
Witham banks.

About 1905 the Witham organization secured control of several
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small banks around New York City. These banks at that time had
more deposits than they could lend profitably. The Witham or-
ganization devised a plan that operated more or less like the call
moncey market in New York. Banks that had surplus funds, par-
ticularly, the castern institutions, deposited them with the Banker's
Finance Company, which in turn loaned these funds to banks in
the South that were not able to meet demands out of their own
deposits. These funds were placed on call and borrowing banks paid
6 per cent for them.

In the latter part of 1911 there were about 125 banks in the
Witham chain. With few exeeptions each member bank was paying
$750 to the Witham organization for acting as “fiscal agent.”

At this time the capital was increased and the name changed
to the Bankers Trust Company of Georgia. Mr. Witham was super-
seded by W. D. Manley. Manley had been trained under Witham
but he failed to follow Witham’s conservative course. Ilis manage-
ment, however, was aggressive and the number of banks in the chain
rapidly inereased. Expansion took place chiefly in Florida. When
the land boom in IFlorida collapsed, Manley’s Florida banks, that
is, a large number of them, closed their doors. Manley went down
with his banks.

The Witham system was interesting in many ways. It was a
pioneer in its field. This chain had more banks, though they were
small, than any one holding company had ever controlled. It had
many sound features. For instanee, cach member bank was required
to send to the central office a detailed statement twice each week.
In addition the Witham system had its own auditors who made
exhaustive reports on cach bank several times a year. The call
money arrangement was good in principle and enabled banks in
the Last to get a better rate for their funds than they could get
in their own locality. At the same time borrowing bankers were
able to obtain funds quickly at a reasonable rate.”

Shortly after the failure of this chain of banks the Secre-
tary of the Georgia Bankers Association pointed out a number
of causes which contributed to the failure of the system.® He
showed that the funds syphoned out of these banks were not
employed in pursuit of commercial banking purposes, but were
diverted into highly spcculative real estate promotions and
other adventures in finance, calculated neither to serve the
needs of the communities involved, nor to advance their

7 Editoral, “Group or Chain Banking Grows,” Wall Street Journal (Octo-
ber 18, 1929), p. 16.

8 Haynes McFadden, “The Chamm Bank Crash in Georgia,” American
Bankcrs Association Journal (September, 1926), Vol. XIX, No. 3, p. 137.
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growth and development. All of those which closed were in
one chain. This does not imply that the country banks in the
chain were guilty of intentional wrong. In no instance that
has come to light may the fault be traced to bad local loans of
the country banks. Investments submitted by the head of the
system were not placed under ordinary scrutiny by the affili-
ated banks. They were taken on faith. There accumulated
little by little, but in ever increasing volume, investments,
loans, and participating certificates that swamped the country
bank portfolios with worthless paper. This paper was floated
in behalf of corporations owned, controlled, or directed by
W. D. Manley and his associates. At the time of the crash,
this class of paper amounted to more than twelve million dol-
lars. The following reference is quoted from the receiver’s
report:

The Bankers Trust Company has participating certificates out-
standing in a sum approximately $1,000,000. In addition to all
other liabilities the Bankers Trust Company has sold notes of
others amounting to approximately $11,750,000. We are advised
that the Bankers Trust Company guaranteed the payment of
them. The amount that they guaranteed and the amount of the
notes that they may have matured and may have been paid by the
makers is undetermined.

It appears from the records examined that the principal items
of participating certificates and notes sold were exccuted by oflicers,
afliliated companies, and companies in which officers are interested
or identified. The plan of issuing these certificates may be briefly
stated as follows: The loan would be executed in a given amount
payable to the order of “ourselves.” The Bankers Trust Company
would then issuc participating certificates to equal the amount
of the note and sell the certificates to various banks and others.
Upon some of the participating certificates, which were issued the
payment is guaranteed by the Bankers Trust Company. It is this
paper, almost without exception, which in our opinion has caused
the closing of the banks in Georgia and Florida associated with
this company.®

Neither the Bankers Trust Company in Georgia nor the
Bankers Finance Company in Florida were under bank super-
vision nor did either possess a bank charter. They were simply
corporations operating as fiscal agents of some 60 Florida

o Ibid.
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banks, 120 Georgia banks, and a few scattered Eastern insti-
tutions. There was no limit or restraint upon the use which
this alliance could and did make of the loanable funds of the
banks in both States for which the respective corporations
acted as fiscal agents.1®

Irregularities and questionable practices were not discov-
ered sooner because the banks were scattered over two States
subject to different supervising authorities, and no simul-
taneous examination had ever been made. Moreover, the head
office which exercised control over all of these banks was itself
not under the supervision of the banking department because,
theoretically at least, it did no banking business and did not
accept any deposits.!

This failure is perhaps the most significant reason for the
element of disfavor which the term chain carries with it. It
should be cited as the outstanding example of the dangers
associated with such systems.®

Chain banking in New York City in 1907

Alexander Noyes has deseribed the activities of a specu-
lative financier in New York City which serves as a typical
illustration of methods utilized in early chains. This instance
presents a striking contrast with the operations of bank hold-
ing corporations or group systems today. In the first place,
stock of a so-called foundation bank was collateralled for
loans. The proceeds of the loans so obtained were then used to
purchase stock control of other banks which it was desired
to bring into the chain. Since the plan consisted of nothing
more than pyramiding, it was not very successful. While pros-
perity reigned, it appeared to be successful. When a period
of depression arrived, however, the entire chain collapsed
through the failure of one of the member banks. The activities
of this speculator have been deseribed as follows:

10 Ibid.
11 R. S. Hecht, Our Unit Banking System, State Bank Division, American
Bankers Association, New York (1929), p. 9.

. 12 For further detailed facts in connection with this failure, see Commer-
cial and Financial Chronicle (September 11, 1926), Vol. 123, pp. 1332-1335;
zb1d.28(.511518\%24, 1926), Vol. 123, pp. 411-412; and bid. (July 17, 1926), Vol. 123,
pp. 285-286.
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One of the characteristic incidents of the era of speculation,
watched by the financiers with much uneasiness, had been what
was called “chain banking.” In New York City, half a dozen bank-
ing institutions of the sccond rank had been bought up by a
speculating financier. He had used his stoek in one institution as
collateral on which to borrow money; the proceeds he had used
to buy stock in another bank, repeating the process with each new
acquisition. Controlling his “chain of banks” on such a tenure, he
has used the whole of themn to promote his personal speculations.
This had been going on during half a dozen years. On Wednesday,
October 16, 1907, one of these institutions, The Mercantile Na-
tional of New York City, a bank with $11,500,000 deposits, applied
to the other banks of the Clearing House for help.?

Early chain systems in Wisconsin

The Commisioner of Banking of Wisconsin in his 1922
Report described the experience the Wisconsin Banking De-
partment had with some of the ecarly chains as follows:

Tt was in January, 1919, I believe, that one chain system met
with disaster in Minnesota, resulting in the banking department
of that state closing fourteen bhanks of the chain in one day.
It was found that all of the banks were loaded to the limit with
the same class of paper. Officers of the corporation and several
officers of the bank were sent to the penitentiary as the result of
this crash.

The Wisconsin Banking Department has had experience with
the efforts of promoters to gain control of Wisconsin banks. Within
the past two years a North Dakota citizen who owned several
banks in that state, in Minnesota, in Illinois and Tndiana sought
to purchase coutrol of several Wisconsin banks. His method was
to pay for the stock out of the assets of the bank, substituting
North Dakota paper for the good Wisconsin paper which he
turned over to the sharcholders in payment for their shares.
Fortunately the department learned of his efforts and prevented
the carrying out of his plans. Ie is now under indictment in other
states and four of his banks have been closed.

This chain system might not be objectionable if the manage-
ment of the controlling corporation was always conservative and
their total investment in paper limited to a very small amount.
This policy is not always followed by the controlling corporation.*

18 Alexander Noyes, Forty Years of American Finance (Houghton, Mifflin
Co., Boston, 1923), p. 365.

14 Annual Rcport of the Commissioner of Banking of Wisconsin (1922),
pp. xvu and xviii.
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Disadvantages of chain banking

One may readily see from the foregoing illustrations the
many potential dangers that attended the grouping of control
of a number of financial institutions under the supervision and
administration of one or more individuals. Unserupulous indi-
viduals frequently loaded the banks with paper from the agri-
cultural or industrial enterprises or speculations in which they
were interested instead of diversifying their risk in accordance
with the sound, fundamental principles of banking.

These chains were situated very largely in the rural dis-
tricts, and the member banks of the chain were principally
small country banks. This condition was and still is quite
prevalent in the agricultural regions of the West and South.
Many of these chains have come to disaster through the failure
of all of the banks which constituted themn.'s During the many
years this type of bank ownership has been in existence it has
not been considered as a trend toward a fundamental change
in our banking system, nor has it related itself to the question
of branch banking.1¢

Experience has taught that a chain under ‘the absolute
control of onc individual is not ordinarily successful and in
the interest of banking business as a whole.!?

As has been stated above, one reason for the use of the
word “group” is merely to get around the aversion which has
clung to the word “chain” due to the failures of such a large
number of these chains. Particularly since the failure of the
Manley chain, the term chain banking has carried with it an
element of disfavor.®

15 No information is availuble as to chain failures except insofar as it is
known that many fauled durmg the panie of 1907 und the years immedialely
following, and the cconomic depression of 1920-1921. During the panie of
1907, monctary stringency fell with particular foree on country banks. By
reason of inter-relation of stock interests, the trouble of onec institution was
conveyed to others of the system, resulting in widespread collapses. See
Hartsough, op. cit., pp. 150-152.

18 Hearings, p. 26.

17 Letter from John A. Reed, State Commissioner of Banking, Wyoming,
July 26, 1929, emphasized this pomnt in connection with chain systems in
Wyoming,

18 Heanngs, p. 26.
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Early development of bank holding corporations

Beginning about 1900, a new phase of development showed
itself. The first chains had been the work of individual men,
who had gradually built up their interests on the basis of per-
sonal credit and capital. Once the practice was well estab-
lished, and its advantages apparent, companies began to be
formed for the main purpose of holding stock in country banks.
These holding companies frequently capitalized the personal
influence of one man, and at the same time increased the
scope of operations by raising money through the use of the
corporate form of business organization, which permitted the
sale of stock to the public.

The first company organized for holding stocks of banks
for the purpose of control, of which the writer has record, was
the Adam IHannah Company, which was formed by Adam
Hannah in 1900 in Minnesota. He had become associated with
country banks through the farm loan business, which he had
begun about fiftecen years previously in the Northwest, and
which he had built up by the use of capital furnished by
Scottish investors. The bank holding company funds were
secured almost entirely from the same source, some of the
capital being used to enlarge the scope of the original business
but much of it being invested in the stock of country banks.*®
Another company was formed in 1903 by F. H. Wellcome, who
had become intcrested in a number of banks, and who with
his associates, organized the Union Investment Company,
with a capital of $100,000, for the purpose of organizing and
acquiring an interest in country banks. This company affiliated
with the Northwest Bancorporation in 1929,

Texas furnishes an interesting example of a group of banks,
the members of which were established as branches of a special
charter bank. Under the gencral banking law of 1905, branch
banking was prohibited. One of the carlier banking commis-
sioners desiring to bring existing institutions as far as possible
into conformity with the new law persuaded the owners of
one special charter institution to incorporate its scveral

19 Hartsough, op. cit.,, p. 146.
20 “Orgamization, Policies, Aims,” Pamphlet issued by Union Investment
Company (1929), p. 2.
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branches as separate banks. This was done, a trust company
in Fort Worth at first serving as a holding company. Unified
control still exists, but the form has been modified and some
changes have been made in the banks included in the group.*!

The Union Securities Company of Spokane, Washington,
has operated continuously since 1909. During that period it
has controlled as high as twenty-five country banks in Wash-
ington and northern Idaho.??

An interesting statement was found in the Report of the
Commissioner of Banking of Wisconsin for the year 1909:

A new feature of banking has manifested itself of late which
if permitted to go unhindered will eventually result in a monopoly
control of the banking business. I refer to the so-called holding
companics which are increasing with alarming rapidity in various
states of the country. One of these companies, with headquarters in
Minneapolis, owns a controlling interest in more than fifty banks
in Minnesota, Iowa, Wisconsin and the Dakotas. In Wisconsin
cight or nine are now controlled by this company, though other
companies have recently been organized in Minneapolis for the
purpose of getting control of banks either by buying up a majority
interest in banks now in existence, or by organizing new banks.*

The Continental Securities Company was established in
1910 by M. S. Helgerson, who had been a banker in North
Dakota for some years. With him were associated a banker
from Renville, Minnesota, one from Havre, Montana, and
several other North Dakota bankers.?* The Grandin Invest-
ment Company, organized in 1914, had among its officers
two men interested in country banks in Minnesota.2* The
principal figure in the Bankers Holding and Investment Com-
pany, organized in 1917, was Leon M. Bolter, President of
two banks in Minnesota and three in Montana and a man who
had been active in country banking circles in the Northwest
for twenty-two years.® The Ulland-Mealey-Carley Company

21 H, H. Preston, “The Trend to Chain Banking,” American Bankers Asso-
czatw}z.b.lé)umal (Apn] 1928), Vol. 20, No. 4, pp. 761-762.

22 'Y

28 Report of the Commissioner of Banking of Wisconsin (1909),

24 Comnizscml West (November 26, 1910), p. 17. Quoted by I;:a.rt.sough
op. cit

251bzd (May 16, 1914), p. 10. Quoted by Hartsough, tbid.

26 Ibid. (May 12 1917) p. 16. Quoted by Hartsough, ibid.
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was organized in 1919, by J. S. Ulland, who was President of
the Fergus Falls National Bank, and was interested in other
Northwestern financial institutions as treasurer.?” The John
W. Black C‘fompany was also formed in 1919,

Since 1900 the development of bank holding companies in
the Northwest has been steady and quite rapid. It is certain
that corporations as well as individuals, have continued to buy
into one bank after another,*® although it is usually impossible
to discover to what extent this has been done. By 1920 ten
or twelve major lines of banks were in operation, each con-
trolling from ten to thirty-five banks,?® and at least thirty or
forty smaller ones, controlling from two to ten banks each.
A majority of the banks controlled were State institutions, but
many national banks were included. Most of the systemns were
confined to one or two States, but some concerns had banks in
three or even four. A number of cases are on record where
individuals acquired control of entire chains. W. H. Schafer,
through a major interest in the Mortgage Securities Co., a
holding company, got control of a chain of 14 banks in 1918.2°
It was the estimate of a banker in the head office of one hold-
ing company that not more than fifty per cent of the banks
in the Northwest in 1925 were entirely independent institu-
tions. However, the opinion has been expressed that this state-
ment overstates the fact.*' The development in this region by
1920 has been described as follows:

The Ross-Davidson interests, which in 1904 controlled thirteen
banks, had increased themr number by 1910 to twenty-two and
other companies experienced a similar growth. By 1916 it was their

27 Ibid. (October 11, 1919), p. 11. Quoted by Hartsough, 1bud.

28 For mstance, a letter m the Houlton Papers, 1900 and following (in
the possession ot the Mmnesota Historieal Society), dated Mareh 23, 1909,
from Chailes Keith, of Princeton, Minnesota, contams this statement: “All
six of the banks I am mterested 1 clear at the 1st Natnl Mpls and Hanover
Natnl in New Yok, Of these 1st Natnl of Mora carries an ¢/o m St. Paul
and one m Chicago.” Also quoted by Hartsough, op. cul, p. 146.

29 Among the best known of the major groups were those of the Union
Investment Company, the Bankers Investment Company (the former Ross-
Davidson Interests), Isaac Hazlett, Sheldon Brothers, Adam Hannah Com-
pany, and the Ulland-Mealey-Carley Company.

80 Commercial West (May 24, 1919), pp. 7-8. Also quoted by Hartsough,
op. cit., p. 152.

31 Hartsough, op. cit., p. 145.
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claim that over 300 banks were included in chains which were
operated with Minneapolis as headquarters.

The first chains were mainly restricted to North Dakota, but
that is no longer the case. Banks in Minnesota, in South Dakota,
in Montana, and cven in Wisconsin, Towa and Michigan are in-
cluded in chains which are controlled from the Twin Cities. In
fact by far the largest number of banks ineluded in northwestern
chains is now in Minnesota with North Dakota and Montana fol-
lowing in importance. Not all of the interests which control these
chains operate from the Twin Cities. Some of these bankers later
moved to the Twin Cities, but many of them still live in towns
throughout Minnesota, Dakota and Montana. The corporations
which control most of the larger chains, generally have their head-
quarters in Minneapolis or St. Paul.

There are companics now located in the Twin Cities which
make it a part of their business to act as agents in the purchase
or sale of country bank stocks, and advertisements sometimes
appear in trade journals of companies who are in the market for
these stocks on their own account, or for their clients.**

These early holding companies experienced considerable
opposition. It was alleged that holding company control with-
drew funds from the local community, restricted the freedoin
of the local bank to initiate new business, redistributed de-
posits unequally, failed to make loans proportionate to ac-
quired deposits, favored one locality at the expense of another
and distorted the whole system of reserves.’?

Extent of development of chain and group banking by 1925

The data presented in the following table indicate that
some 134 chains controlling upwards of 900 banks had devel-
oped by the year 1925. There were, no doubt, a number of
chains and groups in operation at the time which were not
included. Moreover it is not believed that in each case a full
list of banks eomprising each chain or group could have heen
included due to the difficulty of securing precise data. These
figures are probably an under-estimation rather than an over-
statement of the number of chains and banks involved.3*

32 Ibid., p. 147. It will be noted that the terms chain and group are used
synonymously.

83 “Iocal Banks and Holding Companies,” The Commercial and Financial
C’hronicle (October 15, 1927), Vol. 125, p. 2027.

84 H, Willis et al Surveu of Banking in the United States (1926),
Chapter XIV p. 12.
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TABLE XXVI
BANKING CHAINS AND AFFILIATIONS IN THE UNITED STATES DURING THE

YEar 19251
Number Banks

State of Chains National State Total
Arkansas ......iiiiiiiiiiennn 2 7 17 24
Arizona .....oeiiiiieinieinnes 4 1 14 15
California ....covevvnrennens . 20 43 23 66
Colorado .......covvvneena... (two or three reported—bank failed)
Florida .....coiiviviiiian. 1 5 4 54
GrOTEIA vvvnvenenmnnannannnns 2 .. 163 2 163
Idaho .vviiveiiiininennenns 18 36 37 73
Tnois ....ovvveeieriinianes 3 - 18 18
Towa ..oivriiiiiiiiiieaane. 8 21 24 45
Massachusetts .............. 1 (reported for an earlier date 1 Boston)
Minnesota ..... Crrereerennes 5 .. 032 103
Mississippl oevoveeneinenaa 2 1 16 17
Missourl  ...ciiiiiiiiiine 1 6
Montana  ......c.c.oieeennn. (some reported—number not given)
Nebraska ...coveeininiinnnn 2 2 9 11
Nevada ...covviieivnin.as. 1 2 7 9
New Jersey ooovvvevennnn. cee 8 11 15 26
New Mexico ....ooovven... 2 2 6 8
New York ........ Ceeenaes . 10 23 12 35
North Dakota ............... (some reported—number not eiven)
Oklahoma .................. 6 22 3
Oregon  .....covvveeenneennn. 6 7 15 22
Pennsylvania ................ 2 3 13 16
South Dakota ............... 1 .. 6 6
Texas ..oiveiiiiiennennnns 2 6 23 28
Utah ..o iiiii e, 9 21 31 52
Whashington ............0.0.. 16 32 37 69
Wisconsin .......ccevveevnnn. 2 .. 14 14
Wyoming .....ooeveveneeenns 1 5 3 .8

134 252 681 933

I P Wallis et al . Swrey of Bunkmag an the United States (1926), Chapter XIV, p 12,
2 Data not avaulable to mike an accurate separation, doubtless some were national banhs

However, it is believed that the larger and more important
chains existing in the year 1925 were included. A majority of
the banks controlled were State institutions, but many na-
tional banks were included. Most of the groups were confined
to one or two States, but some concerns had banks in three or
even four States and covered several Federal reserve dis-
tricts.?® The number of chains and groups within the different
States likewise lacked uniformity. None was reported for
twenty States. The reports for other States showed that there
were two or three, as in Colorado, but most of them had failed

85 Jbid., p. 13. For example, one investing company in Minneapolis was

reported to be interested in banks in Illinois, Minnesota, Montana and North
Dakota.
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or gone out of business.?® The largest number of banks in-
cluded in chain and group systems were in the States of Cali-
fornia, Minnesota, Florida, Georgia, Idaho, Oklahoma, Utah
and Washington, while the States having the largest number
of chains and groups were California, Idaho, New York and
Washington. The number of banks within a single systemn
varied considerably, ranging from five or less to 175 or more.*
Estimates in 1926 placed the total membership of one system
at 200 or more. As carly as 1921 the Federal Reserve Board
had stated that the largest chain system included 175 small
banks.3® This organization was probably the Witham chain
and was the largest in existence at that time. It was reported
that there were several affiliations or groups in Illinois that
operated three or four banks each. In Minnesota, the number
of organizations was reported to be much larger, and varied
fromn five or six up to 25 or 30 banks, while in Oklahoma the
number was as high as 14 or 15.%9

Origin of the contemporary bank holding corporation move-
ment ’

The interesting thing about the present form of group
banking is that it did not originate in the financial centers of
the East. Wall Street had nothing to do with its establishment.
The first definite group of banks was brought together in
Ogden, Utah. Beginning in 1925 Mr. M. S. Eccles and asso-
ciates were developing and operating their group banking plan
under the name of Kccles-Browning Affiliated Banks, the
Eccles and Browning interests acquiring such banks as they
were able to advantageously opcrate as a group banking sys-
tem in connection with banks which they already controlled
until such time as the number of banks and volume of busi-
ness werc of sufficient size to justify the organization of the
holding company. However, it was not until June 15, 1928,
that the First Sccurity Corporation was organized.*’

36 Jbid.
87 Ibud.,, p 14
a8 R( port of the Federal Reserve Board (1921), p. 6.
H. P. Willis et. al., op. cit., p. 14.
40 Lctter to writer from M. S. Kccles, President, First Security Corporation,
July 16, 1929. Also sce Annual Statement of the First Security Corporation
(December 31, 1928), p. 4.
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The first independently capitalized bank holding corpora-
tion, organized primarily for that purpose, which accepted full
responsibility for its member banks, and protected the deposit-
ing public by ample paid in capital to cover its contingent
liability resulting fromn such ownership, was formed in Seattle
during the summer of 1927 by the Marine Bancorporation
under the direction of Andrew Price.*' This fact modifies the
statement made in the chain, group and branch banking
Hearings by the Comptroller of the Currency that the forma-
tion of group banking is less than two years old.*

Credit for origination of the movement, however, can be
given to these two organizations only insofar as the recent
group banking trend is concerned. It must be kept in mind
that there were definite organizations of this type thirty years
ago, the essential difference being in distribution of stock-
holders of the parent company. The older companies were
closely held. Most of the present day companies endeavor to
get their stock widely distributed. The Marine Bancorporation
and other substantial corporations are unlike the older com-
panies in that full responsibility for member banks is ac-
cepted and provided for. The magnitude of operations of
recent, group organizations is also another differentiating char-
acteristic.

Not the least significant of the differences is that today
the highest type of banker is found among those launching the
new group cnterprises.*? Quite unlike the typical bank chains
of a generation or a dozen years ago, which were rarely con-
ducted by good bankers and were often a dumping ground for
the paper of poorly conducted industries, those now being
formed, while naturally designed for profit, are the result of a
local necessity and directed for general good of the community
they serve.

41“The Fust Regional Bank Group,” American Banker (February 20,
1930), p. 11. Also sce R. T. Kennedy, “Marine Bancorporation Starts Merger
Wave,” Coast Investor and Industial Rericw (May, 1928), Vol. X, No. 5,
p 3; A. H Notton, * How Scattle Was Won Over To The Chamn System Of
Bank Business,” Scattle Star (May 8 and 9, 1928), pp. 1-2; and A. H. Allen,
“Provides Funds for State’s Bank Merger,” The Washingtonwan (September,
1928), Vol XX, No. 9, pp. 15-16.

42 Hearings, p. 70.

43 Report of the Comptroller of the Currency (1929), p. 5.
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Secrecy

The development at first took place in more or less scerecy
in an endeavor to avoid public criticism and adverse legisla-
tion inasmuch as it followed shortly after the passage of the
McFadden Act in 1927 placing limitations on branch banking.
It would have been unwise to stir up the opposition again
which was smouldering from the recent fight staged against
branch banking. So the organization of these new group sys-
tems was effected in secrecy to avoid unfavorable comment,
to wait until public opinion developed a more tolerant and
responsive attitude, and also to enable the organizers to buy
up bank stocks under more moderate terms. To have openly
stated that they intended to buy control in a number of banks
would have caused the particular stocks concerned to rise in
price.

Nevertheless, the financial press was not slow to discover
that the idea of group banking was under way, and that atten-
tion was being particularly devoted to the plan of building
systems through stockholding concerns. In March, 1927, the
Commercial and Financial Chronicle contained the following
statement:

In other parts of the country . . . notably in the East, atten-
tion is being paid more particularly to the plan of building up
extensive bank connections through stockholding concerns. These
conncetions do not necessarily mean actual stock control of the
various banks. It has been found in such operations that cffcctive
influence can be exercized by carcful purchase of minority stock
in codperation with other important holders.

Whether these proposed banking conneetions through stock
holding concerns will mark an improvement over the usual chain
systems that have been established from time to time in certain
parts of the South and West remains to be scen.**

In recent ycars much of the secrecy has been done away
with and bank holding companies have come out into the
open more and more with their operations until at the present
time there are quite a number openly advertising that they are

44 “Possible Manner of Bank Expansion,” Commercial and Financial
Chronicle (March 26, 1927), Vol. 124, p. 1771.
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operating a group of banks.* All of the group organizations
listed in Table XXIV are advertising that they are carrying
on a group banking business.

First Notice by Federal Reserve Board

The first time the Federal Reserve Board made any exten-
sive reference to the new group banking movement was in its
annual report in 1927. The following statement was issued:

During the past few years the expanding operations of financial
companies specializing 1n the purchase of bank stock have pre-
sented special problems to Federal and State officials charged with
the responsibilities of bank supervision. Such companies have been
organized in increasing numbers to operate extensively in the field
of banking, not simply as investment agencics but specifically in
individual instances to acquire control of corporately independent
banking institutions, through stock ownership, and to exercise this
centralized control in effecting bank mergers; in extending iden-
tical or virtually single corporate control over companies operated
as subsidiaries in speeial fields of banking; in building up branch
systems in states which permit branch banking; and in building
up in these and in other states—but particularly in states which
do not permit branch banking—chain systems, embracing in in-
dividual instances banking institutions operating under national
and state charters in several states. Since such companies are not
dircetly engaged in the business of banking as defined in Federal
or statc statutes, they have not been subject to supervision or
regular examination by banking authoritics. In some respeets the
control exercised through stock ownership over a group of banks
operated as a system is similar to that excrcised by a parent bank
over its branch offices. The character of the financial company
brings it clearly within the ficld of banking activities, and banking
officials have been urged to subject developments of this character
to careful scrutiny.t®

It may be inferred from this statement that the Board
realized the importance of the problem and the extent to
which it might expand and was issuing a warning,

45“New Force in Multi-Unit Bank Management,” Amcrican Banker
(February 20, 1930), p

18 Annual chmt of the Federal Reserve Board (1927), p. 31. It has been
noted above that the terms chain and group are used sy nonymously by the
Federal Reserve Board.



CIIAPTER VII

HISTORY OF CHAIN AND GROUP BANKING
IN THIE UNITED STATES (Continued)

Survey of the Marine Bancorporation

The first comprehensive survey of the extent to which
unit banks have been absorbed into chain and group systems
was made by the Marine Bancorporation of Seattle, Washing-
ton, and published in October, 1929. It showed 1,190 banks
and $6,197,000,000 in banking resources held by chains and
groups.! With 26,000 banks in the country at the time and
with aggregate banking resources of some $72,000,000,000, it
would appear from this survey that 4.6 per cent of the banks
and 8.6 per cent of their resources were under group and chain
control. O

Chains and groups were found in all States except Con-
necticut, Delaware, Kansas, Maryland, Mississippi, Missouri,
Nevada, New Hampshire, New Jersey, Rhode Island, Ver-
mont, Virginia, and West Virginia.2

Survey of the Economic Policy Commission, American
Bankers Association, October, 1929

Another survey was made about the same time as that
mentioned above by the Economic Policy Commission of the
American Bankers Association. This study disclosed a consid-
erably higher proportion, both as to number and as to re-
sources: 1,858 banks and $13,275,390,000 in resources under
chain and group conirol (see Table XXVII).

The American Bankers Association found chain and group
systems in all but nine States, while the Marine Bancorpora-
tion survey showed thirteecn in which there was no evidence

lﬁzurvcy of Group Banking in the United Statcs, loc. cit., p. 4.
2 Ibid.
99
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TABLE XXVII

ExTENT oF CHAIN AND Grour BANKING, BY GEOGRAPHICAL SECTIONS
AND STATES

October, 1929

CHAIV AND
Grotp

ALL Bankiva?

Prr Crar Cuarv
AND Grovr Bask-

. NG ! NGO A
STATES ¢ :'\:\:,\'“ No or i\ji_,_ - - :‘ - ! l:\\::l\\('ib
‘ Grours Bavis Resourees No of va\rnl‘:rl'z- N T T T
“T000 Bunhs w00 | No of | Re
Omtted) Omutted) RBanks | sources
New England
Maine 1 5 | $69,222 | 133 | 480011 | 3.7%| 143%
New ITampshire .. 124 329,044 ..
Vermont 105 278,482 .
Massachusetts 4 34 684,260 680 | 5,260,028 50%| 1309,
Rhode Island 1 3 173,650 53 585,589 9.0%| 2949
Connecticut . 251 | 1,472,208
Total 6 42 927,130 | 1,326 | 8,405,387 4.4 14.2
Eastern States
New York 17 | 117 [1,206,790 [ 1,139 [19.522,144 | 103 215
New Jersey . 14 53 371,500 571 | 2,850,916 93 13.0
Pennsylvania 15 52 890,300 | 1,813 | 6,913,910 28 129
Delaware 59 175,429
Maryland 236 971,458
District Colum-
bia . 12 173,822
Total 46 | 222 |5,468,590 | 4,060 |30,707,709 5.7 15.8
Southern States
Virgima 486 6R3,123
West Virginia 317 445,125
North Carolina 500 516,351
South Carolma 2 7 65,490 201 229,662 2.6 28 3
Georgia 6 2% 221,180 426 462,312 5.6 47.9
Florida 4 20 106,520 263 435,200 76 243
Alabama 6 31 21,840 356 36:3,200 8.7 58
Mississippi 1 5 6,920 337 280,560 1.5 24
Louisiana 1 6 18,850 225 555,161 2.7 32
Texas 13 51 136,110 332 | 1,437,501 38 094
Arkansas 4 82 101,820 422 262,670 | 19.1 380
Kentucky 2 9 57,180 577 640,464 1.6 8.7
Tennessce 5 14 115,970 490 576,363 28 19.9
Total 44 | 249 851,880 | 5,995 | 6,806,722 57 18.8

! Data taken from A Study of Group and Chain Banking, Ec momic Policy
Commission, American Bankers Association (October, 1929), pp 10-11.

? Data compiled from The Report of the Complroller of the Currency (1929),
pp. 700-701, for national banks, as of June 29, 1929, and State Bank Resources,
as of March 27, 1929, compiled by R. N. Sums, Secrctary-Treasurer of the
National Association of State Banks.
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TABLE XXVII (Continued)

ExTeNT OoF CHAIN AND GroUP BANKING, BY GEOGRAPHICAL SECTIONS

AND STATES

October, 1929

CHIN AND

ALn Bavhiva?

Per Cent CuAIN

B(}uoup . AND Gnou:-\lhvx—
CHATVS No o ANKING ING OF ALL
SraTes G 1:(\)31»( ‘l\g:\'x: - Total . ‘:S\m
o Resourees No of Resources
(00 Banks (V00 No of Re-
Omiatted) Omutted) Banks | sources

Muldle Wes
Ohio . . . 1,032 | 3,308,394 ..
Indiana 2 10 38,970 | 1,005 | 1,233,671 1.0%| 3.29%
Tlhnois 11 86 1,050,860 | 1,802 | 962,598 8 21.2
Michigan 14 96 1,153,310 716 | 2,131,786 | 129 47.9
Wisconsin 6 33 256,640 964 | 1,155,066 | 335 228
Minnesota 3t 435 995,350 | 1,085 | 1,133,332 | 399 87.6
Towa 12 90 85,150 | 1,289 | 1,013,989 7.0 8.3
Missouri 3 29 201,200 | 1,328 | 1,186,258 22 13.5

Total 82 779 (3,781,130 | 9,267 ]16,725,08¢ | 10.1 20.2

Western States
North Dakota 8 62 27,150 462 156,696 | 13 4 17.3
South Dakota 4 23 13,680 400 179,003 57 7.6
Nebraska 9 63 31,970 869 534,216 7.2 5.9
Kansas 10 55 41,070 | 1,087 539,736 5.1 7.6
Montana 1 8 5,910 197 190,739 40 3.0
Wyoming 2 10 11,050 87 74588 | 11.4 18.8
Colorado 2 14 104,870 289 318,526 5.0 30.1
New Mexico 4 13 18,600 58 51,281 | 22.0 35.3
Oklahoma 8 58 169,910 616 539,423 8.9 31.3

Total 48 306 427,270 | 4,095 | 2,614,238 9.2 17.4

Pacific States
Washington . 18 77 203,630 313 566,526 | 223 35.8
Oregon 6 32 91,050 237 334,271 | 13.5 28.1
Califorma 12 58 11,350,530 458 | 4,450,089 | 126 33.0
Idaho 3 23 30,890 138 93,030 | 166 32.3
Utah 5 50 92,380 105 193,817 | 47.6 48.0
Nevada 2 14 26,000 35 65,512 | 40.0 39.9
Arizona 1 6 21,560 45 105,511 | 13.0 20.1

Total 47 260 [1,819,040 | 1,361 | 5,808,756 | 23.7 33.9
United States 273 |1,858 |13,275,390(26,10% (71,157,896 983 2143

1 Ibid.

2 Ibid,

31t should bz noted that this data is only approximate and intended to give
only a gencral impression, due to the difference 1n dates when the statistics were
compiled, and due to the fact that data on chains and groups are necessarily
incomplete because of research limitations.



102 BRANCH, GROUP AND CHAIN BANKING

of chain or group banking. Whether the discrepancy is due to
some difference in the use of the terms chain and group, and
the classification resulting therefrom, is not apparent. How-
ever, it is significant that the Marine Bancorporation em-
ployed the term group exclusively, while both terms were
used interchangeably by the American Bankers Association.
The difference may also be explained in part by the omission
from the summary compiled by the Marine Bancorporation
of groups in New York City and Long Island. Furthermore,
the C'ommission probably had superior facilities for gathering
such information.

Table XXVII combines data collected by the Amer-
ican Bankers Association with certain national and State bank
statistics and gives a more comprehensive picture of the devel-
opment of chain and group banking by October, 1929, than
that presented by the Marine Bancorporation.

These figures indicate that 9.8 per cent of the banks and
21.4 per cent of the banking resources were in chain and group
systems by October, 1929. Considering the movement with
respecet to the various geographical sections of the country it is
evident that the Pacific States had taken the lead, with nearly
24 per cent of total banks and 34 per cent of aggregate bank-
ing resources in this area under chain and group control.
Second in importance were the Middle Western States with
10 per cent in number and 29 per cent in banking resources,
while the Southern States ranked third in point of banking
resources, but fourth in number of banks involved. There was
apparently less development in the Eastern States and in New
England. It is further evident that the movement had reached
its greatest proportions in sections largely dependent upon
agricultural conditions and where reverses encountered by
unit banks had been the most pronounced.

Comparison of groups and chains

The table on page 103 shows chain and group banks as of
October, 1929, segregated on the basis of the controlling
clement.

It would appear that systems controlled by particular
banks represented the largest proportion of all chain and group
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TABLE XXVIII

CoNTROLLING ELEMENT !
(Resource data are in millions of dollars)

Bavks Horpiva CoupaNIEs INDIvVIDUALS
SECTIONS
Svs- | Banks Re- Sys- | Banks Re- Sys- | Banks Re-
tems sources | tems sources | tems sources
New England 4 33 844 5 69 1 4 15

Southern States 26 | 125 616 18 12¢ | 206

1
Eastern States | 27 | 110 |1,410| 6 | 63 |3803| 13| 49| 251
Muddle West 10 | 81 |2083| 8| 195 |1,116] 6t] 503| 582

Western States 3 10 141 . 45 206 { 287
Pacific States 8 48 | 1,319 | 13 117 346 | 26 95 124
Tot_al .. 78 407 | 6,173 | 28 380 [ 5,331 167 | 1,071 | 1,468

1 Compiled from data mn A Study of Group and Chawn Banking, loc. cit.

banking with organizations controlled by holding companies
second in importance. While the number of chains in which
individuals are the controlling element represented over 60 per
cent of the total, and the number of banks ineluded in this
class nearly 58 per cent, it is evident that only a small propor-
tion or about 11 per cent of chain and group banking resources
were controlled by individuals. This is very significant and
may offer another reason why the term group has recently
tended to supercede the term chain.

In point of banking resources involved, group systems of
the type in which a particular bank is the dominant element
were most prevalent in New England and in the Southern,
Middle Western and Pacific States. The holding company
form of organization controlled the majority of group banking
resources in the Ilastern States, particularly in New York,
while in the Western States, the largest proportion of banking
resources were found in chain organizations eontrolled by in-
dividuals. From the viewpoint of the number of banks in-
cluded, those systems controlled by banks represented the
largest proportion in the Eastern and Southern States; the
holding company type occupied the foremost position in the
Pacific States and chains under individual control lead in
the Middle Western and Western States. It will be ob-
served that there were no systems headed by holding com-
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panies in ecither the Southern or Western sections of the
country.

Attitude of the American Bankers Association

The following branch banking resolution was proposed be-
fore the general convention of the Association, October 1,
1930, at Cleveland, Ohio, by the resolutions committee, and
after prolonged discussion was adopted:

The American system of unit banking, as contrasted with the
banking system of other countries, has been peculiarly adapted to
the highly diversified community life of the Unmted States. The fu-
ture demands the continued growth and service of the unit bank in
areas economically able to support sound, independent banking of
this type, especially as a protection against undue centralization of
banking power. Modern transportation and other economic changes,
both in large centers and country districts, make necessary some
readjustment of banking facihitios.

In view of these fucts this Association, while reaffirming its be-
lief in the unit bank, recognizes that a modification of its former
resolutions condemning branch banking i any form is advisable.
The Association belicves in the econonue deswability of community-
wide branch banking in metropolitan arcas and county-wide branch
banking in rural districts where cconomeally justified.

The Association supports in cvery respect the autonomy of the
laws of the separate states in respect to banking. No class of banks
in the several states should enjoy greater rights in respect to the
fstablishmcnt of branches than banks chartered under the state
aws.’

Federal Reserve Board statistics *

The first survey made by the Federal Reserve Agents for
the Federal Reserve Board was in December, 1922, the second
in June, 1926, the third in June, 1928, and the fourth in con-
nection with the chain, group and branch banking Hear-
ings.® The data collected prior to 1928 are not sufficiently com-
plete to make it possible to compare the present situation with
that which existed in earlier years.®

8 Proceedings of thc Amencan Bankers Association (1930).
4 All data given by the Board are based on loans and investments. No

statistics of resources are available.
5Ilqarzngs, p. 454.
8 Ibid.
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The report of the Board for the year 1928 contained some
significant information on the subject. This information can
be correlated to a certain degree with the data given in the
following tables. The report stated:

In New Jersey and New York affiliations of two to four banks
are not uncommon, and four instances of chains embracing six to
cight banks were specifically enumerated. Individually controlled
groups of banking institutions in Michigan included one chain of
16, one of 9, and two of 5 banks, and a number of affiliations prob-
ably embracing a smaller number of banks. . . .

Instances listed for other States included, in addition to some
smaller groups, for Arkansas 1 chain of 33 banks and 4 of 5 to 12
banks each; for Illinois 8 chains of 4 to 11 banks each; for Towa 7
chains of 5 to 17 banks cach, 1 including Towa banks in affiliation
with banks outside the State; for Nebraska 7, of 5 to 10 banks;
and for Utah 4, of 6 to 17 banks. For Minnesota the State in which
chain banking seems to have developed most extensively, 1 chain of
81 banks, 1 of 35, 1 of 21, and over 30 smaller chains of 5 to 14
banks cach were listed.

In North and South Dakota, Kansas, and Oklahoma . . . some
28 instances of chain affiliations of 5 to 17 banks each are noted, as
well as a number of smaller groups, no association of this character
being listed for either New Hampshire or Vermont.”

Number and loans and investments, in the aggregate, of
chains and groups by January, 19308

At the beginning of 1930, all the banks in the country had
loans and investments of approximately $58,500,000,000.
Branch, chain and group banking systemns had total loans and
investments of approximately $30,000,000,000 or more than
onc-half of the total. The branch banking systems, taken
alone, had 822 banks and 3,547 branches, with aggregate loans
and investments of $25,100,000,000, but these figures include
119 banks with 1,415 branches with loans and investments
of $6,300,000,000 that also belonged to banking groups or
chains. Including this group of 119 banks, there were 287
chains or group banking systems in existence at the beginning
of 1930, embracing 2,103 banks, with loans and investments of

7 Report of the Fedcral Reserve Board (1928), p. 31. As stated above, the
Board makes no distinction beiween chain and group banking.

8 See Hearings, pp. 163-184, for detailed list of the 2,103 chains and groups
in the United States at that time.
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TABLE XXIX

Numser AND [LOANS AND INVESTMENTS oF BANKS OperATING IN CuAINS OR
Grours !

June, 1929-January, 1930

NtrvBrik OF BANKS Loans aND INvVISTMENTS
Crass or Bank June, January, {Increase[ June, January, | Increase
1929, 1930, or De- 1929, 1930, or De-

275 287 crease 275 287 crease
Chains Chains (=) Chains Chains (=)

All Banks:
Total . . . 25,110 | 24,630 |—480 | 58,474 | 58,417 - 57
In chans or groups 1,821 2,103 282 8,300 | 11,177 2,877
Not in chains or groups | 23,289 | 22,527 |-762 | 50,171 | 47,210 | —2,934

Member Banks:

Total . .| 8707 8,522 [—1I85 | 35,711 | 35931 223
In c¢hams or groups 756 938 182 6,668 9,305 2,637
Not in chamns or groups | 7,951 7,58% | =367 | 20,043 | 26,629 | —2,414

National:

Total . 7,530 7,403 | —127 | 21,457 | 21,584 127
In chains or groups 615 802 154 4,159 5,908 1,749
Not m chams or groups | 6,885 6,601 |—281 | 17,298 | 15,676 | —1,622

State:

Total 1,177 1,119 | =58 | 14,25¢ | 14,350 96
In chams or groups 111 136 25 2,509 3,397 888
Not in chams or groups [ 1,066 983 | —&83 | 11,745 | 10,953 —792

Non-member Banks:

Total . 16,408 | 16,108 [—2905 | 22,763 | 22,183 —280
In chains or groups 1,065 1,165 100 1,632 1,872 240
Not in chainsorgroups | 15,338 | 14,913 [—395 | 21,131 | 20,611 —520

1 Annual Report of the Federal Reserve Board.

$11,200,000,000 or approximately one-fifth of total loans and
investments of all banks in the country.?

Comparison of figures for June with those for January
indicates a considerable extension of chain and group banking
during the second half of 1929. The number of banks operating
in chains or groups increased by 282, while the number of
banks not in chains or groups decreased by 762. Loans and in-
vestments of chain and group system banks were larger by
some $2,877,000,000 at the end than at the beginning of the
period, and for other banks smaller by some $2,900,000,000.

® Hearings, p. 450.
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Banks operating in chain or group systems included 802 na-
tional, 136 State member, and 1,165 non-member banks.
Changes in the aggregate during the period are summarized in

Table XXIX.

Number and loans and investments of chains and groups by
States, June, 1929—January, 1930

The extension during the last half of 1929 was largely
confined to nine States, and represented in large measure the
rapid expansion of a few groups, notably the Northwest Ban-
corporation of Minncapolis, which increased from 20 banks in
June to 92 in January; the First Bank Stock Corporation,
of Minneapolis, from 12 to 78; and the Guardian Detroit-
Union Group, of Detroit, which was not in existence in June

TABLE XXX
PrincirAL INcrEASE IN CHAIN AND Grour BANKS BY STATES!
June, 1929 -January, 1930

NuMmBer oF Bavks Oepanrativa N CitAINs
avp Grours
STATE
January, 1930 June, 1929 Increase
Total . . . . . . . . 2,103 1,821 282
Minnesota . . . . . .o 308 261 47
Michigan P, 135 86 49
North Dakota . . . . . . . 114 100 14
New York . . . . . . . . 102 81 21
Washmgton . . . . . . . 75 59 16
Arkansas . . . . . .o 72 55 17
Montana . . . . . . . . 45 32 13
Massachusetts . . . . . . . 45 33 12
Kentucky . . . . .. 16 4 12
Other States . . . . . . . 1,191 1,110 81

1 Federal Reserve Bulletun (April, 1930), p. 149.

but comprised 35 banks in January.!® Banks operating in
chains and groups increased in Minnesota from 261 in June
to 308 in January; in Michigan from 86 to 135; and in
North Dakota from 100 to 114. In each of these three States
more than one-half of total loans and investments of all banks
in the State were held by banks operating in chain and group

10 Hearings, p. 454.
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systems. More than one-third of the loans and investments of
California’s 437 banks were held by the 49 banks operating in
chains and groups, and nearly one-third of the loans and in-
vestments of the 1,765 banks in Illinois were controlled by 84
members of chain and group systems.!! Changes from June,
1929, to January, 1930, for the nine States showing the prin-
cipal increases are given in Table XXX.

The table on page 109 shows the increase in number and
loans and investments by States from June, 1929, to Janu-
ary, 1930.

Area of chain and group banking

According to Federal Reserve Board data, chain and group
banking have reached their greatest development in the Mid-
dle Western, Western and Northwestern States, but they em-
brace a considerable number of banks and a relatively large
proportion of the banking resources in many other States.
There were, as a matter of fact, 25 States at the beginning of
1930 in which chain and group banks constituted a substan-
tial part of the number of banks or of the banking resources,
as indicated in the table on page 110.

As early as 1928 the Federal Reserve Board referred to
Minnesota as the State in which chain banking scems to have
developed most extensively, as regards percentage of all banks
and all loans.’? This statement may be verified for 1930 since
the above figures indicate that nearly 30 per cent of all banks
and 65 per cent of all loans and investments in the State are
found in chain and group systems. Other States wherein the
movement has reached a high degree of development, ranked
in the order of their importance as regards the proportionate
amount of loans and investments involved, are: Michigan,
Florida, Georgia, California, Idaho, South Dakota, Washing-
ton, Illinois, Utah and Oklahoma. The largest number of chain
and group banks in relation to total banks is found in Idaho
with over 30 per cent. From this aspect other States rank as
follows: Minnesota, Washington, North Dakota, Idaho, Utah,
and Montana.

11 Annual Report of the Federal Reserve Board (1929), p. 27.
12 Jbid. (1928), p. 31.



TABLE XXXI

CHAIN AND GROUP BANKING BY STATES AND CrLAsses oF Banks, Szowing
NuMBER AND LoOANS AND INVESTMENTS !

June, 1929-January, 1930

NUMBER OF BANKS LoANs AND INVESTMENTS
StaTe
January,1930( June, 1929 (January,1930| June, 1929

Alabama . 22 19 32 7
Arizona 6 6 18 18
Arkansas . 72 55 50 41
California 49 51 1,528 1,476
Colorado . . 16 16 30 30
Connecticut . 8 e 37 ...
Delaware . . . . 3 3 1 1
District of Columbia .. . e
Florida . . . . 40 43 134 129
Georgia 22 20 166 157
Idaho . 41 41 37 37
Illinois 84 79 1,212 996
Indiana 17 10 41 30
Iowa 87 83 90 73
Kansas . 88 85 46 44
Kentucky 16 4 124 8
Louisiana . 10 10 33 33
Maine . 12 5 70 53
Maryland .. . ...
Massachusetts 45 33 871 530
Michigan . 135 86 1,262 428
Minnesota 308 261 584 269
Mississippi 21 21 156 15
Missouri . 36 34 158 157
Montana . 45 32 81 45
Nebraska . 73 68 62 27
Nevada .. 13 16 20 23
New Hampshire . .. .. ..
New Jersey 60 56 396 358
New Mexico . 9 8 3 3
New York . 102 81 2,011 1,571
North Carolina S ... - ...
North Dakota 114 100 58 44
Ohio . . . 6 ... 86 e
Oklahoma 85 82 103 926
Oregon 36 33 82 82
Pennsylvania 48 48 803 782
Rhode Island 3 3 153 153
South Carolina 2 2 8 8
South Dakota 61 54 47 39
Tennessee 32 23 149 92
Texas . 84 79 104 89
Utah 26 27 50 50
Vermont . 1 ... 1 ...
Virginia
Washington 75 59 189 79
West Virginia
Wisconsin . . . . 58 53 212 205
Wyoming . . . . . 32 32 22 22

United States . . . . . 2,103 1,821 11,177 8,300

1 Hearings, p. 469.
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TABLE XXXII

PrincipAL CHAIN AND Group BANKING Stares!
January, 1930

Nuupen or Bavxs | LOANS AxD Ivvesraivts

Total I(\}emher:n(:lf Of All Off]\(l;embers

* rg\}:)[;;;ns Banks aond 5?.3?:3
Minnesota . . . . . . 1,046 308 901 584
Michigan . e 743 135 2,021 1,262
North Dakota . . . . . 412 114 112 58
New York . . . . . . 1,127 102 17,222 2,011
Kansas . . . . . . 1,069 88 404 46
Iowa . . . . . . . . 1,257 87 782 90
Ilinois . . . . . . . 1,765 84 3,802 1,212
Oklahoma . . . . . . 617 85 401 103
Texas . . . . . . . . 1,308 84 1,036 104
Washington . . . . . . 340 75 460 189
Nebraska . . . . . . . 804 73 359 62
South Dakota . . . . . 387 61 137 47
New Jersey . . . . . 568 60 2,388 396
Wisconsin e e e 960 58 917 212
Arkansas . . . . . . . 415 72 198 50
California . . . . . . 437 49 3,420 1,528
Massachusetts . . . . . 450 45 4,225 871
Montana . . . . . . . 195 45 144 81
Pennsylvania . . . . . 1,566 48 5,703 803
Florida . . . . . . . '235 40 258 134
Idaho . . . . . . . . 137 41 81 37
Oregon . . . . . . . 234 36 260 82
Missouri . . . . . . . 1,277 36 1,199 158
Utah . . . . . . . . 104 26 162 50
Georgia . ce e 405 22 334 166
All other States . . . . . 6,787 229 11,535 841
Total . . . . . . . 24,645 2,103 58,461 11,177

1 Hearings, p. 453.

Size and type of banking chains and groups

The number of chains and groups controlling four to six
banks represent the largest proportion of the total on a basis
of size with organizations controlling three banks and seven
to ten banks second and third, respectively, in importance.

However, as mentioned above, some of the large holding
companies, such as the Northwest Bancorporation and First
Bank Stock Corporation, comprise from 50 to 115 banks, both
State and national, and extend over State boundary lines in
numerous cases.
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There are at present chains and groups operating entirely
within a Federal reserve district, while others extend over

TABLE XXXIII

NumBER oF CHAIN AND GRoUP BANKING SysTEMS IN EAcH STATE DISTRIBUTED
AccorpIiNg TO S1zé AND TypE oF Group!

January, 1930

NuMBER OF SYSTEMS CONTROLLING

NuMBER OF SYSTEMS

TorAL CONTROLLED BY
Sys-
EME 3 4 to6 |7 to 10 |11 to 20{ Over 20 | Holding Indi-
Banks | Banks | Banks | Banks | Banks | Co.'s Banks viduals

New England
Maine . 2 1 .. 1 .. 1 1 ..
Massachusetts| 5 3 1 1 3 1 1
Rhode Island 1 1 .. .. .. 1
Connccticut 1 . 1 1 ..
Total 9 2 4 2 1 4 3 2

Eastern States
New York 20 7 8 2 3 12 2 6
New Jersey 15 10 3 2 .. 1 10 4
Pennsylvania | 12 7 4 1 1 7 4
Delaware . 1 1 .. .. 1
Total 48 25 15 5 3 14 19 15

Southern States
Georgia 5 2 1 2 .. 1 1 3
Florida 6 3 3 . 1 5 ..
Alabama . 4 1 1 2 . 1 2 1
Mississippi 3 1 2 .. .. 1 2
Louisiana 2 .. 2 .. .. 2 ..
Texas . 16 4 8 3 1 1 1 14
Arkansas . 3 . 1 1 1 . .. 3
Kentucky 3 2 1 2 1 ..
Tennessee 4 2 . . 1 1 .. 3 1
Total 46 9 19 14 3 1 6 16 24

Middle West

Ohio 2 .. 2 . .. .. 1 .. 1
Indiana 3 1 .. 2 .. .. 1 1 1
Illinois 12 1 5 4 2 . . 3 9
Michigan 11 1 4 1 3 2 3 .. 8
Wisconsin 6 1 4 .. 1 .. 1 5
Minnesota 37 1 20 9 4 3 3 34
Towa . 12 2 5 1 4 . .. 12
Missouri . 37 1 3 3 . 1 6
Total 90 8 43 20 14 5 10 4 76

1 Compiled from data in Hearings, p. 471.
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TABLE XXXIII (Continued)

NuMBER oF CuAIN AND GrRoUP BANKING SYsTEMS IN EACH STATE DISTRIBUTED
AccorpING TO Size AND TyYPE oF Grour!

January, 1930

Torat NuMBeR oF SysTEM8 CONTROLLING N "g’;\f’&g&sgs:?m
Sys-
TEMS 3 4t06 |7to10 |11 to 20| Qver 20| Holding Indi-
Banks | Banks | Banks | Banks | Banks | Co.’s | Banks | viduals
Western States
North Dakota| 6 1 2 1 2 .. 6
South Dakota 5 .. 4 1 L. .. 5
Nebraska 10 .. 6 4 .. 10
Kansas . 19 4 13 2 .. 19
Montana . 2 .. 1 1 .. 2
Wyoming 5 1 4 .. .. 5
Colorado . 3 1 1 1 .. 3
New Mexico .| 2 1 1 .. 1 1
Oklahoma 8 1 3 2 1 1 1 7
Total 60 9 35 12 3 1 2 56
Pacific States
Washington .| 12 5 4 2 1 7 5
Oregon 7 4 1 2 .. 5 2
California 5 1 3 . 1 .. 3 2
Idaho . 3 1 .. 2 .. .. 1 2
Utah . 5 .. 2 2 .. 1 1 1 3
Nevada 1 .. .. 1 .. .. . 1
Arizona 1 1 .. 1
Total . .| 34 11 11 8 2 2 17 1 16
United States | 287 64 | 127 61 26 9 53 44 | 190

1 Jbid.

two or more Federal reserve districts. There may be reasons
for suspecting that some of the holding companies have al-
ready obtained footholds in strategic situations in many sec-
tions, but to date no greater area is covered by any single
group than parts of four Federal reserve districts.’®

In contrast with the data collected by the American
Bankers Association as of October, 1929, which indicated that
systems controlled by particular banks represented the largest
proportion of all chain and group banking, it appears from

18 The Northwest Bancorporation operates primarily in the Minneapolis

district, but also has established affiliations with banks in the Chicago, Kan-
sas City, and San Francisco districts.
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Federal Reserve Board statistics, as of January, 1930, that
the holding company form of organization predominates, from
the viewpoint of the number of banks included. Those systems
in which a holding company is the dominant element repre-
sent the largest proportion in the Pacific, Eastern and Middle
Western States, while those controlled by particular banks
predominate in the East and South. It appears that there are
no systems directed by banks in the Western States and only
one in the Pacific States, and only two systems headed by
holding companies in the Western States.

While the number of systems controlled by individuals con-
stitute nearly 70% of the total, it is evident from preceding
data that systems directed by holding companies and par-
ticular banks control the largest proportion of resources.*

Systems in which the dominant element is a holding com-
pany appeared in 23 States; those directed by a particular
bank in 17 States and those controlled by individuals in 35
States.

Chains and groups with loans and investments in excess of
$50,000,000

In view of the financial position of New York, it is to be
expected that a larger volume of loans and investment would
be controlled from this city than any other city in the country.
Aggregate loans and investments controlled from New York
exceed $2,562,764,000. Next in importance from this stand-
point is Chicago with $915,717,000. Detroit follows with $766,-
733,000. Other leading cities rank as follows: Minneapolis,
$679,021,000; Pittsburgh, $626,081,000; Boston, $624,097,000;
and Buffalo, $557,913,000. The following table gives data per-
taining to chain and group systems with loans and invest-
bments in excess of $50,000,000, as well as total number of

anks,

14 A compilation as of January, 1930, similar to that given in Table
XXVIII, cannot be assembled in view of the fact that the Federal Reserve
Board has not presented comparable data according to type of group.
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TABLE XXXIV

CHAINS AND Grours WiTH Loans anD INvEsTMENTS IN Excess or $50,000,000 1

January, 1930

Loans and
investments
Rank by Loans and investments and in thousands
location of controlling agency of dollars:
1. New York City:

Total ...ttt $2,562,764
New York ..ccvvvviiiiiiniinnnnn, 1,158,112
California .......covvvviieninninnnss 1,364,951
Pennsylvania .........ccvvvviiinnn. 39,701

2. Chicago:

Total cvvviiiiiiiiiiiiiieiiiieeennnns 915,717
3. Detroit:

7Y 766,733
4. Minneapolis:

Total ..iieiiiiii ittt 679,021
Minnesota .....coevieiiiiiiiinnnans 460,965
Montana ..........ccceiiiiiiinenn 68,612
North Dakota ..........ccccvvnnee. 29,253
South Dakota ........covvvvvnvnnnn 31,940
Nebraska .....covvvviiiviinnnnnnnn. 35,358
Jowa ..ovviiiiiii i 24,338
Wisconsin .....ooevveininnnnnennnns 8,973
Washington .......eovvieviinevnnnn 10,701
Michigan ....ovvvvviiiiiinnnnnnnnnn 8,881

5. Pittsburgh:

Pennsylvania ..........cocvieeinnn.n. 626,081
6. Boston:

Massachusetts .........coovviveinn.. 624,097
7. Buffalo:

New York ...oovvvviviiiininiinans, 557,913
8. Milwaukee:

Wisconsin .ovvviiinriiinieiinienaneenn 168,466
9. Providence:

Rhode Island ........ccovvvvvnnnnn.. 153,331
10. San Francisco:

Total ...ovviiiiii ittt it 146,138
California .........ccvvvineieinnn. 145,066
Washington ...........cccovinnnn. 1,072

11. Nashville:

] ) 131,308
Tennessee .ooevveeivneinnnnenennnns 97,028
Arkansas ........ceeeiiiiiieeinen. 34,280

12, Syracuse:

New York ...ovvviiiviiiiiininnnnnns 115,559
13. Atlanta:

GEOTZI® v.vvvenreiirennnnenenneannns 104,954
14. Louisville:

Total ..... e teeeiterteeteteeeeaaanas 97,429
Kentucky .....covvvviviiiiinnennn. 72,341
Ohio ..iiiviiiiiiiiiiiiiiininennns 25,088

15. Jersey City:
New Jersey ..ocvvvvieenneneeneeennns 94,382

1 Federal Rescrve Bulletin (April, 1930), Vol. XVI, p. 149. Latest available data,

Total
banks
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TABLE XXXIV—Continued

Loans and
Investments
Rank by Loans and investments and in thousands Total
location of controlling agency of dollars: banks
16. Kansas City:
MiSSOUIT +erereneernenneeennncnsaenns 82,025 5
17. Seattle:
Washington ......ccovvviiiennnnennns 78,298 7
18. Tulsa:

] 7Y 77,753 21
Oklahoma .......coeveveveevnnennns 76,181 19
Kansas ..oovvvivninieninnienennenns 915 1
TeXAS veuuvnvrnreneenenneenenennnns 657 1

19. Savannah:

Total vttt 67,683 7
GeOTZI® v.vvvevvenennnrvierennnnnans 59,951 b
South Caroling ...........ccevn.n. 7,732 2

20. Columbus:

(0] 13 T 61,302 4
21. Augusta:

Maine ...veveveiniennerenenenennnnes 59,576 9
22. St. Paul:

Total ..ovverriiiiiiiiiiiininnnn 52,932 71
Minnesota ....ooviiieiiiinenaninnns 32,919 30
Montana .....cvvviiiiiiiiinennnnn. 1,893 1
North Dakota ..........c.ccvuuen.. 15,233 32
Wisconsin ..vvvviiiiniiiiinenennens 2,887 8

Survey of the Economic Policy Commission, American
Bankers Association, May, 1930

The Economic Policy Commission, American Bankers
Association, again surveyed the movement in May, 1930, and
reported the data given in Table XXXV,

There was a more rapid increase in the volume of bank-
ing resources in group and chain systems than in the
number of systems or of affiliated banks during the eight
month period from October, 1929, to May, 1930. The figures,
furthermore, do not show any substantial difference in geo-
graphical distribution, either as to the number of chains and
groups of banks in each State or the resources they represent,
except that in May there were only six States and the District
of Columbia where no chain and groups existed,'® whereas in
October nine were reported (see Table XXVII).

15 New Hamg‘shlre, Vermont, Maryland, Virginia, West Virginia and North
%a{)?lm}aix Tl}e ederal Reserve Board reports one system in Vermont (see
able
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State
Alabama ..
Arizona
Arkansas
California

Colorado ........ccceveeen

Connecticut

Delaware ..........ccc0eues
District of Columbia ......

Ilinois .....cvvvvinnnnnnn.

Indiana

Jowa ...oiviiiiiiiiininnns

Kansas
Kentucky
Louisville
Maine
Maryland ..
Massachusett:
Michigan

Minnesota
Mississippi
Missouri

Nevada

New Hampshire ..........
New Jersey ....coovunennnn
New Mexico .............
New York ...............
North Carolina ...........
North Dakota ............
Ohio .....cvvvivvinnnennn.

Oregon ........cooveveeeens
Pennsylvania .............

Rhode Island
South Carolina
South Dakota

Tennessee ................

Vermont ..........ovienne
Virginia ........ccceveeennn

Washington

West Virginia ............
Wisconsin ................

Wyoming
Totals

..................
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TABLE XXXV

AND CHAIN BANK SysTEMS !
May, 1930
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groups banks
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Resources
$ 50,450,000
20,870,000
81,625,000
1,438,360,000
37,120,000
39,970,000
10,260,000
108,710,000
228,090,000
28,870,000
1,417,260,000
38,830,000
76,300,000
78,310,000
181,300,000
41,460,000
68,040,000
1,248,450,000
1,351,150,000
1,088,490,000
7,010,000
141,180,000
5,100,000
30,170,000
29,490,000
376,850,000
2,730,000
4,565,170,000
29,025,000
79,920,000
184,630,000
104,660,000
894,860,000
174,420,000
64,920,000
13,070,000
225,230,000
186,430,000
90,410,000

..........

..........

..........

286,190,000
22,960,000

$15,285,100,000

14 Survey of Recent Developments in Group, Chain, and Branch Banking, An Analysis of
Proposals to Grant Member Banks Larger Participations in Federal Reserve Bank Earnings,
and A Study of Sugqestions for Liberalizing the Rules Governing Paper Eligible for Redis-
count at the Federal Reserve Banks, Report of the Economic Policy Commission, American
Bankers Association (May, 1930), pp. 7-8. No further chain and group data are given in

the report.
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Minnesota with 29 systems leads in point of number of
chains and groups in operation. Kansas follows with 19 sys-
tems and Texas ranks third with 17 systems. New York has 16,
New Jersey and Pennsylvania each has 13, Michigan has 12,
Illinois has 11, California and Iowa each has 10, and Wash-
ington and Oklahoma follow with 9.

With a substantial portion of the banking resources cen-
tered in New York, it is to be expected that this State would
show by far the largest volume of resources controlled by
chains and groups. Aggregate resources of chain or group sys-
tems in New York exceed four and a half billion dollars. Next
in importance from this standpoint is California with approxi-
mately $1,438,000,000. Illinois follows with $1,417,260,000.
Other States rank as follows: Michigan, $1,351,150; Massa-~
chusetts, $1,248,450,000; Minnesota, $1,088,490,000; and
Pennsylvania, $894,860,000.¢

The extension throughout the country of group banking
has been remarkable. Since receiving its impetus on the West
Coast in 1927, it has already spread into practically every
part of the country. More and more groups are of unusual
importance from the standpoint of resources and prestige of
institutions involved.

When the investment trust movement began in the United
States several years ago there were many skeptics in high
offices who predicted that it was a fad and would not become
an established financial institution in this country. It was not
long, however, before it was generally admitted that the in-
vestment trust was here to stay. The leading trusts now con-
trol and manage many hundreds of millions of dollars. This
movement grew without special laws permitting or regulating
it and may be taken as an example of how changing eco-
nomic conditions are met without waiting for the lawmakers
to act.

Group banking would probably have developed more
rapidly during 1930 had it not been retarded by two factors.
One was the business recession which obviously affected all
capital enterprises. The other was the probability of legisla-
tion arising out of the House Committee on Banking and

16 No later chain and group data is available at the present time.
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Currency hearings relative to this matter. Group officials and
leaders undoubtedly wished to maintain their status quo until

they could determine what governmental action might have
been contemplated.



CHAPTER VIII

FACTORS RESPONSIBLE FOR THE DEVELOPMENT
OF GROUP BANKING

At the outsct, certain negative considerations may be dis-
missed. Group banking is not designed to establish a banking
monopoly in various parts of the country; it is not a stock
jobbing movement intended primarily to foster speculation
in bank stocks; and it is not part of a fad or fashion. The
economic interpretation of the movement may be reduced to
several categorics. In the first place a most significant motive
for the increase in the number and activities of bank holding
corporations is the desire to circumvent the limitations of
Federal and State law in order to be in a position when the
necessary laws have been passed to convert into branch bank-
ing systems. As profits and position are the reward for pro-
moters and entreprencurs, it follows that such forces must be
reckoned with as basic causes for organizing and directing any
form of business or banking unit. Keen competition among
group systems has also been a factor. And finally, holding cor-
porations have been organized for the purpose of securing
financial independence of Eastern financial centers.

Circumvent restrictive branch banking statutes

Some difference of opinion has been observed as regards
the effect of legal restrictions imposed upon branch banking
in relation to the growth of group banking systems. It has
been generally assumed that such developments are in antici-
pation of extensive legalized branch banking,! and are a reac-

11In answer to those who believe that groups have been formed because of
the impression that branch banking will eventually be sanctioned by law all
over the country, Mr. Craig B. Hazlewood, former President of the American

Bankers Association, has said that: “I disugree entirely with those who assert
group banking neccessarily leads to branch banking or that 1t is merely an in-

120
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tion against statutory provisions pertaining to branch banking
under State laws and under the McFadden Act, which forbids
the further expansion of branch banking outside city limits
by national banks and by State banks which are members of
the Federal Reserve System.? Undoubtedly such factors are
the most significant motives for group developments, but the
table on pages 122 and 123 shows that the whole movement
cannot be fully explained by the obstacles encountered in
various instances by branch banking.

The greatest number of chains and groups are found in the
States of California, Massachusetts, New Jersey, New York,
Pennsylvania, Michigan, North Dakota, Oklahoma, South
Dakota, Arkansas, Illinois, Iowa, Kansas, Minnesota, Ne-
braska, Montana, Texas, Washington and Wisconsin. In the
first five of these States the establishment of branch banks is
permitted or only slightly restricted; in the next four there
is no provision regarding it, while in the remaining ten it is
prohibited.

While 80 per cent of the number of chains and groups are
found in the States where branch banking is prohibited or not
provided for, 56 per cent of the loans and investments of such
organizations are found in Stales where extensive branch
banking is permitted or merely restricted as to location. The
table shows that chain and group banking, on the basis of
loans and investments, are most highly developed in the States
of New York, California and Michigan, in none of which ex-
tensive restrictions as to branch banking are imposed. A sub-
stantial amount of loans and investments is also found in
Massachusetts and Pennsylvania, which permit the establish-
ment of home-community branches, and in Illinois, Minnesota,
Missouri, Washington and Wisconsin, where the establishment
of branch banks is prohibited. On the other hand, while loans
and investments substantially increased, during the last half

tericdiate step to countrywide branch banking. On the contrary, I believe
that group banking will develop further in this country, that there will be
standards involved for its handling which will make it a permanent and sound
business without any thought of evolution into branch banking.” See C. B.
Hazlewood, “Prefers Chain Rather Than Branch Banking,” The Ohio Banker
(July, 1929), p. 6.

2 McFadden Branch Banking Bill, Sec. 7, an Amendment to Section 6166
of the Revised Statutes of the United States.
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of 1929, where branches are slightly restricted or unprovided
for, there was only a slight increase in States prohibiting
branches.

TABLE XXXVI

NuMmBER AND LoANS AND INVESTMENTS OF CHAIN AND Group BaNks CLassi-
FIED ON THE Basis oF Branca BANKING Laws!

January, 1930-June, 1929

LoaNs AND INVESTMENTS

NuMBer oF BANKS (in millions)

SrarTes ToraL ToraL

J“{“J";;'y ' | June, 1929 J"’mﬁ:{y * | June, 1929

United States . . . . . . . 2,103 1,821 11,177 8,300
Stzztt)awidc branch banking permtted
9):

Total . . . . . . . . 64 65 1,609 2,056
Arizona e e e e 6 6 18 18
California . . . . . . . 49 51 - .
Delaware . . . . . . . 33 3 1 1
Maryland . ... .. . ..
North Carolma . . . . . . .. ..
Rhode Island . . . . . . 33 3 153 153
South Carolma . . . . . . 27 2 8 8
Vermont . . . . . . . 7 .. .

Virginia . .
Branclbes restricted as to location
10):

Total . . . . . . . 338 297 4,600 2,591
Georgia . . . . . . . . 22 20 166 157
Loussiana . . . . . . . 10 10 33 33
Maine . . . . . . . . 12 5 70 53
Massachusetts . . . . . . 45 33 871 530
Mississippi . . . . . . . 21 21 15 15
New Jersey . . . . . . . 60 56 396 358
New York . . . . . . . 102 81 2,011 1,571
Ohio. . . . . . . . . 6 86 .
Pennsylvania . . . . . . 48 48 803 782
Tennessece . . . . . . . 32 23 149 92

t Compiled from data collected by the Federal Reserve Board (see Table
XXXI above), and “Digest of State Laws Relating to Branch Banking,” Federal
Reserve Bulletun (April, 1930), Vol. XVI, p. 258. The above chain and group
data cannot be scgregated on the basis of chains or groups. While statisties
have been collected by the Economic Policy Commission, American Bankers
Association, as of May, 1930, Federal Reserve Board statistics are considered
more official and have therefore been utilized in this table.
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TABLE XXXVI (Coniinued)

NuMBER AND LOANS AND INVESTMENTS OF CHAIN AND GroUP Banks CrLassi-
FIED ON THE Basis oFr BrancH BanNking Laws!

January, 1930-June, 1929

NuUMBER oF Banks |LOANS (‘l‘"l“l’mll’i‘x‘(’,ﬁ:;‘“”"“
StaTES ToraL ToraL
Juﬁ;gx({y, June, 1929 Ju{"x;‘d‘y‘ June, 1929
States having no provision (7):

Total e e 443 358 1,616 637
Kentucky . . . . . . . 16 4 124 8
Michigan . . . . . . . 135 86 1,262 428
New Hampshire e .. . . .
North Dakota . . . . . . 114 100 58 44
Oklahoma . . . . . . . 85 82 103 96
South Dakota . . . . . . 61 54 47 39
Wyoming . . . . . . . 32 32 22 22

Branéllz)banking prohibited by law

Total . . . . . . . 1,258 1,101 3,252 3,016
Alabama . . . . . . . 22 19 T32 7
Arkansas . . . . . . . 72 55 50 41
Colorado e e e e 16 16 30 30
Connecticut . . . . . . . 8 ... 37 .
Florida . . . . . . . . 40 43 134 129
Idaho . . . . . . . . 41 41 37 37
Illinois . . . . . . . . 84 79 1,212 996
Indiana . . . . . . . . 17 10 41 30
Iowa . . . . . . . . . 87 83 90 73
Kansas . . . . . . . . 88 85 46 44
Minnesota . . . . . . . 308 261 584 269
Missouri e e e 36 34 158 157
Montana . . . . . . . 45 32 81 45
Nebraska . . . . . . . 73 68 62 27
Nevada . . . . . . . . 13 16 20 23
New Mexico . . . . . . 9 8 3 3
Oregon . . . . . . . . 36 33 82 82
Texas . . . . . . . . 84 79 104 89
Utah. . . . . . . . . 26 27 50 50
Washington . . . . . . . 75 59 189 79
West Virginia e
Wisconsin . . . . . . . 58 53 212 205

1Itnd.

The following table affords a comparison of the extent of
chain and group banking and all banking as between the four
general groups of States, classified as to the legal status of
branch banking.
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TABLE XXXVII

ComraRisoN oF CHAIN AND GRoup BANKING AND ALL BANKING ON Basis
oF LEGAL STATUS OF BRANCH BANKING!

(Loans and investments in millions of dollars)

Coy Ao Guove | puy Davmiva | P, Cur Oty avo
LeaaL StaTus
Loans and Loans and Loans and
No. Banks Invest- No. Banks Invest- No Banks Invest-
ments ments ments
Permitted . . 64 1,609 2,056 3,856 3.1 41.7
Restricted . 338 4,608 6,373 28,075 53 16.4
Prohibited .| 1,258 3,252 12,939 11,042 9.8 29.5
No Provision 443 1,616 2,881 3,026 153 53.0
Total . 2,103 11,177 24,249 45,999 84 35.2

1 Compiled from data in Table XXXV; Abstract of Reports of Condutions of
Natwonal Banks, Oflice of the Comptroller of the Currency (March 27, 1930),
p. 2; and Aggregate Resources, elc., of All Bankwng Institutions Under State Con-
trol, by R. N. Sims, National Association of Supervisors of State Banks (March
27, 1930).

This table also indicates that chain and group banks repre-
sent the largest proportion of all banks where branch banking
is prohibited or not provided for, and that the largest propor-
tion of loans and investments of all banking institutions are
held where branches are permitted or not provided for.

However, California accounts for 77 per cent of the total
number and 71 per cent of the loans and investments of chains
and groups where branches are permitted. The Transamerica
Corporation accounts for a large proportion of the total in
this State but involves a certain amount of duplication with
branch banks since it includes the Giannini branch systems.
Michigan, with 70 per cent of the chain and group loans and
investments, where no branch bank statutes exist, likewise
includes duplications through the 287 branches of the
Guardian Detroit-Union Group and the First National-
Peoples Wayne Group.

The following table, showing the principal groups in States
which permit State-wide or restricted branches or have no
branch banking statutes, indicates the relatively large amount
of loans and investments found in such areas.
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TABLE XXXVIII1

Principan Grours IN States WaicH PerMrr Strate-WipeE or RestricTED
BrancH BANKING!

January, 1930

Banks Branches of
Name and address of manage- in chain Loans and banks in chain
ment or controlling interest or group investments or group
State-Wide Branch Banking
Permatted
California: 2 Number Number
Trans-American Corporation,3N.
Y. Cooerrrri 17 $1,139,879,000 448
Goldman Sachs Trading Corp.,?
LY. G 1 225,072,000 94

Anglo - National ~ Corporation,3
San Francisco ............... 16 145,066,000 1
Branches Permitted but Restricted
as to Location
Georgia: First National Bank, At-

lanta ...........iiiiiie.. 7 104,954,000 10
Kentucky - First National Corpora-

tion, Louisville .............. 9 43,823,000 6
Louisiana: Calcasieu National

Bank, Lake Charles ......... 6 14,644,000 8
Maine:  Financial  Institutions

(Inc), Augusta .............. 20 568,312,000 31

Michigan: 4
Guardian_Detroit-Union Group

(Inc.), Detroit ............... 35 403,996,000 74
First National-Peoples Wayne
Group, Detroit .............. 21 705,032,000 213
New  Jersey: Peoples Trust &
Guaranty Co., Hackensack ... 9 25,427,000
New York:
Marine Midland Corporation,
Buffalo ..................... 19 425,436,000 46
First Securities Corporation, Sy-
TACUSE  tiivvnnvevennnnnnnnnn. 14 115,559,000 13
Ohio: Bane Ohio Corporation, Co-
lumbus ..................... 4 61,302,000 13
Pennsylvania :
Peoples-Pittsburgh Trust Co.,
Pittsburgh .................. 7 167,180,000 1
Union Trust Co., Pittsburgh .. 6 458,901,000

Tennessee:  American  National
Bank, Nashville ............. 15 35,470,000 5

1 Hearings, p. 610,

2 The other States which permit State-wide branch banking are Arizona, Delaware, Mary-
land, North Carolina, Rhode Tsland, South Carolina, Vermont and Virginia, but no chains
or groups whatever were reported in three of these States and only small chains or groups
in the 5 other States

? No provision in State law, but branches or additional offices are operated under court
decisinns,

¢ No provision in State law, but State banking department has made no objection to
establishment of local branches.
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According to the Federal Reserve Agent of the Federal
Reserve Bank of San Francisco, “Legislative restrictions upon
branch banking appear to have been an important influence,
although not the sole influence, leading to the growth of chain
banking. Some banking groups, sceking the same ends as the
branch banking systems, prefer the chain banking relation-
ship, and have demonstrated this preference even in states
such as California, where the banking laws are most friendly
to branch banking.” 3

While the Federal Reserve Board, as early as 1921, stated
that, “In the absence of laws permitting branch banking there
has been in certain sections a considerable development of so-
called chain banks, banks owned or controlled in groups by
individuals or by holding companies,” * this position was
somewhat altered by statements in the 1928 and 1929 Reports.
For example, in the 1928 Report the Board stated that “ . . . it
would appear that outside of California and a few other States
of the branch banking area, the more considerable develop-
ment of chain banking has been generally in certain of the
States which prohibit the establishment of branch offices by
banks. In States which permit the establishment of such
offices, an alternative to chain banking is presented in the
possibility of developing branch systems, but even within what
has been defined as the branch banking area some develop-
ment of chain banking has occurred.” ®

In view of the mixed factors noted, the Economic Policy
Commission of the American Bankers Association has taken
the same position as the writer and believe it unsafe to gen-
eralize as to what bearing branch banking laws have on group
developments. The following statement, which appeared in

8 Fufteenth Annual Report to the Federal Reserve Board by the Federal
Reserve Agent, Federal Reserve Bank, San Francisco (December 31, 1929), p.
25. The terms chain and group are used synonymously.

+ Annual Report of the Federal Reserve Board (1921), p. 6. The terms
chain and group are used synonymously.

5 Ibid. (1928), p. 31. Also sce 7bid. (1929), pp. 24-26; and Federal Reserve
Bulletin (Dccember, 1929), p. 771. For similar views see R. S. Hecht, “Fate
of Unit Banking System Lies in the Balance,” Trust Companies (October,
1928). Vol. XXXV, No. 10, pp. 447-449; Howard Whipple, “Why the Rush
to Chain Banking,” American Bankers Association Journal (August, 1929),
Vol. XXII, No. 2, p. 99; and Andrew Price, “Group Banking,” Commercial
and Financial Chronicle (October, 1929), Vol. 129, p. 70.
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their report, also indicates possible advantages of the group
method in branch bank territory:

It has been assumed by some that the rapid development of
chain baaking was in the nature of a reaction against restrictions
imposed upon multiple office banking of the branch banking form
by anti-branch banking laws. Our observations do not wholly con-
firm this theory, since we find chain banking prevalent in states
where virtually no restriction is imposed on branch banking, as
well as in states where the establishment of branch banks is pro-
hibited. However, the facts do show that anti-branch banking laws
have been a factor in some cases, and probably in some sections, in
the spread of chain banking.

Some cases have come to our attention where expansion along
bank lines has been carried out by state banks whose cxpansion
along branch lines was stopped by the passing of state law prohibit-
ing further branches. Yet whether in those states in the northwest
where chain and group banking developments have been especially
active, notably Minnesota and other states in the 9th Federal Re-
serve district, expansion would have been along branch bank lines
if the laws had imposed no barriers, it is impossible to say. There
is obviously a well developed banking opinion in that territory that
the chain bank method brings to outlying banks the strength and
efficiency of a big organization without depriving them of their
local individuality and sympathies. It might therefore have been
that a large part of the expansion comprised in the chain bank
movement there would have been along these lines even if the laws
had permitted branch banking extensions.®

Competition among bank holding corporations

Keenr competition, either to increase or preserve prestige,
has also been a factor of no small importance in the rapidity
of group developments in certain areas. Whatever views one
has regarding group banking, it must be conceded that the
factor of competition has caused developments which might
not otherwise have occurred, at least with such rapidity.

For example, in order to counteract the efforts of rapidly
growing groups in the Northwest, the First Wisconsin Na-
tional Bank organized its own group, the Wisconsin Bancor-
poration. It would have been surprising if the activities of
the Northwest Bancorporation and the First Bank Stock Cor-

8 A Study of Group and Chain Banking, loc. cit., p. 14. The terms chain
and group are used synonymously.
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poration left the premier bank in Wisconsin indifferent to
their significance. The implication could very readily be made
that these organizations would make efforts to secure control
of Wisconsin banks. Counteraction was necessary in order to
at least prevent the loss of any correspondent banks.” How-
ever, “Whether the First Wisconsin will be able to shut out the
St. Paul and Minneapolis competitors by the counterweight of
local support and interest and community pride, remains to
be seen. We have no doubt that the Minnesotans are effective
bargainers, and no doubt either about the ability of the First
Wisconsin to match them. And it may turn out that the
domestic rather than the foreign wooer will win the prize.
Really, with the pot now boiling at such furious temper in the
Northwest, one begins to wonder whether the leading banking
lights in that section of the country have much time to think
of anything else. We shall watch with interest the progress
that the First Wisconsin enrollment will make against the
acquisitive giants of the farther Northwest.” 8

One definite deduction can be drawn from the experience
in Wisconsin, namely, that the fear of losing correspondent
banks to large group competitors is probably one of the com-
pelling motives behind any grouping of banks where a de-
velopment similar to that in Wisconsin has taken place.

According to interpretations in some quarters, one reason
for the First National Bank of St. Paul and the First National
Bank of Minneapolis jointly organizing the First Bank Stock
Corporation was because of the formation of the Northwest
Bancorporation by the Northwestern National Bank group of
Minneapolis.® Bankers in Chicago are adopting the same
policy of self-protection. For example, at the time of the
formation of the National Republic Bancorporation in Chi-
cago with a capitalization of $250,000,000, it was stated by
the organizers that “. . . in considering this step, the bankers

"}Ti)dfitorinl, American Banker (September 24, 1929), p. 4.
8 Ibid.

9 “Banks Linked in Northwest,” Wall Strect Journal (April 2, 1929), p. 1.
One of the reasons which led to the organization of this Northwest Ban-
corporation was the apprehension that outside foreign combinations were on
the point of extending their interests on a large scale to include the North-
west. Letter from J. C. Thomson, Vice-President Northwest Bancorporation,
July 24, 1929.
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have in mind the steady increase in banking chains in Chicago
after the manner of the Bain institutions. . . .”1°

If many groups were not established for some such pur-
pose, which required quick action, one would be inclined to
wonder why so many have been organized within the past
few years, particularly before the business recession set in and
interfered with such operations. It looks rather as if the
powers behind these movements were most desirous of keep-
ing others out of their territory.

During the branch, chain, and group banking hearings,
Mr. Robert Fleming, President of the Riggs National Bank,
Washington, D. C., made the following statement, which
further emphasizes the factor of competition as a motivating
force toward group banking: “I may say, that the Riggs Na-
tional Bank does not now contemplate an entry into group
banking. In this conncetion, however, I wish to direct the
attention of the Committec to the existence of a large number
of small local banks situated in the 19 little towns mentioned
making a fringe around the City of Washington. There exists
the possibility in the modern development of group banking
that some group operating outside of Washington might begin
to pick up these banks, thus bringing into the metropolitan
area of Washington the competition of outside banking. In
such a case it would no doubt be necessary for their own
protection for Washington banks to resort also to group
banking.” 11

Competition has probably forced many enterprising
bankers to establish branches or group holding corporations in
order to be able to reach into every nook and cranny for busi-
ness and not be injured by competition. At the 1929 Missis-
sippi Valley Conference, Mr. Rudolf S. Hecht, President,
Hibernia Bank and Trust Company, New Orleans, La., and
Chairman, Economic Policy Commission, American Bankers
Association, referred to the influence of the competitive factor

10 “Rumor Chicago Independent Banks on Threshold of Advancement,”
American Banker (May 24, 1929), p. 7.

Many other instances could be quoted but will be omitted since they
n:el:ely substantiate those cited and contribute nothing original to the point
at issue,

11 Hearings, p. 1730.
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as follows: “The institution over which I happen to preside
has gone on for fifty years doing its business in its main office
and nowhere else, but during the last ten years, forced by
competition and the action of our neighbors, we have been
forced to establish nine branch offices in our city; and I am not
sure that, notwithstanding the views that I may hold myself,
I may not yet find myself at the head of a chain banking
system in our section of the country.” 12

Many banking organizations are probably deliberating
moves to bring about alliances which will offset the size and
scope of larger bank holding corporations. In California, for
example, the feeling probably exists that if present tendencies
and influences are to continue without counter movement that
banking in that State will be thoroughly and indisputably
dominated by the Bank of America-Transamerica interests.

Relation of group banking and regional independence

There is another and very important cause for group bank-
ing, with particular reference to the Northwest, which has to
do with the development of a regional consciousness. The
latter is based upon climatie, productive, industrial, and social
differences between groups of States which develop some con-
sciousness of the position of that group of States in relation
to the United States as a whole.

Beeause New Iingland has had a heritage of financial,
industrial, educational, religious, and social prestige there has
come to be a New Iingland consciousness. Until recently it
might have been said that a man from Fargo or Sioux Falls in
New York or Boston was just a man from Fargo or Sioux Falls
without relation to anything else in particular, but a man from
Providence, New Haven, Hartford, or Bangor in the West
was a New Englander and brought with him some conscious-
ness of the position of that group of States in relation to the
United States as a whole.

The decision to create the Ninth Federal reserve district
comprising Minnesota and the two Dakotas, Montana, North-

12 Proceedings of the Mississippi Valley Conference (March, 1929), p. 61,
“Grolllp and Chain Banking.” The terms chain and group are used synony-
mously.
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ern Michigan and the Northern counties of Wisconsin, and
the establishing of the Federal Reserve Bank in Minneapolis
in 1914 created the first realization of a regional consciousness
in that part of the country. There has developed very rapidly
lately a feeling that this group of Northwest States regarded
as a unit has distinctive economic and social characteristics.
The citizen of the Twin Cities and contiguous territory is
beginning to think of himself more as a citizen of this region
and to associate the prosperity of his business with the pros-
perity of the region as a unit.

In order to maintain this unity, as well as accomplish other
purposes, the Northwest Bancorporation and the First Bank
Stock Corporation were organized. They serve the Northwest
territory solely and exclusively. According to Mr. E. H. Pills-
bury, a director of the corporation, and President of the Pills-
bury Flour Mills: “The tendency of New York to enter the
financial field in the Northwest has been apparent for some
time. We are doing this ourselves, at home, and with an or-
ganization directed by life-time residents of Minnesota, North
Dakota, South Dakota, and Montana—men whose interests
are here and who are familiar with the needs of these States
and are intensely desirous that agriculture have greater sta-
bility and the Northwest continue to grow in population,
strength and general business prosperity.” 13

Mr. Lyman Wakeficld, President of the First National
Bank in Minneapolis and Vice-President of the First Bank
Stock Corporation, said that: “In concluding, to organize the
corporation, the only motives were the development of the
best facility for taking care of the present business and the
future growth of the Ninth Federal Reserve district. There has
never been any consideration given to the possibility of branch
banking or of nation-wide chains becoming interested in the
movement. We will always be vitally interested in the sound-
ness and adequacy of the banking facilities of this district.” 14

Mr. Edward W. Decker, President of the Northwest Ban-

18 Wall Street Journal (January 15, 1929), p. 1.

1444 Study of Group and Chain Banking,” Report of the Economic Pol-
icy Commission, American Bankers Association (1929), p. 38. Also sce Ameri-
can Banker (September 14, 1929), p. 1, for detailed memorandum issued by
Mr. Wakefield at the time of the organization of the holding company.
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corporation, has made it clear that what is going on with
Minneapolis as the center of operation would have been wit-
nessed in one form or another in any event and that the differ-
ence would have been that the initiative would have been
taken by the larger financial groups in the East if Minneapo-
lis, as the natural and logical financial center of the Ninth
Federal reserve district, had not begun it.}3 Mr. Decker also
stated that the group did not intend to become a part of a na-
tional system; that it is designed to serve the Northwest terri-
tory exclusively; and that the distribution of its stock in small
units over the Northwest makes it unlikely that control could
ever pass to outside hands. The only motives that have been
discussed have been what is the best way to facilitate and
advance the present business and future growth of the Ninth
Federal reserve district, and make it independent of Eastern
financial centers.1®

In no other section of the United States, where group
banking exists, is it possible to find such an unusual regional
consciousness as a basic motive.

The desire for profits and position

On the whole, the desire for profits and position is a psy-
chological as well as an economic motive; it is a motive inci-
dent to the struggle for achievement. It arises out of two pre-
conceptions: first, that there is increased strength in increased
size; and second, the bigger the resources controlled, the bigger
the man. The banking executive, like any other business
executive, likes to be somebody and to occupy a prominent
place in his profession.

It is the writer’s belief that the vast majority of men who
plan to organize and develop group systems are actuated pri-
marily by the impulse to make more money. They probably
place this motive uppermost when, for example, they present
their plans to directors and stockholders. Since profits have
so obvious and direct an appeal, and since no other motive

15 See Hearings, pp. 821-822.

18 Ibid., pp. 826-829. Also see T. O. Hammond, “Group Banking Activities
in the Northwest,” (‘ommercial and Funancial Chronicle (October 19, 1929),
Vol. 129, p. 67-68.
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can sufficiently justify the investment of other people’s money,
directly or indirectly, in the holding company, it is natural to
place the motive of profits foremost. And it probably appears
foremost in every promoter’s or entrepreneur’s mind when he
attempts to justify a policy which in the first instance may
have been prompted by other motives.

It is perhaps logical to infer that the profitable results of
certain existing bank holding corporations may have caused
bankers to study their finanecial structure and methods of op-
eration with the idea of launching similar organizations. The
success of the Bank of Italy, for example, in building up an
extensive group banking system through the Transamerica
Corporation has doubtless created widespread interest in bank-
ing circles and caused many bankers to interest themselves
in such organizations. As a matter of fact, the charter powers
and financial structure of the Transamerica Corporation have
quite gencrally been copied by other bank holding corpora-
tions.1?

Another motivating force, in this connection, exists in the
formn of promotion profits. Assume that a bank holding cor-
poration is incorporated with a $5,000,000 common stock issue
authorization. An organization fee, payable to the promoters
or organizers, of approximately 3 per cent is not unreasonable.
Thercfore, $150,000 is paid immediately to the parties con-
cerned. A promotion fee of 2 to 3 points is not considered
excessive.’® Obviously, the larger the organization the larger
the promotion fee.

Personal considerations enter into all deals and are as
different as the different instances of group organizations. It
would be a mistake to push this point further. However, no
criticism is justified if the financial position of affiliated banks
is strengthened.

146;1 See Hearings, pp. 838-818, 894-912, 1058-1066, 1185-1196, 1265-1275, 1443-
18 Interview with Mr. Charles W. Collins, former Deputy Comptroller of
the Currency, July 21, 1929.



CHAPTER IX
TRANSAMERICA CORPORATION

Origin

The Transamerica Corporation, from the viewpoint of
resources controlled, is the largest financial holding organiza-
tion in the world.! In view of its outstanding activities in con-
nection with the bank holding corporation movement, a
survey of the history and development of the corporation is
significant. It cngages chiefly in the ownership and active
management of financial institutions, and within the group
of banks controlled is found the most extensive branch bank-
ing enterprise in the country, the Bank of America National
Trust and Savings Association, which was formed in Novem-
ber, 1930, as a consolidation of the Bank of Italy, N.T. & S.A.,
with the Bank of America of California.

The foundation for this tremendous enterprise, which at
the present time controls resources of almost $3,000,000,000,
was established in the Italian quarter of San Francisco, known
as “North Beach,” and the dominant human element so closely
identified with its progress is Mr. A. P. Giannini, the son of
an immigrant fruit peddler.? Mr. Giannini, by virtue of his
relationship with the Transamerica organization, may be
characterized as the outstanding personality connected with
the development of the modern bank holding corporation.

Formation of the Bank of Italy

Until thirty-one years of age, Mr. Giannini had been en-
gaged in the fruit business with his step-father, but observing
the need for banking facilities to serve the Italians of San
Francisco, Mr. Giannini and his brother, Dr. A. H. Giannini,

18ee Table XXIV.
2 Hearings, p. 340.

134
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opened a small bank in 1904. The bank was originally capi-
talized at $150,000,% and offers an interesting contrast with
the present capital of the Transamerica Corporation, $621,-
187,100.* The San Francisco earthquake brought devastation
and ruin to the city and to most of the other banks, but
fortunately for the Gianninis’ their resources were untouched
and they were consequently in a position to loan money at a
time when it was badly needed. In the course of time their
bank, known as the Bank of Italy, outgrew the environment
for which it was created and developed into an outstanding
banking institution.

Growth of the Bank of Italy ®

One of the most important developments in the history of
the Bank of Italy was the acquisition in 1927 of the Liberty
Bank of America with $175,000,000 in deposits. This institu-
tion had been formed through the consolidation of the Liberty
Bank of San Francisco, Commercial National Trust & Savings
Bank of Los Angeles, Bank of America of Los Angeles, and
Southern Trust & Commerce Bank of San Diego. A substan-
tial interest in the San Francisco institution and the two Los
Angeles banks had been held by the Bancitaly Corporation.
All four banks had operated branches and with the subsequent
addition of several other smaller units, the Liberty Bank of
America, at the time of its amalgamation with Bank of Italy,
had 136 branches. The effect of this consolidation was to create
in the new Bank of Italy, with 270 branches and resources of
$765,000,000 approximately, one of the largest institutions in
the country outside of New York City. After the enactment
of the McFadden Bill, which prevented the extension of
branches by State member banks beyond the limits of the
community in which the head office was situated, the Bank
of Italy, with total resources of $765,188,976, deposits of $600,-

8 Ibid.

4 Report of the Transamerica Corporation (December 31, 1930), p. 11.

s For a more detailed account of the growth of the Bank of Italy, as well
as interesting points in connection with Mr. A. P. Giannini’s life and business
methods, see the following: Hearings, pp. 1339-1350, 1429-1432; and I. B.
Cross, “History of the Bank of Italy in California,” The Journal of Economic
and Business History (February, 1930), Vol. 2, pp. 271-298.
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312,761, and capital, surplus and undivided profits of $37,500,-
000, obtained a national charter.® By December 31, 1930, the
Bank of America, N.T. & S.A., the new consolidated institu-
tion, maintained 438 branches in 263 California cities and
towns, and had 1,500,000 depositors.” The growth of the Bank
of Italy is indicated in the following table.

TABLE XXXIX

GrowTii oOF CAPITAL AND RESOURCES OF THE BANK oF ITALY?
(2,000,000 sharcs, par value $25 cach)

Surplus and

Date Capital Unduv, Prof. Total Resources
Dec. 31, 1904......... 8 150,000 00 8 1,023 70 3 285,436.97
Dee. 31, 1907.......... 500,000.00 46,945.14 2,221,347.35
Dee. 31, 1910.......... 1,000,000 00 150,000 00 6,539,861.47
Deec. 31, 1913.......... 1,250,000.00 330,389.73 15,882,911.61
Dec. 31, 1916.......... 2,000,000.00 691,452 39 39,805,995.24
Dee. 31, 1919.......... 6,000,000.00 2,500,000 00 137,900,700 30
Dee. 31, 1922.......... 15,000,000.00 5,5633,057.07 254,282,289 52
Dee. 31, 1925.......... 17,500,000.00 10,789,225.20 422,838 587 01
Dec. 31, 1928.......... 50,000,000.00 55,756,632 41 847,910,538 60
Dec. 31, 1929.......... 50,000,000.00 58,251,158 52 1,055,113,373 09
Dec. 31, 1930.......... 50,000,000.00 54,136,574 30 1,150,285,727 07 2

L Hearmags, p 1351 Also see Rioport of the Transamerica Corporation (December 31,
1930), p 16

2 Bank of America, N T. and 8 A, the new consolidated institution.

Formation of the Bancitaly Corporation

With the unusual success which attended their branch
banking operations in California, it was only natural that the
Gianninis’ would endeavor to extend their activities beyond
the State lines. Since inter-State branch banking was not legal,
this purpose was accomplished through the formation of the
Bancitaly Corporation, a holding company, in 1919. It seems
that in 1911 Mr. A, P. Giannini was approached by the Italian
Chamber of Commerce of New York to reorganize and direct
the activities of a small New York banking institution. The
offer was not accepted at first due to the fact that Mr. Gian-
nini would not agree to moving East and acting in the capacity
of president himsclf. However, from this incident developed
the roots of the Bancitaly Corporation. Negotiations were con-
tinued for several years until finally in 1918 an agreement

8 Report of the Transamerica Corporation (July 12, 1930), p. 1.
7 Ibid. (December 31, 1930), p. 4.
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was reached whereby the East River National Bank was ac-
quired and Dr. A. H. Giannini was made its president. Capital
to the amount of $1,500,000 was raised to formn the Bancitaly
Corporation, which in turn acquired control of the East River
National Bank, an institution with about $3,500,000 in
resources at that time.®

Development of the Bancitaly Corporation

While the Bancitaly Corporation secured a foothold in the
commercial banking field in the East in 1919, by acquiring a
New York bank, important developments did not take place
until 1926.° As the result of an expansion policy inaugurated
carly in that year, the East River National Bank absorbed
the Bowery Bank and took the name of the Bowery East
River National Bank. Then followed the acquisition of the
Richmond Borough National Bank of Stapleton, Staten Island,
and in February, 1927, the Discount National Bank was taken
over. As a result of these amalgamations, the Bowery Iiast
River National Bank developed into an 1nst1tut10n with re-
sources of $100,000,000.

Meanwhile, a second commercial bank had been created in
New York; the Commercial Exchange Bank, which was formed
in October, 1926, as successor to the private banking business
of Lioncllo Percra & Co., catering exclusively to Italian peo-
ple, and with resources of $18,000,000. In April, 1927, the
Commercial Exchange Bank took over the business of Anthony
Sessa & Son, of Brooklyn, with resources of $5,000,000.

Activities of the Bancitaly Corporation were apparently
varied to suit the purposes of its founders. At the hearings
on the McFadden Bill in 1926, the following chart of its
holdings was presenied which showed it cssentially to be a
bank holding company and primarily engaged in bringing
about a unification of California banks. It owned a substan-
tial block of Bank of Italy stock, practically all of the stock
of the Liberty Bank of San Francisco, a large interest in the
Americommercial Corporation, which in turn owned the Bank

8 “Innovations in Bank Expansion,” Barron’s (October 24, 1927), 10.
9 However, the Commereial Trust Company with resources of 813 510000
was acquired in 1924.
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of America of Los Angeles and the Commercial National Bank
of Los Angeles, both branch banking institutions. It was also
a stockholder in sixty-seven other domestic banks in the prin-
cipal cities of the country, and foreign holdings included fifty-
nine banks in sixteen different countries.

In other words, the development of Bancitaly Corporation
interests went forward with the same rapid progress which
appeared to characterize all Giannini enterprises. From an
initial capital of $1,500,000, the capital investment grew to
$15,538,362 at the close of 1924, and $217,377,813 by July,
1927.1* The portfolio, as of this date, contained twenty-eight
domestic bank and insurance company stocks and eighty-nine
representative stocks of domestic rail and industrial corpora-
tions. Foreign stocks comprised holdings in ninety-one banks
and industrial concerns, including such shares as Bank of Eng-
land, Midland Bank, Suez Canal, and many others. Bond hold-
ings comprised thirty-nine issues and were divided between
American rails, public utilities, foreign governments, and mu-
nicipalities. The list did not include any domestic stocks in
amounts of less than $100,000.12

The next important acquisition of Bancitaly Corporation
interests was that of the Bank of America National Associa-
tion, New York, in February, 1928.!* This acquisition marked
the entry of the Giannini interests into Wall Street. Control
of this Wall Street institution, with resources of $200,000,000,
was acquired through the purchase from Mr. Ralph Jonas,
and associated interests, of 35,000 shares out of its 65,000
shares of outstanding capital stock at a price of $510 per
share.’* This acquisition followed closely upon the settlement
of litigation and a prolonged controversy which arose upon
the formation of a voting trust designed to restrain Mr. Ralph
Jonas and his associates from superseding the Delafield in-

10 Report of the Bancitaly Corporation (1924), p. 6.

1 Jbed. (1927), p. 5.

12 Jbid.

18It may be of historical interest to note in passing that the Bank of
America, New York, is claimed to be a direct successor of the First Bank of
the United States, founded in 1791.

1¢ This price represented a handsome profit for the Financial and Indus-
trial Securitics Corporation, representing Mr. Jonas and Manufacturers Trust
interests, who, according to reports, had been accumulating the stock at much
lower prices over a period of years.
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terests in control of the bank. Shortly thereafter the Bowery
East River National Bank, with resources of $100,000,000 and
ten branches in operation in Greater New York, was absorbed
by the Bank of America. The Commercial Exchange National
Bank was also absorbed and the consolidated institution took
out a national charter, its title then becoming Bank of Amer-
ica National Association. To carry on its investment business,
the Bancamerica Corporation was then formed as the security
affiliate.

Further substantial growth took place in the period that
followed as indicated by the fact that by July 19, 1928, the
investment account of the Bancitaly Corporation was valued
at $294,943,950.1° The Bancitaly Corporation was dissolved in
the fall of 1928, the Bankitaly Company of America acquir-
ing all of its assets. It is significant that, at that time, the
Bancitaly Corporation was the only important bank
holding and investment company which made public its in-
vestments.

Organization of the Transamerica Corporation

The Transamerica Corporation was incorporated under
Delaware laws in October, 1928,'® to bring together the two
principal Giannini enterprises then existing; the Bank of
Italy, with resources of $840,000,000, and the Bancitaly Cor-
poration, together with its subsidiary, Capital Co., having
aggregate resources of $300,000,000. As originally chartered,
the Transamerica organization had an authorized capital of
$250,000,000, represented by 10,000,000 shares of $25 par
each.!” The Bank of Italy was capitalized at 2,000,000 $25 par
value shares and Bancitaly Corporation at 5,200,000 $25 par
value shares. For each share of Bank of Italy stock, there was
issued in exchange one and three-quarter shares of Trans-
america Corporation, whereas Bancitaly Corporation stock was
exchanged share for share, so that the new corporation began
business in the fall of 1928, only about two and a half years

15 Commercial and Financial Chronicle (December 22, 1928), Vol. 127,
p. 3488.

16 Hearings, p. 1432. .

17 Certificate of Incorporation of Transamerica Corporation, ibid., p. 1459.
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ago, with an outstanding capitalization of 8,700,000 shares, or
$217,500,000.18

Formation of an enterprise having the magnitude and
wide-spread ramifications of the Transamerica Corporation
naturally required a considerable amount of corporate action.
After bringing the Bank of Italy and Bancitaly Corporation
under direct control through an exchange of stock, a new
corporation was formed in December, 1928 under the name
of the Bankitaly Company of America. As stated, above, this
institution then absorbed the Bancitaly Corporation, through
an exchange of stocks, and acquired the sccurity and real
estate holdings of the National Bankitaly Company, the secur-
ities affiliate of the Bank of Italy. The Bancitaly Corporation
was then dissolved, and the National Bankitaly Company took
over the bond and sccurity business of the Bank of Italy. All
affiliated institutions of the Bank of Italy then became direct
subsidiaries of the Transamerica Corporation.

At the time of the formation of the Transamerica Cor-
poration, Mr. A. P. Giannini stated that the reasons under-
lying its organization were as follows:

First, consolidation, with resulting saving in operation, into one
organization of the control of not only Bank of Italy and Bancitaly
Corporation, but of their affiliations as well, namely, National
Bankitaly Co., California Joint Stock Land Bank, Bankitaly Agri-
cultural Credit Corporation, Bankitaly Mortgage Co., Americom-
mereial Corporation, Pacific National Fire Insurance Co., and Cap-
ital Co.; second, advantages of operation under the favorable cor-
porations laws of Delaware; third, removal of the stock of the Bank
of Italy and Bancitaly Corporation from the various exchanges,
leaving Transamerica Corporation stock alone to be dealt in on the
open market, thus eliminating from the operation of the controlled
institutions themselves any concern regarding stock-market fluctu-
ations; fourth, a wide listing of Transamerica Corporation stock on
the various stock exchanges, thus insuring a broader and more
stable market.!?

Holdings of Transamerica Corporation, December 31, 1928

The following table shows capital, surplus, and undivided
profits, together with total resources of the various units orig-

18 Ibid., p. 1432,
19 Ibed.
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inally brought under control of the Transamerica Corporation,
as of December 31, 1928:

TABLE XL
HoupinGs oF TRANSAMERICA CORPORATION 1
December 31, 1928

Capital,
Surplus and
Undivided Total
Profits Resources
Bank of Italy, N.T. & S. A............. $105,756,632 $847,910,538
Bankitaly Mortgage Company .......... 1,983,817 24,951,704
California Joint Stock Land Bank....... 1,399,050 17,374,600
Bankitaly Agricultural Credit Co......... 1,006,620 1,332,058
Pacific National Fire Insurance Co....... 3,000,000 3,000,000
Bankitaly Company of America.......... 400,000,000 400,000,000
$513,146,119 $1,294,568,900

1 Commercial and Financial Chronicle (March 16, 1929), Vol. 127, p. 1761.

Bank of America of California

In the meantime a new bank of considerable importance
was being formed under the auspices of the Giannini interests.
This was the Bank of America of California (Los Angeles),
incorporated in December, 1928, as a consolidation of the
Merchants National Trust and Savings Bank of Los Angeles
and the United Security Bank and Trust Company of San
Francisco, each of which had been growing rapidly through
mergers and acquisitions of smaller units. The consolidated
bank had 145 branches and total resources of $410,000,000, and
invested capital of $50,000,000. Its affiliate, Corporation of
America, which succeeded the merged French American Cor-
poration and the Merchants National Company in January,
1929, assumed control of nine other smaller banking institu-
tions.?° It also controlled the Merchants National Realty Cor-
poration of Los Angeles, a real estate holding and operating
concern,

20 To facilitate the bringing together of the various banking and other
financial institutions controlled by Giannini and his associates, the capital of
Transamerica Corporation was increased in February, 1929, to an authorized
amount of $1,250,000,000, to be represented by 50,000,000 shares.

On December 31, 1930, 24,224,519 shares were outstanding. See Report of
the Transamerica Corporation (December 31, 1930), p. 11.
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Formation of the Bancamerica-Blair Corporation

A very important development which followed and one
which is unique in the annals of American finance was the
consolidation in May, 1929, of the international investment
house of Blair & Company and Bancamerica Corporation, with
the new company taking the name of Bancamerica-Blair Cor-
poration. Under the leadership of its president, Mr. Elisha
Walker, and his associates, Blair & Company had become one
of the foremost private banking firms in the country with
activities of world-wide proportions and representation in the
directorates of more than 100 American and foreign corpora-
tions. Besides financing many of the important railroads and
industrial concerns of the United States, as well as arranging
loans for a number of foreign governments, Blair & Com-
pany, a short time before its amalgamation with the Bank of
America affiliate, had formed the Petroleum Corporation of
America, a $55,000,000 investment trust. As a result of the
consolidation, Mr. Walker became president of the new cor-
poration and also chairman of the exccutive committee of the
Bank of America, N. A. Dr. A. H. Giannini remained as chair-
man of the Board of Directors of the bank, and Mr. Delafield
continued as its president.

The combined institutions, Bank of America, and Banc-
america-Blair Corporation, had capital and surplus of $127,-
000,000 and aggregate resources exceeding $500,000,000. The
position of the Giannini interests in the Eastern banking field
were considerably strengthened by this consolidation. In addi-
tion to the benefit derived by the Bank of America by the
enlargement of its facilities, particularly with respect to the
depository and trust departments, the way was opened to
many new syndicate participations which might not have been
available to the Bancamerica Corporation as it existed.

At the time this consolidation was effected, the Traders
National Bank of Brooklyn also was absorbed and subse-
quently in June, 1929, the Nassau National Bank of Brooklyn
was merged into the Bank of America, N. A. A few months
later, the Interstate Equities Corporation was organized under
the sponsorship of Bancamerica-Blair Corporation as an in-
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vestment trust of the discretionary type. This corporation be-
gan business with initial resources of $25,000,000.**

Extent of Corporate Powers

Corporate powers of Transamerica Corporation are so
broad, that it is difficult to conceive of any important activity
within the scope of finance that could not be undertaken by
the corporation or by one of its subsidiary or affiliated units.
Charter provisions of the corporation permit it to acquire and
hold stocks, bonds, deal in and with real estate and personal
property, assist in financing corporations, act as fiscal agent,
guarantee the payment of dividends on stocks or interest on
bonds, to act as insurance agent and to conduct a financial
business in general.*?

Each of the five banks within the system, the Bank of
America, N. T. & S. A., the Bank of America, N. A., the Bank
of America of California, the First National Bank of Portland,
Oregon, and Banca d’America e d’Italia conducts a general
banking business and operates commercial, savings and trust
departments and each has an investment affiliate. In addition,
Bank of America, National Association, operates a foreign
department, while the Bank of America, N. T. & S. A., whose
activities are especially diverse, maintains travel and character
loan departments. The Intercoast Trading Company (now
merged with Inter-Continental Corporation) is engaged pri-
marily in trading in and dealing in securities, while Interstate
Equities Corporation is essentially an investment trust and
Americommercial Corporation functions as a brokerage con-
cern. Those institutions whose activities center around real
estate and real estate mortgages are Capital Company, Cali-
fornia Joint Stock Land Bank, Bankitaly Mortgage Company
and Corporation of America. Operations in the insurance field

21 At the time of its offering, the stock was said to have been oversub-
scribed, a condition apparently brought about by the eagerness of the mvest-
ing public for investment trust stocks, and also because neither management
contracts nor options to the organizers were involved. Edward R. Tinker,
formerly president of the Chase Sccurities Corporation, and for a number of
years actively identified with the financing and underwriting of several im-
portant industrial enterpriscs, was made president of the Interstate Equities
Corporation.

22 Sce Hearings, pp. 1456-1459, for complete statement of corporate powers.



144 BRANCH, GROUP AND CHAIN BANKING

are carried on by America and Security Insurance Corpora-
tion, the Pacific National Fire Insurance Company and the
Occidental Life Insurance Company. Bankitaly Agricultural
Credit Corporation conducts a financing business in connection
with agricultural and dairy products as well as cattle and sheep
raising. Thus, from a study of the various functions of the
constituent units in this network of financial enterprises, some
idea may be gained of the widely diversified business carried
on under the direction of the Transamerica Corporation.

Corporate Structure of the Corporation, June 30, 1930.

By June, 1930, the Transamerica Corporation owned or
controlled twenty-five subsidiaries, as shown in the table on
page 145,

Chart IV depicts in graphic form the relationship of the
principal subsidiary and affiliated units of the Transamerica
system as constituted in June, 1930.

Bank of America National Trust and Savings Association

In November, 1930, the Bank of Italy and the Bank of
America of California were consolidated as the Bank of Amer-
ica National Trust and Savings Association. The consolidated
institution, with its affiliate, a State chartered institution,
known as the Bank of America, has 438 branches in 263 cities
in California. Its combined resources as of December 31, 1930,
were $1,225035,477.

The consolidation plan involved three major steps: con-
solidation of branches of the Bank of Italy and the Bank of
America of California in territory they jointly occupy; incor-
poration of the State-chartered affiliate to include branches
outside and certain branches within that joint territory; and
reassignment of personnel to care for work of both national
and State banks.

As a result of the scope of the consolidation movement and
the existence within the Transamerica Corporation of such a
large number of active subsidiaries, it was possible to accom-
modate all the personnel of the consolidating banks. The
consolidation itself has greatly enlarged many agencies of
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TABLE XLI
Tue TRANSAMERICA CORPORATION !

June, 1930
PeEr CeNT N
Name BursiNess OwrER- c ‘.\l' :, :‘«;‘1‘4("5\” RESOURCES
BUIP
Bank of Italy, N T &S A. Banking, 292 offices| 99 66 Slﬂh. 251,158
Bank of Ameriea, N A . Banhking, 35 oflices 59 35 74 131,300 EX
Banhkitaly Co of America . Securities, ete 99 81 382,090,268 4¢ »l) :')l» RO()
Bank of America of Calhif Banking, 161 offices] 97 99 33,000,733 377,986, 434
National Bankitaly Co Investments, Bank
. of Italv, NT S A 99 65 41,620,927 93,120,927
Commercial Holding Co . . | Securities 100 00 2,478,173 81,123,052
Banca d’America e d’Itaha RBanking, 37 offices 57 02 23,100,000 70,000,000
Bancamerica-Blair Corp .. | Investment bank-
ng, 31 offices 59 35 53,000,000 53,000,000
Corporation of America . . . | Real Estate hold-
1Ng company 97 99 20,603,583 31,633,010
Intercoast Trading Co. . . . | Trading in stocks 30 00 31,500,000 31,500,000
nterstate Equities Corp Investment Trust () 25,000,000 25,000,000
ancitaly Mortgage Co .. | Real Estate mort-
gages 100 00 1,891,873 21,767,766
Califorma Joint Stock Land Bank | Farm Loans 100 00 1,500,546 16,760,342
Capital Company . | Real Estate 100 00 805,000 8,671,508
America Investment Corp Investments 100 00 1,033,115 4,287,234
l’umﬁc National Firec Insurance
Fire Insurance 100 00 2,814,622 2,231,707
Bunkxtaly Agricultural Crcdn.

Corporation . . Farm Loans 100 00 1,020,337 2,988,000
Americommercial Co . Brokerage 100 00 22,955 2,291,596
Amenica & Security Insurance

Corporation . . | Insurance 100 00 110,286 ®)
Ameritaha Corporahon . Investments 69.79 20,000,000 ®)
Merchants National Realty Real Estate Hold-

Company 1ing Company 97 99 4,178,090 )
Occidental Investment Co. . | Holding Company 90 00 3,133,202 (®)
Occidental Iafe Insurance Com-

pany . . . . | Insurance 90 00 2,131,966 (*)
Oceidental Investment Co Investments 90 00 101,470 ®)
National Commeraial Properties

Company . Real Estate loans 100 00 100,000 ®

Total PR . e e e e e e .. | $834,732,033 2,768,411,803

1 Compiled from Hearings, p 1350
2 Stock nterest, but not control, held by Bancamerica-Blair Corporation.
3 Not available.

service within the institution, creating opportunitics for the
bank workers which did not exist before, and widening the
field, proportionately, for all types of banking talent. The
consolidation was accomplished, therefore, not only without
decrease of personnel, but with enlarged opportunities for the
employees involved.

The new bank is the fourth largest banking organization
in the United States. Administrative offices are maintained in
San Francisco and Los Angeles, the board of directors holding
monthly meetings alternately in each city. Headquarters of
the newly chartered State bank is in Los Angeles, and its
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administrative work in San Francisco is carried on in what
was the head office of the Bank of Italy, which, under the
consolidation, is now the San Francisco main office of the Bank
of America, N. T. & S. A.

A double interpretation may be read into this rearrange-
ment of Transamerica’s two great California branch bank in-
stitutions, the one under a national charter and the other
under State charter. In the first place it caused the famous but
local name of Bank of Italy to disappear. Bank of America as
a name for units outside of California is far more acceptable
than Bank of Italy. As Bank of America, the fame of this huge
California institution will probably be expected to lay a foun-
dation of good will by inference, throughout the rest of the
country for the Transamerica enterprises. In the second place,
the adoption of a national charter evidently indicates that the
Giannini organization likes the national banking system with
its unique nation-wide scope. If the opportunity for nation-
wide branch banking does come along, a national bank would
obviously be in a better position than a State organization.??
The adoption of a national charter also indicates that the
Transamerica interests are through adding branches in Cali-
fornia (which was the purpose of organizing the present Bank
of America under State charter), which is hardly thinkable,
or that they foresee legislation in Congress which will give
national banks State-wide branch banking privileges, at least
where State laws do not interfere. The consolidation also seems
to indicate that economies could be effected through con-
centration of overhead and policy. Centralization of advertis-
ing, publicity, and so forth for full strength against competi-
tion appears as another possible motive for the unification.?*

The Corporation of America has been formed as the secur-
ities affiliate of the Bank of America, N. T. & S. A. This
organization, representing a consolidation of the capital, sur-
plus and undivided profits of the Bank of America of Cali-
fornia, the former Corporation of America, which was an
affiliation of the Bank of America of California, and the Na-
tional Bankitaly Company, has a capital investment of ap-

28 See American Banker (October 10, 1930), p. 4.
24 Ibid.
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proximately $125,000,000. A new wholly owned securities
company has been formed under the title of Bankamerica
Company. However, the name of the former securities affiliate
of the Bank of Italy has been preserved by establishing a
new company known as National Bankitaly Company. The
Corporation of America is identical in ownership and operation
with the Bank of America, N. T. & S. A,, and is under the
same management.

Acquisitions in 1930

A number of important additions to the holdings of the
Transamerica Corporation and its subsidiaries were made dur-
ing 1930. Among these were the acquisition of additional
shares of The Bank of America N. A. (New York) and Banc-
america-Blair Corporation; the acquisition of all the stock of
Occidental Life Insurance Company; the securing of control
of The First National Bank of Portland (Oregon), the first
institution chartered west of the Rocky Mountains under the
provisions of the National Banking Act, and having, at De-
cember 31, 1930,—with its affiliated Security Savings and
Trust Company—total resources of upwards of fifty millions;
the merger of Italo Britannica Banking Corporation, a branch
banking system with headquarters in Milan, Italy, into Trans-
america’s subsidiary, Banca d’America ¢ d’Italia in connection
with which consolidation a minority holding of shares in the
latter bank was acquired by important British interests; the
acquisition of additional shares of Banca d’America e d’'Italia
and of its affiliated Ameritalia Corporation, giving Trans-
america more than 79% of the stock of the former and approx-
imately 94% of the latter; and arrangements resulting in the
taking over early in 1931 of the premises, business and organ-
ization of the British Italian Banking Corporation and its
conversion into the initial foreign branch of the Bank of
America, N. T. & S. A., in London (see Report, p. 5).

It entered the international telephone field with the forma-
tion, in conjunction with Theodore Gary and Company, of the
General Telephone and Electric Corporation. A substantial
interest in the stock of General Foods Corporation was also
purchased.
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Simplification of the corporate structure

A program for the simplification of the inter-corporate
ownership relations of the various companies has been carried
out by the management looking toward the logical grouping in
a limited number of subsidiary holding companies of (1) bank
stocks, (2) stocks of investment companies, (3) stocks of in-
dustrial companies, (4) insurance stocks, (5) foreign invest-
ments, (6) stocks of trading companies, etc. Chart V shows
the present ownership relations.

Fight 100 per cent owned subsidiary holding companies
have been formed. These are the Transamerica Realty
Holding Company, the Transamerica Mortgage Holding
Company, the Transamerica Commercial and Industrial Hold-
ing Company, the Transamerica Insurance Holding Company,
the Transamerica International Corporation, the Transamerica
Bank Holding Company, and the Inter-Continental Corpora-
tion. Another company has been formed as the Transamerica
Service Corporation to perform various services in relation to
the other holding company subsidiaries. The Transamerica
Public Utilities Holding Company also has been formed to
hold investments in domestic public utilities.

The investments of the Transamerica Bank Holding Com-
pany on December 31, 1930, carried at cost, in controlled
banks and corporations, amounted to $682,942,616. This sum
included $551,417,634 as the cost price for Bank of America,
N.T. &S. A., and Corporation of America stock; $112,951,652
in stock of the Bank of America, N. A., and Bancamerica-
Blair Corporation; and $18573,329 in stock of the Banca
d’America e d’Italia and Ameritalia Corporation. The $112, -
951,652 figure for Bank of America, N. A., and Bancamerica-
Blair includes 158,000 shares loaned to Intercontinental Cor-
poration on December 31, 1930. Additional shares of the Bank
of America are also owned by Corporation of America and
Inter-Continental Corporation.2s

Earnings
As a result of business and other conditions, consolidated

net profits for the year 1930 were reported at $18,537,369,
28 American Banker (March 14, 1931), p. 5.
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equivalent to about 79 cents a share on 23,688,000 shares, the
average number of shares outstanding during the year. This
compares with consolidated net earnings of the constituent
units of $67,316,309 in 1929 and $70,629,148 in 1928.2% Prior
to the 1930 and 1929 reports, complete earnings were not in-
cluded for all units, and in some instances earnings were rep-
resented only by dividends paid by the controlled corpora-
tions.

Operations of the principal Giannini enterprises in years
prior to the formation of Transamerica Corporation, however,
have been accompanied by a satisfactory degree of stability in
earning power and a generally upward trend of profits. Among
the banks, remarkable operating efficiency has been exhibited
in the case of Bank of Italy in particular, with the result that
profits have been unusually high in proportion to total capital
funds. During 1928, the Bank of Italy, together with its sub-
sidiary and affiliated units, earned over $11,603,687, while
Bancitaly Corporation earned approximately $70,000,000.
Combined earnings of the two institutions in that year repre-
sented a return of approximately 19% on aggregate invested
capital. During 1929, the Bank of Italy earned $14,277,151,*
or almost 30 per cent on invested capital.

In connection with the income statement of Transamerica
Corporation it should be observed that with an institution of
this kind whose stock in trade is investments, the portfolio,
by reason of market fluctuations, may be subject to sudden
and violent changes in value. This being the case, it is often
possible for the corporation to report a profit, assuming the
profit arose from interest and dividends received and from the
sale of securities, whereas the market depreciation of its in-
vestment list may be so great as to offset the “profit” entirely
and result in an effective loss.

However, with the continued application of Giannini
methods and management as well as closer co-ordination ex-
pected to result from a more unified corporate relationship,
it scems reasonable to suppose that earnings in the future will
follow an upward trend.

26 Report of the Transamerica Corporation (July 12, 1930), p. 4. Farnings
for the years 1927 and 1928 reported for Bancitaly Corporation.

27 Report of the Transamerica Corporation (July 12, 1930), p. 4. Also see
Hearings, p. 1427.
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Balance Sheet

Some idea of the changes effected and the progress made
by Transamerica Corporation during the first two years of its
operation may be gained from a comparison of condensed
balance sheets as of December 31, 1930, and December 31,
1928:

Assets Dec.31,19301  Dcc.31.1928 2

Cash, Dividends Recervable, and Miseellaneous $16,096,512 $1.941,713
Investments ...........ciiiiiiiiiiiiinn.. 1,101,095,102 1,091,507,537
Total Assets ........coovviiviiiini., $1,117,191,64¢  $1,093,449,250

Liabilities

Capital Stock ........coeviviiiiiiiiiinan., $595,585,325 $218.689,850
Surplus and Undivided Profits ............. 521,606,319 874,759,400
Total Liabilities ............ocovoiiinnn $1,117,191,644  $1,093,449,250

1 Report of the Transamerica Corporation (December 31, 1930), p 11
3 Statement of Condition of Transamerica Coiporation (D(umlur 31, 1928), p 2.

Cash and cash items including dividends receivable, on
December 31, 1930, amounted to $16,096,542, and represented
an increase of over $14,000,000 over the cash account for the
previous year. Investments, comprising holdings in controlled
or affiliated banks and corporations together with other invest-
ments, showed an increase of only about $10,000,000. This
was undoubtedly due to business and investment conditions
during the twelve months’ period.

Capital stock account had grown from $218,689,850, repre-
sented by 8,747,594 shares to $595,585,325, represented by
23,688,000 shares, while surplus and undivided profits were
reduced by $353,153,081. The marked increase in Capital Stock
account was due to three factors, namely, the payment of a
150% stock dividend on October 25, 1929, the payment of
regular dividends in stock, stock exchanges, and the sale of
additional shares by means of rights and public offering. Upon
payment of the 150% stock dividend it was necessary to
transfer an amount in excess of $300,000,000 from surplus to
capital thereby causing a substantial reduction in the surplus
account.

The book value of the stock as indicated by the balance
sheet of December 31, 1930, was about $47.17 per share which
compares with a book value of approximately $50 per share on
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December 31, 1928, after giving effect to the 150% stock
dividend. An accurate evaluation of the equity behind the
shares is practically impossible. Because of the fact that such
important units as the Bank of America, N. T. & S. A,, are
virtually wholly owned, no market exists for the stock and
there is therefore no means by which to arrive at its actual
value. For this reason, as well as several others, the actual
liquidating value of the shares is largely a matter of con-
jecture.

Dividends

Dividends have been paid regularly on the shares since
incorporation. Prior to the payment of the 150% extra stock
dividend the annual rate was $4 per share in cash plus 4%
in stock. Cash dividends of $1.60 per share per annum and 4%
annually in stock were initiated on the “new” shares in Sep-
tember, 1929, the same month in which the 150 per cent stock
dividend was declared.®® The “new” shares represented the
“old” shares plus the 150% stock dividend. In other words
each “new” share was equivalent to 2% of an “old” share.

In view of current market conditions and the generally
prevailing economic situation during the summer of 1930,
the quarterly dividend was reduced from 40 cents to 25 cents.2®
Furthermore, the policy has been adopted of declaring extra
stock dividends in round amounts only at such times as the
directors deem advisable instead of quarterly.3°

Rights

Upon organization of Intercoast Trading Company in
August, 1929, Transamerica Corporation offered its stock-
holders the rlght to buy, at $17.50 per share, one share of the
new company for each nine shares of Transamerica Corpora-
tion stock held. These rights sold as high as $1.30.3! Share-
holders of record on November 5, 1929 were again given the
right to subseribe, to 1,000,000 shares, this time to stock of
Transamerica (‘orporatlon at $55 per share, in the ratio of
one additional share for each 25 held.32 But owing to the

28 Report of the Transamerica Corporation (July 12, 1930),

29 Ihid. 81 Hearings, 1416-1417
80 I'bid. 32 Ibid. 6% P
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precipitous decline in security values at the time, Trans-
america stock had fallen below the offering price and through-
out the rest of the year the rights had only a negligible specu-
lative value.33

Market price and yield

The price range of Transamecrica Corporation stock from
the time of organization until December 31, 1928, was 1317
high; 125 low.?* This was equivalent to a high of 5234 and a
low of 50 in terms of the “new” stock. During 1929 the “old”
shares ranged between a high of 16834 and a low of 125, and
the “new’”’ shares between a high of 6734 and a low of 201/4,%°
so that the price range for the yecar was identical with that
given for the “new” shares. During 1930 the new shares had
a high of 2534 and a low of 1034.3® On the basis of $1 per
annum regular dividends in cash and an average market price
of about $15 during March, 1931, the income return on the
shares is about 6.6 per cent.

Investments in institutions under Giannini management
have, as a rule, been highly profitable to investors. For in-
stance, it can be shown that the purchaser of 100 shares of
Bancitaly Corporation on June 30, 1919, at a price of $10,000,
as of January 25, 1930, would have the equivalent of 11,069
shares of Transamerica Corporation representing a market
value of $487,036 at a total cost of $135,070 through the exer-
cise of rights. Added to the principal value of his investment
would be $48,878 paid in dividends during the decade, bringing
total profit and income to $400,844, cquivalent to approx-
imately 34 per cent per annum on the total investment.?? It
should be noted in this connection, also, that the market value
as of January 25, 1930, gave cffect to the drastic decline in
security values which came with the “market crash” of October
and November, from which Transamerica Corporation stock
was by no means exempted.’8

33 A high of 10 cents and a low of 1 cent. Information furnished by the
Standard Statistics Company.

34 Jbid. 36 Ibid.

35 Ibid. 37 Hearings, pp. 1416-1417.

88 Total listing now authorized by the Committce on Stock List, New
York Stock Exchange, is 24,847,484 shares, $25 par value (voting). Only six
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Some conclusions

A definite conclusion as to the ultimate proportions attain-
able by this holding company is obviously impossible. The
future course of legislative action will naturally have an im-
portant bearing on the question. There exists little doubt,
however, of the ultimate goal of the Giannini interests.

If their aspirations are fully or even partially realized
through the lifting of existing legal restrictions against inter-
state branch banking, it is readily conceivable that Bank of
America in New York, by reason of its historic background
and Wall Street location, may be made the head office for a
system of branch banks extending from coast to coast. With
extensive facilities for procuring the necessary additional cap-
ital and the expressed intention of bringing 500,000 stock-
holders into the Transamerica Corporation this does not seem
at all illogical®® It is quite obvious that “those behind the
Bank of Italy are restless and ambitious spirits.” *°

corporations have listed on the Exchange a volume of shares in excess of
twenty mllions. The other five, in addition to Transaumerica, are the General
Electric Company, General Motors Corporation, Commnonwealth and Southern
Corporation, Umted Gas Improvement Company, and Standard O1l Company
of New Jersey.

89 The Transamerica Corporation has stockholders in every comner of the
globe, according to a tabulation contamed m the 1930 report of the company.
Altogether 39 separate countries, extending from the United States to the
Sumonn Islands, Dutch Kast Indics, Alaska, China, Palestine, New Zcaland
and South Afriea, are represented

The countries in which the 217,567 sharcholders of the company are located
follow: Alaska, Australia, Azores, Belgium, Brazil, Canada, China, Czecho-
slovakia, Denmark, Duteh East Indies, Kast Indies, England, France, Greece,
Germany, Hawai, Holland, India, Ircland, Italy, Japan, Mexico, New Zea-
land, Panama Canal Zone, Palestine, Philippine Islands, Peru, Poland, Porto
Rico, Portugal, Roumania, Samoan Islunds, Scotland, South Africa, Sweden,
Switzerland, Spain, United States and West Indies.

The growth in number of stockholders has also kept pace with the com-
pany’s expansion. This growth is indicated in the following tabulation:

July, 1923 (Bancitaly Corp.) 2205 July, 1927 ................ 42,000
January, 1924 ............. 5621 January, 1928.............. 74,267
July, 1924 ................. 5737 July, 1928 ................. 93,311
January, 1925 ............. 7848 January, 1929 ............. 97,775
July, 1925 ................. 7643 July, 1929 (Transamerica
January, 1926 ............. 9,192 Corp.) coevviiiiiiinnn. 129,492
July, 1926 ................. 18,549 January, 1930 ............. 165,900
January, 1927 ............. 21,823 July, 1930 ................. 179,425
January, 1931 .............. 217,567

40 Commercial and Financial Chronicle (March 26, 1927), Vol. 124, p. 1726.



CHAPTER X

ACCOUNTING ASPECTS OF THE BANK HOLDING
CORPORATION

The writer, in this chapter, will endeavor to present an
outline of the general accounting principles peculiar to bank
holding corporations, although in many cases there are special
considerations to be met, which demand special treatment. The
accountancy work involved in the consolidation of two or
more independent banks is frequently quite difficult, but when
such consolidations are effected by an exchange of stocks
through the medium of a holding company, the accounting
difficulties are considerably simplified since the absorbed banks
continue business as distinet legal entities.

The analysis presented in this chapter is limited because
of the incompleteness or lack of comparability of much of the
published data. Further segregation of balance sheet data as
well as income and expense accounts is desirable. If further
detail were available, a more satisfactory examination of the
operating performances of the various banking groups would
be possible.

Significant balance sheet problems with relation to the
capital stock and investment accounts

As stated in Chapter V, one of the first things that holding
companies must do is to issue at least part of their authorized
capital stock. This stock may be issued for cash or in exchange
for stock of a bank it desires to acquire.? If the stock is issued

1 Certamn of the accounting practices discussed in this chapter are debat-
able. No uniformity exists at the present time. The writer’s stalements, there-
fore, should be considered merely as his personal opinion as to what is
desirable and practical. The present chapter 1s not intended to be an exhaus-
tive analysis of bank holding corporation accountancy. No previous study of
a sumilar nature has come to the writer’s attention.

21t should be noted that the ownership of the stock of a bank, or of
any other corporation, does not render the stockholding company the direct
owner of the property or income.

1556
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for cash at par, the operation in brief is simply a cash entry
crediting capital stock,® but if the stock is issued at a premium,
the amount of the premium will be credited to the paid-in
or capital surplus account.* Should the stock have no par value,
and be issued for cash, the entire amount received will be
credited to the capital account.

If stock is issued in exchange for the stock of a bank and
cash does not enter into the transaction, the capital account
may be credited with the total par value of the stock issued,
and a suitable account such as “investment in stocks of sub-
sidiary banks” or “investment in affiliated banks” will be
charged or debited for a like amount.

However, it is preferable to set up the stock thus acquired
at its break-up or book value, and charge the difference be-
tween this value and the par value of the newly issued stock
to a goodwill account. While this is the more conservative way
of handling the transaction, it does not seem to find much
favor in practice, and consequently the consolidated balance
sheet is usually advocated. Banks, of course, do not set up
goodwill accounts among their assets because of conservatism
and custom, but there is no reason why a holding company
should not include this item of goodwill if it has been pur-
chased.® As this method cannot be readily applied in all cases
with consistency, it will not be elaborated further, but in any
case the highly inflated values that are sometimes applied to
acquired stocks cannot be regarded favorably.

Now if the stock which the holding company is to exchange
is without par value, the question arises as to what amount
should be credited to its capital account to represent the value
of its investment. While some alternatives are available, it is
believed desirable to value the acquired stock on a net worth
basis, as disclosed by the balance sheet of the acquired bank
at the date of acquisition.®

3 An elementary knowledge of accounting is assumed, i.e., the meaning
of credit, debit, cte.

4 In contiast with the earned surplus account.

5In other words, where a company has paid an amount in excess of the
tangible or break-up value of the stock, it is buying something in addition to
the actual tangible assets. This something may be designated as goodwill.

8 This procedure is scldom adopted 1n actual practice, although it is sound
theoretically.
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To illustrate these points, assume that a given holding
company acquires the entire capital stock of a small bank and
that the balance sheet on the day of acquisition is as follows:

ASSETS

Loans and discounts ...........coiiviunennnn. $300,000.
U. 8. bonds and other securitics ........oc0v... 225,000.
Banking house and equipment ................ 68,000.
Accrued interest ............c.iiiiiiiiiinen... 4,000.
Cash and with banks ...........coovvivennnn... 40,000

$637,000

LIABILITIES

Capital stock ......covviviniiiniineennnennns. $100,000.
1y o) T 50,000.
Undivided profits ............covviniininnn... 24,000.
Reserve for interest, taxes, ete. .....ooueen..... 13.000
Deposits voveiiiiiie i i 450,000.

$637,000

The holding company will be assumed to issue 2,000 shares
of its no par capital stock in exchange for the entire capital
stock of the above bank. It would then credit its capital ac-
count with $174,000 and debit its investment in affiliated
banks account with a like amount, comprising the capital, sur-
plus and undivided profits of the affiliated bank. On the other
hand, if the holding company issues 2,000 shares of $100 par
value, the capital account of the holding company would be
credited with $200,000 and the bank stocks or bank invest-
ments account would be charged for a similar amount, which,
of course, would represent the cost of the acquired stock. So
far as the holding company is concerned, it will be seen that
this gives the same final result as if it had sold 2,000 of its
shares to the public at par and then with the proceeds had
purchased the 1,000 shares of the bank at a price of $200 a
share.

It will be noted that while it may be desirable to carry the
stock holdings at cost, the cost may vary considerably from
the actual book value of the assets acquired and in most cases
will greatly exceed it. Having regard to the facts which may
lie behind the figure of cost, it would appear that the cost
method, in many cases, is not as satisfactory a method of
valuing stock holdings as might be desired. However, it is dif-



158 BRANCH, GROUP AND CHAIN BANKING

ficult to conceive of any other basis which would be of use in
all cases.

Outstanding income statement problems

The ordinary holding company, or investment trust, in
most cases purchases its holdings in the market and may carry
them at cost or revalue them at periodic intervals in accordance
with the ruling market values. All cash dividends received
from them are taken up in the profit and loss statement. This
is not, or should not be, the case with the bank holding com-
pany. Since acquisitions are primarily the result of special
deals, the stocks of affiliated banks should not be subjected to
such revaluations. While cost value, in relation to the income
statement, may possibly be subjected to adjustment in special
circumstances, it should be handled in a different manner,
which is discussed subsequently in conjunction with the un-
divided profits statement of the Bank Holding Corporation
“Y.”

When the holding company purchases the entire capital
stock of a bank, it acquires the whole of the reserves, surplus,
and undivided profits. Insofar as a dividend is declared out
of the reserves and undivided profits in existence at the date
of acquisition by the holding company, they are not income
but capital in the hands of the latter and should be so
handled,” either by writing down the cost of the acquired
stock, or by creating a capital reserve.®* For purpose of illus-
tration, the above balance is suitable. Undivided profits
at the date of acquisition by the holding company amounted
to $24,000. Assume that the bank then declares a dividend
of 10% on its capital stock, or $10,000, out of these undivided
profits. This dividend cannot, in the writer’s opinion, be
correetly considered as income or profit in the hands of the
holding company, but rather as a reduction of the cost
value of the unit bank’s stock. The holding company should
only consider as income dividends declared out of profits

7 Capital as distinguished from income.

8By capital reserve is meant reserves which are set up to offset over-
valuations of investments. This account could be shown in the asset side of
the balince sheet as a deduction from the investment in stocks-of-affiliated-
banks account or on the liability side as capital reserve.



ACCOUNTING ASPECTS 159

carned by the affiliated or subsidiary banks subsequent
to the date of acquisition. While this rule is possibly more re-
spected theoretically than practically, it is sound, conservative
accounting practice and therefore is to be recommended.
With hypothetical figures, it is of course difficult to go into
anything approaching full details, but it is hoped that the
main line of reasoning has been shown in the outstanding bal-
ance sheet and income accounts which have been considered.

Financial statements of bank holding corporations

In considering the published statements of bank holding
companies, it should be remembered that they are issued with
the alleged purpose of giving information to the stockholders.
How far they answer this purpose may be determined by ex-
amining specific statements.” However, it should be said at the
outset that frequently the trend of affairs in some concerns
during the period between the publication of successive state-
ments is obseure. The position revealed by some statements is
not quite clear, if not oftentimes actually misleading. Prob-
ably bank holding companies’ balance sheets in practice are
not subjected to adjustment or manipulation to any greater
extent than balance sheets of other organizations.’® However,
there is little doubt that such possibilities exist in the case
of the former to a greater extent than is generally supposed.
Furthermore, where holding company balance sheets are being
adjusted or manipulated, it is difficult for the outsider to trace
it.

There is, of course, no single remedy for this condition, but
much can be accomplished by a demand on the part of stock-
holders for more details, and by a general knowledge of the
outstanding features of bank holding company accountancy.
Those investors in group systems, who wish to keep informed
as to the actual value of their investment, should endeavor to
familiarize themselves with the particular method of presen-
tation of accounts followed by their corporations. In cases
where the holding company owns outright or has a substantial

9 Particularly with reference to those of outstanding and representative
holding corporations.

| 10 No derogatory inferences are implied by the use of the word manipu-
ation.
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majority control, two balance sheets should be submitted; first,
its own halance sheet as shown by the books; 1! and second, a
consolidated balance sheet of the holding company and its
subsidiaries, prepared in the generally accepted manner for
preparing consolidated balance sheets,!? both statements hav-
ing due regard for the seven points enumerated at the end of
this chapter.

Bank Holding Corporation “A”

The following balance sheet and income statement of this
corporation are a very good example, in the opinion of the
writer, of how such statements should not be presented.

TOTAL RESOURCES AND LIABILITIES OF AFFILIATED BANKS
AND TRUST COMPANIES

ASSETS
Loans and discounts ..............iiinnn. $35,643,964
Bonds and scctt1es ..oooiiieieniniiieaeeas 7,986,521
Real estate mOrtgages ..ooveeeeieeeeeevennnn. 8,633,969
Cash and due trom banks 6,604,101
Advances Lo LIUSES .. oeeiinieiieninnenenenns 435,819
Customers’ habihity letters of eredit and ac-

CEPLANCES vt ivriiiiiiiiiiiiiiiiiaaeenn 42,901
Customers’ seeurtt1es ......ooviiiiiiiiinann. 1,625,043
Iirst mortgage bonds—trust fund............ 863,129
Bankimg house equipment, ete................ 1,905,969
Other Tesources .v.vveveveenenernneneeesennns 36,744

$63,778,163

L1ABILITIES
Capital stock ......coviiiiiiiiiiiiiiiini $4,975,634
SUrplus .o e 5,143,965
Undivided profits 1,796,758
ROSOTVOS i it ittt e et 349,672

Total invested capital ................. $12,266,029
Bills payable ......... ..o oo, 5,584,624
Letters of eredit and aceeptances............. 31,697
Customers’ securitics—safekeeping ....oooaes 1,900,760
Morttgage bonds ...l 603,931
Repurchase agreements .......ovvieiiiian. 350,900
Crreulation o oeenr i it i it e 701,692
Other habalities ..o 641,340
Deposits o.oovinii e 41,697,190

$63,778,163

I”lInl other words, a balance sheet made up of figures taken from the gen-
eral ledger.

128ee Rohert H. Montgomery, Auditing Theory and Practice (Ronald
Press, New York, 1927), Fourth Edition, Chapter 19, “Consolidated Balance
Sheets and Income Accounts,” pp. 386-406.
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INCOME STATEMENT

Aggregate gross carnings of the units of the group amounted to  $5,906,431
From which all expenses (including taxes of all kinds and depre-
ciation of buildings and equipment) were paid to the

amount Of ....viiiiiiiiiiiiiiiiienieiianes STETETRTTTT I 4,790,584
Leaving net earnings from operations (after writing off known
losses) in the amount of .........coiiiiiiiiiiiiiiiiia, 1115847

Or at the rate of 224% on outstanding capital stock of 218,782
shares of $20 par value ......oovviiiiiiiiiii i e
Of this amount there was set aside reserves for unforescen con-
tingencies in the amount of ........ooviiiiiiiiit, 110.367
Leaving available for dividends ...........ooo0 ool Ll 975,480
(Or at the rate of 19 5% on outstanding capital stock of 248,782
- shares of $20 par value)
Of this amount there was paid out in dividends during the year
by the group or by the member banks prior to affiliation
with the group ..........coiiiiiiiiiii it .. 470,609
Leaving for additions to surplus or undivided profits.......... 501871

Certain points in connection with these statements might
lend themselves to unfavorable interpretation in connection
with the accounting policy of the group. While the statement
of resources and liabilities of affiliated banks and trust com-
panies presents substantial figures, it is not the type of state-
ment which can be readily analyzed by stockholders. Since it
merely totals the respective accounts and presents aggregates
for all the banks in the group, certain calculations in connec-
tion with the stock of the holding company itself are practi-
cally impossible. The statement showing income should simi-
larly be criticized and may even be said to be misleading.’®
It represents as profits and income to the stockholders in the
holding company a figure which actually represents only
partly income, the remaining portion being assets or capital,
which the holding company bought and paid for. No cor-
rect basis is given, therefore, on which to base analyses. The
asset value behind cach share of stock, for example, can-
not be calculated on a correct basis. Neither is it possible
to accurately determine what the corporation earned per
share.

An elaborate report of thirty-five pages is given, which, it
would appear, fails in the purpose it purports to serve. A more
satisfactory balance sheet as well as profit and loss statement
for the holding company, both as shown by the books of the

. 13 Not with intent to deceive, however. It has evidently been drawn up
in accordance with what the corporation considers good accounting practice.
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company, should be prepared as outlined above in the first
three scctions of this chapter, and in accordance with the
seven general rules, listed at the end of the chapter. Further-
more, these statements should be supplemented by a consoli-
dated balance sheet of the group, prepared in accordance with
the recognized practice of preparing consolidated statements,
and not merely a gencral statement of total resources and lia-
bilities. Earnings per share, asset value per share, ete., could
then be determined on the basis of the holding company stock.

Bank Holding Corporation “B”

The following statement has its good points and may give
a good picture of the financial condition of the corporation even
though it is not taken from the books of the company. Another
objection is that the corporation simply incorporates the sur-
plus and profits of the subsidiary banks with its own surplus
and undivided profits. The facts do not justify such a proce-
dure." Inasmuch as the banks controlled are corporately inde-
pendent institutions, retaining their own identity, their earn-
ings should become part of the income of the holding company
only when they have been declared and paid as a dividend on
its stock and when such carnings are from operations subse-
quent to the acquisition of the bank. Furthermore, the surplus
should be segregated, showing the paid-in surplus and the
earned surplus, or undivided profits, separately. The corpora-
tion does not follow the desired policy of submitting a profit
and loss statement.

RESOURCES
Book value of capital, surplus, and undivided profits
of Bank Holding Corporation “B’s” banks...... $7,612,793
Less minority interest thercin  (including  directors
qualifying shares) ................. ..ol 145,610
Bank Holding Corporation “B’s” ownership therein............ $7,467,153
Other receivables and assets, net..........ccooviiiiiiiiennnnn.. 29,300
Cash in banks and in transit .............cccoiiiiiiiii.. 6,670,080
Total resources ..........ovvieiiiieiieiiiniiieiiinines $14,166,533

. 14In other words, as stated above, the ownership of the stock of a sub-
sidiary bank does not render the holding company the owner of the property
of the bank.
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LIABILITIES
Capital stock outstanding (809,468 shares) .................... 8,094,680
Surplus and undivided profits (dividend of $242,810.40 paid
Dec. 31, 1920) .ovviniiit it iii i, 6,071,853
Total liabilities ........ccoviiiiiiniiiiiinnn... $11,166,533 !

1 This report also gives a combined statement of the seventeen banks of the group, which
will be omitted since 1t 15 unnecessary for present purposes

Bank Holding Corporation “C”

The balance sheet of Bank Holding Corporation “C” ap-
pears to have been taken from the books of the corporation,
and for this reason it is preferred to the previous two. Further-
more, it is drawn up in the genecrally accepted accounting
manner.,!5

BALANCE SHEET

AsSETS
Cash and call Joans ........coviiiiiiiiiiii i iiiiiiieienenes $4.853.390
Stocks and bonds, at lower of cost or market................... 2.393.150
Dividends, notes and accounts receivable ..o, 3,619,510
Investment in stocks of banks and subsidiary companices, at cost 123,800,460
Total oot e $134,666,510
LIABILITIES .
Dividend pavable January 2nd, 1930............coiviuiinnn.. 1,431,960

Capital and surplus: Represented by 22,316 shares of initial non
par value stock and 803,901 shares of fully participating non
par value stock ...t e 133.231,558

$134,6066,510

The paid-in-capital and the earned surplus should be segre-
gated and not grouped in a single item. It would also be inter-
esting to lcarn how the cost of investments in subsidiarics was
arrived at, in view of the fact that the stock is without par
value and was issued, it may be presumed, largely in exchange
for the stock of the subsidiaries.’® On referring to the com-
bined statement of condition of banks owned, it appears that
the total of the capital stock, surplus and undivided profits
of the subsidiaries amounts to $65,139,469, as against an
investment in stocks of banks and subsidiary companies of
$123,800,460. This indicates that stock which has a book or

16 This statement has been prepared by a reputable accounting firm. It
appears that statements audited by public accountants tend to conform to
practices recommended in this chapter.

& 1:Such an explanation, of course, nced not be incorporated in a balance
eet.
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break-up value of the former figure is carried at the latter. As
stated above, in a properly prepared consolidated statement
of the holding corporation and subsidiaries, the difference
should be earried as goodwill.

This corporation does not present an independent income
statement but gives a combined summary of income, in which,
for present purposes, we are not interested sinee it is not indie-
ative of the position of the holding corporation itself.

Bank Holding Corporation “D”

The data given in the annual report of this company are
quite sufficient and require little comment. The following
commendable statement appears in the report: “We have ob-
tained from cach bank in the group an earnings statement for
the entire year of 1929, and where the bank was not in opera-
tion for the full year, its income has been carefully estimated.
Based on these figures, the annual net operating profit aceru-
ing to the Corporation, after deducting all expenses and taxes,
will amount to $7,282,652.04 or $4.73 per share of our stock.
It is not to bhe understood that these earnings have actually
been received by the Corporation; nor will they be received
hereafter. It is the policy of your officers to ask dividends from
the several banks only sufficient to meet our own dividend re-
quirements, and to allow the excess carnings to remain in the
several banks in the form of surplus or reserves, thus continu-
ously strengthening the component parts of the entire organi-
zation.” It is stated that the itemn stocks represents the valua-
tion at the time of the purchase of equities in affiliated cor-
porations.

BALANCE SHEET 1

RESOURCES

Cash on hand ..............coiiiiiiininnnn.... $976,343
Bonds and commereial paper ..o, 2,167,930
Bills receivable .........cccviiiiiiiiiiii., 1,430,094
Accounts rcceivable ..........ciiiiiiiiiine.... 95,640

Total quick ASSCtS ..vvivivivirnrnenininenneeennnnes $4,670,007
Furniture and fixtures ....oovviiiiiiiiii it 4,340
BtOCKS it i i i i e it 55,894,709
Accrued interest (Det) ....vuvivnieneeneinererneeneensennans ,110

$60,572,166

1 This is a statement of the holding company itself independent of subsidiaries,
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LiABILITIES
L0718 0311 I 38,500,614
Surplus and undivided profits .........cciiiiiiiiiiiiiiie, 21,730,546
Dividend payable, January 1, 1930........ccivieiininenenenes 341,006

$60,572,166
3The report states that thete was outstanding a total of 1.510,024 56 shares of an
authorized capitalization of 5,000,000 shares of a par value of $23 on December 31st, 1930.

Bank Holding Corporation “X”

The following statement is fairly typical of the statements
rendered by bank holding corporations. It appears to have
been accurately taken from the books of the corporation and
to have been submitted in the usual condensed form.

RESOURCES

Commercial paper, call loans, and eash.............ooovinne.. $2,147,240
Notes tecervable (secured) oottt 3,614,227
Bonds ... e i e 1,876,125

Accounts receivable ...t e i i 19,
Stock of afihated compamies ...l 43,006,840
Totial ReSources ......vveveeeevnienenenerenenannsans $50,661,232
[0 031 Y 40,174,850
E UL 0 1 T 8,500,000
Reserve for contingencies . . 700,000
Reserve for dividends ..... 1,289,382
$50,664,232

The annual report states that the corporation had out-
standing 803,497 shares of capital stock with a par value of
$50.00 per share, therchy giving desired data regarding the
capital account. While the combined financial statement of
affiliated institutions discloses capital stock, surplus and un-
divided profits aggregating $24,763,940 as of December 31st,
1929, according to the balance sheet, it appears that stocks of
affiliated companies are carried at $43,006,840, or practically
double the tangible or break-up value of these stocks as dis-
closed by the combined financial statement of affiliated insti-
tutions. The corporation does not give its own statement of
earnings but instead gives the combined statement of the earn-
ings of the group. As stated before, the latter gives no indi-
cation whatsoever of what will be considered as income by the
holding company.
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Bank Holding Corporation “Y”

The following accounts present to stockholders in proper
form all the required information. In this case the holding
company does not own outright any of its subsidiaries and
consequently no consolidated balance sheet is called for. Nev-
ertheless, the balance sheet containing the account bank stocks
at cost should state the market value of these stocks since it is
information that should be given to stockholders. However,
the main account, which attention should be drawn to, is the
adjustment of cost of bank stock account in the undivided
profits statement. This indicates that out of the dividends.re-
ceived, $8,653 was earned prior to acquisition by the holding
company, and that this amount has now been properly ap-
plied to reduce the cost of bank stocks. This company is the
only one which has come to the writer’s attention to date,
that has incorporated such an account in financial statements.

BALANCE SHEET

ASSETS
Bank Stocks, at Cost ...vuuiiitiiiiiiiiiiii it $12,490,687
U. S. Government and Munieipal Bonds at Cost......... ... 834,767
Other Investments, at CoSt o.veetinneinererrnnneeennnns 65,040
Cash in Banks and on Call ........ ... ..., 1,106,293
Accrued Interest Recewvable oovvniiiiiiiiiiiiiiinnnan... 45,676
$14,542,463
LIABILITIES
Provision for Federal and Other Taxes ...ovvveivnvnnnnnn... 875,000
Dividends Payable, Janumy 2nd, 1930 .....ovvvveenennnnnn... 267,000
Capital Shares:—
200,000 shares no par value, amount puwd
theteon $14,000,000
Undnvided Profits 200,463 14,200,463
$14,542,463
INncomE:
Dividends ..ottt e e et e $435,610
Interest ..ot e 263,900
Miscellaneous ....oiiiiiii i e 1,004
$700,514
Less:
Exapenses paid, including compensation for services... $90,000
e 1,200 91,200
$609,314
Provision for Federal and Other Taxes........coovvnvnnen... 35,004
Net Income .............. Ceeenane Ceersrenssaneeanas $574,310

1 Incidentally in this case also the accounts were prepared by a reputable accounting firm.
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UNDIVIDED PROFITS

Balance, December 31st, 1928 .........coovirivinieinneennnnns $32,506
Deduct: Adjustment of Cost of Bank Stock.................. _ 86583

$23,853
Add: Net Income for the ycar ended December 3lst, 1929.... 574310

$508,163
Deduct: Dividends Paid ....ovvvvvnviiiiiiiiiiii i, ~_4_50Q,90Q
Undivided Profits ...vvvevvviinniriiriiieiineeniernneennnns $148,163

Bank Holding Corporation “Z”

The following balance sheet is significant not only in that
it gives practically all desired information, but because it is
the statement of one of the largest bank holding corporations.

BALANCE SHEET
December 31, 1929

ASSETS
Investments:
Bank of A, and A Company ................$120,001,0911
B Company of America ..................... 225,324,640 1
Bank of B, and B Corporation .............. 6,124,965 1
Bank of C, and C Corporation .............. 4,306,701 1
D Company ......ooviiiiiiiiiiiiiiiiiennn, 600,000 1
E Fire Insurance Company .................. 1,410,603 1
F Mortgage Company .......covvvviiiiinnnnnns 250,000
G Agricultural Credit Corporation ........... 325,000
The H Jomt Stock Land Bank ................ 742,000

K Holding Company (now M Corporation) .. 200,000 359,285,000 2
Cash:

On Deposit and Due from Banks ............ 2,100,000
Receivables:

Declared Dividends—D Company ........... 50,000

Advances—B Company ..................... 5,640,000 5,690,000

$367,075,000

! Additonal holdings included in the mvestments of A Company, B Company or M
Corporation,

2 Taking (1) book cost of stocks of banks and their affihates, wherever owned, (9) asset
value of subsiiaries m which markctable sccurities, escept stocks of banhs and  their
affiliates, have been reduced to market value and in the case of certamn sceurities at appraised
values  ($83,000,000), (3) market value for securities owned directly by BRank Holding
Corporation *“Z" other than stocks of subsidiaties, the above investments aggregated, at
December 31, 1929 (after eliminating from the computation all shaies of stock held mn the
group), approximately $250,000 000
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LIABILITIES

Dividend Payable January 25, 1930:

In Cash ........... Ceeesesteasarirenanas $ 3,000,0008
Accrued:

State Corporate Taxes, ctc. (not payable until

after date of Balance Sheet) ................. 25,000

Capital Stock and Surplus:
I uthorized 20,000,000 Shares ........ $100,000,000 $

Less:

Unissued 12,000,000 Shares .......... 240,000&0_0
Issued and Outstanding 8,000,000 Shares 160,000,000
Fractional Share Serip 37,500 Shares .. 750,000 160,750,000

Paid-in Surplus:
From Sales and Exchanges of Stock.. 300,000,000
Less: Stock Dividend Puid (100%) .._1()0,000,000~ 200,000,000

Profit and Loss Surplus:
Consohdated Net Profit for the ycar
ended December 31, 1929 ........ 20,300,000
Less: Earnings for year of companies
included in above but not taken
into income of Bank IHolding Cor-

poration “Z” ....... ..ol 1,200,000
$ 19,100,000
Deduct:
IDividends Paid and Declared:
(ash .........ciiaet. $12,300,000
Stock ... 3,500,000 15,800,000 3,300,000 364,050,009
$367,075,000
2 In addition to the cash dividend shown above, piyable January 25, 1930, the company
had also declared an additional dividend of 1% pavable m capital stock on the same date

It will be noted that the desired elaboration in connection
with the capital stock and surplus accounts, along lines indi-
cated above, has been given, as well as some indication as to
how the value of investments was ascertained.

Justification for contemporary practices

After presenting and eriticizing a number of the published
statements of important bank holding companies, it might be
advisable to consider possible reasons why some of these state-
ments are prepared in such a way. In the first place banks
are placed in a somewhat different position than most busi-
ness organizations, in that they have a large number of de-
positors to consider and have of necessity to produce accounts
which all may understand. They enjoy a reputation of being
very conservative in their business, and cannot afford to be
radical even in the method of presentation of accounts, The



ACCOUNTING ASPECTS 169

continuation of a method of presentation which is well under-
stood is calculated to preserve that confidence which is so es-
sential to the life of a bank. Therefore, bankers, when they
organize a holding company, endeavor to present its accounts
in the form they have been long accustomed to, and with
which they are thoroughly familiar. This tendency, of course,
will gradually diminish when it is fully recognized that it is a
large number of stockholders and not depositors which the
holding company has to consider.

Fortunately, however, many holding companies have now
realized that it is with the investing public that they, as hold-
ing companies, are primarily concerned, and accordingly they
present their accounts in the accepted form. Their example
will no doubt be followed sooner or later by all the others,
leaving the individual or even the combined banks to issue
statements independently for the benefit of depositors.

Many of the holding companies whose accounts have been
considered had just been recently organized and therefore
were presenting their first annual report, and adopted the
combined form since they are desirous of submitting a good
statement. This obviated the necessity of their having to dis-
close inconvenient facts and gives them a full operating period
of six months or a year to put their house in order. During
this time they will also have the opportunity of studying the
reports of their contemporaries.

The tendency has been noticed of the holding company to
give a combined balance sheet of its various subsidiary banks,
together with a combined profit and loss account, supple-
mented by the various balance sheets of the individual banks.
This method of presentation of accounts is applicable to branch
banking, where a parent operating bank controls a number of
branches, and is particularly applicable in such cases inasmuch
as it shows the depositors all the facts in a way they can
quickly and easily understand, but should not be used in con-
nection with group banking, for reasons stated above.

The writer understands that the Economic Policy Commis-
sion of the American Bankers Association is endeavoring to
develop a proper method of preparation and presentation of
financial statements.
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Summary of recommended accounting policies for bank
holding corporations

A brief and general discussion of certain outstanding bank
holding corporation accounts has been presented. While many
more examples might be given, the same general principles
apply, and indicate the advisability of a conservative but
thorough statement. In order to accomplish this purpose, the
following points should be stressed: (1) give such particulars
as will disclose the general nature of the assets and liabilities
and how the values have been arrived at; (2) organization
expenses and goodwill, if any, should be separately stated;
(3) investments in banks held for the purpose of control
should not be combined with other investments; (4) loans to
or from affiliated banks should be stated separately in the
aggregate; (5) loans and investments should not be com-
bined; (6) a complete summary of the capital stock should be
given; and (7) expense and income accounts should be made
available in considerable detail.

Balance sheet data are stressed because certain leeway
exists and certain arbitrary figures could be set up. Further-
more, sundry assets can be combined in such a manner as to
conceal their identity. On the other hand, in connection with
the profit and loss statement, the various accounts which enter
into it are simply the balances of such accounts as shown by
the books. While some arbitrary grouping may take place.
the net result is not affected.



CHAPTER XI
FEDERAL LEGISLATION

The problem of Federal supervision

The group banking movement has created a problem in the
field of public supervision which bank supervisory authorities
are unable to cope with at the present time. The component
banks in a group system may be subject to supervision as in-
dividual corporations, but to date there is no way by which
the organization as a whole can be brought under the juris-
diction either of the national or the State banking authorities.
Bank holding companies have been exempt from banking ex-
amination, and even when a bank acts as a parent in a group
of banks, it is subject to supervision only to the extent of its
own banking operations. Groups often contain both State and
national banks and State banks in several States, and both
members and non-members of the Federal Reserve System.
Therefore, there is no direct or indirect way by which the
group as a whole can be examined in its total operations by
either Federal or State authorities.

Inasmuch as one State cannot examine and supervise banks
in another State, even if the banks in question are a part
of the same group, the power to conduct such examinations
must be brought under the jurisdiction of the Federal gov-
ernment. 3

The problem, then, resolves itself into the question: Does
the Federal government have the power to pass a national
law, that would be constitutional, to bring all group systems
which extend across State boundaries and are therefore beyond
State control, under Federal jurisdiction for regulation and
examination?

(a) These groups may contain only State banks, or
(b) They may contain both national and State banks.
171
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This chapter is devoted to a discussion of certain negative
aspects of the problem, but the following chapter makes con-
structive suggestions.

The commerce clause of the Constitution

It is not possible, under the commerce clause of the Con-
stitution, to find powers authorizing Federal supervision and
regulation of group banking, since the banking business is
not commerce.’

It is well established that the element of transportation is
cssential to commerce, or constitutes commerce itself. It is
also essential that the subject of the transportation be a com-
modity. In a case where a broker dealt in foreign bills of
exchange, the court said that he was not engaged in commerce
but in supplying the instruments of commerce, and that a
State tax upon a money and exchange-broker was not void as
a regulation of commerce.?

Commerce involves an exchange of goods.* The courts have
decided that one is engaged in interstate commerce when he
carrics goods in his own wagon from one State to another for
sale at their destination,” 5 or “when he pipes oil from his
well in one State to his refinery in another for ultimate dis-
position in the second State,” ® or “when he buys goods in one
State and carries them into another on his own person for his
own use.” 7

It has also been held that the lending of money by a citizen
of one State to a citizen of another does not constitute inter-

1The judial interpretation of the commerce clause began in 1824 with
the significant opmion of Chief Justice Marshall in the case of Gibbons vs.
Ogdcn, wherein o grant of the State of New York, for the exclusive right to
nzy agate the waters of New York, with boats propelled by fire or steamn, was
held void as repugnant to the commerce clause of the Constitution, in view
of the fact that 1t prohibited vessels licensed by the laws of the United
States fiom carrymg on the coast trade through navigating the said waters
by fire or steam. The broad and comprehensive construction of the term
scommerce,” 1 this opinion, is the basis of all subscquent decisions con-
strumg the commerce clause and is the recognized source of authority. See
Gibbons vs. Ogden, 9 Wheaton 1 (1824).

2 Ralway Co. vs. Husen, 95 U. S. 465 (1877).

3 Nathan vs. Louistana, 8 Howard 3 (1870).

4+ (ibbons vs. Ogden, 9 Wheaton 1 (1824).

8 Kirmeyer vs. Kansas, 236 U. S. 568 (1915).

6 The Pipe Line Cascs, 234 U. S. 548 (1914).
1U. 8. vs. Huills, 248 U. S. 420 (1919).
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state commerce,® and under the Fourteenth Amendment all
the privileges and immunities enjoyed by individuals are like-
wise applicable to corporations.

It has also been held that interstate insurance transactions
are not interstate commerce, since commodities are not in-
volved. This was first decided in 1868 with regard to fire insur-
ance. The court said: “The contracts are not articles of com-
merce in any proper meaning of the word. They are not sub-
jects of trade and barter offered in the market as something
having an existence and value independent of the parties to
them. They are not commodities to be shipped or forwarded
from one State to another, and then put up for sale. They arc
like other personal contracts between parties which are com-
pleted by their signature and the transfer of the consideration.
Such contracts are not interstate transactions, though the
parties may be domiciled in different states.” ® The business
of life insurance was also held not to constitute commerce.'®

Similarly it has been held that, “The business of banking is
not interstate commerce, and a State statute regulating the
same is not in violation of the commerce clause of the consti-
tution.” 11

Therefore, since the banking business is not interstate com-
merce, Congress cannot, under the commerce clause, pass any
legislation regulating banking groups.

Federal taxing power

The Federal government under its broad taxing power may
tax group banking out of existence but is powerless to regulate

8 Nelms vs. Mortgage Co., 92 Ala. 157 (1890).

8 Paul vs. Virqinia, 8 Wallace 168 (1868). Also see Hooper vs. California,
155 U. S. 655 (1894).

10 N. Y. Life Ins. Co. vs. Cravens, 178 U. S. 399 (1899). Also sce North-
western Mutual Life Ins. Co. vs. State of Wisconsin, 38 Supreme Court Re-
porter 444 (1917), and Lunceford vs. Commercial Travelers Mutual Assn of
America, 129 U. S. 805 (1888). Among the reasons given for the decisions
that insurance is a matter for State concern only is the immediatc fact that
if it were held that insurance companies chartered in one State but operating
in many States were engaged in interstate commerce, the absence of any de-
vice of the Fedcral government to control them would leave their activities
quite unrestricted. See D. M. Keczer and S. May, The Public Control of
Business (Harper & Bros., New York and London, 1930), pp. 213-21.

11 Fngel vs. O’Malley, 219 U. 8. 128, 182 Fed. 365 (1910). It has also heen
held that, “Private banking is not commerce, even though the business may
involve the receipt of bailments from other states.” See Frederick N. Judson,
Interstate Commerce, 3d ed., (1916), Sec. 8.
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or supervise it. The Constitution of the United States, while
restraining expressly and by implication the taxing power of
the States, grants certain taxing powers to Congress. As the
Federal government, under the Constitution, is one of dele-
gated powers, the taxing powers must be found in the express
or implied powers of the Constitution.'? The source of the
taxing power of Congress is found in Article 1, Section 8, of
the Constitution, wherein it is stated that, “The Congress shall
have power to lay and collect taxes, duties, imposts and ex-
cises, to pay the debts and provide for the common defense
and general welfare of the United States. . . .” Thus the only
express limitation upon the taxing power is that it shall be
for the payment of debts and to provide for the common de-
fense and general welfare of the United States.!?

In the famous case of McCulloch vs. Maryland, Chief
Justice Marshall stated the basis of the taxing power and the
security against its abuse as follows:

The power of taxing the people and their property is essential to
the very existence of government, and may be legitimately exercised
on the subjects to which it is applicable to the utmost extent to
which the government may choose to carry it. The only security
against the abuse of the power is found in the structure of the gov-
ernment itself. In imposing a tax the legislature acts upon its
constituents. This is in general a sufficient security against errone-
ous and oppressive taxation. The people of a state, therefore, give to
their government a right of taxing themsclves and their property,
and as the exigencies of government can not be limited they pre-
scribe no limits to the exercise of the right, resting confidently on
the interest of the legislature and on the influence of the constitu-
ents over their representative in guarding them against its abuse.
The power to tax extends to persons, property, and occupation; it
touches property in every shape, in its natural condition, in its

12 See Martin vs. Hunter, 4 Wheaton 304 (1816), wherein it is stated that,
“The government of the United States can claim no powers which are not
granted to it by the Constitution, and the powers which are actually granted
must be such as are expressly given, or given by necessary implication.”

18 Implied limitations of the taxing powers are found in the construction
of the “due process clause.” Thus it has been held that, “The proceeds of a
tax must be used for public purposes only.” See Cole vs. La Grange, 113
U.S. 1 (1884). Also see Loan Association vs. Topeka, 20 Wall 655 (1885), in
which a statute of Kansas was held invalid because by its provisions the
property of the citizens under the guise of taxation could be taken in aid of
private enterprise, which was a perversion of the taxing power under Article
1, Section 8, of the Constitution.
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manufactured state, and in its various transmutations; it may
reach business in almost infinite forms in which it is conducted, in
professions, in commerce, in manufactures and in transportations.*¢

Therefore, it is quite evident that Congress, under its broad
power of taxation, could levy a tax which would force the
holding corporations engaged in the purchase of bank stock
out of business, just as the power of taxation was invoked
with no purpose of revenue in view, but solely to destroy and
tax out of existence bank notes issued by State banks.'®

However, it is not the prohibition of group banking that
is being sought, but rather its regulation and supervision. It
is well scttled that where a tax has for its sole purpose the
regulation of a business it is unconstitutional.*® Thus it would
appear that the taxing power of Congress cannot be used for
the regulation and supervision of group banking.

Clayton Act and interlocking directorates

The Clayton Act of 1914, which in general prohibits inter-
locking directorates or interlocking of executive officers, is
ineffective in preventing the expansion of group banking. This
is due to the fact that the restrictions contained in the Clay-
ton Act apply only to the interlocking of directorates or
executive officers between large banks or banks in cities over
200,000 in population and only to national banks.

The provisions of the Clayton Act pertaining to the inter-
locking of certain banking directorates as provided for in Sec-
tion 8, may be briefly stated as follows:

1. No person who is a director or other officer or employee of a na-
tional bank having resources aggregating more than $5,000,000
can legally serve at the same time as director, officer, or em-
ployee of any other national bank, regardless of its location.

2. No person, who is a director in a State bank or trust company
having resources aggregating more than $5,000,000 can legally

14 McCulloch vs. Maryland, 4 Wheaton U.S. 316 (1819). In this case the
Chief Justice used the famous expression, so often quoted, that, “The power
to tax involves the power to destroy.” Also see Hogan vs. Reclamation Dis-
trict, 111 U.S. 701 (1883), and State Tar on Forecign Held Bonds, 15 Wall
319 (1872).

18 Veazie National Bank vs. Fenno, 8 Wall 533 (1869).

18 See Bailey vs. Drerel Furmiture Co., 42 Supreme Court Report 449
(1922), for a representative case.
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serve at the same time as director of any national bank, regard-
less of its location.

3. No person can legally be a director, officer, or employee of a na-
tional bank located in a city of more than 200,000 inhabitants
who is at the same time a private banker in the same city, or a
director, officer, or employee of any other bank (State or na-
f)ionﬁl) located in the same city, regardless of the size of such

ank.

The same section of the Act provides certain exceptions.
The most important provisions of this nature are:

1. There is no prohibition that a person cannot be at the same time
a director, officer or employee of a national bank and not more
than one other national bank, State bank or trust company,
where the entire capital stock of one is owned by the stock-
holders of the other.

2. There is no prohibition that a person cannot be at the same time
a Class A dircctor of a Federal Reserve Bank and also an officer
or director, or both an officer and director in one member bank.

The Act clearly prohibits the interlocking of directorates
between State and national banks under the same conditions
as between national banks. But the Federal authorities have,
in case of any disobedience, no choice as to whether they wish
to remove the disobedient person from the board of the na-
tional bank or from the board of the State bank. They can
only remove him from the board of the national bank. In other
words, if, in this respect, the Act makes reference to State
banks, it does not mean that any Federal legislation is imposed
upon them. It is possible that the Act may also forbid the
interlocking of directorates among State banks because it
speaks of “banks organized or operating under the laws of the
United States.” 7 The fundamental principle with regard to
this matter, however, has been laid down by the Attorney-
General of the United States with the general statement that,
“Neither State member nor non-member banks can be said to
be organized or operating under the laws of the United States
within the meaning of the Clayton Act.” *® From this it fol-

17 Clayton Act, Section 8.

18 Federal Reserve Bulletin (November, 1917), p. 744. Also tbid. (October,
1916), p. 526, and Digest of Clayton Act (100), p. 98, and (203), p. 99.
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lows that State banks and trust companies may have officers
and directors in common with other State banks and trust
companies that are members of the Federal Reserve System.

The matter became further complicated by the Kern
Amendment of 1916, which afforded a somewhat greater lati-
tude of action than under the Clayton Act. The amendment
itself authorized any officer, director, or employee of a member
bank to serve as officer, director, or employee of not more than
two other banks, banking associations, or trust companies,
when organized under the laws of the United States or any
State, if such other bank, banking association, or trust com-
pany should not be in substantial competition with such mem-
ber bank.’? It was necessary, however, to obtain the consent
of the Federal Reserve Board in order to continue this kind
of relationship with other banks.?° In this way it became
necessary for the Board to investigate the facts bearing upon
the question of competition. After a careful study the Board
decided not to revoke permits where interlocking directorates
resulted in the growth of competition.?* The McFadden Act
also added to the discretion of the Board in this respect.

It would appear, therefore, that inasmuch as the Clayton
Act and its amendments do not affect member or non-member
State banks, and since national banks may readily circum-
vent the provisions of the Act by holding such directorates in
other banks through dummy directors or officers or directors
of its investments affiliate, who do not act upon the board
of directors of a national bank, the provision regarding inter-
locking directorates does not prevent the development of
group systems.

Shareholdings by national banks

In considering the matter of Federal regulation, it should
be remembered that national banks cannot invest in the shares
of other national banks, State banks or trust companies.?? The
National Bank Act of 1864 and all its revisions, as well as the

;: ﬁq(rin Amendment to the Clayton Act (May 15, 1916).
a.
21 Report of the Federal Reserve Board (1923), p. 51.

22 Exceptions are made for stock in Federal reserve banks, institutions
financing foreign trade, and agricultural credit corporations.
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Federal Reserve Act, are silent on this question, but the
United States Supreme Court has held in various decisions
that national banks cannot invest in stocks of any kind, except
as noted above. However, these rulings serve to restrict group
banking from a Federal point of view only insofar as national
banks may endeavor to directly purchase bank stocks.

Limitations upon the powers of national banks in this
respect were pointed out in the case of California National
Bank vs. Kennedy, when the United States Supreme Court
held that, “The power to purchase or deal in stock of another
corporation, is not expressly conferred on national banks, nor
is it an act which may be exercised as incidental to the powers
expressly conferred. A dealing in stocks is consequently an
ultra vires act.” 23 This decision is based on old authority,
since previously in 1823 the United States Supreme Court held
with reference to the old United States Bank, that, “Dealing in
stocks is not expressly prohibited, but such a prohibition is
implied from the failure to grant the power.” 2¢ It was further
held that a prohibition against trading and dealing was
nothing more than a prohibition against engaging in the
ordinary business of buying and selling for profit.?s

In California National Bank vs. Kennedy it was also held
by the United States Supreme Court that a national bank
cannot be a shareholder in a savings bank.?® Such an invest-
ment would constitute an ultra vires act. Another case, which
specifically forbids national banks from buying shares of other
national banks, is that of the Concord First National Bank vs.
Hawkins, in which the following decision was rendered: “The
provision, forbidding a national bank to own and hold shares
of its own capital stock, would in effect be defeated, if one
national bank were permitted to own and hold a controlling
interest in the capital stock of another.” 27

28 California National Bank vs. Kennedy, 167 U.S. 366 (1897).

24 Fleckner vs. President, Directors and Co., of the Bank of the United
Sta;:.?b?dU.S. 338 (1823).

26 California_National Bank vs. Kennedy, 167 US. 366 (1897).

27 Concord First National Bank vs. Hawkins, 174 US. 369 (1899). In
National Bank vs. Carse, 99 U.S. 628 (1878), the Supreme Court also held
that, “No express power to acquire the stock of another corporation is con-

ferred upon a national bank, but it has been held that as incidental to the
power to loan money on personal security, a bank may in the usual course
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While it can be clearly seen from these decisions that a
national bank cannot directly buy or sell the shares of other
banks, holding corporations, or any other corporations,?® no
existing Federal regulations can stop the officials of national
banks, or their representatives, from organizing bank holding
corporations and purchasing or exchanging the stock of na-
tional banks, or having the shares of a national bank and an
investment affiliate evidenced by a combined share certificate
on a pro rata basis.

It appears, therefore, that the Federal government is un-
able to cope with the problem of supervision of group banking
by resorting to the powers so frequently utilized which have
been granted under the commerce clause, the Clayton Act and
the broad taxing provisions of the Constitution.

of doing such business accept stock of another corporation as collateral and
by the enforcement of its rights as pledgee it may become the owner of the
collateral and be subject to the liability as other stockholders.” The same
court also stated in First National Bank vs. Exchange National Bank, 96 US
122 (1877), that, “A national bank may be conceded to possess the incidental
power of accepting in good faith stock of another corporation as sceurity for
previous indebtedness. It is clear, however, that a national bank does not
possess the power to deal in stocks. This prohibition is implied from the
failure to grant the power.”

28 The McFadden Act has not altered the previous regulations so far as
dealing in shares is concerned. Section 5136 of the National Bank Act in its
revised text now grants power to national banks to conduct certain invest-
ment operations, all of which, however, are confined to marketable obligations
evidencing indebtedness.



CHAPTER XII
FEDERAL LEGISLATION (Continued)

The problem with which Congress is now called upon to
deal is, legally, one of the most difficult and technical ques-
tions to be found today in the realm of jurisprudence. If the
matter is to be a subject of Federal regulation, as necessarily
it must be if it is to be effectively curbed and guided, then
it is necessary, as a preliminary step, to ascertain where, if at
all, in the Federal Constitution the general regulatory power
of Congress may be found.

Implied powers clause of the Constitution

It might be held that the right of Congress to supervise
group banking would arise from the right of Congress to estab-
lish and regulate national banks and other members of the
Federal Reserve System. But the right to establish national
banks and the Federal Reserve System arises from the “im-
plied powers” clause of the Constitution. It has been clearly
expounded by Chief Justice Marshall:

The government of the United States, then, though limited in its
powers, is supreme; and its laws, when made in pursuance of the
Constitution, form the supreme law of the land, “anything in the
Constitution or laws of any State to the contrary notwithstanding.”

Among the enumerated powers, we do not find that of establish-
ing a bank or creating a corporation. But there is no phrase in the
instrument which, like the articles of confederation, excludes inci-
dental or implied powers; or which requires that everything granted
shall be expressly and minutely described. . . .

Although, among the enumerated powers of government, we do
not find the word “bank” or “incorporation,” we find the great
powers to lay and collect taxes; to borrow money; to regulate com-
merce; to declare and conduct a war; and to raise and support
armies and navies. . . . It can never be pretended that these vast
powers draw . . . others of inferior importance, merely because

180
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they are inferior. Such an idea can never be advanced. But it may
with great reason be contended, that a government, intrusted with
such ample powers, on the due execution of which the happiness and
prosperity of the nation so vitally depends, must also be intrusted
with ample means for their execution. . .

The government which has a right to do an act, and has im-
posed_on it the duty of performing that act, must, according to the
dictates of reason, be allowed to select the means. . . 2

Therefore, it appears that the power to establish the na-
tional banks and the Federal Reserve System is derived from
the “implied powers” clause of the Constitution.?

The Currency Clause

The modern conception would probably be to consider the
currency clause of the Constitution as a second source of
regulatory power,® and construing the implied powers clause
and the currency clause together, lend to the Federal govern-
ment a strong control over currency and moneyed corpora-
tions. According to the court in the case of Veazie Bank vs.
Fenno, “It cannot be doubted that under the Constitution the
power to provide a circulation of coin is given to Congress.
And it is settled by the uniform practice of the government
and by repeated decisions, that Congress may constitutionally
authorize the emission of bills of credit. It is not important,
here, to decide whether the quality of legal tender, in payment
of debts, can be constitutionally imparted to these bills; it is
enough to say, that there can be no question of the power
of the government to emit them; to make them receivable
in payment of debts due to itself; to fit them for use by those
who see fit to use them in all the transactions of commerce;

1 McCulloch vs. State of Maryland, 4 Wheaton 316, 4 L. Ed. 576 (1818).

2U.S. Constitution, Art. 1, Scc. 8. “Congress shall have the Power . . .
To make all Laws which shall be necessary and proper for carrymng into
IExccution the foregoing Powers, and all other Powers vested by this Consti-
tution in the Governmecnt of the United States, or in any Department or
Officer thereof.”

8 US. Constitution, Art. 1, Sec. 8, “Congress shall have the Power . . . To
coin money, regulate the Value thereof, und of Foreign Coin, and fix the
Standard of Weights and Measures.” .

Art. 1, Sec. 10, “No State Shall . . . coin Money; emit Bills of credit;
mage any Thing but gold and silver Coin a Tender in Payment of
Debts. . . .”
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to provide for their redemption; to make them a currency,
uniform in value and description, and convenient and useful
for circulation. These powers, until recently, were only par-
tially and occasionally exercised. Lately, however, they have
been called into full activity, and Congress has undertaken
to supply a currency for the entire country. . . .

“Having thus, in the exercise of undisputed constitutional
powers, undertaken to provide a currency for the whole
country, it cannot be questioned that Congress may, constitu-
tionally, secure the benefit of it to the people by appropriate
legislation. . . . Without this power, indeed, its attempts to
secure a sound and uniform currency for the country must be
futile.” * This case, decided in 1869, just fifty years after the
decision in McCulloch vs. Maryland, shows the trend of judi-
cial opinion toward a stronger, more powerful central govern-
ment. By imperceptible steps Congress has assumed ever
greater control over the banking business, until today there
is little doubt that any legislative action, no matter how
radical, would be attacked from a practical viewpoint rather
than a legal one. It seems possible that Congress, should it so
desire, could even put out of existence all banks not under
national control, through the exercise of the taxing power and
the broad provisions of the currency clause.®

Nature of a banking corporation

Future legislation affecting banks and their conduct must
take into consideration the fact that banking is fundamentally
a business, and as such has certain legal rights as well as
obligations in common with other individual and incorporated
commercial enterprises.®

Banks should be subject to governmental control to such
an extent as involves the public welfare. Supervision in the
interest of safety is clearly within the normal scope of govern-

4 Veazie Bank vs. Fenno, 8 Wallace 533, 19 L. Ed. 482 (1869). Italics are
the writer’s.

5 The Comptroller of the Currency has also said: “There is no question
in my mind that Congress could eliminate the State banks.” See Hearings,

p. 268.
6 Sce Osborn vs. Bank of United States, 9 Wheaton 738, 6 L. Ed. 204
(1824), for further details on this point.
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ment; included in this is the right to charter, to enter, and to
examine. Beyond this, however, the right of the government
to intervene and control is, theoretically at least, insupport-
able. The government does not own any banks, except the
Federal Intermediate Credit banks; its interest in banking is
no greater than its interest in manufacturing or in agriculture.
It is the peculiar function of the government to supervise and
regulate, but only to such an extent as will make banking
safe, for to that extent the public is vitally interested. Too
great a freedom tends to make the banking situation worse
rather than better. However, the law cannot cure by statutory
action the ills inherent in every kind of management. Its
province is fundamentally ministerial, even though it may be
directorial.”

There is no escaping the fact that banks are quasi-public
institutions. In law the relationship between a bank and its
depositor is treated as that of debtor and creditor. But this
relationship is only so construed as between the immediate
parties. As far as the public generally is concerned, banks are
public institutions, although managed by private individuals
for private profit. Banks differ from the ordinary private cor-
poration, however, because of their quasi-public attributes.
For this reason they are subjected to strict supervision and
rigid scrutiny by governmental authorities. Since bank holding
corporations control the operations of affiliated banks through
stock ownership, it is also clear that they possess quasi-public
attributes, because of the nature of their business, and accord-
ingly should be subjected to effective governmental regulation.

Present state of control

Some conception of the difficulties of control of the large
group systems may be obtained from the discussion of the
Transamerica Corporation in Chapter IX which illustrates the
tremendous power which these holding companies, with
the combined financial resources of their subsidiaries, can
exert.

Despite this fact, the Comptroller of the Currency has no

7" Reed vs. Home Savings Bank, 130 Mass. 443, 39 Amer. Rep. 468 (1879);
Ladd vs. Androscoggin County Savings Bank, 96 Me. 520, 52 Atl. 1016 (1902).
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power of supervision or regulation over these holding
companies since no such power has been given him by
Congress.?

Former Governor Crissinger of the Federal Reserve Board
also has insisted that the Federal Reserve Board is powerless
under the law to take action because there is no provision of
statute which confers upon the Board any authority to regu-
late or prohibit the holding of the stock of State member
banks by any group or corporation, and has stated that inas-
much as the existing law contains no provision designed to
check or control group banking, the remedy lies with Con-
gress.®

The remainder of the discussion will be approached from
three angles:

1. Authority of the State and Federal governments.

2. Authority over stockholders in banking corporations.

3. Extension of supervision to railroad holding corpora-
tions.

Authority of State and Federal governments

The years following the adoption of the Constitution of
the United States were difficult ones for the United States
Supreme Court. A government had been created, confined and
limited to certain definite clearly stated powers. At the time
the distinction between State and Federal powers seemed too
obvious to admit of question. It was only because of an over-
zealous desire to guard State rights from usurpation that the
Tenth Amendment was adopted, stating that, “The powers
not delegated to the United States by the Constitution, nor
prohibited by it to the States, are reserved to the States re-
spectively, or to the people.” It was not long, however, before
dissension arose, and the Supreme Court, presided over by the
illustrious Chief Justice John Marshall, almost invariably sup-
ported the Federal government in its claims.

8 Report of the Comptroller of the Currency (1929), p. 9.

9 “Governor Crissinger of Federal Reserve Board in Answer to Represen-
tative McFadden Concerning Spread of Chain Banking Says Remedy Lies
with Congress,” Commercial and Financial Chronicle (May 11, 1929), Vol.
24, No. 3392, p. 3011.
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One of the bitterest fights was waged over the incorpora-
tion and subsequent spread and development of the national
bank. In McCulloch vs. Maryland the court sustained the
power of Congress in establishing a national bank, under the
theory that such power was to be implied from the powers
specifically granted.® In Osborn vs. Bank of the United States
the Court held that the corporation was a legal entity and
therefore had a right to bring suit in its own name in the
Federal courts.!* The case of Veazie Bank vs. Fenno, half a
century later, shows how the trend of judicial thought had
already solidified. It holds that Congress has full authority
over currency and, in the plenary exercise of this authority,
could tax State bank notes out of existence.!* This decision
was rendered in spite of the well known dictum that the power
to tax involves the power to destroy.!* By 1875 the supremacy
of Congress in the banking field was beyond question. In that
year Mr. Justice Swayne, speaking for the unanimous court,
stated the law to be as follows: !*

The constitutionality of the act of 1864 is not questioned. It
rests upon the same principle as the act creating the Second Bank
of the United States. The reasoning of Secretary Hamilton and of
this court in McCulloch vs. Maryland and in Osborn vs. Bank of
the United States, therefore, applies. The national banks organized
under the act are designed to be used to aid the government in the
administration of an important branch of the public service. They
are means appropriate to that end. Of the degree of the necessity
which existed for creating them Congress is the sole judge.

Being such means, brought into existence for this purpose, and
intended to be so employed, the States can exercise no control over
them, nor in any wise affect their operation, except in so far as
Congress may see proper to permit. Anything beyond this is “an
abuse, because it is the usurpation of power which a single State
cannot give.” Against the national will the “States have no power,
by taxation or otherwise, to retard, impede, burthen, or in any man-
ner control, the operation of the Constitutional laws enacted by
Congress to carry into execution the powers vested in the General

10 McCulloch vs. Maryland, 4 Wheaton 316, 4 L. Ed. 576 (1818).
(ISQZ)Osbom ve. Bank of the United States, 9 Wheaton 738, 6 L. Ed. 204
12 Veazie Bank vs. Fenno, 8 Wallace 533, 19 L. Ed. 482 (1869).
18 McCulloch vs. Maryland, 4 Wheaton 316, 4 L. Ed. 576 (1818).
19612 liét’;gr)ners and Mechanics National Bank vs. Dearing, 91 U S, 29, 23 L. Ed.
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Government.” The power to create carries with it the power to pre-
serve. The latter is a corollary from the former.®

This final paragraph is the keynote of judicial thought in
banking cases. As has already been indicated, the affiliated
banks can only be protected from possible exploitation by
holding companies if proper supervisory control is obtained.
It secems clear that should the Federal government seek to
regulate bank holding companies the Federal courts will give
it their support.

Yet the matter is not one to be dismissed thus lightly.
These holding corporations are created under State laws, and
are not answerable to the Federal authorities for all of their
activities. It is only in a case where the banking system of
the country is threatened with potential dangers that State
autonomy will be curbed so as to permit Federal control.

Jurisdiction over bank stockholders

There is nothing new in the proposition that the Federal
authorities should supervise bank holding companies. A hold-
ing company is nothing more or less than a stockholder in a
bank. Both the States and Congress have always imposed
upon bank stockholders a liability for corporate obligations
far in excess of any ever interposed on shareholders in other
commercial enterprises. Stockholders in national banking
associations are, by statute, held legally liable to the extent of
the par value of their holdings, in addition to the amount al-
ready invested.!® Stockholders, then, may be held responsible
for obligations of the banking corporation.!” The laws make
no legal distinction between a stockholder and a corporation,
even though it be a corporation organized under State laws
and under ordinary circumstances amenable only to State
jurisdiction.

18 Osborne vs. Bank of the United States, 9 Wheaton 738, 6 L. Ed. 204
(1824). Italics are the writer’s.

16 Rev. Stat., Sec. 5151 (U. 8.).

17 “That the various provisions of the national bank act are a part of the
contract of the charter of a national bank, and when a party becomes a
stockholder therein he necessarily submits himself to the provisions of the
law under which the bank is authorized to transact business.” Young vs.

Wempe, 46 Fed. 354 (1891). See also Hobart vs. Johnson, 8 Fed. 493 (1881)
Aldrich vs. Skinner, 98 Fed. 375 (1889).
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If the safety of a bank requires that stockholders be held
responsible for the bank’s deficiencies, it would not seem un-
reasonable to extend the reasoning a bit further and to say
that the safety of the bank requires that the stockholders
themselves be regulated. Ordinarily this would be a mere
superfluous gesture. But when the stockholder has control of
the bank’s policies through majority ownership of its stock,
with the power to exercise this control at will for good or evil,
it would be no more than another step in the right direction
to assume a regulatory attitude toward the stockholder. In
this way no proper manipulation of bank finances would be
hindered and no common law rights of the stockholder would
be violated, yet at the same time the interests of the public
generally would be safeguarded. This is no chimerical fancy,
as past experience in exactly the same sort of situation has
shown. A brief reference may be made at this point to the
body of legal reasoning which has developed in the case of
railroad holding corporations.

Extension of Federal supervision to railroad-holding cor-
porations

It is not a new principle for a holding corporation to be
supervised and regulated because the public interest so de-
mands, where such a corporation, by virtue of its business and
potentialities, is quasi-public in nature. Thus, it has been held
that a holding corporation owning a controlling interest in the
stock of railroads operating throughout six States is responsi-
ble to the public for any default in the operation and mainte-
nance of the operating roads. The case is analogous inasmuch
as the court held that a holding company owning stock in a
business affected with the public interest could be super-
vised.'® In the case of Venner vs. New York Central and Hud-
son River Railroad Company, the court stated that:

The New York Central and Hudson River Railroad Company
is a railroad company organized under the laws of New York . . .
and it is the owner and controls a majority of the capital stock of
the Lake Shore and Michigan Southern Railroad Company, and the

18 While this is a State case, it is offered because of the line of reasoning
involved.
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Michigan Central Railroad Company. As such owner of a majority
of the capital stock of these two corporations it becomes respon-
sible, through the boards of directors which it chooses, for the oper-
ation of these two corporations. It owes a duty to exercise the
franchises of these corporations primarily to the public, and then to
its own stockholders, for the majority interest in the properties
belongs in equity to the owners of the stock of the New York Cen-
tral and Hudson River Railroad Company, and their holdings in
the parent company depend for their value upon the value of the
stocks of the two corporations mentioned in a very large degree, not
only as abstract property but as feeders of the New York Central
Railroad proper betwcen Buffalo and tidewater. . . . It will thus
be secn that the New York Central and Hudson River Railroad
Company . . . is the equitable owner of a controlling interest in all
of the defendant railroads, covering a considerable portion of the
great States of New York, Pennsylvania, Ohio, Indiana, Michigan,
and Illinois, and in active competition with the Pennsylvania rail-
road, the Erie railroad, and the Wabash and Grand Trunk lines . ..
and each one of these corporations so owned and controlled by the
New York Central and Hudson River Railroad Company must to
retain its franchises and its value to the owning company be equipped
and operated to its highest or at least its minimum of efficiency.
It is the business of the New York Central and Hudson River Rail-
road Company, as the ultimate owner of the controlling interest in
the stocks of these various corporations, to equip and to operate
these roads in such a manner as to produce the public purposes com-
templated in their construction and to contribute to the value of the
stocks in the possession of the parent company and to foster its own
carrying trade to and from the seaboard. . . . There is no limit to
which one stock corporation may purchase and hold the stock of
another stock corporation, no limit to the extent to which the cor-
poration as such stockholder may intrude its officers into the direc-
torate of the company whose stock is thus purchased, and this is
an entircly reasonable provision of law, for the stockholders are the
equitable owners of the corporation, and where one corporation
purchases a majority of the stock of another such purchasing cor-
poration (it) would naturally be entitled to control the affairs of
the corporation in which it had become the owner; but such control
would have to be consistent with the purposes for which the corpo-
ration was created (Central Transportation Co. vs. Pulliman’s Car
Co., 139 US. 24, 50, 51, and authorities there cited). . . . If the
New York Central and Hudson River Railroad Company was
merely authorized to purchase the stock as an investment it would
have no other rights, but when the statute adds to the power of
purchase the right to actively participate in the choice of directors,
and make the officers of the purchasing company eligible to the
board of directors, without limitation, it necessarily imposes upon
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the purchasing corporation the duty of maintaining the company
thus surrendered to its care in a position to discharge its duties to
the public, and, as the purchasing company’s resources are in-
creased to the value of the stock thus purchased, it is in duty
bound to make use of its resources, where necessary, to perform the
obligations of the company whose stock it holds, this being dictated
by the welfare of the purchasing company, in harmony with the
duty suggested.1®

This reasoning is so in line with that thus far advanced,
and so similarly does the situation presented by the court
harmonize with the present banking situation, that it may be
stated almost positively that, were the Transamerica Corpora-
tion, the First Bank Stock Corporation, or the Northwest
Bancorporation to be placed in the position of the New York
Central in the foregoing decision, the decision would be sim-
ilar. Once the matter is squarely presented to the courts, there
is almost no doubt that a decision will be reached favorable
to Federal regulation of State holding companies.

It is noteworthy at this point to remark that in all Con-
gressional discussion of the situation, thus far,. the question
of the constitutionality of Federal supervision has not arisen.

Proposed Federal legislation

There are, at the present time, four bills before the House
of Representatives directed at bank holding corporations.
Each is popularly known by the name of the sponsoring con-
gressman. They are the McFadden, the Goldsborough, the
Strong and the Beedy bills.

McFadden bill

The bill introduced by Representative McFadden seeks to
regulate all holding companies, with which member banks are
affiliated, subjecting each affiliated bank to examination and
supervision by the Comptroller of the Currency, and trans-
ferring to him some of the functions of examination now held

19 Venner vs. New York Central, 160 App. Div. (N.Y.) 127, 145 N. Y.
Supp. 725 (1914), affirmed 217 N. Y. 615, 111 N.E. 487 (1916). This case might
lead one to infer that the States could and should regulate bank holding
corporations. However, it must be remembered that inasmuch as one State
cannot examine and supervise banks in another State, even if the banks in
question are a part of the same group, the power to conduet such examina-
tions must be brought under the jurisdiction of the Federal government.
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by the Federal Reserve Board. The relevant features of the
bill may be summarized as follows:

1. It concentrates in the office of the Comptroller of the
Currency the function of examination and of requiring reports
with scope of examination and supervision extended to Fed-
eral Reserve banks, member banks, and affiliated corporations,
removing such functions from the Federal Reserve Board and
providing that the expense of examinations shall be borne by
the Federal Reserve Bank in the district where made.

2. It defines “affiliated corporation” as any corporation
within an affiliated group of corporations of which at least
one is a member bank and defines “affiliated group” as one or
more chains or corporations connected through stock owner-
ship with a parent corporation if (1) at least 25 per cent of
the stock of each of the corporations (except the common
parent corporation) is owned or controlled by one or more
of the other corporations and (2) the common parent cor-
poration owns or controls at least 25 per cent of the stock of
at least one of the other corporations. The term “stock” is
not to include non-voting stock which is limited and preferred
as to dividends.?°

Goldsborough bill

The Goldsborough bill would (1) take away the voting
power from all shares of stock in a national bank owned by or
held in trust or otherwise for the benefit of any corporation,
making an attempt to vote such stock a misdemeanor; (2)
prohibit (under penalty of punishment as for a misdemeanor)
any State member bank from voting or permitting the stock to
be voted, with a similar prohibition and penalty upon any cor-
poration which owns stock in a State member bank, and for-
feiting membership of any State bank member should stock
owned by a corporation be voted; and (3) impose a tax of
2 cents per $100 upon any bank check drawn upon any bank
which hereafter establishes a bank, or more than 25 per cent
of whose stock is owned by any corporation; with severe pen-
alties to any drawer or payer for willful noncompliance.?

20 House of Representatives, Bill 7966, January 6, 1930.
21 House of Representatives, Bill 8363, January 2, 1930.
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Strong bill

The measure sponsored by Mr. Strong defines group bank-
ing as one or more chains connected by means of stock owner-
ship to common parent bank or corporation if at least 25 per
cent of the stock of each bank (except the parent bank or
corporation) is owned directly by one or more of the other
banks, and if the parent bank or corporation owns at least
25 per cent of the stock of at least one of the other banks.
The word “stock” is not to include non-voting preferred stock.
The bill further provides, as a penalty for group membership,
for forfeiture of a national bank’s charter, surrender by a State
member bank of its stock in the Federal Reserve Bank, and
denial of the privileges of the Federal Rescrve System to a
non-member of a group. Other penaltics include denial of the
use of the mails and of using the telegraph or express systems
in interstate or foreign commerce.2?

Beedy bill

The Beedy bill provides that every corporation which may
own or control the majority of the stock of more than one
national or State member bank shall be subject to the visi-
torial and supervisory powers of the Comptroller of the Cur-
rency.2?

Adaptability of proposed legislation

These bills constitute the proposed legislation on the ques-
tion of holding company regulation now pending before the
House of Representatives. A review of their salient provisions
is enough to convince one of their failure to cover the full
potentialities of the situation with which they purport to deal.

The Goldsborough bill prohibits any corporation, whether
a holding corporation or not, from exercising the rights asso-
ciated with the ownership of voting stock, while the Strong
bill provides unduly harsh penalties for affiliation with a
group. Both bills proceed on the erroneous assumption that
the best way to deal with the problem is to wipe it out of
existence under penalty of severe punishment.

22 House of Representatives, Bill 8367, January 9, 1930,
28 House of Representatives, Bill 8005, January 6, 1930.
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The other two bills adopt a more sensible and more effec-
tive way of handling the problem. Both seek to promote
supervision; the McFadden bill by examining the affiliated
banks and the Beedy bill by examining the holding company
directly. Of the two, the Beedy bill would appear to be prefer-
able. The banks themselves are already subject to supervision,
cither by Federal or State examiners, or both, whereas it is the
holding company which must be subjected to examination,

However, the Beedy bill appears too mild to deal with the
situation. It does not seem to reach into the heart of the prob-
lem of the group banking movement. While it provides a basis
for control, it does not extend far enough.

Group banking is here, and may be here to stay. Enormous
sums have been invested in holding companies, and the powers
thereby attained are not likely to be relinquished without a
struggle. Yet such a struggle is hardly advisable. These com-
panies, while they may be powerful, are not thereby ipso facto
inimical to public welfare. They may control a great deal of
wealth, but this is not so serious a proposition as it would have
been considered fifty years ago. We no longer fight trusts and
huge combines, Don Quixote fashion. As will be pointed out
in Chapters XIV and XV, these concerns are undoubtedly
capable of as much good as harm. At the same time, because
of their potential capacity for harm, they must be kept in firm
check, lest occasional transgressions operate in subversion of
the public welfare. Strict regulation and supervision are one
thing, but prohibition is another. Legislation must be promul-
gated tending to control the activities of bank holding com-
panies but not prohibit them altogether. There is no reason
why the benefits likely to accrue from group banking should
be denied, merely because potential dangers are associated
with it.

Desirable features to incorporate in proposed bill

A measure could be framed which would give the Federal
authorities sufficient power to meet present and future exigen-
cies. Such a bill, as finally drafted, should include in its scope
every corporation, whatever its nature, which owns or con-
trols, or for which is held in trust, 25 per cent of the voting
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stock of one or more member banks of the Federal Reserve
System or of two or more banks in two or more States. The
Comptroller of the Currency should be given authority to
exempt from the provisions of the act any corporation which,
after a proper hearing, proves to his satisfaction that it is not
a bank holding corporation, as that term is ordinarily used,
and does not seek to control the bank’s internal policies, ex-
cept as would any ordinary stockholder. The burden of prov-
ing that it is not a holding company within the meaning of
the statute shall be placed upon the corporation. This right
of exemption after hearing should not apply to a corporation
holding a 25 per cent stock interest in two or more banks in
two or more States, or to a corporation holding a 25 per cent
stock interest in more than one bank, provided one of the
banks be a member bank. Where a corporation is found to be
a holder of stock in a member bank or in two or more banks in
two or more States as above, it should thereby become subject
to the scrutiny and control of the Comptroller of the Currency
as hercafter described. If a holding company should become
subject to the provisions of this act by virtue of holding stock
in a member bank, or in two or more banks in two or more
States, this subjection is not to be defeated because the cor-
poration owns stock in non-member State banks or non-bank-
ing corporations as well, and the supervisory powers of the
Comptroller shall extend to all the activities and ramifications
of the holding corporation, whether directly involving banks
or not. The interrelations and interdealings between affiliated
subsidiaries and between subsidiaries and the parent corpora-
tion should be subject to strict scrutiny, and any checks or
restraints should be imposed which in the opinion of the
Comptroller might be advisable to protect the interests of the
public. Any order, decision, or regulation by the Comptroller
should be appealable to the Federal courts, but until a final
judicial determination such order should continue in full force
and effect, and, except in cases of obvious malfeasance or lack
of jurisdiction in the Comptroller, no injunction directed to
him should be issued.

The Comptroller should be authorized, on the basis of his
investigations, to make any order or impose any regulation
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which in his opinion (in which he shall consider any sugges-
tions of the Federal Reserve Board, subject to judicial ap-
proval) should be necessary, proper, or advisable to protect
the interests of the public as a whole and prevent exploitation
of American banks for private gain. Beyond this the holding
companies should be free to opcrate and expand, insofar as
they do not conflict with the provisions of the Sherman and
Clayton Acts and any other appropriate anti-monopoly laws
which do not come within the scope of this chapter. A statute
incorporating some such provisions as the foregoing will not
hamper the legitimate activities of group systems.

The inactivity of Congress, whether due to its laissez faire
policy or its temerity of enacting unconstitutional legislation,
has resulted to date in the failure to enact the necessary
legislation.



CHAPTER XIII

STATE LEGISLATION
Origin
In some States chain and group banking legislation has
been enacted by placing restrictions on the individual banking
institutions. This type of legislation resulted from an early

practice of chain bankers, which was described by the New
York Special Commission on Banks in 1907 as follows:

A method of a certain class of promoters, well illustrated by the
recent developments in certain embarrassed financial institutions,
is to buy stocks of a bank or trust company, and by using that as
collateral borrow money with which to buy stock of another bank-
ing institution. By repecating this process and by claiming the in-
dulgence due to a stockholder in the matter of extending credit in
other dircctions, it is possible for adroit and unscrupulous men to
acquire the nominal ownership of a very considerable amount of
stock in a number of institutions, which will enable the promoters
to utilize their credit and obtain funds to carry on their various
enterprises.!

Upon recommendation by the Commission and the New
York Superintendent of Banks, a restriction was enacted into
the New York laws in 1908, whercby banks and trust com-
panies were forbidden to loan on the stock of any “monied cor-
poration” an amount exceeding in the aggregate 10 per cent
of the capital of the corporation whose stock was offered as
collateral.?

A few other States, of which California, New Hampshire,
Texas and Wisconsin offer the best typical examples, have also
enacted similar legislation. California law provides that no
bank shall loan more than 25 per cent of the capital of the
- 1 George E. Barnctt, State Banks and Trust Companies Since The Passage

Of The National Bank Act, National Monetary Commaission, 61st Congress,
2nd ?gs‘siion, Senate Doc. No. 659 (Washington, 1911), p. 142,
2 Jbid.

195
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bank whose stock is offered as collateral. The law, on this
point, reads as follows: “No bank shall hereafter make a loan
secured by the stock of another bank, if by making such loan
the total stock of such other bank held by such loaning bank
as collateral will exceed in the aggregate twenty-five per
centum of the capital stock of such other bank.” * It should
be observed, however, that the power to pledge one-fourth of
the stock of the bank which is being purchased is not a negligi-
ble factor in an aggressive expansion policy.

In New Hampshire the banking law forbids a bank or trust
company from holding as security for a loan the stock of any
corporation in excess of 10 per cent of the capital of the loan-
ing bank.* The Texas law forbids a bank or trust company to
hold as security for loans more than 10 per cent of the stock
of another bank or trust company.® Wisconsin statutes place
the aggregate limit at 10 per cent of the capital of the bank
whose stock is offered as collateral.® Obviously, this type of
!egislation does not effectively prevent chain and group bank-
ing.

States prohibiting purchase of bank stocks by banks and
trust companies

In a number of States the laws specifically prohibit the
ownership by banks and trust companies of shares in other
banks. This provision is contained in the statutes of Florida,”
Mississippi,® Oregon,® Ohio,® South Dakota * and Washing-
ton.'2 While there does not appear to be any States having
legislation prohibiting trust companies alone from purchasing
bank stocks, the following States prohibit such purchases on

8 General Laws, 1923, Act No. 652; Bank Act, 1929, Sec. 44.

¢ Public Laws, Ch. 265, Scc. 37; Banking Laws, 1929, Scc. 37, p. 42.

5 Rev. Stat., 1925, Art. 513; Banking Laws, 1925, Art. 513, p. 44.

6 Wisconsin Stat., 1929, Sec. 222.13; Banking Laws, 1925, Sec. 222.13, p. 52.

7 Compiled General Laws of Florida, 1930 Supplcment, Scc. 6084.

8 Laws of Maussissippi, 1922, Ch. 172, Scc. 49; Brown’s 1926 Mississippi and
Federal Statutes Pertaining to Banks and Banking, p. 71. Prohibition is only
against purchase of bank stocks.

8 Laws of 1926, Ch. 207, Sec. 81, p. 336; Banking Laws, 1925, Sec. 81, p. 28.

10 Throckmorton’s Code of 1929, Sec. 710; Banking Laws, 1928, Sec. 710,

p. 64.
11 Banking Laws, 1927, Sce. 8983, p. 27, and Sec. 9050, p. 68.
12 Laws of 1929, Sec. §, p. 100.
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the part of commercial banks proper: Colorado,® Georgia,'*
Idaho,'® Kansas,'® Montana,'” Nebraska,'® Nevada,'® North
Dakota,?® Oklahoma,?' Pennsylvania,®* Wisconsin,*® and
Wyoming.2*

States permitting purchase of bank stocks

Certain States have merely placed limited restrictions on
stock ownership in other banks. Both banks and trust com-
panies are permitted to hold bank stocks in Arizona,*® Con-
necticut,?® Delaware,>” Louisiana,?® New Jersey,?® Pennsyl-
vania,3° Tennessee,3! Texas 3* and Utah.?® Only banks proper
are permitted to make such purchases in Alabama,=* Cali-
fornia,®® Florida,®® Massachusetts,3” New Hampshire,*® North

13 Banking Laws, 1928, Scc. 33, p. 19.

14 Georgua Code, 1930 Supplement, Sce. 2366 (169).

15 Bank Code, 1925, Scc. 29, p. 18. Against purchase of bank stock only.

18 Banking Laws, 1929, Sec. 11, p. 6.

17 Banking Laws, 1927, Scc. 39, p. 32.

18 Banking Laws, 1929, Scc. 8006, p. 12.

19 Banking Laws, 1927, Sec. 13, p. 7.

20 Bankwng Laws, 1929, p. 25.

21 Constitution of Oklahoma, Article 9, Sec. 41. .

22 West's Pennsylvania Statutes, 1920, Sce. 1363. However, Sec. 5785 per-
mits corporations organized for profit to purchase stocks. Some conflict is
therefore apparent.

28 Banking Laws, 1925, Sec. 222.13, p. 52. No prohibitions regarding banks
proper and trust companics, Applicable only to mutual savings banks.

24 Banking Laws, 1927, Sec. 32, p. 18.

25 Banking Laws, 1922, Sec. 20, p. 17.

26 Bankwng Laws, 1929, Sec. 3955, p. 9. Not to cxceed ten per cent.

27 Banking Laws, 1929, O. 26. Not more than 25 per cent of total capital,
surplus, and undivided profits of nvesting corporation.

28 Banking Laws, 1928, Sec. 1 (2), p. 26.

29 Banking Laws, 1928, Scc. 10, p. 54.

30 West's Pennsylvania Statutes, 1920, Sec. 1363.

31 Act approved March 31, 1923.

82 Banking Laws, 1925, Art. 513, p. 44. Not to excced ten per cent.

33 Bank:ng Laws, 1927, Sec. 986, p. 8.

34 Combined Banking Laws of Alabama, 1928, Scc. 6355, p. 25. Only per-
mitted to purchase bank stock if not in excess of 25 per cent of purchasing
bank’s capital and 10 per cent of other bank’s capital.

35 Bank Act, 1929, Sec 37, p. 36 Stock of only one trust company may be
purchased and amount hmited to 25 per cent of capital and surplus of pur-
chasing bank.

38 Compiled General Laws of Florida, 1930, loc. cit.,, Savings banks only
may purchase stocks.

37 General Laws, Ch. 168, Scc. 54 (7th), as amended by Acts of 1929, Ch,
315, Sec. 1. Savings banks only may purchase stocks in trust companies and
national banks within certain limitations.

88 Banking Laws, 1929, Sec. 16, p. 7; also Secs. 1-15. Savings banks only
in other banking institutions subject to certain limitations.
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Carolina,® Ohio,*® Rhode Island, 4 South Carolina,*? Ver-
mont,*? Virginia,** West Virginia, *® and only trust companies
in Arkansas*® Colorado,*” Florida,*® Georgia,*® Kansas,"°
Maryland,* Massachusetts,’? Missouri,®® Montana,®* Ne-
braska,’® New Hampshire,*® New York,5” Ohio,*® Oklahoma,5®
Rhode Island,®® and West Virginia.®!

In spite of the fact that the list of States permitting pur-
chases of bank stocks appears unusually long, it must be re-
membered that in many cases, which have been covered at
length in the footnotes, savings banks are the only type of
banking institutions permitted to make such purchases.

While it may be contended that basing the restriction on
the investment in another institution on the size of the capital
funds of the investing bank represents a sufficient restriction,
it is believed that further restrictions might be effected by
taking into consideration the size of the institution in which

39 Banking Laws, 1927, Sec. 220, pp. 20-21. Purchase restricted to “central
reserve bank” and corporation owning land or building used by bank.

40 Laws of 1929, Sce. 710-140 (b). Savings banks only may purchase stock
of certain companies, but not bank or trust company stock.

41 Bankwing Laws, Scc. 1, Clause 1V, VII, XIV, and XV. Savings banks
may purchase bank, trust company stocks.

42 Banking Laws, 1928, Scc. 62, p. 29.

43 (Feneral Laws, Scc. 5363, as amended by Acts of 1929, Oct. No. 90, Sec.
5. Itll(vcst,meut limited to 5 per cent of its assets, or 10 per cent, of other bank
stock.

4 Banking Laws, 1929, Sec. 4149 (13), p. 30.

45 Acts of 1929, Ch. 23, Scc. 9. May invest in bank stocks.

46 Banking Laws, 1929, Sec. 135 (9), p. 102.

47 Banking Laws, 1928, Scc. 128, p. 66.

48 Compiled Genceral Laws of Florda, 1930, loc. cit.

49 Trust Company Act of 1927, Scc. 5 A.

50 Banking Laws, 1929, Sec. 2, pp. 38 and 39.

51 Banking Laws, 1927, Scc. 46 (9), p. 23.

52 Trust (‘ompany Laws, Sec. 33, p. 21. Limited to 10 per cent.

3 Revised Statutes of Missour:, 1919, as amended by Laws of 1927, p. 241.
Limited to 15 per cent.

4 Banking Laws, 1927, Sce. 4 (¢) (8) and Scec. 26.

85 Laws of 1927, Sec. 8008.

56 Banking Laws, 1929, loc. cit.

57 Banking Law, Scc. 185 (9). Limited to 10 per cent of capital and sur-
plus of such purchasing trust company.

%8 Banking Laws, 1928, Scc. 710-166, p. 64. Other than bank stocks.
. 51: Constitution of Oklahoma, loc. cit. Except bank and trust company
stocks,

% Banking Laws, 1929, Sec. 4, p. 16. Authorized by implication to pur-
chase stocks.

8 Acts of 1929, loc. cit. May purchase limited amount in business cor-
porations and may purchase bank stocks for investment.
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such investment is made. In other words, prohibit banks from
purchasing more than 10 per cent of the stock of any other
bank. A similar suggestion was made by the New York Special
Commission on Banks and in 1908 this provision was incor-
porated in the New York banking laws, but only made ap-
plicable to trust companies.?

States having no specific provisions

In various other States there are no specific provisions on
the subject. The statutes of Illinois, Indiana, Michigan and
Minnesota contain no provisions authorizing or prohibiting
banks or trust companies from purchasing bank stocks. How-
ever, the laws of the following States refer to the fact that no
statutory provisions exist: Iowa,®® Kentucky,®* Maine,®® New
Mexico,% and Wisconsin.%?

Effectiveness of laws

This review of existing statutes relating to the purchase
of bank stocks by banks and trust companies indicates that
they are not an effective preventative against group systems
dominated by a particular bank. According to the data in
Table XXXII, Chapter VII, the movement has developed
further in those States where the purchase of bank stocks by
banks and trust companies is prohibited. Such restrictions on
operating banks are easily circumvented by the use of a hold-
ing company.

Furthermore, permissive legislation is unimportant in view
of the fact, as indicated above, that it pertains largely to
savings banks.

State laws regarding ownership of bank stock by holding
corporations

The remainder of the chapter is devoted to an analysis of
existing State laws affecting the ownership of the stocks of

62 George E. Barnett, op. cit.

63 Banking Laws, 1929, Scc. 9284 (5), p. 47.

8¢ Carroll’s Kentucky Statutes, 1930, Secs. 606 and 614.
88 Banking Laws, 1927, Sec. 61, p. 41.

86 Bank Code, 1929, Sec. 60 (7), p. 22.

87 Banking Laws, 1925, loc. cit.
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banks and trust companies by holding corporations. In view
of the lack of similarity of existing statutes, it is impossible
to present the material on any other basis than by States. In
most of the States having some sort of regulatory statutes,
regulations are still in a tentative stage.

Wisconsin

Wisconsin is the first State, at least in the Middle West,
to have made any attempt at controlling these rapidly grow-
ing organizations. In this State an Act was enacted in August,
1929, the relevant provisions of which may be summarized
briefly as follows:

(1) No corporation organized under the laws of Wisconsin is
permitted to hold more than 10% of the stock of any bank or trust
company, unless 75% of the stockholders of both corporations vote
in favor thercof at a mecting especially called for that purpose.

(2) No State bank or trust company may vote to authorize a
foreign corporation to purchase stock in such State bank or trust
company, unless such foreign corporation shall have qualified to do
business in Wisconsin.

(3) Whenever the ownership or control of a majority of the
stock of any State or national bank doing business in Wisconsin
is held by any foreign corporation which has not qualified to do
business in the State, such bank shall be disqualified to act as a
depository for any public funds of the State or any subdivision
thereof, or as a depository for reserve funds of State banks until
such forcign corporations shall have qualified to do business in the
State.

(4) Any Wisconsin corporation, investment trust or other sim-
ilar organization, also any non-Wisconsin organization authorized
to do business in the State, holding control of a State bank or trust
company, shall be deemed engaged in the business of banking
and will be subject to the supervision of the State banking
department.

(56) Domestic corporations and foreign corporations authorized
to do business in the State which own or control the stock of a
State bank or trust company shall be held liable for any assessment
made against the stockholders of such bank or trust company to
the par value of the stock so owned or controlled; and such holding
corporations are required to deposit with the State Treasurer secur-
ities equal to fifty per cent of the par value of the stocks of State
banks or trust companies owned or controlled by such holding
companies, except that the aggregate amount of such securities
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shall not exceed the largest amount required to be deposited by
Wisconsin trust companies.

(6) If the stockholders’ liability of any such holding company
is not fully paid, the stockholders of such holding company are
liable for an assessment sufficient to cover the deficit.®®

While the Legislature, in this statute, appears to have
firmly linked the holding company with the provisions of the
banking act, it apparently is the public policy of the State not
to interfere with the growth of bank holding corporations,
since none of these provisions appears to offer insuperable
difficulties in the way of their development. The law merely
regulates and states conditions of operation.

Most peculiar of all these regulations is the one that in
case the holding company defaults in liability assessments,
its own shareholders are held responsible for the incurred
liability. It is believed, however, that only against share-
holders of the holding company, living in Wisconsin, could
the double liability in consequence of such an unsuccessful
assessment be enforced.

Investment trusts, or other corporations, not providing in
their by-laws for the double liability of shareholders, if they
wished to acquire Wisconsin bank stocks, would have to alter
their legal structure.

By these regulations bank holding companies are placed
on equal footing with banks operating under the Wisconsin
law and the acquisition of any shares by outside interests is
thoroughly discouraged. However, it should be remembered
that the effectivencss of the law has not yet been tested.

New Jersey

In 1928 a law was passed in New Jersey prohibiting a
holding corporation from owning more than 10 per cent of the
shares in more than one banking institution, whether State
bank, trust company, or a national bank doing business in the
State. The statute does not require corporations to dispose of

68 Wisconsin Laws of 1929, Chapter 445, amending Subsection (9) of Sec-
tion 182.01 and creating Subscction (6) of Section 14.44 and Section 221.56.
The above outstanding features of the Act will probably attract the atten-
tion of bankers in many other States.
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any bank stock that they may have owned before the law
became effective, but . . . prohibits those that own more
than ten per cent of the stock of any bank or trust company
in New Jersey from purchasing after the date the statute be-
came effective more than ten per cent of the stock of any other
bank or trust company doing business in the State.” Provision
was made against the possibility of ownership entered in
names other than that of the title of the corporation and also
against the voting of stocks so held. The banks were given
“, .. the right to obtain from any corporation by affidavit
of the president or other officer of the corporation, under seal,
a statement as to the holdings of the corporation in any bank
or banks.” Banks were “. .. prohibited from transferring
stocks to any corporation holding greater than the above per-
centage and also prohibited from paying dividends to any
corporations holding more than the above percentage on pen-
alty of a misdemeanor.” ®°

This law aims at both domestic and foreign corporations.
“Any direct or indirect violation or misrepresentation regard-
ing the holding of bank shares under this law renders a domes-
tic corporation liable to revocation of charter and a foreign
corporation liable to cancellation of its authorization to do
business in the State.” The act, however, specifically “. . . ex-
empts from its provisions State banks and trust companies
and national banks doing business in the State, also all banks
and trust companies there holding bank stocks while acting
in a fiduciary capacity, and any corporation whose entire capi-
tal stock is owned by or held in trust for the shareholders of
a State bank, trust company, or national bank doing business
in the State, in proportion to their stock holdings in the parent
banking institutions.” The effect of the law, therefore, is sim-
ply to prohibit the operation of bank holding corporations
except where they are banking institutions or their affiliates.”

It will be very interesting to see how effective this law,
with its strict regulations as to the method of registering and
voting bank stocks, will prove.

Under the laws of this State, stockholders of commercial

8 Laws of New Jersey, 1928, Chapter 273, Section 3.
70 Ibid.
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banks and trust companies are not subject to a double liability,
as are stockholders of national banks and of banks and trust
companies in other States. Nor do the laws impose such lia-
bility upon stockholders of holding corporations.

Minnesota

There are no laws dealing specifically with this question.
However, holding corporations organized in other States may
acquire the stock of Minnesota State banks, and are not sub-
ject to control by the Minnesota Commissioner of Banks, ac-
cording to an opinion of W. H. Gurnee, Assistant Attor-
ney General. The foreign corporation is not such a financial
corporation as cores under the supervision of the Commis-
sioner. Mr. Gurnee’s ruling follows:

(1) If a foreign corporation is authorized to hold the stock of
other corporations and such foreign corporation is authorized to do
business in this State, there is no existing law which prevents such
a corporation from acquiring stock in a State bank or trust
company.

(2) The foreign corporation holding bank stock in a State
bank is subject as a corporation to constitutional liability as a
stockholder. The law does not prohibit a corporation organized
under the laws of a State whercin there is no so-called stockholders’
double liability from owning stock of a State bank.

(3) By Mason's Statutes, Section 5323, the commissioner of
banks is vested with authority to exercise constant supervision
over and empowered to examine into, the books and affairs “of
State banks, savings banks, trust companies, building and loan as-
sociations, and other financial corporations doing business within
the State.” He is required to visit such corporations at least twice
each year and inspect and verify the assets and liabilities of each,
investigate the methods of operation and conduct of said corpora-
tions and their systems of accounting, to ascertain whether such
methods and systems are in accordance with law and sound bank-
ing principles. He may examine the officers of such corporations
Epder oath and issue subpoenaes requiring their attendance before

im.

The question arises as to what is meant by the expression “other
financial corporations.”

As long ago as December 4, 1912, in an opinion to the then
superintendent of banks, this office ruled that the expression “other
financial corporations” means corporations similar to banks, trust
companies, and building and loan associations. Under the familiar
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rules of construction it was held that the expression “other financial
corporations” should be confined to corporations ejusdem generis
with those enumerated. The conclusion was arrived at that the
commissioner of banks had no authority to examine into the affairs
of corporations unless they fell within the classes enumerated,
namely, banks, trust companies, building and loan associations and
other financial corporations of the same character.

If the articles of incorporation of these foreign holding com-
panies go no further than to authorize such corporations, among
other things, to hold the stock of other corporations, we can see no
theory upon which it can be successfully claimed that such holding
corporations are financial corporations within the meaning of the
statute.

We understand that this has been the practical construction of
the statute long followed by all departments of the state. This in
itself is entitled to some weight, although of course it is not
conclusive.™

The holding company is subject as a corporation to the
stockholders’ double liability, even though the stock of the
holding company itself carries no liability, due to the fact that
under an article of the Minnesota Constitution, each stock-
holder in any corporation organized or doing business under
the laws of Minnesota, except those organized for the purpose
of carrying on a manufacturing or mechanical business, is
liable to the amount of the stock held or owned by him.™

Michigan

None of the laws in this State deal directly with this ques-
tion. However, “. . . corporations organized for pecuniary
profit may purchase and hold shares of stock in other corpora-
tions organized for purposes similar to those of such corpora-
tions.” ™ This might be held to affect the right of holding
corporations to own stock in banks, depending upon whether
or not banks are organized for similar purposes.

The following opinion has been rendered by Attorney Gen-
eral Wilbur M. Brucker of Michigan as his interpretation of
the Michigan law:

71 Opinion submitted by W. H. Gurnee, Assistant Attorney General, in
letter to A. J. Viegel, Commissioner of Banks, February 25, 1930.

72 Minnesota Constitution, Scction 3, Article 10.
18 Session Laws of 1925, No. 363, p. 692.
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1. A holding company may organize under the general corpora-
tion laws of Michigan and may, if its charter is broad enough, pur-
chase, own and hold shares of stock in State banks.

2. The ownership and exercise of incidents of ownership of stock
in a holding company owning all but qualifying shares in several
banks is not legally doing a banking business in the State, in viola-
tion of law.

3. It is only when the practices of a holding company become
such as to usurp the functions of the bank in fact and in reality, so
that a banking business is being done by the holding company that
intervention can be sustained.

4. A holding company can, by expression in its charter, meet the
double indemnity of statutory liability under the banking act.

5. It is the banking department’s duty to continue to treat indi-
vidual banks concerned in stock purchased by a holding company,
in all respects as individual units for examination and all other
purposes; and also to scrutinize the operation of such banks in their
factual relationship with the holding compauny.™

West Virginia

In West Virginia the 1929 session of the Legislature enacted
a new banking code in which group banking is specifically pro-
hibited by the following provisions: “(1) It shall be unlawful
for any firm, association or corporation to purchase and hold
stock in any banking institution organized or authorized to
transact business hereunder for the purpose of selling, negoti-
ating or trading participation in the ownership thereof either
for the purpose of perfecting control of one or more such bank-
ing institutions or for the purpose of inducing other persons,
firms or corporations or the general public to become partici-
pating owners therein; (2) Nothing herein shall prevent the
ownership of stocks in any such banking institution by any
corporation for investment purposes.” 7

With reference to the liability imposed upon stockholders
in banks, it is provided that “. . . each stockholder of any
banking institution organized under the laws of this State, in
addition to the liability imposed upon him as stockholder of
a corporation under the provisions of the general corporation
laws, shall be liable to the creditors of the banking institution,

74 “Michigan Permits Holding Companies to Buy and Own Stock in State
Banks,” U. 8. Daily (October 28, 1929), p. 11.
78 Acts of 1929, Chapter 23, Section 9. Act passed on February 28, 1929.
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on obligations accruing while he is a shareholder, to an amount
equal to the par value of the shares of stock held by him.” %

Massachusetts

A measure was introduced in the 1929 session of the Legis-
lature of Massachusetts, but failed of passage, providing for
the creation of a commission for the purpose of, “Investigat-
ing the ownership or control of the capital stock of trust com-
panies with a view to ascertaining to what extent such capital
stock is owned or controlled directly or indirectly by other
trust company, bank or banking association or by any corpora-
tion, association or trust, directly or indirectly owned, con-
trolled or affiliated with such other trust company, bank or
bank association, and to report recommendations for legisla-
tion which would correct this situation.” 77

Oklahoma

There are no laws in Oklahoma dealing specifically with
this question. However, it may be held that bank holding cor-
porations can purchase bank stocks. One section of the Com-
piled Statutes provides that: “All corporations authorized by
this section shall have the power to own and hold stock of
other corporations, except as prohibited by the Constitution
of the State.” 7® An article of the Constitution relative to the
point involved “. . . forbids corporations to own or hold stock
in other competitive corporations engaged in the same kind of
business and banks or trust companies to own or hold stock
in other banks or trust companies, except in those cases where
such corporations or banks or trust companies have acquired
such stock to secure or satisfy a bona fide indebtedness, and
in such cases the stock must be disposed of within twelve
months.” 7 Another section of the Compiled Statutes makes it
“. . . unlawful for corporations to combine to place the con-
trol of these corporations in the hands of a trustee or a holding

76 Ibid.

77 Journal of the House, Commonwealth of Massachusetts (April 16,
1929), p. 73.

78 Qklahoma Compiled Statutes, 1921, Section 5301.

7 Constitution of Oklahoma, Article 9, Section 41.

[}
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corporation if the intent and purpose of such combination is
to restrict or restrain trade.” 8°

Since the provisions of the statute granting to corporations
the power to hold or own stock in other corporations is rather
general, and that neither the prohibition of the Constitution
nor the provisions of the last quoted section appear to be
specifically applicable, it is possible that bank holding corpora-
tions may purchase bank stock. This contention appears sound
since Article 9 of the Constitution prevents only banks or
trust companies from having stock in other banks or trust
companies and does not prevent corporations from buying or
holding stock in other corporations, if the latter are not carry-
ing on the same type of business, and are not competing with
the former. Furthermore, Section 11029 of the Compiled
Statutes only applies to combinations in restraint of trade.

Texas

No statutes in Texas deal directly with the question and it
is doubtful whether holding companies may purchase bank
stocks. Banks or trust companies “. . . cannot own more than
ten per cent of the capital stock of any other banking corpora-
tion, unless the ownership of such excess stock shall be neces-
sary to prevent loss upon a debt previously contracted in good
faith, and in such cases the stock must not be owned for a
longer period than six months.” 8!

However, “. . . corporations are permitted to purchase,
hold, or own shares of capital stock of foreign or domestic cor-
porations not competing with each other in the same line of
business, providing this authority shall in no way affect any
provision of the anti-trust laws.” 82

A trust is defined as “a combination of capital, by two or
more persons, firms, corporations for two purposes: (1) to
create, or which may tend to create, or carry out restrictions in
trade or commerce, or (2) to create or carry out restrictions in
the free pursuit of any business authorized or permitted by
law, or (3) to prevent or lessen competition in aids to com-

80 Oklahoma Compiled Statutes, 1921, Section 11029.

81 Revised Statutes, 1925, Article 513.
82 [bud., Article 1302.
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merce.” 83 Still another article states that, “A monopoly exists
when two or more corporations combine or consolidate to
bring the direction of the affairs of such corporations under
the same management or control for the purpose of producing,
or where such common management or control tends to create
a trust, or where any corporation acquires the shares of stock
of any other corporation or corporations, for the purpose of
preventing or lessening, or where the effect of such acquisition
tends to affect or lessen competition, whether such acquisition
is accomplished directly or through the instrumentality of
trustees or otherwise.” 84

In view of these sections of the revised statutes, it is doubt-
ful if group corporations may acquire bank stock in Texas.

Oregon

According to certain provisions enacted into law during
1929, any corporation “. . . organized in Oregon, or licensed
to do business in this State, may own, hold or control the
stock of any bank or trust company.” 8 Such corporations are
subject to the following restrictions: “(1) it shall not borrow
money or otherwise secure credit directly or indirectly, from
such bank or trust company, unless the loan or credit is ade-
quately secured by collateral other than stock of evidences of
indebtedness of any corporation which it controls; (2) it shall
not sell any stock, securities or other evidences of indebtedness
of any other corporation which it controls or through the bank
or trust company in which it owns or holds stock, nor can it
use such bank or trust company as any agent for the purpose
of selling or otherwise disposing of such stock, securities or
other evidences of indebtedness without first obtaining per-
mission from the Oregon Corporation Commissioner; and (3)
it shall not carry as an asset any expenses incident to organ-
ization or to the sale of stock after organization.” 8¢

Corporations or their officers or employees violating the
provisions of the Act are subject to various penalties. Stock-

83 Ibid., Article 7426.
84 [bid., Article 7427,
85 (Feneral Laws of Oregon, 1929, Chapter 444. This Act was approved

March 9, 1929.
86 Ibid.
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holders of Oregon corporations owning stock in banks or trust
companies are not subject to the liability imposed upon the
stockholders of such banks or trust companies.??

Pennsylvania

There are no provisions in the statutes of this State di-
rectly concerned with the purchase of bank stock. Under
certain amendments to the Act of July 2, 1901, it may be held
that corporations are permitted to utilize this power. The
latter, as amended by an Act of April, 1929, provides that
“. . . any corporation created by general or special laws, may
purchase, hold . . . the shares of the capital stock of any
other corporation or corporations of this or any other State,
and while the owner of said stock may exercise all the rights,
powers and privileges of ownership. . . .” 88 Furthermore,
Section XX of West’s Pennsylvania Statutes, 1920, permits
a company to be organized “for any lawful purpose not spe-
cifically designated by law, as to the purpose for which a cor-
poration may be formed.” 8

No statute deﬁmtely states that stockholders of companies
holding stock in banks are liable for the same stockholder’s
liability as is imposed upon the stockholders of banks. While
a double liability is placed upon the latter,?° it has been held
that stockholders of trust companies are not liable for double
liability.?*

New Mexico

While no statutes of New Mexico are concerned directly
with this problem, certain sections of the statutes may be in-
terpreted as permitting corporations to purchase stock in
banks and trust companies.

One section “authorizes corporations unrestrictedly to pur-
chase, and hold the capital stock of, . . . any other corpora-
tion or corporations, of this or any other territory or

o7 Ibid.

88 Act of July 2, 1901, Public Laws, p. 603 (Section I), as amended by an
Act of April 18, 1929.

89 West's Pennsylvania Statutes, 1920, Section 5598, Section XX.

90 Pennsylvania Statutes, Section 1184.
91 See DeHaven vs. Pratt, 72 Atl. 1068, 223 Penn. 633 (1909).
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state, . . .”?2 and “. .. no limitation is placed upon the
amount of such stock that may be so purchased or held.” *3
However, “. . . banks are prohibited from purchasing or hold-
ing the capital stock of ‘any other incorporated’ company
unless the acquisition of such stock is necessary to prevent loss
upon a debt previously contracted and stock so acquired must
be disposed of within six months if possible.” ¢

Since the only direct prohibition in the law of this State
against the acquisition of stock in other corporations is that
contained in Section 395, which only prohibits banks, and
since corporations unrestrictedly have the broad power in Sec-
tion 1019, “. . . to purchase, and hold stock of any other cor-
poration or corporations,” it is believed that banks come
within the latter clause and that, consequently, corporations
can acquire stock in banks.

Arizona

According to Arizona law “. . . a bank, loan or trust com-
pany or association may purchase and hold stock of any other
bank, loan or trust company or association or other corpora-
tion, if such purchase is authorized by the executive com-
mittee or approved by the board of directors.” ®> However,
“, . . if bank stock is purchased the approval of the Superin-
tendent of Banks must also be obtained.” ?¢ It would appear
that the word association may refer to bank holding corpora-
tions. Such purchases, however, must have the sanction of the
Superintendent of Banks and therein exist problems which
will not be solved until circumstances necessitate such a solu-
tion.

Illinois

The General Corporation Law states that “. . . corpora-
tions organized thereunder may own, purchase, or otherwise
acquire stocks of any corporation, domestic or foreign.” While

92 Annotated Statutes of New Mexzxico, 1915, Section 1019.
98 Jbid.
94 [bid., Section 395.

98 Session Laws of Arizona, 1922, Section 20, Chapter 31. The law has not
bee:le ;g?‘;xged in this respect since that date.
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the statute contains some restrictions, such as “ . . forbid-
ding the holding of stock in a building corporation,” there is
no definite restriction upon a company to have bank stock,
although it is quite possible that such an implication may
exist.?” One of the sections of the Banking Act makes ref-
erence to stockholders of banks, by the use of the pronouns
“he” or “she,” and consequently gives the impression that it
was the intention of the law that individuals owning stock
in banks should be natural and not artificial persons.?® Insofar
as a bank holding corporation is an artificial entity or person,
the section appears restrictive in nature.

Iowa

In view of certain provisions in the Iowa statutes, it is
questionable whether group corporations may own bank stock.
One section of the Iowa Code authorizes “. . . corporations
to hold stock in railway corporations,” *® and another recog-
nizes “. . . the right of holding corporations to own stock in
a public utility,” 1°° but no reference is made to purchases of
bank stock by corporations. The liability of stockholders of
banks applies to stockholders, who are referred to by the pro-
nouns “he” or “she,” giving the impression that stockholders
in banks must be natural and not artificial persons.!°!

Kentucky

No Kentucky statutes limit the power of corporations to
hold bank stock unless it be the following statute: “Nor shall
any corporation directly or indirectly, engage in or carry on in
any way the business of banking, or insurance of any kind,
unless it has become organized under the laws relating to
banking and insurance.” 1°2 If this statute refers to bank hold-
ing corporations, it could only be so applied by interpretations
which would consider the latter to be engaged in the business
of banking.

97 See Central Life Securities Company vs. Smith, 236 Fed. 170 (1910).
98 Jllinots Banking Act, Section 6.

99 Jowa Code, 1927, Section 7940; Banking Laws, 1929, Section 7940.
100 Thyd., Section 8434.

101 Jowa Constitution, Article VIII, Section 9.

102 Carroll’s Kentucky Statutes, 1930, Section 595.
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Louisiana

There are no laws in Louisiana directly applicable to bank
holding corporations. While one subdivision of the 1928 Acts
“ .. permits corporations to acquire, and to hold, shares
of any other corporation, domestic or foreign,” °® it seems
uncertain if this subdivision permits group corporations
to own shares in view of certain other restrictive sub-
divisions.104

Vermont

None of the statutes in this State directly restrict the own-
ership by bank holding corporations of the stock of banks but
there is a section prohibiting such corporations from acquiring
stock in other corporations. The section containing this pro-
hibition reads as follows: “A corporation shall not be per-
mitted to acquire or hold stock in other corporations to such
an extent that its primary business is the holding of such
stock. A violation of this provision shall be cause for the dis-
solution under the provisions of Section 4944.” 1°5 The status
of a bank holding company in this State appears questionable
for the reason that the holding of bank stock constitutes their
‘primary business.

No existing laws place upon stockholders of bank holding
corporations a liability similar to that placed upon holders of
stock in banking institutions.

Washington

None of the statutes in this State deal directly with group
corporations. During the 1929 regular session of the Legis-
lature a bill was proposed to limit the ownership of bank or
trust company stock by corporations to 20 per cent of the
capital stock of such bank or trust company,°® but failed to
pass.

108 Acts of the Louisiana Regular Session, 1928, Act No. 250, Section 12,
Subdiv. II, p. 417.

104 Ibid., Section I, p. 409; II, p. 411. See Constitution and Statutes of
Lowisiana, 1920, Volume 2, Section f p. 1196, and V. P. 1203.

105 General Laws, 1917, Section 4925.
108 Sybstitute House Bill No. 72, Washington, 1929,
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Legality of the bank holding corporation in Nebraska

In a large number of States the question as to whether or
not a corporation can be lawfully organized to conduct the
business of buying, owning, selling or otherwise dealing in the
capital stock of banking corporations is uncertain. Nebraska
has been selected as a representative State in which the legal
status of such companies has not been definitely determined.
A review of certain decisions of the Nebraska Supreme Court
indicates very typically the uncertain legal status of such com-
panies in many States at the present time.

While it was held in Herrick vs. Humphrey that, “The
powers of a corporation in effecting its objects are as broad
and comprehensive as those of an individual, when not ex-
pressly prohibited,” 1°7 there are two or three decisions of the
Supreme Court which have taken the opposite viewpoint.

In Nebraska Shirt Co. vs. Horton, suit was brought by an
exposition company on a subscription to its capital stock by
defendant, a manufacturing corporation. The court, speaking
through Commissioner Pound, said: “We are at a loss to see
how this action can be maintained in the face of the plead-
ings. Corporations have quite enough power without allowing
them to incorporate themselves in new companies. Unless au-
thorized by statute, a corporation has no power to subscribe
to the capital stock of another corporation and such a sub-
seription is not binding.” 1°® This case was cited in the State
vs. Lincoln Traction Company case which involved the power
of the traction company to subscribe to the stock of a local
light and power company. In this case the court said:

In Nebraska Shirt Co. v. Horton, 3 Neb. (Unof.) 888, we held
that, unless authorized by statute a corporation has no power to
subscribe to the capital stock of another corporation. And the rule
is applied to a banking corporation in Bank of Commerce v. Hart,
37 Neb. 197, Sec. 9, Art. VII, Chapt. 72, Compiled Statutes of
Nebraska, 1907, which authorizes street railway companies to sub-
scribe to the stock of another street railway company whose lines
of railway connect with those of the subseribing company, but we
have not been cited to any statute authorizing street railway cor-

(18;‘;')Herrick vs. Humphrey Hardware Co., 73 Neb. 809, 103 N.W. 685
108 Nebraska Shirt Company vs. Horton, 3 Neb. 888, 93 N.W. 225 (1910).
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porations to subscribe to the stock of corporations organized for
the purpose of transacting business other than a street railway.*®

In Bank of Commerce vs. Hart, it was held that, “A bank-
ing corporation organized under the laws of this State, had not
power to become a stockholder in an insurance company, and
had this charter expressly provided that the corporation might
invest its funds in stock of insurance companies and deal gen-
erally in the stocks of other corporations, such a provision
would have been contrary to the laws of the State and
void.” 110

While the court has recognized a certain difference and has
distinguished between the subscription to shares of new cor-
porations and purchase of stock of old corporations, the rule
in both cases is practically the same. In Folts vs. Globe Life
Insurance Company, decided in the Nebraska Supreme Court
in January, 1929, a distinction was recognized between an
investment in stocks of going corporations and subscriptions
to stock in new corporations, but the court held that, “Even
though it be said that stocks of a going corporation may be the
subject of investment, the following authorities justify the
conclusion that subscriptions for stock in the organization of
a new corporation, cannot be regarded as an investment.” 111
(Citing Neb. Shirt Co. vs. Horton.)

This matter should be specifically decided in each State at
the earliest possible time so that there will be no doubt one
way or another as to the legality of the bank holding
companies.

Conclusions regarding State legislation

It will be very interesting to see how effective existing
laws will prove. However, in view of the many indirect ways
by which corporations often accomplish what the law does not
permit directly it seems rather doubtful whether existing
legislation will stop the development of group systems.

Restrictive legislation might inconvenience boards of di-

109 State vs. Lincoln Traction Co., 90 Neb. 535, 134 N.W. 278 (1915).
110 Bank of Commerce vs. Hart, 37 Neb. 197, 55 N.W. 631 (1919).
11 Folts vs. Globe Lafe Insurance Co., 223 N.W. 797 (1929).
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rectors which have put funds within their control into bank
stocks with no other thought than sound investment. In small
communities there are banks which are necessarily more or
less dependent on capital furnished through sale of their
shares to corporate interests in these communities. But these
are minor objections. If the major good would be subserved,
no great difficulty should be encountered in providing for
proper exceptions to the general mandate where it may be
expedient on practical grounds to afford relief from absolute
inhibition.

In many States no effort has been made to attach double
liability to the shares of bank holding corporations. No pro-
visions have been incorporated in existing laws for the pro-
tection of minority stockholders of a bank, through a require-
ment that prices paid for bank stock should be uniform and
not discriminatory as between majority and minority stock
holding groups, or change of control should not be permitted
without notice to minority stockholders. No effort has been
made to restrict powers acquired by holding corporations un-
der articles of incorporation, powers that can extend from
holding of control of banks to the owning and operation of
public utilities or mercantile establishments.



CHAPTER XIV
THE ADVANTAGES OF GROUP BANKING

In engaging in a discussion of the relative advantages and
disadvantages of group banking the writer wishes to draw at-
tention, at the outset, to the fact that there is no established
body of reliable facts to guide in arriving at mature conclu-
sions. The views of bankers generally, pertaining to this sub-
ject, find expression in a multiplicity of newspaper items,
discussions and articles in banking journals, all of which had
to be culled out and used to arrive at what might be termed
a working basis for this discussion. Considerable general in-
formation was secured through personal interviews. It should
also be remembered that it is impossible to secure extensive
statistics relative to advantages and disadvantages, either
from a general point of view or in connection with specific
bank holding corporations. It is quite obvious that an outsider
would experience unusual difficulties attempting to collect
such data. Moreover, circumstances vary in every case and
what applies to one group of banks may not be applicable to
another.

Inasmuch as the success of group systems depends upon
(a) the services rendered to member banks, (b) to the com-
munities served, and (c¢) to their stockholders, consideration
of the subject is approached largely from these three view-
points.!

i

A. Advantages to affiliated banks. Retention of personnel

The group plan does not result in a substantial displace-
ment of executive officers.? Under the typical plan of organ-

1In connection with Chapter XVI, these methods of approach were not
applicable.

2 President, Vice-Presidents, Secretary, Treasurer, and personal assistants
to those officials who are given direct authority.
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ization, each bank continues to operate as a separate unit,
under the management of its local officers and directors.

The central management or central advisory board or com-
mittee usually maintains contacts between the member banks
of the group and the central bank or holding company by
having at least one officer of the parent bank on the board of
each affiliate bank, and one vice-president assigned exclusively
as a contact agent with the local management of each bank.
This official supervises operating methods and obtains for
each affiliate the aid of any department of the parent organ-
ization. The central office also exercises its supervision through
periodical reports of condition, regular examinations and the
adoption of proven standards.

The above facts are presented as a result of the survey,
conducted by the writer, of fifty of the largest groups con-
trolling resources of about $6,400,000,000. If this survey may
be assumed to be representative, less than three per cent of
the executive officers of affiliated banks have been released
subsequent to acquisition. The average period of service of the
group released however, was unusually long, and in practically
every case was over 10 years. Furthermore, very few restric-
tions are placed on executives, who leave voluntarily or in-
voluntarily after the affiliation, reéntering the banking busi-
ness and opening a competitive institution. In view of the
confidential nature of the survey, the policies of specific or-
ganizations regarding personnel problems cannot be disclosed.

While it may be alleged that the time will come when
there will arise a conflict in judgment between the central
office and the officials of the local unit, which may result in
the displacement of the latter, it must be remembered that
such action would not be advisable unless the officials con-
cerned were very inefficient. The group organizations are anx-
ious to retain the cooperation of the people and keep the per-
sonal contacts with local officers so business will not be lost
to some other bank. A wholesale displacement of personnel,
particularly in small communities where the personal relation-
ship is stressed, would obviously be suicidal.

By the broad dissemination of its stock through the com-
munities which the group serves it also preserves local inter-
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est and substantial local ownership. This form of organization
is peculiarly adapted to American conditions, in lieu of ex-
tensive legalized branch banking, as it offers the advantage
of maintaining local independence and local contacts through
the maintenance of the individuality of all the constituent
banks and their separate boards of directors, and at the same
time, provides the strength, and supplementary facilities af-
forded through the holding corporation. The latter appears to
be entirely supplementary; it does not supplant.

Centralized administration

The advantages of centralized administration are brought
about in five ways: (a) by superior credit facilities; (b) by
improvement of investment policy; (c) by expansion of se-
curity distributing business; (d) by improved fiduciary ser-
vices; and (e) by economy of operation.

Line of credit

By means of group banking sufficient financial resources
are brought together to scrve adequately the largest industrial
and business requirements. A new stability to banking has
been brought about by unit banks joining together to better
serve the demands for credit of modern business men whose
needs are no longer limited by city and county or even State
lines. Through the broader contacts of the central organiza-
tion, the local bank can extend lines of credit commensurate
with the financial responsibility of the borrowers, but often-
times in excess of statutory limitations as to the individual
institution. Large concerns which formerly were forced to do
the major portion of their business in the larger cities, not-
withstanding the fact that their paper is a satisfactory invest-
ment, can under the group system be adequately served in
their own towns.®

The Northwest Bancorporation, for example, has made it
possible for local industries such as Pillsbury, Archer-Daniels,
Cream of Wheat, Munsingwear, and Honeywell to secure
loans at home instead of in the East, to the advantage of both

8 See Hearings, pp. 887, 1050 and 1184,
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bankers and the business concerns interested.* Concerning
credit facilities, Mr. Andrew Price, President of the Marine
Bancorporation, Seattle, Washington, says: “Through the
medium of bank holding companies, greater mobility of com-
mercial banking funds can with safety and propriety be pro-
vided. Desirable loans, too large for an individual bank, can
be handled by division with the holding company and other
members of the group. Excess funds of one member bank can
be employed by other member banks, with profit to both and
benefit to large worthy borrowers.” 8

Seasonal needs of various industries vary widely, but each
division has a period of peak load. The diversification existing
behind each individual unit will enable it to meet more ade-
quately the seasonal needs of its customers and district.

There is no danger of restriction of local credit. The hold-
ing company is not a bank, and its success is dependent upon
the growth and success of its units. Naturally it must look to
the development of each affiliated bank wherever located for
its own profit and assist in the development with every means
at its command. To do otherwise would be contrary to its own
self-interest.

If the affiliated bank does not serve its community equally
well or better than the independent unit, competition will
arise at the first opportunity. The group bank has no exclusive
form of franchise, and it must provide an improved service to
exist.

Centralization of reserves

In a group system it is important that the central organ-
ization should manage the reserve policy. Through such oper-
ation the group constitutes practically a small Federal Reserve
System within itself, with mobile reserves, and the amount of
reserves can be greatly reduced because the funds may be
easily transferred from one bank to another, if the reserves of
a member fall too low. Thus, as indicated above, a larger
volume of business is permitted. However, if ulterior motives

+Ibid., p. 792. . . . . .
s Andrew Price, “Group Banking,” Commercial and Financial Chronicle

(October 19, 1929), Vol. 129, p. 70.
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govern the actions of the controlling board, this particular ad-
vantage constitutes a serious danger. Members of the group
can be weakened financially by taking advantage of the re-
serve laws of the most lenient State and national laws, where
the latter are lower in a given State than State law prescribes.
For example, Idaho enjoys only Federal reserve requirements,
while Montana on the East requires 15 per cent and Colorado
on the South 25 per cent, Oklahoma 25 per cent, Louisiana
20 per cent, Alabama 15 per cent, and Tennessee 10 per cent.
Uniformity of State reserve requirements would be a desirable
stabilizing influence.

The pyramiding of reserves is often referred to as a criti-
cism of group banking. One rather unusual statement was
to the effect that the members of a group banking organization
would keep their reserves with a central institution and, as-
suming that such units are required to maintain a 7% reserve
against demand deposits and the central institution a 10%
reserve, that the system as a whole would have a reserve of
10% of 7%, or in other words, only 70¢ for each $100. of
demand deposits. As a matter of fact, in some of the present
extensive group organizations the central bank or banks have
heretofore been the reserve points for the outlying banks when
the business of such institutions was being operated sepa-
rately and independently. This criticism as to reserves is
theoretical and not practical. Assuming that the reserves are
completely pyramided and that the various units operate
through the bank accounts of the central institution, it is still
necessary for that central institution to maintain reserves and
bank balances sufficient to care for the transactions of the
group, and it has been found that those practical requirements
will develop, as has been ascertained by actual analysis and
observation, as adequate net reserves separate and apart from
the group, as any branch banking organization might be ex-
pected to carry.®

Concerning concentration of reserve balances Mr. Andrew
Price states that: “An advantage of unquestioned profit, but
not unquestionable economic soundness is the concentration of

8E. G. Bennett, “Group Banking Best Adapted to Agricultural Needs,”
Commercial and Financial Chronicle (October 19, 1929), Vol. 129, p. 108,
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reserve balances of member banks with the key bank of the
group. It would seem wise for holding companies not to press
this advantage too far, as a pyramiding of reserves in times
of stress would be unwholesome. This can largely be avoided
by the retention of membership in the Federal Reserve Sys-
tem by each member bank or by the principal members of the
group. Balances maintained in important distant cities may,
however, with profit be concentrated and in fact reduced
through common drawing privileges being arranged through
the key bank of the group.”

Large cash assets should be kept in addition to the invest-
ment in bank stocks. This reserve strength would then be be-
hind each of the institutions owned and would inevitably
result in the greater stability of the affiliated banks. It would
also afford added protection and security to the depositors.
The bank holding corporation, if its business is conducted in
conformity with sound business principles, would then be in a
position to bring the whole weight of its resources to bear in
any direction in which help is necessary. Mr. L, E. Wakefield,
President of the First Bank Stock Corporation, has described
the situation as follows:

If, through some disastrous happening such as a serious conver-
sion of a bank’s funds, its structure should be impaired, the holding
company must reestablish it from the central reserve of the group.
It would be suicidal to permit any single unit in the group to fail
no matter what the cause.

The individual bank now is supported not only by its own cap-
ital and reserve structure, but also by that of the corporation. The
holding company’s legal responsibility is no greater than was the
individual stockholder’s but its moral liability goes to the nth
power

We are building up a double reserve—in the banks themsclves,
and a central reserve in the First Bank Stock Corporation. Actually,
the entire capital and surplus of the corporation is a reserve of its
units.®

Investment policy

In the average unit bank the personnel or statistical facili-
ties are not sufficiently extensive to scientifically select invest-

7 Andrew Price, loc. cit., p. 70.
8 Hearings, p. 888.
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ments. This deficiency in turn militates against customers re-
questing investment advice. Connection with a group places
the services of the investment department of the central or-
ganization at the disposal of the affiliated bank. As the size of
the group increases the quality and number of investment
experts increases, which offers closer contact with market ac-
tivities which the local banker would probably fail to analyze.

An investment which is good today may not be tomorrow
and even high-grade bonds purchased today should be sold
tomorrow if conditions change. This policy of switching, while
often criticized, must be followed in order to avoid the losses
arising from changes in the business cycle and in the money
market.

Diversified bonds and other securities for sound and profit-
able investment are more accessible to the banks in a group
system. Private or leased wires may be available which con-
nect with the principal markets of the world, enabling such
banks to buy or sell securities without delay.

However, certain dangers may result from initiated issues
of securities, so-called junior financing, through the invest-
ment department of the central organization. With the in-
fluence which the central organization wiclds over the affili-
ated institutions it can easily be brought about that these will
be directed to absorb unseasoned investments. Hence the
caliber of the men in control of the central organization is a
very important factor for consideration in connection with
group banking.

Security distribution

A field in which investment bankers heretofore enjoyed a
practical monopoly, viz., the sale and distribution of securities,
is open to the operations of group systems. Financial powers
granted group companies by their corporate charters are suf-
ficiently broad to permit their engaging in the buying and
selling of securities for a profit.®

With the combined buying power of the affiliated banks
each organization should be able to underwrite and distribute

9See Hearings, pp. 839-841, 894-896, 1058, 1185-1186, 1264-1265, and
1456-1459.
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entire issues of bonds and other securities for the development
of public utilities and other local business enterprises, and for
the city, State or country needs.

That group organizations recognize the opportunities pre-
sented in this regard is demonstrated by the extensive forma-
tion of sccurity companies in connection with bank holding
corporations. In the latter part of December, 1929, the First
Bank Stock Corporation announced the formation of a new
major subsidiary, the First Securities Corporation, for the pur-
pose of extending an investment service throughout the Ninth
Federal Reserve District. In announcing the formation of the
new corporation, it was pointed out that: “The distribution of
securities, in this organization will make possible a more in-
tensive development of the territory, and will warrant the
opening of branches in localities which would not support
separate offices. By developing agencies through the affiliated
banks in the smaller cities, we will be able to offer the busi-
ness man and investor at those points an investment service
that hitherto they have lacked. Such a service should be able
to direct the investment power of the northwest into sound,
conservative and profitable channels. Our capital of $7,500,000
and our extensive distribution, will enable the First Securities
Corporation to carry a much broader list of investment offer-
ings and will make the company the largest distributor of
securities in the Ninth Federal Reserve District. Our buying
and distributing power will mean that even the largest indus-
tries in the northwest will have at their door a securities
organization capable of underwriting investment issues of a
size which in the past have had to seek a New York or Chicago
market.” 1°

Shortly after January 1, 1930, the Northwest Bancorpora-
tion announced the formation of the Banc Northwest Com-

10 American Banker (December 28, 1929), p. 1. The First Bank Stock
Corporation has also extended its activities into the commercial financing
field. It has purchased the Lumbermen’s Acceptance Corporation of Chicago,
which has been operating nationally, and has changed its name to First
Acceptance Corporation, and has moved the executive offices from Chicago
to St. Paul. This new subsidiary supplements the services extended by the
group of banks controlled by the holding company. See “Minnesota Bank
Stock Group Purchases Acceptance Corporation,” The American Banker (De-
cember 14, 1929), p. 1.
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pany which was organized to engage in the underwriting and
distribution of investment securities. The Banc Northwest
Company is affiliated with the banks or investment organiza-
tions that comprise the Northwest Bancorporation group.!!
The Marine Bancorporation has organized the Marine Na-
tional Company with resources of $2,000,000,'2 “to engage ex-
tensively in the underwriting and origination of high grade in-
vestment securities. Its distributing organization accords it a
place among the principal investment banking organizations
on the Pacific Coast. The facilities of this company’s complete
organization and Statistical Department are at the disposal of
its clients and all customers of Marine Banks.” ¥ However, as
early as 1928, it was known that the West Coast Bancorpora-
tion intended to actively develop a security selling business.
At that time its officers organized a new corporation with se-
curities of a form suitable for retail distribution.!*

In many communities banks do not have the necessary
qualifications for the successful distribution of securities. It is
within the power of the central organization to provide the
needed mechanical and technical equipment for serving the
investors of the communities in which it is interested, with
the same degree of efficiency as the investment departments
of banks in the larger cities. Collectively, this service may be
carried on with satisfactory results. Intelligent investment
service by the member banks should induce the flow of in-
vestment business to them to a very large extent. The
banks should furnish to investors only the highest type of
securities. The parent company assists each member bank,
in the handling of its investment funds, and the funds of
its investor clients to receive the same advantages in
buying and selling and trading as possessed by metropolitan
institutions.

With these centralized groups going into the origination
of sccurities, the investment banker is deprived at once of his
source of supply and his outlet. The attitude of investment

11 Commercial and Financial Chronicle (January 11, 1930), Vol. 129, p. 239.
;: ;%e%ort o{i 4Marine Bancorporation (December 31, 1929), p. 8.
id., p. 34.
14+ Andrew Miller, “Benefits from Banc Control,” Oregon Voter (November
3, 1928), Vol. 64, No. 7, p. 85.



THE ADVANTAGES OF GROUP BANKING 225

bankers in this connection is expressed by Mr. Andrew Price,
as follows:

One of the most significant factors entering into the develop-
ment of group banking through holding companies, is the interest
of investment bankers in the movement. The reasons for this are
quite apparent. They are experts in setting up and financing hold-
ing companies. As in other types of mergers, they can and likely
will exert a great influence upon the development of bank holding
companies. Through the great investment companies whose desti-
nies they control, they are in a favorable position to take an active
part in the extension of group banking. There is nothing formidable
to them in mere size, nor have they the same concern as to the
various personnel and many other operating questions which loom
large in the minds of commercial bankers. Moreover, they recognize
the great possibilitics of security distribution through the agency
of a group of banks with hundreds of thousands of customers. They
have already felt the contracting effects upon their business caused
by the centralized buying and selling of securities through branch
and group bank organizations. Some are alarmed as to the ill effect
on their own business this movement holds in store for them.®

These developments suffice to create interesting conjec-
tures. Obviously officials have access to all the records of the
banks that the holding company controls, including names,
addresses and usually some credit information on commerecial
customers and savings depositors. With such a list of security-
buying prospects, salesmen representing the bank corporation
are in a position where they can bring a new kind of pressure
to bear on potential investors whom they attempt to interest
in the bank corporation’s offerings. If a bank corporation de-
velops its bond and stock selling department with energy,
the question may arise as to what the public’s attitude will be
toward the group company that underwrites or distributes
securities of properties owned or controlled by the same cor-
poration. As stated above, there may be a danger on the part
of the bank corporation of distributing unseasoned and per-
haps speculative securities, and it will require strong deter-
mination on the part of conservative and determined men to
depend for profit on legitimate banking operations and not on
the easier money to be made through the sale of the common
garden variety of stocks and bonds to its customers.

16 Andrew Price, loc. cit.,, p. 71.
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Fiduciary services

More and more attention is being paid to the development
of fiduciary services within member banks of group banking
systems. Banks beyond the metropolitan centers are well
aware of the fact that Americans are daily becoming more
estate-minded.!® Insofar as membership in a group develops
the trust business, it is a distinct advantage to member banks
of an associated group, and one which should be regarded in
other than a light manner.

Group banking makes available improved and complete
facilities for the management of estates and trusts and does
not limit this service to large cities. As a consequence it may
be expected that fiduciary services will be made available to
the smaller cities and towns to serve all needs of this nature.!”
This fact was well brought out by the hearings into branch,
chain and group banking, which have becn referred to above.

It has been said in connection with the smaller communi-
ties that as a result of group banking, “Perpetual and con-
tinuous management is assured for men and women who wish
to provide trust company management for their estates.” 8

Furthermore, in cases where a community is entirely too
small to warrant such a department in the local member bank,
a department or regional trust office might be opened to serve
not one but a group of nearby communities.!?

The functions of a group management in connection with
fiduciary services may be summarized as follows: (1) it estab-
lishes investment funds suitable to the purposes of a large
number of conservative investors and endeavors to gather to-
gether an organization of specialists capable of managing; (2)
it determines from time to time, and in view of industrial and
economic conditions, what proportion of the fund under super-
vision shall be in common stocks and what proportion in
bonds or other maturing obligations; (3) it analyzes any
changes in these conditions and modifies the above propor-

16 Particularly well indicated by articles appearing in the Trust Company
magazine during 1928, 1929, and 1930.

17 Hearings, p. 793.

18 J E. Neville, loc. cit.

19 Gilbert T. Stephenson, “The Handling of Trust Business,” American
Banker (September 30, 1929), p. 18.
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tions in accordance with such changes; (4) it studies current
conditions in various industries and groups of industries and
determines which upon reliable data appear to be the more
promising; (5) it analyzes the management and financial
structure of the leading companies in these industries; (6) it
watches for changes both in the condition of industries and of
individual corporations and changes the investment in accord
with careful analysis of the latest available information; and
(7) it secures diversification as a basic and important prin-
ciple but restricts the number of securities held to an extent
which guarantees satisfactory management. The extent of the
discussion of this particular phase of group banking is limited
because of the incompleteness or lack of comparability of
much of the published data. If further detail were available,
a thorough and satisfactory examination of the trust business
of various banking groups would be possible.



CHAPTER XV
THE ADVANTAGES OF GROUP BANKING (Continued)

Advantages to affiliated banks (Continued). Economy of
operation

One of the most critical problems confronting bankers to-
day is the greatly increased cost of doing business. Analyses
made in Chapter III indicate a much higher expense ratio
than existed a few years ago. This condition is one of the chief
motives for bank affiliations in order to bring about more effi-
cient and economical operation. The survey conducted by the
writer, which has been mentioned above, indicates that econ-
omies resulting from the close coGperation of a group of banks
are becoming more evident and will be reflected in increased
profits in the future.! Economies of this nature naturally make
for greater earning power than the same volume would in the
aggregate produce for unit banks and add thereby to the
strength and stability of operation.

There was considerable difference of opinion as to what per
cent the administrative expenses of member banks could be re-
duced as a result of the installation of a central organization.
As an approximation, it was generally estimated that the re-
duction would be not less than ten per cent after effecting
certain changes which would render improved service to
customers.

Mr. George F. Rand, President, Marine Midland Corpora-
tion, has discussed the question of economies in management
involving various size banks in this group as follows:

Perhaps if I give a case involving one of our larger banks, a
bank of some $70,000,000, where we are able to effect a great many
economices, it will serve to illustrate what I have in mind.

Those economies are to be made, first, in the rentals that bank

1See Hearings, pp. 1052, 1184 and 1207-1208. Also see Report of the
Superintendent of Banks of New York (December 31, 1929), p. 13.
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has been paying for space. That bank had several unnecessary
offices. It had 11 branches, I believe, and we are able to show them
how they can eliminate two or three of those branches.

In the second case—that same bank—in connection with the
amount of cash that that bank carried in its own vault, we have
been able to save that bank forty or fifty thousand dollars a year,
by showing how similar banks, in our group, operate with less cash
in their vault. In other words, it does not matter to a local bank
whether it carries cash in its vaults or on deposit with the Federal
reserve bank. The tellers were doing business with fifteen or
eighteen thousand dollars in their cages, and we were able to show
those tellers that in another bank of the same size, the teller could
do the same amount of business with $4,000 in his cage, if he would
use his head a little. We were able to cut down the cash require-
ments in that bank and give the same service to the customer, I
think almost to the extent of $1,000,000, in the aggregate. Now, if
you figure 5 per cent on $1,000,000, it is $50,000 a year.

We have done that in all our banks, and the saving has not been
so much in the smaller banks, but in the larger banks it is quite a
great deal. We have done the same thing in purchasing.

Most of the little banks, and larger ones, arc the prey of every
salesman that goes into their town. They will buy adding machines;
they will buy typewriters; they will buy ledgers, and a little bank,
with three or four million dollars in resources, will spend some-
times three or four thousand dollars a year unnecessarily in doo-
dads that people come in and sell them. The savings we have made
in that connection are remarkable.

We are also showing these smaller banks, and larger ones, too,
that are in our group, that, through certain physical changes in
their sctup of their bank inside, in the way they handle their col-
lections and handle their items, they can cut down the number of
their employees. We are trying to increase the salarics of our em-
ployees and at the same time increase their efficiency and cut down
on the total salaries.?

Concentrated purchasing power

With security purchasing power centralized in the hands of
an executive committee of the board of directors of group
systems in financial centers, the group’s management is able
to purchase bonds and short term commercial paper to better
advantage for distribution among the various members of the
group. Buying in large quantities brings better prices; desir-
able blocks of high grade municipal bonds, eligible as security

2 Hearings, pp. 1207-1208.
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for State and other funds, are more readily available to large
buyers in the city than they would be likely to be to the coun-
try or small city banks when these institutions are operated
independently. Almost two years ago, Mr. Andrew Miller, Sec-
retary of the West Coast Bancorporation, expressed the opin-
ion that, “Because of the volume of bond purchases for a
group organization, various concessions would be obtained at
times and in the course of a year these would add appreciably
to the net earnings from outside investments.” * Since 1903,
the date of its establishment, the Union Investment Company
has regularly effected considerable saving to the individual
member banks because of wholesale purchases on bonds and
other investments.*

It is likely that some advantages would accrue to banks in
a group if all paper supplies and printing were taken care of
by a central purchasing agent since quantity purchases make
for better prices. Furthermore, if printed forms in a group of
banks were standardized and kept in a central warehouse
awaiting the call of the various banks, such forms could be
imprinted with the name of the particular bank as needed. It
would appear that consolidation of buying, close attention to
standardization of forms and centralization of efforts would
save banks making up groups many thousands of dollars. A
former superintendent of Oregon banks referred to the fact
that when a Portland State bank was liquidated several years
ago, five tons of printed forms and supplies were carted away
—a striking example of gross over-purchase.®

Advertising

Certain very definite advantages arise from centralized
control of advertising space instead of purchase of such space
by individual banks. Pooling the advertising budget of sev-
eral banks enables the group to employ better advertising
managers or agencies, with a corresponding improvement in

8 Andrew Miller, “Benefits from Bane Control,” Oregon Voter (November
3, 1928), Vol. 54, No. 7, p. 51.

4 Letter from J. F. Millard, Vice-President, Union Investment Company
(October 26, 1929). This company is now affiliated with Northwest Bancor-
poration.

5 Oregon Voter (July 21, 1928), Vol. 54, No. 3, p. 31.
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quality and effectiveness of its publicity. This policy might
disappoint advertising managers of newspapers in cities where
the group banks operate but stockholders will feel the effect
in the reduction of expenses.®

Uniform accounting methods

That accounting procedure in the various banks in a group
could be facilitated by standardization of accounting methods
cannot be doubted. Through central direction of accounting
operations better internal control through employment of
specialists may be made available to banks in the group. By
prescribing a standard classification of accounts and methods,
systematic auditing could be accomplished periodically with
dispatch. Frequent audits would naturally tend to eliminate
any irregularities that might otherwise creep in.

Insurance and bonding

Insurance of all kinds and the bonding of employees con-
stitutes a significant item of expense incurred by banks. By
centralized provisions for such items and obtaining blanket
insurance and bonding contracts on the entire group of banks,
substantial savings can be effected.” Every person employed
in the banks that comprise the Northwest Bancorporation
group is under bond of $250,000. This large individual cover-
age has been obtained at less cost than the inadequate cov-
erage formerly carried.® The following statement appeared in
the 1929 Marine Bancorporation report:

As an added protection to the depositors of your banks, and
safeguard of the stockholders’ interests, your Board recently ap-
proved a new blanket surety bond in the minimum amount of half
a million dollars covering every employee in the organization, and
also insuring the corporation and its banks from burglary, holdup,
misplacement, etc. This presents an interesting side licht on the
advantages to be obtained from the Marine’s Regional Group plan.
Heretofore it would have been impossible for the smaller members

8 Report of the First Security Corporation of Ogden (December 31, 1928),
p. 3.
7 Ibid.

8 J. E. Neville, “Group Banking in the Northwest,” Commercial and Finan-
cial Chronicle (February 22, 1930), Vol. 130, p. 1178.
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of the Group to have obtained such great surety bond protection
at any reasonable cost. But by virtue of the group coverage, not
only has their protection been vastly incrcased, but the aggregate
cost has been substantially reduced.®

Consolidated reports

Recent combined reports of bank holding corporations and
of all of the banks controlled by the group indicate what
might become a familiar practice with the spread of group
banking.1® Savings probably could be effected by means of
consolidated reports to stockholders and to financial and regu-
lating agencies.

While there is some difference of opinion among bankers,
as stated above, as to the real import and significance of sav-
ings that might result from the foregoing items, it is true that
since the World War we have learned that great savings, both
in materials and costs, may be achieved as a result of combina-
tions. With such arguments being employed to justify group-
ings in other fields, it is reasonable to assume that similar
advantages would accrue to group banks.

While the writer has touched on the most significant oper-
ating advantages possible by banks working together through
a central organization, none of them appears to be as impor-
tant as the real benefits of the group system as manifested by
its own financial strength.

B. Advantages to the community

The trend toward group and branch banking is in response
to a demand on the part of the public for safe banks follow-
ing the numerous failures and liquidations that have taken
place during the past decade. Popular demand is for sound-
ness and stability in banks. People must use banks and they
have a right to insist on safety first. The old form of individual
unit banking was supplemented in 1914 by the Federal re-
serve banks with their system of centralized reserves and re-
discount privileges. Member banks continued to function as
previously but were required to maintain this central credit

9 Report of the Marine Bancorporation (December 31, 1929), loc. cit., p. 9.

10 For example, sce Report of the Guardian Delroit Group (December 31,
1929), pp. 1-40. P r..
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reserve, thereby mobilizing reserve funds and strengthening
the entire banking structure of the Nation. Admittedly an
experiment when first organized, the Federal Reserve System
has demonstrated the practicability of branch operation
through the twelve regional Federal reserve banks under the
supervision of the central Federal Reserve Board. The sim-
ilarity in principle between the accomplishments of the Fed-
eral Reserve System on a national scale and what might be
expected from a system of group banking operating in a
smaller area through the medium of the bank holding corpora-
tion, is striking, and is at once apparent. As a result, greater
safety, stability, and a general strengthening of the banking
structure may be expected.

There are, however, certain conflicting opinions in this re-
gard. Against the claim that group banking strengthens the
banking structure, it is sometimes alleged that only large
banks are desired by the controlling interests of the group
systems.!! It has also been stated that “group banking cannot
afford to attempt to operate a local bank with resources of less
than $1,000,000.” 2

Such statements are not in accordance with the facts, as
the following table and chart shows 53 per cent of the 1,470
banks covered by the compilation have resources of less than
$1,000,000.

The group bank movement is primarily a movement which
is bringing relatively small banks together. The data also show
some correlation in size between the banks that have gone
into this form of banking concentration, and the small banks
that have been failing.

Considering the movement with respect to the various
geographical sections of the country it is evident that the
largest percentage of relatively small banks in such systems
is found in the Western States. Over 70 per cent of the banks
covered by the compilation for this region have resources of
less than $1,000,000. Other sections rank as follows: Southern

11 B, M. Anderson, “Branch Banking Throughout Federal Reserve Dis-
tricts,” Chase Economic Bulletin (May 8, 1930), Vol. X, No. 2, pp. 4-5. Also
see L. L. Lunenschloss, “Good Bankmg Depends on ‘Good anagement,”
Mid-Western Banker (bebruary, 1930), Vol. XXX, No. 2, p. 22.

12 Hearings, p. 1261,
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States—60 per cent; Pacific States—58 per cent; and Middle
Western States—>55 per cent. The development in this respect
is less noticeable in the Eastern and New England States
where banking is already supported by relatively greater
capital accumulation.

It is further evident that the grouping of relatively small
banks has reached substantial proportions in sections largely
dependent upon agricultural conditions and where reverses en-
countered by unit banks have been the most pronounced (see
Table VIII).

The relatively large proportion of banks with resources
over $10,000,000 affiliated with groups is due to the fact that
every system of importance is associated with at least one
large metropolitan bank. With respect to the various States, it
appears that the largest percentage of small banks in group
systems is found in Oklahoma. Over 82 per cent of such banks
have resources under $1,000,000. Other States rank as follows;
on a percentage basis: lowa—78; North Dakota—74; Texas—
72; South Dakota—70; Kansas—69; and Minnesota—67. The
large percentage shown for Minnesota is very significant since,
as is indicated above, this State not only has the largest num-
ber of group systems in the country but is also the center of
operations for the Northwest Bancorporation and the First
Bank Stock Corporation, two of the largest bank holding cor-
porations operating at the present time (Table XXIV).

The following statement taken from an address by Mr.
Edgar H. Sensenich, President of the West Coast Corporation,
is quite typical of the general opinion that the public will be
receptive to group banking, providing stronger banking facili-
ties will result:

The record of American banking during the past ten years has
not been above criticism. The public record is bad enough but you
and I know that plenty of the story is hidden in the files of our
various banking departments. This is a matter I dislike to even
refer to but it is a contributing factor of importance in the present
trend of banking. The many failures that have occurred have im-
pressed the people, especially those who have directly felt the con-
sequences of these failures, with the thought that a change in bank-
ing methods and standards is due, and there is general demand for
better and stronger banking. I am of the opinion that when the
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average person thinks of a stronger bank he has in mind a larger
one, that he is more greatly impressed by size than management.
At any rate, and so far as I can learn, in communities served by
branch or group banking organizations, the people have shown no
antagonism toward them; and, as a matter of fact, the recent an-
nouncements of new group organizations have been reccived with
considerable favor in the communities most directly affected. There
is little doubt in my mind that the public is ready for larger and
more efficiently directed aggregations of banking capital.®

By the creation of a group, a wider diversification of re-
sources is accomplished than is possible in a single unit. Many
groups include not only a great variety of agricultural depos-
itories but also many of the commercial banks of both the
metropolitan and secondary cities.!* Regarding greater safety
from the depositor’s viewpoint, Mr. Trevor O. Hammond
makes the following comment:

From the depositor’s viewpoint, the larger capital structure, the
larger diversification of business over the territory served by the
group as against the local bank, will make for greater security. He
will have a sense that the group will not let the individual bank
unit fail, and he will be justified in this, for there will nccessarily
be a more thorough, more intelligent examination and supervision
of the loans and practices of the unit bank by the group managers
than is had by the governmental system of examination and super-
vision. There will be, under the group plan, far less likelihood of
the bank loading up with a bad line as a result of some peculiar
slant of its managing officers. Credit accommodations will be ex-
tended more on the careful analysis of the borrower’s statement
than on the enthusiasm of the president, or other officers, in some
local boom.®

It is noticeable that the agricultural sections of the coun-
try are most active in the development of group organizations.
These scctions have suffered most in the collapse of banks,
during the decade since the World War and now appear to be
turning to group banking as a means of assuring the safety
of their institutions and their prospects for profits. Certain

13 Report of the National Bank Division, American Bankers Associati
Edgar H. Sensenich, Commercial and Financial Chronicle (Ocigier sfgmf‘&)%%l)l'
Vol. 130, p. 99. ' ’

i: ge%n‘nf{s, p. 887. G

. . O. Hummond, “Group Banking in the Northwest,” C )
Financial Chronicle (October 19, 1929), Vol. 130, p. 69. ommercial and
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groups employ an agricultural expert, for instance, to work
with their farmer customers, advising on crop diversification
and better methods of operation.*®

The rural customer seldom has any strong affiliation with
his bank such as affects the urban business man. He will with-
draw his deposit on the slightest rumor of trouble and many
failures of the past several years have no doubt resulted from
reports that caused silent runs, eventually draining the bank
of all of its working capital. With group banks there would
be a central reservoir from which local losses might be
replenished.

While group systems are not being operated for philan-
thropical motives, they are nevertheless performing splendid
work in the reconstruction of local banks where such banks
had been in difficulties. This is very well illustrated in an
article by Mr. J. E. Neville of the Northwest Bancorporation.
Mr. Neville says:

Many illustrations of reconstructive work are available. To take
one that is typical—Moorehead, Minnesota, has 6,000 pcople and
is the county scat of Clay County in the Red River Valley where
the river divides Minnesota and North Dakota. The First Moore-
head National Bank, one of the oldest in that part of the State,
with deposits $2,200,000 closed its doors December 22, 1928. North-
west Bancorporation organized a new bank which opened March
25, 1929, giving immediate facilities and on May 2, 1929, in ac-
cordance with agrecement in the organization plan, the new bank
paid one million dollars to depositors of the closed bank. These
deposits had been made by pcople scattered over the country and
when the new bank announced that the $1,000,000 was available,
notwithstanding the fact that funds having been tied up, many old
depositors found it absolutely necessary to draw cash, more than
$750,000 remained in the new bank. Moreover, money received in
the interim for sale of farm produce and hoarded because of timid-
ity was deposited in the new bank following restoration of con-
fidence. The new bank paid dollar for dollar for all assets which
were acquired, leaving all the balance of the assets in the hands of
the receivers to collect as possible. No advantage was taken of the
liquidating bank which was left in position to proceed with its col-
lections of assets without jeopardizing the position of the de-
positors’ interest in the old bank.'?

16 Hearings, p. 1204.
17], E. Nevxlle loc. cit., p. 1174.
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Another interesting case in point was that of the $20,-
000,000 failure of Forshay Company which resulted in the
closing of three banks. The Northwest Bancorporation ac-
quired one of the three closed banks, while First Bank Stock
Corporation acquired another, and none of the depositors in
either of these institutions lost a single cent. This certainly
should go a long way in winning the confidence of the
residents of the Twin Cities.’® According to Mr. Decker,
President of the Northwest Bancorporation:

The Northwest Bancorporation has put into the banks in its
group in the last 12 months, in cash, over $4.000,000 and taken out
of those banks undesirable if not bad paper, and to secure us
against this advance which was made through the medium of
loaning to a separate corporation organized for that purpose, we
took over the assets charged off and in addition held out a suffi-
cient amount of stock in the Northwest Bancorporation which is
the holding company, to sccure us, as that stock was to be given
and will cventually be given to the sharcholders of the old bank
when their loan is paid, which is evidence that we have been willing
to put in money to clean up the situation.*

The groups that have been organized in Michigan have
voluntarily thrown around their organizations, through their
articles of association and by-laws, all possible protective pro-
visions from the standpoint of the depositor that might have
been suggested by the office of the Comptroller of the Cur-
rency or the State Commissioner of Banking and have pro-
vided further that these safeguards are subject to change only
with the consent of the supervising authority. They have also
made available to the examining authorities the records of all
their affiliated corporations. If group banking could be con-
fined to groups such as these, no anxiety should be felt either
by the public or the supervising authorities.2°

C. Advantages to stockholders

The following discussion of the advantages to stockholders
of group corporations is brief due to the fact that adequate

18 American Banker (November 4, 1929), p. 1.
19 Hearings, p. 791
20 Jbid., pp. 1619-1620.
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data are not forthcoming. This, of necessity, also makes it
necessary to treat in general terms the various considerations
involved.

Safety of investment

Investment in the stock of strong bank holding corpora-
tions owning a large number of banks has the advantage of
safety through diversification of risk. The value of stock in
an isolated unit bank, on the other hand, is subject to depre-
ciation, which might come from a business depression affect-
ing that particular community or even from a single credit
loss.

A change in management necessitated perhaps through
the death of the chief executive of a small country bank
might be detrimental to the value of stock in such a single
institution. On the other hand, under group banking, con-
tinuity of good management in any single bank is more
readily assured.

Furthermore, as a result of the financial strength and ex-
perience placed behind member banks, the failure of such
banks becomes less likely. Even where difficulties have been
encountered by group banks, little loss has been suffered from
the closing of such institutions relative to aggregate unit bank
failures.? Thus these organizations should not only appeal
to investors in general but also to the owners of desirable
banks, holding out to them assurances of greater financial
strength that may come from group banking affiliations, as
well as opportunities for making diversified personal invest-
ments.

Marketability

Stock in the largest group companies is listed on one or
more metropolitan Stock Ixchanges so that investors may
purchase or dispose of such stocks at any time without dif-
ficulty.?2

In many cases this probably holds the greatest appeal to

21 See section on suspension of group banks in Chapter XVI.

22 See Hearngs, pp. 1185 and 1430; and Mid-Western Banker (February,
1930), Vol. XX1IV, No. 2, p. 125.
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the unit banker to join a bank holding company. It arises
not solely out of the desire to increase the value of the stock
belonging to himself and his stockholders, but out of a thor-
oughly wholesome desire to protect himself and his stock-
holders, and perhaps even his bank, from the consequences of
a limited market for its stock. This is probably especially true
of one-man controlled banks.

Earnings

As stated above, economies in operation and greater ef-
ficiency in management go hand in hand with group banking.
Group banking also furnishes opportunities for increased
earnings through the ability to extend trust and investment
facilities to a greater number of people. Furthermore, the
scope of business possible under the charters granted to bank
holding corporations is much broader than that generally done
by banks, as has been discussed fully in Chapter IX in con-
nection with the activities of the Transamerica Corporation.
As indicated above, benefits also accrue to the member banks
of an associated group as a result of mutual business rela-
tions which naturally develop between all institutions af-
filiated with the central company. They have established a
community of interest and it follows as a matter of course
that there is an exchange of business between the various
banks through reciprocal accounts, collections and the cus-
tomary bank channels.



CHAPTER XVI
DISADVANTAGES OF GROUP BANKING

Supervision and examination !

Perhaps the most serious indictment of group banking,
as contrasted with branch banking lies in the difficulties sur-
rounding proper and adequate supervision and examination.
It is evident that to examine a group of banks in the right
way is no small task. Take, for example, a group composed
of both national and State banks in several States and even
in different Federal reserve districts. When the national bank
examiner comes to examine the head bank of the group his
examination, to be comprehensive and complete, must at the
same time include examination of every bank in the group.
To accomplish such a thorough examination it would be
necessary for the Federal bank examiners to examine State
banks and to go from one Federal reserve district into another
Federal reserve district in order to examine all banks in the
group.? Furthermore, in order that a thorough examination
be made it would be necessary for examiners to appear simul-
tancously in each bank of the group. Where a holding corpo-
ration like the Transamerica Corporation exists, which ex-
tends through States from New York to California, and others
almost as extensive, the difficulty of simultaneous examina-
tion is obvious. It can be readily seen that even if such an
examination were possible, it would be extremely expensive.

The Comptroller of the Currency, in his statement before
the Committee on Banking and Currency of the House of
Representatives, stated the problem, as it exists at the present
time, in the following manner:

18ee Chapters XI-XIII for a more elaborate analysis of this problem.
2 Assuming the Federal Government is given jurisdiction of all groups
containing at least one member bank or two or more banks in two or more

States.
241
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Where a group is composed of both State and national banks,
as well as of other types of financial institutions, it becomes prac-
tically impossible for any supervising government officials to ascer-
tain authoritatively and accurately the financial condition of the
group as a whole. Each corporation in the group is an independent
legal entity, some responsible to State governments, and some, that
is the national banks, to the national government, while other
State bank members of the Federal Reserve System are responsible
to both State and national government, and this creates a situation
in which the public is not sufliciently protected, insofar as it can
be protected by governmental authority. If the holding company
were placed under the visitorial powers of the Comptroller of the
Currency it would be possible, although difficult, to supervise the
operations of the group. I may say, however, that if the Comptroller
of Currency be given visitorial powers over bank holding companies
engaged in group banking, the government would be in a position
to obtain information as to their operations and would be in a
better position to regulate and control them by subsequent legisla-
tion should such action be deemed expedient.®

Without regulation there would probably be groups or-
ganized and managed unsoundly. A dishonest or inexperi-
enced management could manipulate the assets and liabilities
of any particular bank through the medium of the assets
and liabilities of another of its affiliated banks outside of a
given State,* or Federal reserve district.

However, it is not at all unlikely that the time will come
when Federal and State authorities will have adequate re-
ports regarding group corporations.

Inflexibility

Under the type of affiliation between a bank holding cor-
poration and the members of a group it is conceivable that
smooth operation would not be as easily achieved as it may
be claimed. This point is brought out clearly by the Comp-
troller of the Currency who expresses himself in this regard
as follows:

8 Hearings, p. 27. Also see Federal Reserve Board, Section VI, Regulation
H, Scries of 1924.
_ *Haynes McFadden, loc. cit., p. 137. Also see Roy L. Bone, “Could Na-
tional Branch Banking be Pro&e)l(‘ly Regulated,” American Bankers Association
Journal (August, 1929), Vol. II, No. 2, p. 130.
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There appear to be, however, certain inherent weaknesses in a
system of group banking. From an operating standpoint it is neces-
sarily unwicldy. Each member of the group is a scparate and dis-
tinet corporation. It must operate as a separate corporation under
its own capital and resources and under distinct limitations placed
upon its activities by law.

The central management can enforce its policies only by in-
direction, by inducing local boards to accept voluntarily its policies
and, in case of refusal, to set up at the next annual election a new
board. It is also necessary to carry a full complement of overhead
of personnel for each bank.

Compared with branch banking, group banking from an oper-
ating standpoint scems to lack the flexibility . . . which carry the
services of the central bank directly to the public served by each
branch. . . .

The corporate set-up, therefore, of a group system is necessarily
complicated, whereas under a system of branches each branch is
the bank itself, with the full power of the bank in each place where
it does business whether at head office or at branches. Disregarding
for the moment the question of public policy, the branch system is,
in operation, incomparably simpler than the group system.®

While the group system has much to offer its membership,
it is largely of an advisory character. So far as management
from a central office is concerned it must of legal necessity
be one of indirection.

Assistance and reciprocity not obligatory

In connection with assistance and reciprocity between
banks a contrast at this point between branch banking and
group banking brings out the fact that the main bank in a
branch system cannot morally or legally repudiate any liabili-
ties incurred by any branch since the branches as a whole
comprise the bank itself. In case of emergency a branch of a
large bank has the entire resources of the institution behind
it. Quite the contrary, however, is possible in a group banking
system where each bank is a separate legal entity. While it
is true that members of a group may come to the assistance
of another member in difficulty, from a legal point of view
no member bank has the right to call upon the resources of
the other members of the group nor is there any legal obli-

5 Hearings, pp. 1020-1021.
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gation on the remaining banks of the system to render such
assistance.®

It must also be remembered that the corporation itself
may repudiate responsibility for any of the members of the
group should such a policy be found expedient to the further-
ing of its own ends even at the expense of one of its member
banks. Furthermore, if in a group system it is found that
some of the banks of the system are going to fail, the central
organization has the power of strengthening some and mak-
ing a selection as to which ones will fail and which will
survive. In other words, they are able to determine what
communities will suffer the loss and what ones will gain.?

While it is quite likely that a group could not permit
any of its members to fail without endangering them all, it
is possible that the group plan might be a matter of con-
venience to the strong and result in disadvantage to the weak,
not only to the banks but to the communities which they
serve.

Suspension of chain and group banks #

A comparison was recently made of the Federal Reserve
Board’s record of all banks suspended during the period
1921-1930 with lists of bank chains and groups submitted as
of December, 1922, June, 1926, June, 1928 and June, 1929,
and monthly supplements since June, 1929. Due to the dif-
ficulty of obtaining definite information on chain or group
banking, particularly for the earlier years, such a comparison
may not show all of the suspended banks that were members
of so-called groups and chains, and on the other hand, it
may include some suspended banks which were reported as
belonging to chains and groups, though the management may
have operated them entirely independently of the other banks
under the same control.

On the basis of the best information available, however,
it appears that a total of 226 banks with deposits of

¢ Hearings, p. 1021.

7 Ibid., pp. 69-70.

8 As stated above, the terms chain and group are used synonymously by
the Federal Reserve Board.
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$102,000,000 belonging to 50 different chains, suspended op-
erations during the ten year period. Of this number 61 banks
with deposits of $35,000,000 subsequently reopened.? This
compares with a total of 6,987 banks suspended during the
ten year period with deposits of $2,586,000,000 as indicated
above. In other words the chain and group banks that sus-
pended operations represented only about 3.3 per cent of
the total number of suspensions, 3.8 per cent of the total
deposits of all suspended banks, and about 11 per cent of
all the banks belonging to chains and groups.

Double liability obligation and the bank holding corporation

With the formation of bank holding corporations another
potential danger appears in connection with the double lia-
bility obligation that rests with holders of bank stocks in
the event of liquidation or collapse of the bank in which
such stockholders are part owners. This liability, designed for
the protection of depositors, may be practically nullified in
the case of a weak bank holding corporation. owning stocks
of banks that get into difficulties, and the depositors may find
themselves unable to secure anything from the double lia-
bility attaching to stocks in the hands of corporations that
have little or no other assets. The problem, it should be
clearly understood, is not concerned with strong corporations.

When a holding company exchanges its stock for that of
the unit banks, the holding company is doubly liable but
the individual shareholders of the holding company who have
transferred their bank stock in exchange for shares in the
holding company escape all liability. Therefore double lia-
bility is destroyed unless the holding company acquires
negotiable securities equal to the par value of all bank stocks
they own. This has been done only by some of the best class
of holding companies.!® Holding companies with no assets
other than bank stock will not furnish assurance of meeting
the stockholders’ liability of their banks in case of liquida-
tion.1

9 Hearings, p. 457. No later available data.

10 See Hearings, pp. 34, 888 and 1181.
11 Jbid., p. 34,
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There is no provision in the laws of New Jersey, Oregon,
Pennsylvania, and Vermont, imposing upon the stockholders
of corporations owning or holding stock in banks or trust
companies, the liability imposed upon the stockholders of
such banks or trust companies.!> However in Wisconsin, Min-
nesota, and Michigan, the stockholders of such corporations
must meet the double indemnity of statutory liability.!?

More of the legislatures should take the question under
consideration. Bank holding corporations should be compelled
to create a liquid reserve fund that will bear some propor-
tionate relationship to the double liability on bank stocks
held. Since it is almost axiomatic that business, which in this
case constitutes the bank holding company, moves along
faster than the law, it seems that several serious events will
have to occur before the average legislature will pass the
necessary legislation.

Superintendent Wood of the California Banking Depart-
ment refers in his 1928 report to the danger of weak holding
companics acquiring bank stock and says the liability feature
of the law may be entirely defeated by the holding com-
pany method. He also points out the ineffectiveness of the
stockholders’ indemnity provisions for failed banks when the
stock is owned by an insolvent corporation. According to Mr.
Wood: “The beneficial results of the law depend, quite nat-
urally, upon the solvency of the individual stockholders of
the bank. The law has demonstrated the fact that majority
ownership of bank stock by a corporation will defeat the
purpose of the statute, for the reason that the bank will
not be permitted to fail by the holding corporation until the
holding corporation is itself insolvent, at which time no bene-
fits can accrue under the law to the creditors.” 14

An interesting decision regarding double liability of bank
stockholders was handed down by the Supreme Court of
Iowa in 1929. The laws of Iowa provide that every stock-
holder in a banking corporation or institution shall be indi-
vidually responsible and liable to its creditors, over and above

12 See discussions of law of each State in Chapter XIII.
18 Jbid,

14 chbrt of Department of Banking, California (1928), p. 16.
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the amount of stock by him or her held, to an amount equal
to his or her respective shares so held, for all the liabilities
accruing while he or she remains such stockholders. However,
the Court held that when a stockholder has the word ‘“trus-
tee” after his name on the books of a corporation, this is not
considered merely as a description of the person, but as an
effective notice to all parties that his interests are only con-
ditional, since the stock is held by him merely as a trustee,
it necessarily follows that he is not a stockholder within the
meaning of the statute creating a liability against stock-
holders.’® This decision is interesting since it suggests the
possibility of using the “trustee” method of escaping stock-
holders’ indemnity when the stock is actually owned by group
interests.

In some quarters it has been advocated that the banking
laws be amended so as to provide that when a share of stock
in a bank is sold to a corporation, before such transfer may
be legal, the corporation shall satisfy the superintendent of
banks that it is financially able to meet stockholders’ lia-
bility.'® This suggestion meets the opposition that it will
entirely destroy the now accepted right of personal property
ownership. The problem might be solved by limiting the per-
centage of capital stock of a bank which may be owned by
any one corporation the same as has been done in relation to
one insurance company holding the capital stock of another
company, but this would not hinder another holding com-
pany from acquiring the controlling stock of the holding
companies holding the shares of stock in the bank.

As stated above, in order to remedy this whole tendency
toward evasion of double liability certain statutes should be
enacted, among which are that stockholders of the bank hold-
ing corporations themselves be made subject to double lia-
bility, and that the holding company be required to hold
other assets equal in amount to the par value of the bank
stocks owned. The following quotation taken from an edi-
torial states the issue very well:

18 Andrew, Sup’t vs. City Commercial Savings Bank of Mason City, 217
N. W. Rep. 431 (1929).
18 Editorial, American Banker (October 22, 1929), p. 4.
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What effective alternatives may be substituted for the old for-
feiture clauses in bank stock ownership? The field is open to think-
ing bankers, and we invite their suggestions. Can the indemnity
provisions be given a cutting edge that will penetrate through to
the shareholders in the holding corporation? Can such holding
corporations be required to earry a liquid reserve equal to the
liability figure? Or is the whole indemnity feature one that is
swiftly being relegated to the dusty files of the past, along with a
lot of other banking theories, practices, laws, ete., in the rapid
scepage of new ideas into modern business? 7

Inexperienced or dishonest management

That a group system may be subjected to serious dan-
gers is not at all improbable in the case of a weak holding
corporation controlled by inexperienced men, entirely un-
familiar with the banking business but able to sell stock
because of the “stock mindedness” of the American pcople.
Inexperienced or dishonest management of a group of banks
would prove a greater hazard than similar forces at work in a
unit system because of the ever impending danger of collapse
of the entire group.

Furthermore, where the controlling interests are not con-
servative, there is great possibility of manipulation in their
own interests, to the injury of the general community. For
example, in 1918, a certain man in Minneapolis bought con-
trol of the Mortgage Securities Company, a holding company
for fourtecen banks. He also took steps to secure control of
one or two other investment companies in Minneapolis.!®
Almost immediately he began to drain the banks of their
capital, securing it through the giving of personal notes, most
of which were worthless, being signed by dummies who acted
as his tools. Within a year, his group had become unsound,
and the State Banking Department had begun an examina-
tion of his methods. In 1919, he was summoned before the
grand jury on the charges of securing moncy on worthless
notes and receiving deposits in his banks when he knew they
were insolvent.!® He pleaded guilty to this charge, his banks

17 Ibid. (January 30, 1929), p. 4.

18 Commercial West (May 24, 1919), pp. 7-8. Also quoted by Hartsough,

op. cit., pp. 152-153.
19 Ibid. (March 8, 1919), p. 11.
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were all closed, and it was estimated by the State Banking
Department that the depositors would suffer a loss of about
fifty cents on the dollar.2°

The diversion of funds for speculative and other than
commercial banking purposes is a grave danger if engaged
in by a group management. As indicated above, the failure
of the Manley group of banks in 1926 was because of mis-
management from the central office which diverted loans
from legitimate purposes to unsafe credits sponsored by the
Bankers Trust Company.

The failure of the H. A. McCauley group of banks in
northeastern Oklahoma in December, 1929, involving twelve
banks was precipitated by the policy of the group feeding
outside paper to the members of the group rather than notes
made by local business men and farmers. Local business con-
ditions, furthermore, were comparatively good at the time.
The following brief account by the American Banker of the
failure indicates potential danger in the group system where
control is under dishonest or inexperienced men:

Prevailing agricultural, industrial and mercantile conditions in
no way contributed to the failure of the 12 banks, who closed their
doors, Wednesday, November 27, on the death of their principal
stockholder, H. A. McCaulcy. In each of 11 of the 12 communities
involved, all, including depositors, assert that the local bank would
be open today if there had been no outside paper in the bank or
MecCauley connection.

The fact that the banks at Oilton, Terlton, Avant, Davenport,
Kellyville and in towns once the center of oil operations suggests
that the banks were the victims of the passing of the oil industry,
but merchants and farmers say that this is not the case, and that
the closing of the banks was wholly due to the presence of outside
paper in the banks. In nearly all of the banks the bank commis-
sioner found paper and notes signed by persons who did not live
in the communities where the banks were located, the notes often
being of questionable if of any value.

Cashiers of the local banks say that McCauley placed the out-
side notes in the banks and withdrew the money equivalent, in
some instances keeping the banks drained of surplus funds to pro-
teet his interests in other communities. In each of the 11 commun-
ities where the titular banks were located, all, including depositors,
assert that the local bank would not have failed if there had been

20 Jbid. (May 24, 1919), pp. 7-8.
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no notes in the bank except notes made by local business men and
farmers.*

Instances have occurred in which the central controlling
individuals have transferred doubtful assets from other mem-
bers of the group to the faltering member, thereby hastening
its failure but at the same time strengthening the position of
the remaining members of the group. In one case in the
West ten units were saved but the eleventh failed because all
the bad paper of the others had been placed in the port-
folio.2?

It must not, of course, be assumed that such illustrations
are representative of the modern group systems. They illus-
trate the point, however, that where one or more men control
a group system, the opportunities for fraudulent operations
are greatly increased. The possibilities arising out of the inter-
relationships of banks are, as was pointed out above, one of
the advantages of group banking but they may also consti-
tute a serious weakness. It is wholly a question of manage-
ment. When conservatively operated the group system has
an undoubted advantage in this respect.

Relation of group banking and speculation

The advent of group banking has precipitated much ani-
mated discussion on another point. It is alleged that the
movement has resulted in a tremendous speculation in bank
stocks,?® and that the responsibility for much speculative
manipulation in securing control of banks has been traced
to the willingness of some bankers to relinquish their stocks
to speculative groups at fancy figures.?4 It is also claimed that
group banking has introduced definitely the promotional
theory into banking and that there are individuals or groups
of individuals seeking to purchase banks, not with the idea
of having them operated for the benefit of the community in
which they are operating, but for the sole purpose of dis-

21 American Banker (December 17, 1929), p. 1.

22 J, W. Pole, “Banking and the New Financial Era.” (Address before the
Maryland Bankers Association, May 23, 1929.) Issued as a pamphlet, p. 11.

28 Hearings, pp. 61-62, 1330-1331, and 1754-1755.

24 [bid., p. 61. Also see Report of the Superintendent of Banks of New
York (1929), p. 13.
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posing of the stock to some bank holding corporation at a
profit.?s

A statement, which serves as representative of some of
these views, was made by Mr. L. I. Lunenschloss, Vice-
President of the Security State Bank, Madison, Wisconsin,
as follows:

If there is no motive of selfish gain upon the part of the group
advocates, and they have no expectation of realizing on their com-
pany stock, why is it that the present participants are asked to
hold their stock six months before selling. To keep outsiders from
gaining control, we are told. In that case, what will prevent a
change of control at the expiration of this period? If stock prices
did not enter into the procedure, why should certain bank stocks
of about $300. book value, jump over to $800. when the holders
were getting a certain number of their holding company stock
shares, which in turn were to be sold at a much higher price? Why
such a decided right about face now that the price of the stock has
dropped to a point where the holding company stock perhaps would
not equal the value of the original stock.*

The following statement by Mr. Andrew.Miller of the
West Coast Bancorporation serves as a warning against specu-
lation in bank stocks and other securities in connection with
the bank holding corporation plan of operation:

Among the dangers of the bancorporation plan of operation is
the possibility of speculation in stocks dealt in as investments, both
bank stocks and other securities. Obviously the greatest care must
be exercised when buying banks as it is easily possible to pay a
higher price for them than is warranted by their earnings. It is also
possible for a local banker purposely to “sell out” to a holding com-
pany and thus relieve himself of a responsibility and an invest-
ment which he no longer considers desirable for himself. “Buying a
bank” has a large and important sound; but it is quite possible to
acquire a lot of grief along with it.

The management of a bancorporation is charged with the neces-
sity of making sufficient earnings on its outstanding capital stock
to establish an adequate dividend return, in justice to the stock-
holders who have invested their moncy. As is generally known, the
only sound and permanent dividend policy is from the earnings of
the corporation and its affiliated banks. It is, of course, possible to

26 Ibid., pp. 1755 and 1330.

28 L. L. Lunenschloss, “Good Banking Dcpends on Good Management,”
Mid-Western Banker (February, 1930), Vol. XXX, No. 2, p. 22.
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pay dividends out of current profits from sales of stock, but such
a policy is obviously a temporary expedient and unsound in

practice.”

The low par value of bank holding corporation stocks is
another feature which encourages speculation in such stocks.
The smaller par values of $50, $25, $20 and $10,%® are certain
to have a marked influence upon the market price of the
shares. The average stock buyer, particularly those who have
recently ventured into this field, are probably attracted by
low-priced stocks and will make commitments upon the basis
of price rather than upon asset value and earning power at
market price.

This restless, temporary ownership may bid up the price
of the stock in speculative markets and then throw its hold-
ings on the market when the climax comes, thereby creating
an unstable stock situation which may very logically result
in depositor runs and the exhaustion of group assets to meet
the emergency, if the institution is in a weak financial con-
dition. While the stock fluctuations of the Transamerica Cor-
poration and the Bancitaly Corporation during the past few
years are not a perfect illustration of all these points, they
serve as an indication of the results of purchases for specu-
lative reasons and the large losses to stockholders when a
crash comes.?®

The effect on stock prices of merger negotiations between
banks and holding company groups brings to light another
interesting factor in bank stock prices. We have long been
familiar with the market action which signalized the merger
of two institutions, the marking up of the price of one or
both of the merging banks to bring about the market-price
ratio on a basis equivalent to the value ratio upon which the
principals agreed to merge. During the early months of 1930
an example of the same thing happened when an agreement
to merge the shareholding interest of the Marine Midland
Corporation and the Fidelity Trust Company, New York,
was reached. In sections of the nation where the bank hold-

27 Andrew Miller, Loc. cit.,

p. 52.
28 See Hearings, pp. 839, 895 1048 1187 and 1459.
29 I'bid., pp. 1416-1417 and 1431.
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ing companies have been operating, California in particular,
this marking up of bank stocks in exchange for holding com-
pany stocks has been a familiar thing.?® In New York the
trust company stock in question was marked up from around
14 times its earnings to about 24 times.3!

It is not necessary or advisable to cite a substantial num-
ber of examples in view of the inference that might follow
which would damage companies under experienced and capa-
ble direction. However, such speculation as may have de-
veloped to date, as a result of the group banking movement,
is distinetly unwholesome. The banking business ought to
possess relative stability and its management ought to be
governed purely by banking considerations.

In connection with the purchase of small banks by group
concerns, legislation prohibiting cash purchases and requiring
that absorption must be by the exchange of stock would prob-
ably tend to remove the incentive to speculative profit to
individual insiders of the group companies and small banks.
It would in the long run, force such purchases to be con-
sidered solely for their economic worth, if all speculative
deals could be eliminated.

Arbitrary values on financial statements

Another disadvantage of group banking is the ease with
which accounts or resources and funds can be manipulated
between the banks in the group in order to create the appear-
ance of large assets when desired, or, in rare cases perhaps,
conceal them for the purpose of showing an ultra-conservative
statement.?? In a group of banks controlled by a bank holding
corporation there is opening for much that is questionable
because when a company holds among its investments, stocks
of other controlled concerns, it can easily be seen what an
opportunity exists for creating more or less arbitrary values
in the company’s financial statement,

Mr. Frank W. Blair, Chairman of the Board of the Guar-

:‘1) ?b?;rican Banker (March 3, 1930), p. 1.
82 See 'Chapter X on the “Accounting Aspects of the Bank Holding Cor-
poration” for further discussion of this point.
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dian Detroit Union Group and Union Guardian Trust Com-
pany of Detroit, Michigan, in a discussion of the significance
of group banking, referred to the danger of manipulation of
accounts in a group organization as follows: “During this
transitory banking period the opportunity for manipulation
reaches its apogee. For the obscure complex accounts of many
group and holding companies,—understood only by the in-
siders in the companies, and probably so confusing that even
the major executives have to be led by the hand by skilled
counsel and expert accountants—provide the most fertile of
all fields for financial malpractice. This is not suggested in
a spirit of pessimism, but rather in one of optimism; for the
greatest opportunities for malpractice are now present and
they are being availed of but sparingly.” 33

There can be no doubt that one factor which would dis-
turb the psychological optimism in connection with bank
holding corporations would be some irregularities of this na-
ture uncovered in a big company.

Conclusion

The preceding chapters have dealt at length with group
banking. Each of the distinct phases of this development has
been treated separately, and with the introduction of a rather
large amount of statistical evidence at certain points, a pro-
cedure which may have unavoidably obscured somewhat the
general results of the investigation. In conclusion, therefore,
it is proposed to draw together the threads of the foregoing
discussion, and to briefly evaluate the movement.

Assuming responsible and efficient management of the
bank holding corporation, economy of operation and conse-
quent widening of the profit margin should result from cen-
tralized management. Fortifying each bank are large central
reserves which may be transferred and used as needs arise.
Great fluidity of capital is possible and a group may practi-
cally become a Federal Reserve System within itself. Thus
credit facilities for all of the banks comprising the group may
be enlarged, large loans easily handled and local industries

33 Frank W. Blair, “New Alignments in American Banking,” Trust Com-
pany Magazine (October, 1929), Vol. XL, No. 10, p. 484.
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more readily financed. Small banks should be rendered safer
for the public and greater safety for depositors may be thus
brought about through affiliation with a strong group. The
quality of service rendered should be improved through more
scientific and less selfish operation. In addition to the con-
ventional savings and commercial services, member group
banks in smaller communities make available to their cus-
tomers trust, investment and foreign services on a par with
those afforded by the largest metropolitan banks. Instead of
stifling competition group banking encourages competition,
for organizations controlled by one group of financial interests
tend to compete with those controlled by another. Summed up
in a few words, the potential advantages of a bank holding
corporation over the unit bank are those to be derived from
large scale operations; the benefits of a larger number of
experienced bankers working together; a broader scope in the
functions of the holding company itself; a wider and more
stabilized market for its stock; and the additional strength
and protection to each individual bank and its depositors
which may be afforded by the combined resources of the entire
organization.

Their success may well mean the virtual superseding in
some sections of the country of the independent unit bank-
ing system by a number of affiliated and far-reaching group
banking organizations. Or it may mean the breaking down of
opposition to branch banking as the lesser of two evils, in
those States where multiple banking is considered an evil,
on the theory that the branch bank system being a more
closely knit financial structure, and not subject to the dis-
advantages of group banking previously discussed, is rela-
tively desirable. As the situation stands today, unless some
unforeseen event occurs to undermine the growing confidence
of the public in group banking, there is every indication that
the present tendency for unit banks to affiliate with group
systems will become intensified. It is impossible to forecast
what developments will take place during the next few years.
When it is remembered that the present growth has been
largely accomplished in a comparatively few years, it is obvi-
ous that a visualization of the future is extremely difficult.



CHAPTER XVII
BANK CONSOLIDATIONS IN THE UNITED STATES

Consolidations and the concentration movement

Bank consolidations are a significant part of the centrali-
zation movement. However, consolidation of banks in the
United States is really a later part of the panorama, which
goes back to the tendency for commercial and industrial busi-
ness to merge, that has been developing before the American
people for the last thirty-five years. Widening and spreading
out of banking functions and activities has resulted in the
establishment of a type of banking referred to as department
store banking, which combines services for all types of finan-
cial needs, such as investment, trust, and others, in addition
to strict commercial functions. The latter type of services are
no longer sufficient. Through the extension of services a bank
is made independent of the call for commercial banking as-
sistance alone. Commercial banking per se no longer exists,
at least in the large centers.

The bank consolidation movement has encircled the globe.
Berlin has seen the development of imposing specimens in
the banking field.! Developments in this metropolitan center
have served as an incentive to concentration in Paris.? Lon-
don has already seen its share of the movement which is
held in abeyance at the present time because of unfavorable
public opinion toward further consolidations.® Japan has al-
ready developed a concentrated banking system.* Bank

1H. P. Willis and B. H. Beckart, op. cit., pp. 707-708. Also see G. W.
Dowrie, American Monetary and Banking Polictes (Longmans, Green and
Company, New York, 1930), p. 368. Incidentally, developments in Berlin
have proceeded so far that the conjecture may be made that they may have

a profound effect on the Reichsbank’s power of control, particularly in the
monc;y _market,

2 Jbid,, pp. 601, 625-626. Also see G. W. Dowrie, op. cit., p. 368,

3 Jbid., pp. 1162-1165. Also see G. W. Dowrie, op. cit., p. 367.

+ Ibid., pp. 831-832.
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mergers have also developed to a considerable extent in Aus-
tralia,5 Austria,® Belgium,” Canada,® Norway,” Russia,’* and
Sweden.?

Clarification of terminology

At the present time, in common practice, these terms are
used interchangeably but, from a theoretical point of view,
some differentiation exists. A consolidation occurs where an
entirely new bank is organized to take over two or more
existing institutions, whereas a merger is effected when one
of the banks already existing absorbs another institution, the
latter giving up its charter and losing its identity as an in-
dependent unit.

Legally some difficulty arises since there is no uniform
meaning regarding these terms under the various State laws.
For example the laws of California and North Dakota merely
refer to a consolidation as occurring where a new corporation
is formed.*? The following citation from the laws of Michigan
is illustrative of the lack of agreement upon the use of termi-
nology in this State:

. such corporation which is in good faith winding up its busi-
ness for the purpose of consolidation with some other like corpora-
tion, may transfer its assets and liabilities to the company with
which it is in the process of consolidation.!?

From a practical point of view, however, the difference is
insignificant. The effect is the same and consequently the
terms will be used interchangeably.

Early bank mergers in Italy and Scotland

Attention might be directed for a moment toward the his-
torical aspect of bank mergers. One of the first mergers of this

s Ibid., pp. 69-71, 95-96.

6 Ibid., pp. 155-156, 173-174.

7 Ibid., pp. 233-239.

8 Ibid., pp. 325-347. Also sce G. W. Dowrie, op. cit., p. 368.

® Ibid., p. 886.

10 I'bid., pp. 915-916.

11 Ibid,, pp. 1048-1052.

12 See General Laws of California, 1923, Act No. 650, and Supplement to
1913 Comp. Laws of North Dakota, Section 5125.

13 Sesstons Laws of 1926 of Michigan, No. 363, p. 450.
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type was effected by the Medici family, which owned and
controlled more than seventy banks in Florence in 1422. In
1472 they were consolidated into thirty-three institutions.*
These banks were called the “Fifth Estate.” This family had
sixteen banking houses in different European cities and lent
money for safekeeping, lent sums out on collateral, issued
bills of exchange and traded in foreign coins and bullion.
That these banks also did a trust business is evidenced by
the translation of the account books, which contain memo-
randa regarding deeds of sale, leases, dowry agreements,
marriage settlements, and contracts.!s

An indication that consolidations are by no means new
trends is also evidenced by a consolidation in Scotland one
hundred years ago when, in 1830, the Union Bank of Scot-
land was founded as the result of the consolidation of twelve
distinet institutions.!® It is not considered pertinent or feasi-
ble to devote further attention to the historical aspect of
bank mergers abroad.

Bank mergers prior to 1915

Although the discussion is intended to deal primarily with
the period 1915 to 1930, inclusive, brief reference should be
made to the period before 1915. The total number of bank
mergers prior to 1915 was small judging from all available
evidence.’” “During this period the country was rapidly ex-
panding. It may be regarded as an era of extensive banking
rather than intensive banking. The size of the business units
was smaller, and the need for larger institutions was not so
evident. Again, the country was not so closely knit together
and banks were organized to meet local needs by the men
actually engaged in carrying on the business of a given lo-
cality. In many cases the opportunities in other lines were
much greater, so that there was a great deal less interest in
large banks than now.” 18 This period, as a whole, should not

14“Early Bank Mergers in Italy,” Trust Company (May, 1929), Vol
XLVIII, No. 5, p. 663.
15 Jbid. This information could not be traced back to the original source.
16 “Interesting Records,” Union Bank of Scotland Limited (1930), p. 4.
:; E, ; Willis et al., Chapter XIII, p. 15.
id.
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be regarded as of any significance insofar as bank mergers
are concerned.

Mergers in the Federal Reserve System, 1915-1930

Merger proceedings during 1930 involved in individual
instances large aggregates of banking resources, and effected
in many communities far-reaching realignments of banking
control.’® The number of mergers involving member banks
of the Federal Reserve System, and resulting net changes in
the classification of these banks during the past sixteen years
are shown in Table XLIII.?®

This table indicates that there have been 2,375 mergers
affecting the Federal Reserve System. Of this number, 1,383
have been between members. While 629 mergers took place
in which member banks merged with non-members, only 363
mergers accounted for the affiliation of non-members with
the system.

The following chart seems to indicate that the merger
movement sagged off considerably during 1917 and 1918, at
the time when the United States was engaged in the Euro-
pean War. These years evidently formed a period when banks
were giving less attention to bank consolidation and more to
financing the war and providing funds for domestic business.

The most important period is that beginning with 1919
and extending down to the present time. In many years the
number has shown a marked increase over the preceeding
year. The number rose from 80 in 1919 to 120 in 1925 and
from the latter ycar we have had a rapid and continuous
increase to 473 for 1930.2! Attention should be called to the
fact that this same period has witnessed the greatest develop-
ment of branch banking in the country and also the greatest
flood of bank failures which has been experienced.

According to the 1930 Report of the Federal Reserve
Board, “The merger movement and bank suspensions taken
together have served to reduce the total number of banks in

19 See Report of the Federal Reserve Board (1930), p. 21.

20 Since elaborate data for the couniry as a whole are scarce, the analysis
is limited to the data which are published regularly in connection with
mergers in the Federal Reserve System.

21 See Report of the Federal Reserve Board (1930), p. 22.



St ]
o§

S¢ 1
ool
Sz
oS\
Se
00T
(944
oSt
SL7

Sz¢

0S¢

P4Dog 204380y 1D4PO4 Y3 o $140doy WOI} UIYE} BIB( ¢

6261 Qb1 1761 9tbi STbi H1bi €161 Trb1 1761 0Tb 6161 QibI L161 9161 G161

o¢

1

se

25

58

o
Sz
o§
SL

LL

ool

14!

(x4]

(/4]

174 oti STl

oSt

[92]

0T

00%
[Sad

65T

oSt

(924

(944

(147

6261-C161
1 SALVIS QELIN() GHI NI SEIdSA]N XNVE

IIA LYVHD

0SE
Y3IdwaN

261



262 BRANCH, GROUP AND CHAIN BANKING

the United States by almost 5,000 in a 5-year period ending
with June 30, 1930, while banking resources were increasing
by $12,000,000,000 to a total of $74,000,000,000. During these
five years, therefore, the average size of banks, as measured
by total resources, increased from $2,152,000 to $3,074,000.
During the past five years there have been over 1,400 mergers
involving members of the Federal Reserve System. The ac-
companying table brings out the fact that during the 5-year
period the national system lost to the State systems 419
banks, while gaining through mergers 310 banks. In the year
1929 the national system suffered numerous defections, some
of which were associated with unfavorable feeling toward na-
tional charters that arose from a court decision concerning
the continuity of fiduciary powers of national banks. That
this feeling has in part lost its force is reflected in the fact
that in the year 1930, for the first time in recent years, the
national system gained through mergers more banks than
it lost through mergers. During the year 1930 more outside
banks were absorbed by member banks than were lost to the
Federal Reserve System by merger with non-member institu-
tions, although in the 5-year period the net movement in
this connection was in the opposite direction.” 22

While it has not been possible to determine definitely, it
is probable that membership in the System has had no in-
fluence for or against mergers. Even where a State charter
has superseded a national charter, membership in the System
would probably be retained if the continuing bank was of
any consequential size or influence. The prestige of a national
bank does not apply to the same extent as in the past.

New York banks

These mergers indicate another significant tendency in
world banking. During 1930 the leadership of England’s great
banks was taken away by the Chase National Bank which,
according to its latest statement, as of December 31, 1930,
showed aggregate deposits of $2,073,775,922, and total re-
sources of over $2,650,000,000, a new high record for finan-
cial institutions. If bank consolidations continue at their

22 Ibid., p. 21.
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present pace, there can hardly be any doubt as to the location
of the world’s greatest banks of the future, and it is but fit-
ting that as New York City grows into its position of the
banking center of the world, that it should develop banking
institutions which have aggregate resources to handle necces-
sary requirements.

From a domestic point of view, as pointed out above, in
New York City, 20 banks, national and State, are capitalized
at an aggregate of $642,675,300, and have combined resources
of about $10,000,000,000, as of December 31, 1930. This capi-
talization of the New York banks is almost comparable in
total to that of the 20,008 country banks situated in towns of
10,000 population or less.?* Furthermore, 250 banks in the
United States hold resources to the aggregate amount of about
$30,400,000,000. This is nearly one-half of all of the banking
resources in the United States.*

Procedure for effecting consolidations

The National Bank Act was negligent regarding consoli-
dations, both between national banks as well as national and
State banks, in that it failed to provide for procedure or
incorporate provisions for minority stock interest. However,
it must be remembered that the passage of this legislation
was accomplished with great difficulty since public policy at
the time was against concentration of money and credit with
which the consolidation of banks was logically included.

In 1914, the Comptroller of the Currency pointed out the
urgent need of consolidation provisions and sent a recommen-
dation to Congress, which read in part as follows:

It becomes desirable at times to effect a consolidation of na-
tional banks. The National Bank Act makes no adequate provision
for facilitating or making effective such consolidations. The prac-
tice has been when two national banks desire to effect a consolida-
tion of their business for one of the two national banks to go into
liquidation, the other bank taking over the assets and assuming the
liabilities of the liquidating bank. It is recommended that the bank-
ing laws be amended so as to permit actual consolidation of na-
tional banks possibly along lines which have proved satisfactory

28 Hearings, Exhibit D, p. 1027.

24 See Report of the Comptroller of the Currency (1930).
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and efficacious under the laws of some of the States governing the
Consolidation of State Banks.?

Similar recommendations were also presented by the Comp-
troller of the Currency in 1916.2®¢ Finally, on November 7,
1918, an act was passed providing for consolidations of na-
tional banks.??

However, it often happened that State and national banks
were involved in a single consolidation, and difficulty arose
in connection with State or national charters which the new
enlarged bank was going to take. In cases where the consoli-
dated institution was to operate under a State charter,?® no
roundabout process existed and the units consolidated directly.
But in cases where the united bank was to be operated under
a national charter, it was necessary for the State bank to be
first converted into a national bank, and then unite with the
national bank since a national bank could consolidate only
with a national bank. Thus before the Chase National Bank
could merge with the Metropolitan Bank, a State institution,
it was necessary for the latter to become the Metropolitan

25 Report of the Comptroller of the Currency (1914), p. 18.

26 [bud. (1916), p. 19.

27 Consolidation of National Banks. Act of November 7, 1918 (Govern-
ment Printing Office, 1928), p. 1.

28 While the banking laws of the various States arc not in agreement,
from a legal point of view, the actual procedure followed is very similar.
The dircctors of the scveral banks pass resolutions ordering or suggesting
the consolidation, after determining the terms and other essentials of the
agreement, and then submit the plan to the stockholders. The latter, usually
at a special meeting called for the purpose, consider the proposal and if the
number of individual stockholders required by statute sign written consents,
a written agrecment of the consolidation is exccuted In most States the
Inw provides that stockholders owning at least two-thirds of the outstanding
stocks must endorse the proposal to make it valid. After the plan has been
aceepted, it is referred to State or national authorities, or both, depending
on the charter under which the continuing or new bhank will operate.

Upon recciving official approval, one or both of the old institutions are
closed, and the assets conveyed to the new or continuing bank. Some State
laws provide for the approval of the State Banking Department before sub-
mitting the plan to the stockholders. Even in such States, approval of the
latter is neecessary to culminate the deal.

The banking laws of some States cover the procedure in great detail as
illustrated bv the banking laws of Missouri for 1919 (see Banking Law of
Missouri, 1919, pp. 132-141). Others provide for consolidations in a less com-
prehensive manner as evidenced by the banking and trust laws of Florida
(sce Banking and Trust Laws of the State of Florida, 1924, p. 25, section
4172). Tt is not considered pertinent nor feasible to investigate the laws of
the various States regarding consolidation. Such information can be found in
a digest of State Statutes on the subject.



CONSOLIDATIONS IN UNITED STATES 265

National Bank. Consequently, in order to remove this ob-
stacle to the proper consolidation of State banks and national
banks, the McFadden Act of 1927 incorporated a consolida-
tion section which authorizes the granting of national charters
directly when a State and national bank consolidate.?® When
the First National Bank of Chicago and the Union Trust
Company, a State institution, consolidated, to operate under
a national charter, the new institution became directly the
First National Bank of Chicago.?°

Reasons for consolidations and mergers

The reasons for consolidations and mergers may be con-
veniently considered from the following standpoints: (1) line
of credit; (2) sale and distribution of securities; (3) trust
business; (4) acquisition of established branches; (5) foreign
trade; (6) profits; (7) movement into position for group and
branch banking; (8) personal motives; and (9) safety.

Line of credit

The great growth in business in all directions, indicated
in Chapter I, Table IV, is one of the forces behind bank
mergers. Under the law, banks are not permitted to lend

29 McFadden Bull, Secltion 3 (February 25, 1927).

30 With the legul procedure settled, a very definite physical procedure
should be followed so that when the consolidated mstitution begins opera-
tions the various departments, which have been brought together, will present
a umforin and perlectly functioning organization.

The problem of supervising diftering departmental functions is usually
handled by the appomtment ot committees composed of members from each
department and division of the banks consolidating. These commnuttees meet
regulurly, study the systems of both banks, select the best methods of each,
and ther send their recommendations to a committee, which 1s usually known
as the semior or executive committee and possesses the power of final
approval.

Very often, espccially where the consolidation involves large institutions,
this exccutive committee sets up what may be referred to as a clearing
house of information, whereby extracts from the recommendations of one
department which would be of interest to another department are forwarded
to the proper officer there.

After operating methods are satisfactorily worked out, the senior commit-
tee can then settle any additional problewmns before actual consolidation, from
a physical point of view, takes place. Provision must be made so that
supervisors of departments can know what individual to call when in need
of information about any transaction. In other words, lines of control must
be established.
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more than 10 per cent of their capital investment, con-
sisting of capital and surplus, to any single borrower, whether
individual or corporation. Corporation growth has been
tremendous in the last few years and with it has come in-
creased responsibilities for the bankers who aid those great
corporations in financing their enormous business. By merg-
ing, banks have been putting themselves in the way of
being able to give their customers service on a larger scale.
Through increased capital, surplus and undivided profits,
they are able to make larger loans to industrialists and
merchants as well as to correspondent banks in other
communities.

The point may be illustrated by a consideration of the
lending capacity of the National City bank of New York
before merging with the Farmers’ Loan and Trust Company.
In 1928, the National City had prior to its capital increase,
a capital of $75,000,000. The maximum loan that could be
extended to one borrower on the basis of its capital stock
was 7.5 million dollars. This seems a sizable loan, but when
the requirements of some of the larger business corporations
are considered, it is clear that a 7.5-million-dollar loan may
be wholly inadequate. Thus the sales during 1929 of Sears,
Roebuck and Company totaled 444 million dollars; of the
Woolworth Company, 304 million dollars; of the General
Motors Corporation, 305 million dollars; and of the Goodyear
Tire Company, 280 million dollars.?! Scores of other corpo-
rations may be cited whose sales run into nine figures. In
modern financing these corporations probably make no such
definite bank loans as is here suggested and it is probably true
that much of their financing is done through surplus funds
and stock issues, but it is also true that occasionally these
corporations probably find it necessary to secure large bank
loans and in any event keep their credit lines open. It would
be necessary for such corporations to divide their borrowings
among many banks when the legal lending capacity of one
bank is exhausted.

The table on page 267 showing individual accretions in
capitalization and deposits indicates how metropolitan banks

31 Information furnished by the Standard Statistics Company.
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TABLE XLIV
GrowTH OF CaApPITAL, SURPLUS AND DEPosiTs oF METROPOLITAN BANKsS!
1924-1931

Capital and Surplus Deposits

Per Cent Per Cent

Increase Increase
National City Bank, New York ............ 164% 159%
Chase Nationul Bank, New York ......... 719% 366%
Guaranty Trust Co.,, New York ............ 281% 235%
Continental Ilhnois Bk. & Trust, Chicago .. 229% 148%
Bankers Trust Co., New York ............... 151% 180%
Irving Tiust Co., New York ............... 189% 105%
Fust National Bank, New York ............ 72% 101%
Manufacturers Trust Co., New York ........ 700% 262%
I'irst National Bank, Chicago .............. 80% 3%
Security First Nat’'l Bank of Los Angeles .. 278% 177%
Bank of America of Calif,, San Francisco .. 88% 302% 2
Bank of Italy, N. T. & 8. A, San Fruncisco .. 386% 154% 2
American Trust Co. San kraneisco ......... 475% 999%
Fust National Bank of Boston ............ 136% 140%
Peoples State, Wayne County, Detroit .... 243% 223%
Bank of America N. A, New York ........ 507% 440%
Bank of Manhattan Co., New York ......... 107% 239%
Corn Iixchange Bank, New York ........... 55% 40%
Central Hanover Bk. & Trust Co., New York 203% 240%
New Yok Trust Co., New York .......... 69% 63%
Union Trust Co., Cleveland ............... 18% 31%
Philadelphia Nat’l Bank, Philadelphia ...... 217% 174%
Total 22 banks .................... 209% 185%

1 Compiled from information furmished by Gilbert Eliott and Company, New York.
3 Merged as Bank of America, National Trust and Savings Association, in November, 1930.

have met the above situation and also points to the tendency
toward larger banks in the metropolitan districts. The 22
banks listed have increased their capital, surplus and un-
divided profits 209 per cent from January, 1924, to January,
1931, and their deposits 185 per cent. The total capitalization
of these banks during this period increased from $702,444,000
to $2,271,411,000 and their deposits increased from $4,824 -
471,000 to $13,746,499,000. Note that capital and surplus have
increased more rapidly than deposits, indicating that strong
banks are making themselves still stronger.

Sale and distribution of securities

Another important reason for mergers is the desire to ac-
quire security affiliates in order to get the profitable business
coming from security flotations and participations.
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Great opportunities exist for corporate expansion and new
business enterprises with which bankers are becoming more
and more directly identified through these affiliated institu-
tions. The day is passed for the banker just to sit still and
take in commissions for loaning out other people’s money.
Competition and large overheads demand that he do more.
He is taking a more direct interest in business enterprise and
the profits therefrom through security affiliates. They can per-
form many functions forbidden the parent bank, such as buy-
ing and selling both bonds and stocks and maintaining branch
offices as well as extensive sales organizations.

As indicated above, the Bank of America merged with
Blair and Company, in order, according to the announcement,
to extend the security business of its security affiliate, the
Bancamerica Corporation. Such companies also serve as a
source of securities for customers of the bank looking for
investments. In other words, while the commercial bank-
ing department may have lost a good part of its corporate
business, the security company serves as the attraction to

hold it.

Trust business

The desire to acquire or expand fiduciary activities is an-
other reason for mergers. The outstanding merger for this
purpose was that of the National City Bank and the Farmers
Loan and Trust Company.

Since fiduciary activities are highly specialized and much
time is necessary to develop a successful business, the problem
can best be met by following the procedure of acquiring an
existing business. It is the easiest and, in the long run, the
cheapest method.** Furthermore, a trained personnel is no
little asset in an acquisition of this nature.

An outstanding development in this trust field has been
the increase in trusts administered by banks in contrast with
those under individual trustees. The former has definitely
assumed the upper hand. While the following statistics
presented by Mr. James A. Bacigalupi are somewhat out

32 See Commercial and Financial Chronicle (October 19, 1929), Vol. 129,
pp. 116-117 and 120-123.
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of date, they clearly indicate the significance of the trust
business:

There are in operation in the United States 1,734 trust depart-
ments of National Banks alone, managing 75,988 individual trusts
representing assets in excess of $5,237,000,000, a gain of 359% in
such assets and of 191% in the number of such trusts since 1926.
The assets under corporate trusteeships in national banks aggre-
gate more than $7,370,000,000, a gain of approximately 2009 over
similar assets in 1926. This is indeced a remarkable showing, par-
ticularly when cognizance is taken of the fact that until the com-
paratively recent enactment of the Federal Reserve Act, national
banks were not permitted to exercise trust powers. . .

It is of immense significance, therefore, that in the United States
to-day there are in force nearly 100 billion dollars of life insur-
ance; that this is now increasing at the rate of 10 billion dollars a
year, and that life insurance companics, during 1928, paid out in
cash total claims calculated to be in excess of 700 million dollars.
It is estimated, that of this huge sum of life insurance in force
to-day, only two billion dollars or 2% of it has as yet been lodged
with American trust companies under agreements of trust; yet
more than 500 millions so held or in excess of 259 of this total was
trusteed during the past year alone.

Impressive as these figures arc—in my humble opinion—they
do not begin to reflect the true measure of the immense resources
awaiting trust company management in America.3?

The number of wills making banks and trust companies
executors or trustees jumped from 36,193 in 1929 to 48,812
in 1930, or more than 35 per cent.?* Voluntary trusts to the
amount of $1,013,769,436 were created during 1930—a 67 per
cent increase over the amount so placed in trust during 1929.
More than 450,000 estates valued at more than $5,500,000,000
are probated annually by trust companies,?® from which the
conclusion may be drawn that the acquisition and extension
of the trust business through mergers, or otherwise, is most
desirable. Future earnings from this source will probably in-
crease.

83 J. A. Bacigalupi, “The Growing Importance of the Trust Department of
the Modern Bank,” Commercial and Financial Chronicle (October 19, 1929),
Vol. 129, p. 115.

84 Information furnished by the Trust Company Division, American Bank-

ers Association.
88 Jbid.
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Acquisition of established branches

The trend toward consolidations in this country is also
due to a desire to acquire branches which otherwise would
be outlawed. National banks cannot open new branches with-
out the approval of the Comptroller of the Currency, but
there is nothing in the law to prevent them from operating
as branches the banks which they take over. Frequently it
happens that such banks absorbed had branches, created by
previous mergers. Therefore it often happens that by taking
over another bank the parcnt institution acquires established
branches.

One of the quickest methods of expanding is to acquire
established branches through this process. It is probably more
feasible to purchase established banks than establish new
branches to compete with them. California mergers are almost
exclusively due to the spread of the branch banking system
in that State, with the merged bank usually becoming a
branch of one of the great institutions in Los Angeles or
San Francisco.*® The Bank of Italy probably acquired more
branches in this way than any other bank in the country.

While the increase in branches has probably been very
strongly influenced by bank consolidations, it cannot be said
to be a predominating cause as a whole because with the
exception of California the largest number of mergers have
occurred in States in which branch banking has been pro-
hibited.37

Foreign trade

In addition to the necessity of having large banks to
finance domestic business, the ability to finance foreign trade
expansion is becoming increasingly important.

Most of our exports are financed by bankers’ acceptances.
In view of the fact the Federal Reserve Act restricts the
total acceptance liability of member banks to 100% of their
capital and surplus, not including credits arranged for the
purpose of creating dollar exchange, one effect of bank mer-

36 See S D. Southworth, Branch Banking in the United States (McGraw-

Hill Book Company, New York, 1928), pp. 46-48 and 53-65.
87 H. P. Willis et al, op. cit.,, Chapter XIII, p. 9.
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gers is the creation of larger capitalization which correspond-
ingly raises the acceptance liability limit for the combined
institutions.

The International Acceptance Bank, an institution with
important foreign connections, has been merged with the
Bank of Manhattan in order to strengthen the financial posi-
tion of the latter in the foreign field. The merging of the
Chase National Bank with the American Express Company
illustrates the endeavor of a New York bank to reach addi-
tional foreign business through the draft department of the
express company.

If mergers, consolidations and codperatives are the neces-
sary and natural instrumentalitics to produce and market in
competition with the world, then the banking facilities of the
country must be so marshalled as to furnish credit for those
mass operations. If the farmer or manufacturer of the United
States is going to produce for the world’s market, or be in
competition with the world, as he will be, so long as he expects
to market a surplus over the demands of the home market,
his local bank is no proper partner for him. His local bank
has no more sensitiveness to world demands than has the
local farmer.

Profits

The expectation of increased profits undoubtedly lay be-
hind the other motives which led to the consolidations which
have been considered in this chapter. It would be of interest
to ascertain to just what degrce the profit expectations which
impell mergers have been realized. This is impossible, how-
ever, not only because adequate data on the profits of the
various participating institutions are not available but be-
cause of the uncertain nature of the profit expectations them-
selves, as held by those responsible for the mergers. Although
these men probably had the feeling that some additional
profits would result, they doubtless had little idea of just how
great that increase would be. Further, some of the expected
increase in earnings could not materialize for a period of years.

However, as a rule, it is probable that when two large
banks merge a saving is made in the salaries of executive of-
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ficers. As the result of a recent merger in a moderately large
Lastern city, the salaries paid the executives of the merged
bank were $50,000 less than the combined payrolls for these
officers. The personnel of the credit department in the largest
combining bank was able to serve the needs of the succeeding
bank. The same volume of business that had been conducted
by the two banks was conducted by an organization that was
only slightly larger than that of one of the single banks.
Instead of having two banking houses, only one was retained
and the expense of maintaining one building was avoided,
thereby effecting additional economies.

A merger is pending in a large city in the Middle West
between a large trust company and a State bank. Both banks
have outgrown their present quarters, and unless a consolida-
tion is effected, each will have to construct costly new bank-
ing houses. One large banking building would take care of
the combined business of both—so negotiations have been
under way to effect a merger. This housing problem is one
force that is driving the consolidation movement along, but
it is also figured that the rate of earnings will go up if the
two banks get together.

Nevertheless, it would seem that as long as competition
continues to operate there will be no significant increase in
the commercial banking profits of combined institutions. In
fact, the increasing tendency of money rates to fluctuate with
the reserve bank rate and with rates in the larger financial
centers may mean an even lower rate of earnings in the future
than has prevailed in the past.?® As banks increase in size
and deal with larger customers, the rates which they charge
may tend to fluctuate more closely with the conditions of
supply and demand instead of being maintained at a set
figure year in and year out as is probably customary in the
smaller cities and in country districts. This would likely result
in smaller returns in periods of easy money than when a
stereotyped rate is charged.

Such a result would not mean that the consolidations of
the period we have been considering were not justified from
the viewpoint of commercial banking operations. However, if

38 See Fcdcral Reserve Bulletins, 1922-1931.
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mergers had not taken place, the decrease in commercial
banking profits through the loss of business to outside cen-
ters might well have exceeded any decrease in earnings which
may take place under the present arrangements. The consoli-
dation movement is the natural outcome of the growth of
business. The credit needs of big customers can only be ade-
quately supplied by large banking institutions, and the most
convenient and rapid method by which banks may increase
their facilities is through combination with other established
banking interests.

Movement into position for group and branch banking

Consciously or unconsciously the large metropolitan banks
through mergers are moving into position to avail themselves
of the great fundamental change which is now taking place
in our system of bank organization. It must be admitted that
if branch and group banking are to be accepted in this coun-
try as the future structure, these strong centrally located
institutions are admirably adapted to become the parent
institutions of a branch bank system or of the group, having
a call upon able management, amplitude of resources and
commending public confidence. When referring to the exten-
sion of branch banking, former Deputy Comptroller Collins
said: “When that day comes this great bank merger move-
ment in the United States will have revealed its most
dominant economic meaning because only those strong metro-
politan banks will be in a position to become centers of branch
banking systems.” 3°

Personal motives

The shallowest view of the merger movement whether in
New York, Chicago, or elsewhere, is to state it exclusively in
terms of personal rivalry and ambition or as mere rivalry
for bigness. It would appear that metropolitan bank execu-
tives have visions of a service that shall be competent, in
both financial and human resources, to handle adequately the

89 C, W. Collins, “An Interpretation of the Bank Merger Movement in the

United States” (Address before the New York State Bankers’ Association,
June 18, 1929). Published as a pamphlet, p. 8.
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problems and needs of an enormously wealthy and tremen-
dously growing country. Experienced bankers do not merge
merely for the sake of merging. Immediately upon seeing its
relative position threatened, it does not secem reasonable that
a responsible financial institution would impetuously attempt
to buy out another bank or banks without taking a number
of other factors into consideration.

It has frequently been stated to the writer that the word
service is often much abused and used synonymously with
the word size. However, it is believed the motive of public
responsibility actuates to a greater extent than ever before
and men have learncd that there is more to be gained sel-
fishly by cooperation than otherwise.

Safety

Outside the large cities the trend toward bank mergers
also is primarily due to the need for more concentrated bank-
ing facilities to accommodate growing trade and industry.
The numerous bank failures, especially in the Middle West,
have probably driven many surviving banks into consolida-
tion as the surest means of escaping a like fate because of
frozen credits. As indicated in Chapter II there are too many
small banks in the country. Failure of guaranty of deposits
in those Western States which have tried that doubtful ex-
periment has convinced analysts of the situation that elimi-
nation of weak institutions and greater concentration of
banking resources at small communities is the only possible
cure for an ill which should be remedied.

Summary

The country bank phase, then, is essentially different in
motives and significance from the merger movement in the
big cities. The banking situation in the cities is universally
one of strength and not of weakness. Competition there is
keen but not destructive. The bank failure movement of re-
cent years, therefore, as indicated in Chapter II, has left the
cities largely untouched. An occasional failure in the cities
has been for special reasons and is not symptomatic of gen-
eral conditions such as prevailed in many country districts.
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The whole theory behind the series of metropolitan bank
mergers has been the necessity of providing increased services
and the trend toward State charters is explained, therefore,
as a result of the opportunity to carry on broader banking
facilities permitted under such charters.

In summarizing the above discussion, it appears reason-
able to conclude that the bank is compelled to change its
organization and management in accordance with changing
economic and social factors, and that because of general and
specific reasons the modern bank must increase its size and
service. Banking combination has taken place and is carried
on not because of single and unchangeable motives; it is the
result of a variety of forces. The end of banking consolidation
apparently is not in sight. Not only is it anticipated that the
merging of banks will be continued in cities of smaller size,
but further grouping is looked for among large institutions
in metropolitan centers.



CHAPTER XVIII

THE DEVELOPMENT OF BRANCH BANKING
IN THE UNITED STATES

Introduction

In tracing the growth of the concentration movement,
mention has been made of the great activity of groups of
banks in practically every section of the United States. This
development has been a very significant force in bringing
about renewed agitation for an extension of branch bank
privileges. The significance of branch banking on State, re-
gional, or national lines is more important as far as the future
is concerned than consideration of the subject on an intra-
city basis. The general interest which this subject has aroused
makes it desirable to consider this phase of concentration in
relation to the general problem.

Previous discussion has indicated that the future banking
system of the United States may be State, regional, or nation-
wide systems of branch banks, provided permissive legislation
is enacted, and if this is not done, extensive group banking
systems probably will evolve. It would appear that much of
the agitation against the concentration movement has been
overdone in many sections of the country.! For example, Chi-
cago in 1927 represented the center of anti-branch bankers,?
while today, we find it becoming very much interested in
group banking. The facts and economic principles underlying
branch banking are being brought out in contrast with an
unjustifiable antagonism toward its alleged monopolistic char-
acteristics that has existed for many years in the past.

18. D. Southworth, Branch Banking in the United States (McGraw-Hill
Book Company, New York, 1928), p. 211.

2C. W. Collins, The Branch Banking Question (The McMillan Company,
1926), pp. 22-23.

276
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Terminology

As indicated previously, branch banking may be consid-
ered to exist when a parent bank opens city, county or State-
wide branches, all functioning under ore head office, with a
common capitalization available for all branches, with iden-
tical stockholders and a single charter. Prior to 1927, many
non-homogeneous ideas existed regarding what was meant by
the term “branch,” 3 but since that time an official definition
has been placed upon the statute records regarding what is
meant by the term “branch.” This came about with the enact-
ment of the McFadden Bill, which provided that: “The term
‘branch’ shall be held to include any branch bank, branch
office, branch agency, additional office, or any branch place
of business located in any State or Territory of the United
States, or in the District of Columbia, at which deposits are
received, or checks paid, or money lent.” 4

Types of branches

The primary divisions of branch banks are-according to
(1) location, and (2) kinds of business carried on. As to loca-
tion, the classification into ecity, county, and State-wide
branches is generally accepted, whereas in relation to kinds
of business done, branch banks may be listed under the divi-
sions contained in the McFadden Act which have just been
enumerated. Another classification may be offered on the
basis of Federal reserve member bank branches, branches of
national banks, and branches of State banks and trust com-
panies that are not Federal reserve members.

The early period of branch banking, 1791-1863

Branch banking can by no means be considered a new
device in the banking structure of this country. The period
between the Revolution and the Civil War saw considerable
branch activities.® The history of the First Bank of the United
States, 1791 to 1811, and of the Second Bank of the United
States, 1816 to 1836, is well known. The former institution

3 8. D. Southworth, op. cit., p.

¢ McFadden Act, Section 7 (I‘ebruary 25, 1927).
8 Hearings, p. 430.
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operated eight branches, radiating from the head office in
Philadelphia, while the latter, with headquarters also at Phil-
adelphia, had at one time or another as many as twenty-seven
branches, located in such commercially important, but re-
mote, centers as New Orleans and Portland, Maine. In point
of traveling time these cities were then farther from New
York than is Tokyo at the present time. However, these two
pioneer branch organizations failed to survive against the
people’s fear of monopoly and political action largely based
upon the jealousy of State banks.®

One of the earliest of the banks to establish branches was
the Philadelphia Bank, chartered in 1804, which opened up
extra-city offices in many of the interior towns of Pennsyl-
vania. It also appears that the Bank of the Manhattan Com-
pany had at least three branches outside of New York City
in 1811.7 The majority of these branches in the Eastern States
were replaced by smaller independent banks during the early
part of the nineteenth century, as a result of restrictive legis-
lation. However, this legislation was not aimed at branch
banking itself, but at the issuance of the so-called wild-cat
currency.®

Branch banking was also very much in evidence in this
country between 1848 and 1863, especially in the West and
South. In 1848 out of 48 banks in Ohio, 20 were branches
of the Ohio State Bank; Indiana had 17 branches of one State
bank and no independent banks, Missouri had one bank and
5 branches, Kentucky 3 banks and 13 branches, Tennessee 3
banks and 17 branches, Virginia 6 banks and 30 branches,
North Carolina 4 banks and 14 branches, South Carolina 12
banks and 2 branches, Georgia 13 banks and 7 branches,
Delaware 5 banks and 3 branches, and Alabama 2 banks and
4 branches. At the same time no branches were listed in the
Lastern States, except two cach in the States of New York,
Maryland and New Jersey.

In 1860, the situation was similar to 1848, though Illinois
appearcd with 75 banks, Indiana with 13, all of which were

6Sce F. Cyril James, The Economics of Money, Credit and Banking

(Ronald Press, New York, 1930), pp. 170-173.
7 Hearings, p. 430.
8 Ibid.
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branches of the State Bank of Iowa, and Missouri had 42
banks of which 33 were classed as branches.? The two branches
existing in New York in 1848 had disappeared by 1860, and
apparently branch banking was forbidden in New York. Penn-
sylvania, Massachusetts and Connecticut.!® It appears that
the motive for the early establishment of these branches was
to facilitate the issue of bank notes which would be difficult
to redeem.!

By 1863, there were 33 branch banks in the various States,
with 128 branches.!? The outbreak of the Civil War marked
the end of the first era of the branch movements, since prior
to that time it had been coneentrated in the South.!3

Branch banking in the national banking system, 1863-1926

The National Bank Act, whether by intent or otherwise,
retarded the growth of branch activities in the national sys-
tem. Directly after the Civil War the older banks opcrated
by the States in the South, which were not ruined as a result
of the War, were voluntarily dissolved rather than allow them
to go into the national system, while those operating in the
West were reorganized as national banks and their branches
reéstablished as independent unit banks.!* For forty years
there were but three or four national banks operating
branches.1s

The table on page 280 shows the development of branch
banking in the national system from 1865 to 1926.

It will be noted that the number of national bank branches
in operation experienced a phenomenal growth, from 44 in
1919 to 504 in 1926. Another phase of the development de-
serving of note is that the substantial increase in branches
during the three year period ending with 1926 took place
within the corporate limits of cities of the parent institutions.

The expansion of national branch banking as indicated by
total capital and resources of the banks operating branches

o Ths

iy o

11 Ibid.

12§, D. Southworth, op. cit., p. 7.
18 Ibid., p. 6.

14 Hearings, pp. 467-468.
18 George E. Barnett, op. cit., p. 135.
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TABLE XLV
Numser oF BraNcHES oF NaTioNaL Banks!
1865-1926
In Outside
Year Total Home City Home City
1865-69 .......coiiiiiiinnnnnnn ves . .
1870-74 ...t cen ..
1 1
2 2
3 1 2
5 2 3
5 2 3
6 2 4
6 2 4
6 2 4
6 2 4
7 3 4
8 4 4
10 5 5
12 6 6
12 6 6
12 6 6
12 6 6
13 7 6
16 9 7
18 11 7
31 23 8
39 23 16
40 24 16
42 24 18
44 26 18
56 38 18
65 47 18
136 115 21
200 179 21
248 227 21
452 428 24
504 477 27

! Compled from Federal Reserve Bulletin (December, 1924), Vol. X, p. 935; and (February,
1929), Vol. XV, p. 100,

was also quite rapid between 1919 and 1926. At the end of
1919 the tntal capital reported for all national banks operat-
ing branches was $27,300,000; in 1924 it had increased to
$223,700,000, and by the close of 1926 it had amounted to $335,-
600,000. Total capital for all national banks for each of the
three years respectively was $1,158,200,000, $1,334,836,000 and,
$1,362,000,000. Total resources of national banks operating
branches in the same years were $609,300,000, $4,959,300,000
and $6,178,000,000 respectively, as compared with $22,711,-
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300,000, $24,381,200,000, and $25,836,000,000, the latter fig-
ures representing the total resources of all national banks in
like years.'® Thus, it is seen that branch banking increased
faster proportionately than the expansion of the national
banking system as a whole.

Branch banking in the State banking systems, 1863-1926

Although existing almost from the very beginning of the
country’s history, it is only comparatively recently that the
growth of branch banking among State banks has taken on an
important aspect. For one reason or another, the number of
State banks declined sharply during and immediately after the
Civil War, As indicated above, in the South the majority of
the older State institutions went out of existence, either be-
cause of the ravages of war or as a result of voluntary liquida-
tion to avoid entering the national system. Meanwhile, a ten
per cent tax on the note issues of State chartered banks was
placed in effect in 1865, and this served to further deplete
their ranks.’” In consequence, State banks decreased in num-
ber from 1562 in 1860 to 247 in 1868. After 1870, however,
activity was again manifested in the growth of these
institutions.18

Concurrently, branch banking among the State banks be-
gan to make itself felt again. That development in the ensu-
ing three decades was relatively slow is evident from the fact
that at the beginning of the twentieth century there were less
than fifty branches of State chartered institutions. During the
decade 1900-1910, development of the branch movement un-
der State charters was likewise rather unimpressive, an in-
crease of only 262 branches having been recorded. From 1910,
however, growth was much more pronounced and during the
period to 1920 the number more than tripled, 996 branches in
1920 comparing with 317 in 1910. By 1926, a total of 2,273
branches of State banks were in existence. The table presented
below outlines development from the time of the Civil War to
1926.

16 Reﬁ rt of the Comptroller of the Currency for 1919, 1924, and 1926.
17 8. D. Southworth, op. cit., p. 17.
18 G. E. Barnett, op. cit.,, pp. 11-12.
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TABLE XLVI
StatE BANK BRANCHES !
1865-1926
In Outside
Year Total Home City Home City
1865-69 1 .. 1
2 1
2 1
2 1
3 3
7 13
16 27
22 33
27 38
45 44
59 55
70 72
77 82
100 113
111 129
136 137
145 148
155 162
171 177
201 202
229 217
260 229
283 251
315 272
358 298
387 325
455 358
591 405
690 456
885 581
1024 658
1190 657
1413 780
1451 822

1 Compiled from Federal Rescrve Bulletin (December, 1924), Vol. X, p. 935; and <bid.
(May, 1927), Vol. XI11I, pp. 387-388.

The largest number of branches in any one State was in
New York. This was probably attributable to the expansion
activities of the large New York City institutions. This, of
course, is what would be expected under a system of local
branch banking, and probably was not confined to New York
City alone. Growth in the number of branches operated and
total resources of institutions with branches was probably the
most marked in important cities where the larger financial
institutions expanded in the hope of reducing overhead ex-
penses or increasing the volume of business. Development of
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branches or branch offices had, by 1926, become noteworthy
in the States of California, Pennsylvania, Massachusetts,
Michigan and Ohio as well as in New York. The geographical
distribution of branch banks in the United States, as of De-
cember 31, 1926, is shown in the following table:

TABLE XLVII

NuMBER oF BANKS OPERATING BRANCHES AND NUMBER OF BRANCHES BY STATES 1
Deccember, 1926

State Banks

(States arranged 1 order, according to  Operating Number of
number of banks reporting branches) Branches Branches
New York vovveivvnnninninnn, 105 507
California ..eeevverrenerneeneennnns 88 668
Pennsylvania .....ooevvieiiniiaan. 83 127
Massachusetts ........covveeneiennn. 78 132
Michigan ....ceviiiiiiiiiiieinnn. 68 397
(6] 43 1o YR 52 227
LouiSiana ..ooeeeeeenaceeennnneenns 40 104
North Caroling ......cc.coeeeennn. 40 74
Virginia ooveeeeenerenneeneanennns 37 59
Maryland ........ ... 36 114
Maine ...... Ceeeteteneeitaaanaaas 24 53
Georgia  v.veereiriiniiiiiinniaeannn 22 38
TONNCSSEE veveereenerenneeeennnnns 22 . 56
New Jersey ceeeeeeeeenecneneanecns 13 20
MISSISSIDPL  cvveevonrernncannennnns 11 25
District of Columbia .............. 10 20
Rhode Island ..........coveevennn. 9 27
Arizona .....cveiiiiiiiiiiiiiiiinn 7 22
South Carolina .................... 7 25
WISCONSIN evvveeereneeerrnaecannnns 7 9
Alabama  ...ioeiiiiiiiiiiiiiiieees 5 19
Delaware .....ocevevininenniencnnes 5 15
Washington .....ccovvveevienennnns 5 7
Indiana ..vevvvevreeeennnccecnnnnns 4 8
Kentueky oovveveiiiiniiiiinnnnne, 4 12
Arkansas c.oeeeeeeiiiieieienaiananns 2 3
MiInnesota ...oceeeenerrioeninaans 2 6
Nebraska v.ooeeiiineiireeiiinnnes 2 2
OTCEON  vvivvnnrvernnneceroonnnnnss 1 1
Floridda vvvvvveeeerennneenennnnnnns ..
New Hampshire ....c.coocvvvnnine, .

Total ...voiviiirenirreennnnnas 789 2,777

1 Federal Reserve Bulletin (May, 1927), p. 386.

The McFadden Amendment to the National Bank Act

Now that the development of branch banking in both the
national and State systems has been discussed up until the
enactment of the McFadden Act, it seems timely to dwell



284 BRANCH, GROUP AND CHAIN BANKING

briefly upon this legislative enactment. For a number of years
prior to 1924, the year in which the Bill was first introduced
into Congress,'® there had been a continued shifting from the
ranks of national banks to State-chartered institutions, so that
the national system was being depleted to an alarming ex-
tent.2’ This movement was particularly noticeable among the
larger New York banks, the reason being that the national
banks were more or less at a disadvantage in comparison with
the deposit-drawing ability of the State banks, with their
branches conveniently located in the suburbs.?' It was there-
fore evident that remedial legislation was imperative, as a
further crumbling away of the national system would nat-
urally mean a weakening of the Federal Reserve System.*?
Since 1915, the Federal Reserve Board had continually urged
protection for the national institutions in the matter of branch
operation.*®

To be sure, there were certain ways in which national
banks could carry on branch activities—of a sort. Additional
offices could be established under the Comptroller’s ruling; a
national bank could convert into a State bank, acquire
branches, and then re-convert into a national institution;
group banking could be practiced; or a national institution
could consolidate itself with a branch organization under
State charter. However, these subterfuges did not suffice to
meet the situation. Strenuous efforts being made to rectify
matters finally took form in the McFadden Bill the main
purpose of which was to enable national banks to compete
fairly with State banks and to establish a national policy
with respect to branch banking.24

A peculiar circumstance attending the discussion of the
Act while it was under consideration in Congress was the fact
that it was denounced by the anti-branch bank element as a
branch banking bill, and attacked as an anti-branch banking

19C. W. Collins, op. cit., p. 82.

20 Report of the Comptroller of the Currency (1924), p. 12.

21 Jbed. 22 [bid.

28 For a complete resumé of the policy of the Federal Reserve Board on
the branch bank question, see Hearings, pp. 437-442.

24 C. W. Collins, op. cit,, p. 83. For an extended treatment of the McFad-
den National Bank Bill in its formative stages, see C. W. Collins, Chapters
8 and 9, pp. 82-109.
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bill by the opposite forces.?® The first contingent felt that the
bill was dangerous, not only because of the privilege it gave to
national banks to open additional branches within certain
restrictions, but even more because of the fear that future
extension of the movement into wider territory would result.
Supporters of branch banking were not satisfied with the Act,
claiming that it did not go far enough.?®¢ However, there was
a feeling among certain other interests that while it was an
anti-branch banking bill, the main purpose was to place the
national banks on a parity with State institutions, so that the
measure received favorable action on the strength of these
tenets.?”

Whatever the interpretations placed upon the purpose of
the Act during its formative stage, the outcome was, in effect,
a sort of truce between the interests at issue on the branch
bank question. Notwithstanding the respite between the op-
ponents and proponents of the theory and practice of branch
banking, the McFadden Amendment to the National Bank
Act in its final form said nothing about the number of
branches which a State bank may establish, provided the in-
stitution is not a member of the Federal Reserve System. It is
clear, therefore, that it failed to place national and State sys-
tems on an equal basis with respect to the establishment of
branches.

The provisions of the Act with reference to branches of
national banks may be summarized as follows:

(1) National banks were permitted to continue all branches which
were in lawful operation when the Act was approved.

(2) State banks which converted into or consolidated with national
banks were also allowed to retain any branches which they had
in lawful operation on the date the Act became law.

(3) Any national bank which had continuously maintained and
operated not more than one branch for a period of more than
twenty-five years immediately preceding February 25, 1927,
was permitted to continue operating such branch regardless
of the legality of the establishment of the branch or of the
maintenance of it prior to the time the Act became law.

28 See 8. D. Southworth, op. cit., pp. 163-169; and C. W. Collins op. cit.,
pp.z§71-g_9d, 95-98, and 111-120.
id.

27 Hearings, p. 643,
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(4) Where two or more national banks entered a consolidation,
such consolidated national bank would be permitted to retain
and opcrate any and all branches of any one of the constituent
national banks which were in lawful operation on February
25, 1927.

(5) The Act prohibited any bank from becoming a national bank,
unless and until any forbidden branches established after
passage of the Act had heen relinquished.

(6) National banks were authorized, upon approval of the Comp-
troller to establish and maintain branches only within the lim-
its ot the city where the head office is located, in such States
as permit branch banking under their own laws, but subject to
certain restrictions as follows:

(a) no branches may be authorized in cities of less than 25,000
inhabitants

(b) one branch is allowed in cities up to 50,000 population

(c) no more than two branches are allowed in cities up to
100,000 population, and

(d) above the 100,000 population limit, discretion is to rest
with the Comptroller of the Currency.28

Provisions of the Act pertaining to State members of the
Federal Reserve System are essentially similar. They are sum-
marized as follows:

(1) All branches in lawful operation upon passage of the Act could
be continued.

(2) No extra-city branches could be established subsequent to the
time the Act became law.

(3) If allowed under State law, new intra-city branches could be
established, these not being subject to the population limita-
tions affecting national bank branches.

(4) A State bank applying membership in the Federal Reserve
System would be required to relinquish branches established
subsequent to approval of the Act.

(5) The privilege of ecstablishment of foreign branches by State
member banks was denied under the Act.2®

The effect of the Act therefore was to permit the establish-
ment of branch banks to members of the Federal Reserve Sys-
tem in States where branch banks are permitted by State law,
but in any event, limiting such branches strictly to city limits
of cities in which the parent institutions are located. It is of

28 McFadden Act, Section 7.
29 Ibid.
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considerable importance to note, also, that not only did it for-
bid national banks and State member banks to establish new
branches outside of the prescribed limits, but also prohibited
any bank from becoming ecither a national bank or a State
member bank without first relinquishing any such forbidden
branches established after the date of approval of the Act.

Despite the sudden and substantial gain in national bank
branches in the months immediately following the enactment
of the McFadden Bill, expansion of branches during the entire
period from February 25, 1927, to December, 1930, was only at
about the same rate as was witnessed prior to passage of the
Act.?® In fact more banks have forsaken national charters for
State charters than vice versa, and this unfavorable shifting
of banks and banking resources has probably been a further
source of disquietude to all interested in preservation of the
integrity of the national banking system and the Federal Re-
serve System. Since the passage of the McFadden Act, total
resources of the 377 national banks transferring to State char-
ters approximates $3,400,000,000, while total resources of the
181 State banks coming into the national system has only
been about $2,700,000,000.3*

Passage of the McFadden Act raised some question among
the banking fraternity as to whether State members of the
Federal Reserve System in States permitting branch banking
would elect to remain as members, relinquishing their right to
extend further their inter-community branches, or to with-
draw and be free to expand as they might see fit, subject only
to the limitations of the State law. It should be remembered
in this connection that intercsts identified with the larger
California branch systems contested Section 9 of the McFad-
den Act very aggressively.??> However, with the exception of
the United Security Bank & Trust Co., of San Francisco, the
more important branch organizations elected to remain as
member banks. California’s premier branch organization, the
Bank of Italy, immediately took out a national charter after
it was seen that the McFadden Bill was ready for final signa-

80 Also see Hearings, p. 1024.
81 Ibid., pp. 255-256.
82 C, W. Collins, op. cit., pp. 88-89, and 111-121.
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ture by the President, while the Pacific Southwest Trust &
Savings Bank of Los Angeles, another extensive branch
organization, also nationalized. The latter was later merged
into the Los Angeles-First National Trust & Savings Bank,
which in turn consolidated with the Security Trust & Sav-
ings Bank to form the Security-First National Bank.®® The
effect of the Act in California has been summed up in an offi-
cial report as follows: “. . . thus far the McFadden-Pepper
Act of February, 1927, which defined the branch banking
powers of all member banks, appears to have influenced the
direction, but not the rate of growth of branch banking. Re-
flecting this influence, the increase in number of branch banks
in the Twelfth Federal Reserve District in 1928 was largely
outside of the Federal Reserve System.” 34

No uniformity exists with respect to the laws governing
the establishment of branches by national banks. In those
States that permit State-wide branch activities, national banks
are still prohibited from operating branches outside the city
limits of the head office. Where branch banking is prohibited
by State statute, the national institutions are not given the
right to establish branches, even on intra-city lines. In this
connection, it may be observed that the national banks of
such important cities as Chicago, St. Louis and Kansas City
must necessarily be unit banks, in contrast with the more
equitable branch privileges of the national banks in the branch
banking States. Considering the obvious disadvantage at
which national banks still operate, it is not difficult to under-
stand the very material decline in the proportion of national
banks in existence during the past decade. In 1919, 44.8% of
total banking resources of the country were found under na-
tional charters, but by 1930 this proportion had declined to
39.8%, the remainder being represented by State institu-
tions.%s

Present-day developments in Congress with respect to our
banking system, as well as events that have transpired since
passage of the Act testify to the fact that a settlement of the

88 Hearings, p. 459.

34 Report of the Federal Reserve Bank of San Francisco (December, 31,

1928), p.
86 Also see H ecarings, pp. 255-258.
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branch bank question has not been effected. The McFadden
Act may therefore be characterized as a failure, insofar as it
has failed to solve this problem and also because it has not
enabled the national banks to fairly compete with State banks.

Development from February, 1927, to June, ig3o

From February 25, 1927, until June, 1930, there was a net
increased of 38 in the number of branch bank systems and a
net increase of 718 in the number of branches in operation.
Most of the increase represented branches located in head-
office cities, the number of which increased from 1,929 to
2,470. The number of branches located outside of head-office
cities grew from 971 to 1,148. The annual increase in the num-
ber of branches has averaged over 205.3¢ Although there were
206 banks operating branches in June, 1930, that had no
branches whatever when the McFadden Act became law, there
was a net increase of only 38 in the number of branch systems
from the time of passage of the Act. This was due to the fact
that 138 branch systems went out of existence through merger
with other banks, 17 suspended operations and 30 abolished
their branches. Of the 30 banks that abolished their branches,
27 had only one branch each and 3 had 2 branches each.

Of the 2,902 branches that were in operation on February
25, 1927, 230 went out of existence, 197 having been discon-
tinued or merged with other branches and 33 going out of
existence following the suspension of the parent bank. There
was a gross increase of 942 in the number of branches, of
which 542 were established de novo and 400 were independ-
ent banks that were purchased and converted into branches.®

The number of branches operated by national banks and
by State bank members of the Federal Reserve System was
materially affected by the nationalization of a number of
large branch bank systems in California, either directly or by
merger with existing national banks. These include the Bank
of Italy, San Francisco; the Pacific Southwest Trust & Sav-
ings Bank, Los Angeles; and the Security Trust & Savings
Bank of Los Angeles, which had a total of 425 branches when

36 Federal Reserve Bullgtin (December, 1930), p. 813,
87 Ibid,
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the McFadden Bill was enacted. Therefore it is found that
largely because of this fact the number of branches of national
banks increased from 390 on February 25, 1927, to 1,041 by
June 30, 1930, while the number of branches of State bank
members declined from 1,560 to 1,308 in the same period.
There was also an increase in the number of branches of non-
member banks from 950 on February 25, 1927, to 1,269 as of
December 31, 1929.38

That the development of the larger and more important

TABLE XLVIII
PrincipaL Brancr SystiEMS !
Number of branches

Location and name of parent bank Feb 25,1927 Jan 1, 1930

Bank of Italy National Trust & Savings Associ-

ation, San Francisco ........ccveeeennennnn 2782 287
Bank of America of California, Los Angeless.. t 160
Security-First National Bank, Los Angeles..... 5 139
Pacific Southwest Trust & Sccurity Bank, Los

Angeles ... 98
Security Trust & Savings Bank, Los Angcles... 49 5
California Bank, Los Angeles8................ 45 56
Mecrchants National Trust & Savings Bank, Los .

Angeles  o..iiiiieiiii i 34 o
Citizens National Trust & Savings Bank, Los

Angeles ...t e 247 31
Amecrican Trust Co., San Francisco ........... 92 9
Peoples-Wayne County Bank, Detroit......... 8 94
Peoples State Bank, Detroit .................. 46 8
Wayne County & Home Savings Bank, Detroit. 45 8
First National Bank, Detroit.................. 2 330
Peninsular State Bank, Detroit................ 29 31
Corn Exchange Bank, New York City......... 62 67
Bank of Manhattan Trust Co., New York City 40 64
Manufacturers Trust Co., New York City..... 14 159
National City Bank, New York City.......... 18 37
Public National Bank, New York City........ 27 33
Bank of America N. A., New York City....... 7 349
Cleveland Trust Co., Cleveland............... 52 57
Marine Trust Co., Buffalo .................... 32 33

1 Hearings, p. 461. No later data available.

3 This was a State member on February 25, 1927. It merged with the Bank of America,
N. T and 8. A, in November, 1930.

3 Not members of the Federal Reserve System.

¢ This branch system is the result largely of mergers of smaller branch systems, and
the purchase and conversion into branches of many unit banks.

5 The Sccurity-First National Bank is the successor of the TFirst National Bank, the
Pacific Southwest Trust and Savings Bank of America of California.

6 Ahgorbed by the Bank of America of California.

TThis was a non-member bank on Februarv 25, 1927,

8 The Peoples-Wayne County Bank resulted from the conversion of the Peoples State Bank
and the Wayne County and Home Savings Bank

t. Increase in the number of branches due largely to the absorption of other branch
systems,

88 Ibid.
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branch systems since the enactment of the McFadden Bill has
been inconsiderable is evident from the fact that the number
of banks with 30 or more branches had grown from 12 as of
February 25, 1927, to only 19 by June, 1930. In addition to
these 19 major branch systems, there were 41 banks operating
from 11 to 30 branches and 38 other banks operating from 6 to
10 branches. More than one-half of the branch systems, how-
ever, had only one branch each, while 144 had only two
branches and 132 had from 3 to 5 branches.?® The table
on page 291 shows the principal branch systems in oper-
ation both on February 25, 1927, and January 1, 1930, and
the disposition made of those systems which were in opera-
tion when the McFadden Act was passed, but have since been
merged into other organizations.*°

Principal branch banking States

As has been indicated above, the branch banking area in-
cludes most of the Eastern States but very few of the South-
ern, Middle Western and Western States. The growth of the
movement has been retarded by restrictive legislation and the
area in which it is practiced has not changed materially in
recent years. State-wide branch banking has, of course, had its
greatest development in California, but has also developed to
a considerable extent in Maryland, North Carolina, Rhode
Island, South Carolina and Virginia. The other States included
in the principal branch banking area are those in which the
establishment of branches is restricted as to location. Chief
among these are New York, Michigan, Ohio, Pennsylvania,
Louisiana, New Jersey and Massachusetts. Of the 3,618
branches in operation at the end of June, 1930, 1,308 were
located in 9 States in which State-wide branch banking is per-
mitted by law or implication, 2,257 in the 12 States in which
the operation of branches is permitted, but restricted as to
location, and 52 in 8 States in which the further extension
of branch banking is prohibited by law. While branches are
in operation in 30 States, the great majority of them are
located in a relatively few States. In fact two-thirds of the

89 Federal Rescrve Bulletin (December, 1930), p. 813,
40 See Hearings, p. 460.



TABLE XLIX
BaNks OPERATING DoMmEesTic BRANCHES BY STATES!
June 30, 1930

NUMBER OF BANKS
OPERATING BRANCHES NuMBER OF BRANCHES
Operated by— Location ?
STATES

State | Non- Out-

Total ﬁN 8- | Mem-| Mem-| Total| Na- | State| Non-j In | gide
onal | "y Thar tional | Bank | Mem-i Head | jjead
Banks| Mem-| ber | Office | Office

bers | Banks] City | City

Total . . .| 817 | 165 | 169 | 483 |3,618 | 1,041 |1,308 | 1,269 {2,470 |1,148

BTATE-WIDE BRANCH BANKING PERMITTED

Total PR 218 35 19 164 1,308 512 186 610 461 847
Arizona . . . . 10 e 1 9 27 .. 11 16 . 27
California . . . 53 12 4 37 853 | 469 | 104 | 280 | 301 | 552
Delaware . . . . 7 . 2 5 13 .. 2 11 3 10
District of Columbia 12 6 - 25 12 - 13 25 ves
Maryland PN 31 3 2 26 129 8 24 97 70 59
North Carolina . . 36 2 2 32 84 3 7 74 12 72
Rhode Island . . 12 2 4 36 2 26 8 16 20
South Carolina . . 11 2 1 8 71 6 1 684 7 64
Vermont . . . . 7 . 7 10 .. . 10 ves 10
Virginia . . . . 39 8 3 28 60 12 11 37 27 33

BRANCHEN RESTRICTED A8 TO LOCATION

Total . . . . 575 121 145 309 | 2,257 511 1,113 633 || 1,982 275
Georgia . . . 16 4 4 8 42 2t 11 19 23
Kentucky P 10 4 2 4 31 12 15 28
Louisiana . . 43 1 6 36 108 8 35 65 51 57
Maine . . . 25 1 21 86 . 3 63 59
Massachusetts . . 88 17 15 56 168 67 27 74 148 20
Michigan . 62 12 28 22 431 72 | 302 60 | 434 .
Misaissippi . . 11 1 . 10 25 1 .. 24 1 24
New Jersey . . . 57 19 19 19 106 33 41 32 96 10
New York . . . 103 31 35 37 750 210 467 73 750 e
Ohio , . . . . 52 7 21 21 264 13 178 73 232 32
Pennsylvania « . 76 16 14 46 194 45 38 111 185 9
Tennessee P 32 9 ee 23 69 26 ce. 43 31 38

ESTABLISHMENT OF BRANCHES PROHIBITED BY LAW ?

Total .. 23 8 5 10 52 17 9 26 27 25
Alabama . . . 3 . 1 2 17 vee 1 16 . 17
Arkansas . . 20 ... 2 30 ... . 3f ... 3
Indiana . . 4 1 1 2 9 2 5 2 8 1
Minnesota . . 2 2 ] 6 ]
Nebraska . . . 2 2 2 2 . 2
Oregon . . . 1 1 . ... 1 1 . .. .. 1
Washingtoa . . 3 1 .. 2 5 2 . 3 3 2
Wisconsin - 6 1 3 2 9 4 3 2 8 1

NO PROVISION IN BTATE LAW REGARDING BRANCH BANKING ¢
New Hampshire . 1) ol ] 1 ' | 1

1 Federal Reserve Bulletin (December, 1930)}1{). 814. Latest available data )

3 Of the 2,470 branches located in head-office cities, 701 were operated by national banl:i
1,177 by State bank members, and 592 by non-member banks. Of the 1,148 branches locat:
outside head-office citics, 340 were operated by national banks, 131 by State bank members, and
677 hﬁ’ non-member banks. . .

s Branches established prior to prohibitory legislation. Other States which have prohibited
establishment of branches (no branches in operation) include Colorado, Connecticut, Idaho, Illi-
nois, Iowa, Kansas, Missouri, Montana, Nevada, New Mexico, Texas, Utah, West Virginia.

4 The branch shown for New Hampshire was suthorizodatx the Comptroller of the Currency in
1930 upon the submission of satisfactory evidence that it had been in operation for 25 years prior
to the enactment of the MoFadden Act. Other States which have enacted no legislation respect-
ing branch banking are North Dakota, Oklahoma, South Dakota, and Wyoming. No branchs
are in operation in these Stat:

293
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total number of 3,618 branches are in the five States of Cali-
fornia, New York, Michigan, Ohio and Pennsylvania. Four
other States, however, also had more than 100 branches in
operation by June 30, 1930. These were Massachusctts, New
Jersey, Louisiana and Maryland.

Table XLIX gives a complete summary of the extent of
branch banking as of June 80, 1930, in relation to its legal
status in the various States, classified as to location of
branches and by National, State member and State non-
member banks.

Principal branch banking cities

Over two-thirds of all branch banks in operation in the
country in June, 1930, were intra-city branches or branches
located within the same city as the parent banks. These were
largely confined to a few of the principal cities of the country.
Twenty-five large banks in seven cities—New York, Detroit,
Los Angeles, Cleveland, Boston, Buffalo, and New Orleans—
cach having 18 or more branches and all confining their
branch activity to the city, had among them nearly 1,000
branches, and of the nearly 900 branches operated by 16 large
systems whose branch activities were not so limited, more than
one-fourth were within the home-office city.

Extra city branches, or branches located outside of the city
of the head office, numbered 1,148, or nearly one-third of the
total of all branches in operation in June, 1930.%* It is interest-
ing to note that by far the greater number of these extra-city
branches were located in the smaller towns and cities. Of the
1,148 extra-city branches, 634 were located in places that had
less than 2,500 population in 1920, including 212 in California,
57 in Louisiana, 46 in Maine, 55 in Maryland, 47 in North
Carolina, 36 in South Carolina, 35 in Tennessee, 29 in Vir-
ginia, 20 in Mississippi, and 97 in 15 other States. Besides
these 634 branches located in places of less than 2,500 popu-
lation, there were 144 branches in places that had a popula-
tion between 2,500 and 5,000, and 92 in places with a popu-
lation of between 5,000 and 10,000. There were 278 extra-
city branches reported in places that had a population of

41 Federal Reserve Bulletin (December, 1930), p. 813.
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LoaNs AND INVESTMENTS OF ALL BANKS AND OF BRANCH AND CHAIN AND
Group BANKING SYSTEMS BY STATES!
June 30, 1930

(Amounts in Millions of Dollars)

Banks THAT BELoNG

BANKS THAT

ALL BaNks | To CuaIns anND Grours | Do Not
1N UNITED BeLova T0 [INDEPENDENT
StATES CuAIns AND U~nrr

(IncLupING Opecrat- Operat- | Grours pur BaNks

BRANCHES) ing No ng OPERATE

Branches | Branches BRrANCHES
United States 58,108 5,122 6,897 18,264 27,825
Alabama, 262 37 8 217
Arizona 75 17 1 25 32
Arkansas . 194 49 .. 2 143
California . 3,353 190 1,784 849 530
Colorado 242 28 .. e 214
Connecticut 1,355 72 . 1,283
Delaware . . . 166 1 106 59
District of Columbia 243 e 147 96
Florida . 213 142 .. .. 71
Georgia 329 42 131 32 124
Idaho . 76 39 .. - 37
Illinois 3,814 1,248 . 2,566
Indiana 811 45 22 26 718
Iowa 756 65 . 691
Kansas 376 47 .. .. 329
Kentucky . 529 47 87 70 325
Louisiana . 376 17 16 230 133
Maine . . 435 23 57 95 260
Maryland . 847 . . 318 529
Massachusetts 4,296 93 800 1,027 2,376
Michigan . 1,982 261 959 204 558
Mimnnesota 877 400 181 .. 296
Mississippi 211 12 3 27 169
Missour1 1,183 161 - 1,022
Montana . 135 82 .. 53
Nebraska . 334 61 8 265
Nevada . . 37 24 . 13
New Hampshu‘e . 300 . .. 1 299
New Jersey 2,405 156 275 813 1,161
New Mexico 40 3 . 37
New York . 17,422 199 1,860 10,314 5,049
North Carolina 354 3 ... 148 203
North Dakota 101 60 . .. 41
Ohio . . 2,629 45 51 1,381 1,149
Oklahoma 381 105 .. cees 276
Oregon . 249 135 ... 1 113
Pennsylvania . 5,779 678 130 1,819 3,122
Rhode Island . 540 11 142 234 153
South Carolina 160 13 .. 44 103
South Dakota 131 48 32 . 51

1 Compiled from data in Federal Reserve Bulletin, (December, 1930), p. 816.
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TABLE L (Continued)

LoANs AND INVESTMENTS OF ALL BANKS AND OF BRANCH AND CHAIN AND
Grour BANKING SYSTEMS BY STATES!
June 30, 1930

(Amounts in Mllions of Dollars)

BANkS THAT BELONG | BANKS THAT
ALL Banks | To Cnains aND Grours | Do Nor

IN_UNITED BELoNG TO [INDEPENDENT
STATES CHAINS AND UniT
(INcLUDING Operat- Operat- | Groups BUT BANKS
BrancHES) ing No ing OPERATE
Branches | Branches | BRANCHES
Tenncssee . . . . 430 28 148 51 203
Texas . . . . . 966 1068 e ceen 860
Utah . . . . . 159 53 . e 106
Vermont . . . . 246 1 . 27 218
Virginia . . . . 540 ... .. 190 350
Washington . . . 455 145 72 1 237
West Virginia . . 333 . .. e 333
Wiseonsin . . . . 907 109 144 33 621
Wyoming . . . . 55 21 .. ceen 34
11bid.

over 10,000,*2 this figure representing largely the branches
of State-wide branch systems in California whose head-
quarters are in San Francisco and Los Angeles, and whose
branches extend into other large or good-sized cities such as
Oakland, Sacramento, San Diego, Pasadena and Long Beach.

Loans and investments of branch bank systems

The 817 branch bank organizations of the United States at
the end of June 30, 1930, had 3,618 branches which repre-
sented about 17 per cent of the nation’s total banking offices.
Aggregate resources of these branch systems, as indicated
by the total of loans and investments, were about $25,100,-
000,000, or over 43% of the total loans and investments of all
banks in the country. These figures included 123 banks with
1,450 branches and loans and investments of $6,897,000,000
which belonged to groups and chains, so that the organizationé
of purely branch category numbered, in effect, 694, and oper-
ated over 2,100 branches and controlled approximately $18 -
250,000,000 in loans and investments. ’

42 Pederal Reserve Bulletin, (December, 1930), p. 813,



DEVELOPMENT OF BRANCH BANKING 297

Table L shows the loans and investments of branch banks
by States on June 30, 1930. The relation of such loans and
investments to similar data for groups and chains, as well as
independent unit banks and the total of all banks in the coun-
try, is also indicated.

There were 165 national banks that were operating 1,041
branches on June 30, 1930, and loans and investments of these
national bank systems probably aggregated over $9,500,000,-
000, or about 40% of the total for all national banks in the
country. State bank members operating branches on June 30,
1930, numbered 169, their branches 1,308, and their loans
and investments about $9,600,000,000. There were 483 non-
member banks, including mutual savings and private banks
with loans and investments of about $6,000,000,000, operating
1,269 branches.**

43 Ibid., pp. 813-814.
44 Ibid



CHAPTER XIX
THIE BRANCH BANKING PROBLEM

The chief considerations involved

The branch bank problem now resolves itself into two
questions: (1) a consideration of advantages and disadvan-
tages; and (2) the geographical extent to which future branch
developments should be permitted. In other words, should
branch activities be confined within the respective States or
trade arcas, or should they be permitted without territorial
limitations?

To answer these questions it is only logical that one
should observe conditions in those countries where the cen-
tralization of hanking resources has reached a high degree of
development. While their history and experience, as cited in
this and the following chapter. may atford a basis from which
may be deduced certain guiding practices and principles to
assist in arriving at a point of view, it should be admitted
that lessons derived from foreign experiences are useful only
within limits and that, to a very considerable extent, a study
of what may occur subsequent to the legalization of extensive
branch banking in the United States falls largely in the field
of conjecture.

Trade area branch banking

The Comptroller of the Currency has stated that the bank-
ing problem can be solved by giving national banks branch
banking powers within what he calls the “trade areas” sur-
rounding their places of operation in all States, regardless of
State laws dealing with branch banking.?

However, the question of an adequate definition of what
constitutes the arcas of economic influence referred to in this

1 8ce Hcarings, pp. 105-109.
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plan appears to be a difficult one at this time. The opinion
may be ventured that no agency created by Congress could
actually lay out such trade areas due to the fact that they
would overlap. The natural flow of trade from an outlying
geographical territory to and from a metropolitan center and
embracing the wholesale as well as retail purchase and distri-
bution of goods and commodities could not be determined so
definitely. A trade area would necessarily have to have a defi-
nite economic autonomy and it is not believed the business of
the country could be so allocated. On the outer edges of every
trade area there would be overlapping with other trade areas.
There would be cities in which the business is divided between
more than one commercial center.

While it may be possible to define the economic provinces
that look to Atlanta, Dallas or Denver for financial leader-
ship, obviously such cities as Boston, Philadelphia, Cleveland,
Chicago and St. Louis present financial lines extending rather
deeply into the fields of other reserve center qualifications.
What of New York whose sphere of influence is the entire
country? While the Bank of America may be allowed to ex-
tend branches expanded throughout the great San Francisco
trade territory, the extent of the branches permitted to a New
York bank may be limited to that narrow strip of Connecti-
cut, New York and New Jersey which might not be claimed
by either Boston or Philadelphia. And in the Cleveland area,
for instance, what shall be done with Pittsburgh, Columbus,
Cincinnati? Furthermore, in the State of Tennessee its three
principal cities, namely, Memphis, Nashville, and Chatta-
nooga, all have trade areas extending into other States. The
trade area of Spokane, Washington, extends into Idaho and
Montana; of Omaha, Nebraska, into Iowa and Missouri; of
Cincinnati, Ohio, into Kentucky; of Los Angeles into Arizona
and Nevada; of Pittsburgh into Ohio and West Virginia.

In addition to the fact that it is impossible to define a
trade area in a precise manner it must be remembered that
developments in methods of transportation and communica-
tion would probably make it necessary to recast such trade
areas from time to time, thereby further complicating the
problem.
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Besides, if a working plan could be arrived at, and is
enacted into law, it should be recognized at the start that it
will be only temporary, and before long the urge to group
trade area branch bank systems into nation-wide groups, asso-
ciations, or otherwise jointly controlled systems, will be the
dominant thought. If this is recognized from the start, the
problem of analyzing the issue of trade arca branch banking
will be exceedingly clarified. Temporizing with the regional
branch bank idea is a mere compromise with the idea of
nation-wide branches.

The American Bankers Association expressed the opinion
that the trade area system is not likely to gain the support of
any large percentage of the banking fraternity.?

Branch banking without territorial limitations

While much or most of the discussion in the following
chapters is of a conjectural nature, it may be worth while to
hazard an opinion at this point as to the most advisable atti-
tude which might be taken in connection with the develop-
ment of banking centralization in this country.

This country is made up of a tremendous geographical area
and composed of many sectional and cconomic differences.
What may be beneficial for one region is not necessarily bene-
ficial for others. It is possible that a type of banking which
opcrates satisfactorily in one section might be unsatisfactory
if forced on another. If this line of thinking is sound then it
must follow that the various types of banking should be per-
mitted to develop in any part of the country in accordance
with the requirements of industrial and business interests.
This would dispense with the administrative difficulties of
defining trade or economic areas but would call for a relaxa-
tion of laws with respect to the development of the various
types which appear to offer promise of a sound development.
For example, it would appear that branch banking should
be allowed to develop wherever it may be profitable to de-
velop it, assuming of course that adequate statutory and
administrative facilities exist for supervisory purposes. It

2 Report of the Economic Policy Commission, American Bankers Associ-
ation (May, 1930), loc. cit., p. 11.
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would probably be desirable to permit concentration develop-
ments to take place with as few restraints as possible com-
patible with the best interests of the depositors, communities
and bankers concerned. While this may sound vague, it ac-
tually is not. The laws against branch banking should be re-
laxed or removed entirely. Banking laws should accordingly
be revised to provide for careful regulation of whatever form
of banking concentration may be allowed to develop. Such a
plan does not necessitate a relaxation as to regulation and
supervision. Any form which cannot be efficiently supervised
should not be allowed to develop. Within these limits it would
appear satisfactory to permit banking to adopt either the
unit, group, or the branch banking system. Both banker and
depositor would be governed by selfish interests and, left free
to operate under stringent legislative statutes, should develop
a system or group of systems cqually satisfactory to both.

Protective reservations in connection with this proposal
would be: that governmental supervision be further extended
and intensified, as stated above; that cach parent bank be
capitalized adequately to meet the responsibility of operating
branches; and that discretion over the establishment and over
the removal of every branch be vested in the Comptroller of
the Currency.

Systems of branch banking would not be expected to work
out of or proceed entirely from New York City. In our great
country the future would probably witness many strong com-
mercial centers with banks fully able to exist independently
of New York. There would be branch banking systems with
head offices in Minneapolis, San Francisco, Detroit, Chicago,
Buffaln, St. Louis, Atlanta, New Orleans, and so on.

It scems clear to the author that territorially limited
branch banking defined by legislation would be rigid in char-
acter and most unsatisfactory. It is able administration that
will meet the changing requirements and will provide restraint
when needed. It has been amply demonstrated that we cannot
stop natural economic developments by legislation. At least
our experience proves that all the laws we have against the
spread of branch banking have not been able to prevent the
growing concentration of financial power. Whenever those in-
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terested in bringing about such concentration saw that the
direct road leading to the recalization of their ambition was
blocked by anti-branch legislation they found that they could
make a convenient detour via group banking which brought
them with comparatively little trouble to the same goal.

Furthermore, it is obvious that in the absence of restric-
tions to the contrary it might be within the realm of possi-
bility for a holding company to acquire stock control over
more than one branch banking system within the same trade
area. From a practical standpoint there would, of course, be
many factors to be considered, such as whether it would be
good business for the holding company to attempt such con-
trol, whether the local branch systems would be willing to
enter into such an agreement, and other such questions grow-
ing out of the local situation. Nevertheless the possibility of
such control must be admitted.

Any attempt to weigh the merits and shortcomings of a
branch bank system without territorial limitations must neces-
sarily involve consideration of a number of factors. The most
immediate aspects of the problem, however, may be grouped
under the following heads: (a) safety; (b) mobility of funds;
and (c) availability of credits.

It should be observed that the various aspects of the ques-
tion present problems of much complexity in view of the fact
that what may happen in this country under such extensive
systems falls largely in the field of conjecture.

A. Safety

Strength in a banking institution is usually synonymous
with safety, and safety is the primary consideration in the
interest of the public at large. The essential conception of a
sound bank is that it serves as a safe depository of the funds
entrusted to it by depositors. These funds may be employed
by the bank in the most profitable way consistent with safety,
but eventually they must be returned to the depositors. The
most logical way to provide a safe depository is through the
medium of an extensive branch system. Local communities
would probably receive a greater degree of safety under an
extensive system than under a territorially limited system
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since the latter would not be in as strong a position to weather
a complete or partial agricultural or industrial failure in any
given section during one or more years.

As regards State-wide branch banking, it is probable that
it would be much better than the present unit system. Diver-
sification of risk would be secured, particularly in large States
like California. But all States do not possess such diversifica-
tion, for example, the group of grain States in the West and
the cotton States in the South. State branches would not en-
sure safety in such a situation in the event of crop failures
throughout these States.

Agricultural areas

The consideration of safety is particularly significant in the
agricultural areas, because if a bank fails in the spring or sum-
mer, the farmer is prevented from making his erop; if it closes
its doors in the fall the farmer’s money is tied up with no
available funds for another year. So it is apparent that the
first consideration of the farmer is the safety of his bank.

The appalling mortality record of the small unit banks
located in purely agricultural territory has been revealed else-
where. In the main the wholesale, colossal number of small
bank failures can probably be charged to the unit system
itself. The banks having limited capital, little or no credit
with correspondent banks, with no affiliated bank to lean upon
and with no diversity of loans—when there occurs a shortage
or failure of crops, or when farm products are extremely low
in price, it is inevitable that such banks under such conditions
must close their doors. A larger and stronger unit bank would
not be profitable at such location. Therefore, the most logical
way to provide the proper banking service for such a com-
munity is through the medium of an extensive branch or
group banking system.

In certain sections of the country suspensions have been
the rule rather than the exception. For example, in certain
agricultural communities of the South, failures have been
universal, leaving these sections entirely without banking
service.® Prohibitive legislation with respect to branch opera-

8 Hearings, p. 273.
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tion has been enacted in the States affected. It is probable
that this situation would have been largely avoided had
branch systems been established in these areas.

Comparison with foreign countries

A fair measure of the desirability of branch banking, from
the viewpoint of safety, perhaps, may be obtained by com-
paring bank failures in the United States with the failure
record of those countries in which the branch system prevails.
Statistics show that in the last twenty-five years or so, failures
in representative branch banking countries have been far less
serious than in the United States.t

Canada

Canada, with an agricultural population no different from
ours and the same cconomic and climatic conditions, in the
period beginning with 1900 and ending with 1928 saw the
failure of only eight chartered banks and during the same
period the arithmetic mean of the per capita liabilities of
failed banks in Canada was $0.2829.° while in the United
States it amounted to $0.6925, or three times as much.® Inci-
dentally, the Canadian system has not been as safe as that of
Great Britain or of Australia, especially since 1900,7 so that if
branch banking in any of these three countries 1s to be ac-
cepted as any sort of criterion, it becomes plainly évident that
the American unit system is at a serious disadvantage from
the point of view of safety.

During the trying period coincident with the economic de-
pression of 1920-1921, as indicated clsewhere, many small
American unit banks closed their doors. There were no failures
in C'anada in those years. The statement has been made that
if all Canadian banks had been unit institutions, 809% of those
situated West of the Great Lakes, and possibly 40% of those
in the East, would have failed because many Canadian
branches opcrated more or less consistently at a loss during

t8ee C. W. Collins, op. cit., p. 4; S. D. Southworth, op. cit., pp. 209-210;
Ostrolenk, op. cit, pp. 82-84.

5 H P. Wilhis and B. H. Beckhardt, op. cit., p. 484.

8 Ihid.

7.
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the period.® While it would appear that branch banks can be
operated at a loss, such a statement, of course, implies the
reservation that losses of unprofitable branches be offset by
the profits of those operating successfully. However, this
reservation may readily be complied with in a nation-wide
system of branches, such as exists in Canada, which affords
ample protection against sectional disturbances.

On the other hand, there have been negative arguments
set up with respect to the question of the safety of branch
banks in Canada. However, investigation will show that while
there was a reduction from 24 to 10 banks in Canada between
1913 and 1929, it was largely due to absorptions and there
were only two failures.” Furthermore, the failure of one of
these banks, the Home Bank of Canada in 1923, with its nu-
merous branches, was not caused by economic conditions in
Western Canada but by dishonesty of the management.!?

England

There has not been an important bank failure in England
since 1890,'* which is in decided contrast with the record of
the American institutions in the same period.

Interests opposed to the branch system point out that
losses from failures of American banks in the period from 1863
to 1901 were approximately 405 million dollars, or less than
those arising from failures of British banks, which aggregated
about 455 million dollars in the same period. This, however,
is not a significant comparison, as in those years, Great
Britain’s banking resources and her importance as a banking
nation far exceeded the United States in this respect. It is to
be expected that even with a system of branches, failures
would be greater in England in that period for the reason that
the methods and policies of conducting branch banks had not
progressed to the point at which they operate today. There
can be little doubt that the branch bank movement has
strengthened the banking system as a whole.!?

8 Interview with official of Bank of Montreal.
8 H. P. Willis and B. H Beckhart, ibid, p. 327.
10 C, W. Collins, op. cit., p. 2

11 B, Ostrolenk, op. cit., p. 133.
12 See H. P. Willis and B. H. Beckhart, tbid., pp. 1239-1241.
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Australia

Frequently anti-branch bankers support their refutation
of the alleged supremacy of the branch over the unit system
where strength and safety are concerned by reference to the
numerous failures of Australian banks in 1893. In the first half
of that year, some 15 banks with about 1,000 branches sus-
pended payments, so that in that brief space of time a veri-
table landmark arose in the history of Australian banking.!?
The writer is inclined to believe that bank failures in Aus-
tralia in 1893 could not be attributed to branch banking so
much as to faulty management and the lack of proper regu-
latory legislation. While it is to be admitted that competition
between the Australian branches was excessive, an equally
important factor was the drain on credit caused by a large
flow of funds to Great Britain, as well as to over-extension of
loans and accumulation of frozen assets. Another cause was
the abnormal increase in the drawings by State governments
of Australia upon the banks for the purpose of developing the
country.!*

Failures of American branch systems

Aside from the numerous cases of failure found in the an-
nals of branch banking history of foreign countries, the con-
tention exists that American branch organizations cannot
boast of a clean record. While no national banks with branches
failed during the nine year period from January, 1921, to
January, 1930, a total of 41 branch bank systems among
branch banks operating under State charters suspended.

These branch systems operated nine branches in head office
cities and 71 branches outside of such cities. The total de-
posits of the 41 banks and their branches were $49,000,000,
which is obviously an inconsiderable amount in comparison
with total deposits of failed unit banks in the same period.
Five of the branch systems, four of which were operating one
branch each and one operating two branches, subsequently re-
opened.!® Later one of the systems again closed. Of the total,

13T P. Willis and B. H. Beckhart, op. cit., p. 49.

14 [bed., p 48.
18 [{eanings, p. 462.
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29 had only one branch each, six had two branches, two had
three branches, two had four branches, one had five branches
and one had twenty branches.'®

Among the failed branch organizations there were three
Georgia banks, which closed their doors at about the time of
the Florida debacle in 1926. Two of these were small and only
had one branch each, while a third, the State Bank of Atlanta,
had 30 branches, deposits of $2,805,000 and total resources of
$4,471,000. However, it appears that the underlying cause of
these failures was the affiliation of the banks with the Witham
chain system which has been discussed elsewhere and the fail-
ure of the chain due to poor management. The following table
gives a summary of the failures of branch bank systems dur-
ing the period 1921-1929.

TABLE LI

FAlLures oF BraNcn BANK SysTEMS !
1921-1929

I;\In\lm-:u oF B Sy R
Dyf;xfggﬂ ] 8;:;‘:;;:):1« RANCH SYsTEMS REOPENED
YEAR 3ANK OTAL
SYSTEMS DeposrTs
‘ )§ (¢} le
P:;];; » H ("lll.ll ll;::;((l ‘ Num- Deposits Number
(él;i;;c %‘ﬁ;“ ber Branches
1921 5 ]$10,917,000 . 5
1922 12 1,151,000 . 1
1923 1 28,000 .. 1 .. .o
1924 4 1,365.000 .. 5 1 $46,000 1
1925 2 2,209,000 1 1 ..
1926 11 7,448,000 . 33 2 14,000 | 2
1927 3 2,851,000 7 .. e .
1928 4 2,895,000 1 7 .
1929 10 19,955,000 7 11 1 5,882,000 2
Total 41 $48,819,000 9 71 4 1$6,742,000 5

! Hearings, p. 462. Latest avaiable data on failures of branch systems.
2 This bank rcopened but. closed again and is not therefore mcluded with the
reopened banks.

From the foregoing, it is plain that the major portion of
failures among American branch banks has been among
those small institutions with only one or two branches, and

18 Ibid,
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comparable in size to the average local unit bank. Further-
more, in California, where branch banking is well developed,
bank failures have been less than in the majority of other
States, as shown by data submitted in Chapter II.

Hence, while a study of failures in both branch banking
and unit banking countries shows that the branch system can-
not be regarded as a positive guarantee against failures, it is
cvident that the branch bank is less likely to fail than is the
independent bank. In other words, there is little question but
that a powerful branch organization offers greater protection
as a repository of funds than does the small independent in-
stitution. Recognizing the advantages of concentration, the
tendency among the principal European countries has been
toward concentration of the banking business with the possi-
ble exception of Germany, where there are a number of small
independent banks in addition to the major institutions. It
is to be observed, however, that there was a large number of
failures among these small unit banks in Germany in 1929
and the early part of 1930.17

By virtue of its size and strength, the larger branch organ-
ization is in a better position to diversify its loans. Hence, it is
much better equipped to withstand a business depression or
financial strain than is the unit bank. A good illustration of
what may be expeeted of branch banks in contrast with unit
banks is found in the statement of a Mississippi banker who
organized his first bank in 1890. During the panic of 1907-1908
there were 60 bank failures in Mississippi. In the 20 years that
followed an additional 30 failures brought the total up to 90,
while in the entire time there was not a single branch bank
failure on record.!®

As an essential adjunct to strength, the resources of any
large branch system constitute a veritable guaranty fund
where a single branch is concerned, and the guaranty fund in
this instance is eminently more successful than has been the
case of guaranty funds provided by certain Middle Western
States in the past.

17 Hearings, p. 236.
18, J. Thomas, “Branch Banking in Mississippi,” Tecras Bankers Record
(June, 1929), Vol. XII, No. 6, p. 49.
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B. Mobility of funds

It is one of the marked advantages of a nation-wide sys-
tem of branches that a shifting of funds may take place from
those parts where there is an excess of deposits, where deposits
are not absorbed entirely by local credit needs to other sec-
tions which need credit and are not able to finance themselves.
This is one of the admirable qualities of the Canadian bank-
ing system and has meant much as a factor in the develop-
ment of the grain provinces.’® To some extent funds are
shifted about in the United States and yet in a relatively
crude fashion when compared with the ease in the mobility
of funds in Canada. Interior banks borrow from their cor-
respondents in the East or in large centers or from the Federal
reserve banks to meet seasonal and on occasion cyclic needs.
But the borrowing unit banks cannot be financed continu-
ously to meet the constantly growing needs of a developing
community, as may the branches of the banks in Western
(Canada whose loans may for a long period exceed deposits.®?
To an old, wealthy and long-established community as is the
State of Massachusetts, it would be of relatively little value.*!
The local loan demand is probably small and not sufficient to
absorb the funds of the banks. With a nation-wide system of
branches these excess funds could be shifted West.

Diversification of risk

It is a fundamental principle of banking that loans should
be diversified. This can best be accomplished by permitting
branch systems to operate without territorial limitations. Iix-
emplification of the diversification of risk of branch banking
on State-wide lines by reference to California branch organ-
izations is not significant. In California, wealth is obtained
principally from the extraordinary agricultural and petroleum
production as well as by the migration of capital resulting
from those who come to the State because of its mild climate.
Compared with other States an exceptionally large proportion
of agricultural production is exported to other States and

19 Sce H. P, Willis and B. H. Beckhart, op. cit., pp. 412-413.

20 Jbid.
21 Ibid.
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lands, and in the production of such commodities, California
is fortuna.te enough to have a near-monopoly. Hence it is too
much to expect that branch banking on strictly intra-State
lines would be equally successful in other States, particularly
in those dependent to a greater extent on agricultural crops
or one or two industries that may not be in their most pros-
perous stages.

There has not been in the smaller communities throughout
the country a proper recognition of what diversification is. In
many communities practically all of the enterprises are de-
pendent on the results of agriculture, so that the failure of
the crops is reflected in losses among the business institutions
and no matter how loans are divided among the various kinds
of business, the fact that all the businesses are more or less de-
pendent upon agriculture, in the last analysis, means that all
loans are dependent on agriculture, so that no real diversifica-
tion is obtained.

An extensive diversification of loans and deposits permits
offsetting surplus funds in one community against demand in
another. A well proportioned branch system of banks is in a
natural position to keep its funds employed at all times in the
aid of productive enterprise.** Scasonal demands for funds,
instead of being a source of weakness as with a unit bank,
would be conducive to profits in the well-managed branch
organization. Funds accumulating in the fall at the small rural
branches could be profitably used by lending to dealers and
merchants in the cities and when deposits decline and loans
are in demand in the spring the funds flow back to the small
branches for the crop-making scason. llence, under a branch
system of banks, the necessity of shifting funds in order to
meet seasonal demands in different parts of the area is facili-
tated, and at the same time the tendency is to remove any
spotty situation regarding bank prosperity which may exist.

Then there is the conventional argument that there are
times when unit banks which are financing one type of indus-
try acquire so many frozen loans that they cannot liquidate
and consequently collapse, whereas a branch banking structure
could carry these frozen assets until they could be liquidated

22 C. W. Collins, op. cit., p. 50. Also see S. D. Southworth, op. cit., p. 105.
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with relatively little loss.?® While it might appear that crises
have been the culmination of the efforts of strong banks to
finance weaker ones in their economic mistakes, this argument
does not appear to have much validity in it since it is the chief
purposc of a branch banking system to diversify and diffuse
its risks. It seems to be a safe guess that there are more cases
in which the diversification of banking risks and the carrying
of frozen assets in certain communities through branch bank-
1ng has eliminated dangerous liquidations than there are cases
in which branch banking has been responsible for serious
collapses.

There are many instances where small banks have had to
close because of a run on the bank resulting from the sus-
pension of a nearby bank, the defaleations of a bank officer or
employee, or some unfortmutc rumor in the community. A
branch bank, under such ecircumstances, can readily and
quickly mobilize a sufficient amount of funds with which to
pay every local depositor, which is impossible for any but a
branch banking system to do.**

A number of unit banks, in their efforts to sccure greater
diversification of loans and bring about a greater liquidity of
assets, have from time to time been sending a larger propor-
tion of their available funds to the New York money market
to an extent unknown in those with branch systems.® This
concentratien of funds in the money market can hardly be
called a desirable condition, and is in fact, the very thing
which the anti-branch bankers are most prone to condemn.

Uniformity of interest rates

Uniformity of interest rates is also facilitated by the mo-
bility of capital in extensive branch systems. A British com-
mentary referring to the amalgamation of branch organiza-
tions in England and the effect of the movement on interest
rates made the statement that, “With the increase in the

23 See H. P. Willis and B H. Beckhart, op cit, pp. 313-314.

24 Clyde Hendrix, “Limited Branch Banking Best Ad: ipted to Agricultural
Neleds " Commercial and Financial Chronicle (October 19, 1929), Vol. 1'29
p.

25 B, Beckhart, “The Branch Banking Problem ” New York }Ierald
Tribune (Magazmc Sectxon April 20, 1930), p. i.
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number of branches belonging to one bank (particularly since
the ’90’s of the last century), and the growth of associations
of bankers, rates and charges have tended to become more
uniform and to be reduced. This tendency has now crystallized
into effective practice by the development of competition.” ¢
The Scotch branch banks maintain uniform rates throughout
the country, both for deposits and for loans.*” It also appears
that branch banking has lowered the rate of interest in some
leading agricultural communities in California.*® In this con-
nection it is well to compare the rate of interest or discount on
standard paper in branch banking countries with the rates on
similar paper and under otherwise similar conditions as found
in this country. Quotations show that despite the lack of
competition in the Scotch market rates they were as low as
in New York from 1925 to 1930, inclusive, while London
rates were materially lower than in New York during that
period.?* Rates in most of the American cities arc usually
well above the New York rates.3?

Quotations do not exist for open market inferest rates in
Canada, since there is no open market. Funds are secured from
one bank, and rarely, if ever, from two. Rates in the territory
west. of the Great Lakes vary from 7% to 9%, and in the
East from 5% to 6%. Free money in the LEast is shifted West
because the banks are thus able to secure higher rates.3! As a
result, interest rates in the Fast tend to increase while those
in the West tend to decline. In consequence, a more uniform
rate prevails throughout the Dominion than is found in the
United States. The easicer it is to transfer funds, the more
uniform will be interest rates. Borrowers are continually seck-
ing lower rates and competition in this way tends to reduce
the cost of borrowing. The final result seems to be that branch

20 Joseph Svkes, The Amalgamation Movement in English Banking, 1826-
1924 (P. 8. King & Son, Ltd, Westmmster, 1926), pp. 149, 106; also sce
Hearmgs, p. 1121

21 8ce ' A Philhps, Readings in Money and Banking (The Macmillan
Co., New York, 1916), pp. 479-181.

28 [learings, pp. 1525-1526.

20 Soe Reports of the Federal Reserve Board, 1925-1930.

80 See Federal Rescrve Bulletin (June, 1930), Vol. 16, No. 6, p. 347; and
(Deeember, 10209), Vol. 15, No. 12, p. 781.

stH, P Willis and B. H. Beckhart, op. cit., p. 374; also see B. Ostrolenk,
op. cit., p. 160.
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banking lowers the rate for borrowing in Western Canada.3*
Certainly it does not increase interest rates, as the opponents
of branch banking often have endeavored to prove. It has been
stated that, “Instead of drawing funds from a locality the
Canadian banks have pumped money in—which means that
the farmers may borrow larger amounts under lower rates of
interest than farmers in comparable sections of the United
States.” 33

While it is evident that branch banking, by virtue of
greater mobility of capital, induces more uniform interest rates
over extensive areas and thus tends to lower the cost of accom-
modations in non-metropolitan regions, it is not intended by
this to mean that greater liberality of accommodation should
nceessarily follow. In any well-managed banking system,
whatever its form, liberality of accommodation is and should
be predicated upon the legitimate and necessary needs of
bona fide borrowers.

By virtue of the great mobility of capital under the branch
system, the large C"anadian banks have for many ycars been
able to finance the immense seasonal money demands of the
Dominion involved in crop-seeding, crop-harvesting, lumber-
ing and fishing, as well as security market operations without
the fluctuation of rates for eredit accommodation that occur
in some other countries including our own.3*

Reduction of reserves

Another important advantage arising from greater mobil-
ity of capital is that extensive branch systems are in this way
enabled to reduce the actual amount of reserves to a smaller
margin in proportion to the total volume of business, than
would be possible if such institutions were operating as unit
banks.?3 On the other hand, loans and discounts could be in-
creased, which, in effect, is the equivalent of a reduction of
reserves. In other words, the reduction in the reserve ratio

32 Ibid.
33 B. H. Beckhart, op. cit.

3t American Banker (September 18, 1929), p. 1. An address by C. R. How-
ard, of the Canadian Bank of Commeree, New York Agency, before the

Seventh Annual Convention of the Pacific Foreign Trade Council.
35 8. D. Southworth, op. cit., p. 105.
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facilitates greater loaning power, and loaning power is un-
doubtedly instrumental to a high degree in building up profits
for a bank.

Clearing of notes

Elasticity of currency and the fluid movement of funds
are augmented by an extensive branch system, making for
easier credit. Banks can issue notes up to their paid-up capital
and under the provisions in effect today even beyond this.
Islastie currency is also secured by the method and the rigid-
ity of rules dealing with the clearing of notes. Since bank
notes are not money until paid out, it is to the profit of a
bank to rid itself of all notes of other banks and circulate its
own. Thus when a teller receives the notes of some other bank
he immediately sends these to one of the clearing cities and
will only pay out his own. This rapid clearing of notes greatly
augments the elasticity of currency and responds to the needs
of the country.?®

B Ostolenk, op e, p 138, Also sce Joseph Sykes, op. cit, pp 150-151.



CHAPTER XX
THE BRANCH BANKING PROBLEM (Continued)

C. Availability of credits

From the point of view of availability of credits an exten-
sive branch system would probably be superior to the unit
system. It may be urged that branch banks would make rela-
tively few loans on character and would exact a relatively
heavy amount of collateral for loans in contrast with what a
local unit bank would do. However, much of the development
today seems to be in the opposite direction; our large banks
with branches are endeavoring to compete with the Morris
Plan Banks and are encouraging lending on the security of
properly endorsed promissory notes. The idea that extensive
branch banking would curb character loans supported by two
or more indorsements is not well founded, particularly if one
considers that the oldest branch banking system in existence—
the Scottish—has emphasized just this aspect of banking in
its system of cash credits.!

While it may be contended that branch banking would
lead to a restriction upon local loans,? it is unreasonable to
suppose that banks would make substantial investments in
branches without any expectation of developing the business
of the branch. This could not be done by draining the com-
munity of its cash.?

Furthermore, as no financial need would be too large to be
supplied, extensive branch systems would be in a far better
position to finance the sound and legitimate growth of a com-
munity than would be possible through the employment of
local capital alone. In addition, as indicated above, such
banks would probably be in a position to render a more ade-
quate banking service at all times because they would be

1 C. A. Phillips, op. cit., pp. 479 and 484.
2 Hearings, p. 21.
8 Ibid.
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capable of weathering a complete or partial agricultural or
industrial failure in any given section during one or more
years.

It may be alleged that funds would be withdrawn to
metropolitan centers from smaller communities. This is im-
probable. In Canada complaint has been made by city borrow-
ers that head offices located in the same cities have been dis-
posed to shift their funds into country districts, in order to
receive the slightly higher interest rates obtainable in these
regions.* This condition has prevailed in Canada for some
time, and in itself constitutes a rebuttal of the assertion that
the independent banking system tends to keep funds in
smaller communitics, while branch banking has the reverse
effect.’

Mr. S. H. Logan, General Manager of the Canadian Bank
of Commeree, expressed the opinion that, “Any suggestion
that the Canadian banking system involves a concentration
of loans in larger centers to the detriment of smaller com-
munities, is as far from the mark as can possibly be. The
larger centers are of course served and well served, but the
very essence of suceessful banking in (Canada is the more
widely served entire community—agricultural, commereial, in-
dustrial and financial—the better for banks and the growth of
their business. Concentration would mean stagnation to the
banks of C‘anada as well as to the communities which they
serve.” ¢

It eannot be said that well managed unit banks in the
United States adhere to the policy of keeping their funds
strictly at home. Furthermore, the larger correspondents in
the financial centers probably require that specific balances
be maintained, so that in this respect the correspondent-unit
system is not essentially different from the branch system.

Loaning policy
It has sometimes been urged as a criticism of the branch
banking system of Canada that delays must occur in passing

«11. P Willis and B. II. Beckhart, op. cit., pp. 465-466.

5 Jbud.
8 American Banker (September 18, 1929), p. 1.
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upon applications for loans by customers, owing to the sup-
posed necessity for referring such applications to the head
office for approval. The fact is that over 95% of the total
number of loans in any year are dealt with by branch man-
agers and telephonic facilities throughout the Dominion.
Furthermore, there is no delay in dealing with loans for
amounts beyond the limits of local managerial authority.”

The policy of the old Bank of Italy (now Bank of Amer-
ica, N. T. & S. A.) with regard to loaning policy at their
branches indicates how satisfactorily this large branch sys-
tem operates in this respeet. “Loans are made direet by the
branches except in instances where the amount is unusually
large or the branch manager wishes to secure the advice of
the head office credit department. The customers of the
branch deal with the local officers and only in extraordinary
circumstances are they brought into contact with the head
office departments. Fach branch has a gencral lending limit
fixed by the bank’s finance committee.

“Within this limit each branch may lend and report with-
out previous consultation of head office. These limits vary
with the proven eredit eapacity of the various branch loaning
offices. Experience has demonstrated that the limits thus fixed
are usually sufficient to take immediate care of the ordinary
requirements of the branches. In other cases lines are estab-
lished for the larger borrowing accounts, in advance of the
time when these firms or individuals require the accommoda-
tion for their seasonable operations.

“As a matter of fact, after a branch has been in operation
for a year or more, experience shows that casily 80 per cent of
the annual commercial credits extended by the branches are
renewals under established lines. All applications for unfixed
lines of credit in excess of the lending limit of a given branch
are promptly considered and acted upon by the proper central
credit department and proper advice and instruction issued.
The branch makes daily reports of all loans, and as these are
received the credit department reviews them.

“Pertinent comments or suggestions are then forwarded to

7S H Logan, “Branch Banking in Canada,” American Banker (September,
18, 1929), p. 1.
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the branch manager, so that the loan may be properly fol-
lowed and collection insured at maturity. The broad funda-
mental policies respecting credits are outlined by the general
exccutive committee, an interpretation and application is then
made by the credit department. This system permits the
smallest branch in the organization to secure the benefit of
the best obtainable advice and counsel on every loan that is
made, and it also insures uniformity of policy, based on a thor-
ough knowledge of conditions throughout the entire organiza-
tion and the country as well.” 8

Branch Managers

An argument which is often heard is that where branch
banking exists, there is no sympathy with local needs.® How-
ever, there is such a thing as a banker being too responsive
to local applications and too much under the influence of local
and personal appeals. This danger is accentuated because of
competition. The fact that a local banker is under greater pres-
sure from local borrowers than a branch manager, supervised
by an outside authority, may cause the interests of depositors
to be imperiled for the accommodation of borrowers. As dis-
cussed elsewhere, the record of failures proves this to be fre-
quently the case. This criticism was aimed against many of
the banks in the agricultural districts like Iowa in the period
during and following the agricultural inflation of 1914-1920.
The point was made that the trouble grew out of the fact that
credit had been extended too freely rather than that credit was
not available.

The contention that the branch managers are shifted about
too frequently has been made in connection with the Canadian
system. However, this problem appears to have been quite
satisfactorily settled.’® Obviously an unreasonable amount of
shifting would be unwise.

The above arguments also appear to be somewhat offset by
the greater managerial skill ordinarily obtainable by the large
successful branch organization. A highly trained man could

8 Hearings, pp. 1347-1348.
9 H. P. Willis and B H Beckhart, op. cit., pp. 166-167.
10 Ibid., pp. 467-471.
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render greater service than the small country banker could
afford to employ.1?

Monopoly

Bearing further on the availability of credit is the ques-
tion of a banking monopoly should unlimited branch banking
be permitted. The writer’s opinion is that such a development
would not result in credit monopoly, but that competition for
banking business would continue as keen, if not more so, than
at present. There would undoubtedly be severe competition in
getting business, establishing branches, and in securing de-
posits through better service and convenience of location.!?

If a banking monopoly exists in Canada it does not seem
to rebound to the pecuniary advantage of the banks.!® Inter-
est changes are reasonable and dividends paid are lower than
those of the national banks in the United States. Its effect, if
such exists, on the price of credit is negligible.!*

Investment and trust services

The service rendered to the banking public is the criterion
by which a banking system must be judged in the last analy-
sis. The people want that system which, in addition to safety,
will afford better banking services at less cost and with greater
efficiency. It would seem that the service rendered at country
points by branches of an extensive system would be superior
to that which a unit bank could give beeause, as stated above,
under a system of branches all of the facilities of the head
office are made available at cach point in the system,'® each
branch would be a department store of finance. For example,
in addition to credit services, extensive branch systems with
their expert investment departments would have the facilities
for analyzing securities and consequently be in a better posi-
tion than the unit bank in this respect.

11 Hearings, p. 486.

12 See J. I, Johnson The Canadian Banking System. Senate document No.
583, 61st Congress, 2nd Session (U. S. Government Printing Office, Washing-
ton, D. C,, 1910),

is H. P. Willis nnd B. H. Be ckhart, op. cit., p. 478.

14 Jbid.

15 See B. H. Beckhart, op. cit., p. 1.
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Moreover, improved trust service would be made available.
The growth and efficiency of trust service in the Bank of Italy
has been summarized by Mr. A. . Giannini, as follows:

Opportunitics for spread of the trust idea are further multiplied
through the practical circumstances of branch banking. For ex-
ample, the institution with branches in many communities is able
to provide for the performance of trust functions in places that
otherwise would not be reached. Out of a total of 165 California
cities served by our institution, the people of 91, or 55% can look
to our institution alone for serviee locally in connection with their
personal estates. In only 15%, of the communities we serve are
there unit banks authorized to perform trust functions.

Corporate customers, as well as individual depositors, benefit,
through our plan of State-wide trust scrvice. In California, it is
compulsory for new corporations to have their stock registered by
a trust company. A number of corporate registrarships are being
administered by our bank in communities hundreds of miles away
from the larger cities. Likewise we are serving as transfer agents
for stocks and as trustees of bond issues for many companies whose
offices are loeated away from the eenters of population. The signif-
ieance of this development lies in the faet that these standard
trust functions are heing performed by a financial institution that
1x able to guarantee a lagh degree of specialization and seeurity in
the performance of its work.™

Ex-Governor Young of the Federal Reserve Board has ex-
pressed the opinion that there will be a tremendous oppor-
tunity for branch banks to develop a business that will be
profitable for many years to come, a business that the local
bank cannot always get.!” It is but natural that a man of
sound business judgment in writing his will or creating a trust
of whatever kind, will want to do business with a bank that
has a separate {rust subsidiary or affiliate. This, of course, is
not possible with small independent institutions.!s

Whatever may be the arguments against branch banking
in other respects, the economie worth of the system as a means
toward betterment of banking facilities on a more widely ex-
tended scale is not likely to be questioned. It would seem that

16 A, P. Gianmmi, “How Branch Banking Multiplies Opportunities for
g":;tz Serviee,” Trust Company Muagazine (March, 1929), Vol. XLVI, No. 3,

17 Hearngs, p. 486.
18 Ibid.
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the tendency, apparently inevitable in the face of the great
economic changes being brought about throughout the coun-
try, would call for subjugation of local pride and assumption
of a broader viewpoint—one that is national in scope. Branch
banking is also conducive to a more extensive knowledge of
economic and financial developments abroad, an advantage
that is not to be gainsaid. Financially, this country is tied
up to Europe, and the resultant problems will tend to create
an international viewpoint when under a system of branch
banking. Better and broader service should thus accompany
the unlimited extension of branch banking.

Profits

Although branch banking organizations vary from country
to country and from time to time, they are ordinarily able to
show greater profits than unit banks, by virtue of decreased
expenses, due to elimination of unnceessary personnel, of costs
of duplicating new business departments, advertising and the
cost of acquiring and keeping correspondents.’® As a highly
flexible agency, it would seem the branch bank could be oper-
ated with a minimum of overhead since the scope of opera-
tions could be regulated in accordance with local requircments
and hence not be burdened with the standard costs of a unit
bank. Another economy that is seen in extensive branch sys-
tems is that the banks covering a comparatively wide arca
would not make any charge for remitting exchange, that is,
provided checks were drawn on some branch in the same sys-
tem.2°

The organization of an extensive branch system would per-
mit the installation of centralized management of advertising,
buying, finance, as well as management of all domestic and
foreign arrangements. While the alleged disadvantages of ex-
cessive size might be considered,?! it is believed that supe-
riority rests with large-scale methods.??

19 8. D. Southworth, op. cit., pp. 106-108, and 209-210.

20 Hearings, p. 771,

21 A 8. Dewing, Fuancial Policy of Corporations (Ronald Press, New
York, 1923), p. 31. .

22C. W. Collns, op. cit., pp. 4-6. Also see S. D. Southworth, op. cit., pp.
106-107; and Hearings, p. 1464.
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Branch banks could afford to employ more efficient execu-
tives,2? whose functions would be to see that the investments
are diversified and made in accordance with sound banking
practice, that the credit files are complete, that incompetent
managers and employees are eliminated, and that regular
audits are made.

Particularly in the metropolitan areas the large branch
organizations have demonstrated unusual stability and growth
of earning power. Several hundred branch banks are in opera-
tion in Greater New York and these have proved to be on the
whole a profitable investment, if the trend of bank earnings
may be considered a satisfactory barometer. While the cost of
establishing and maintaining the branches may be high in
many cases, net results are probably quite satisfactory. If
there were no prospect of potentially greater banking profits,
the tendency toward extensive branch systems would neces-
sarily lose its momentum. Expectancy of greater earning
power is a causative factor in the movement, and one which
arises primarily from pressure exerted within and upon the
controlling interests of the nation’s larger and more progres-
sive banks.

It is not alleged that all of the above advantages are en-
tirely without certain offsetting disadvantages. Extravagance
in the price paid for new units coming into a branch system
would offset in many cases any theoretical savings. The profit-
ability of branch banking may also be reduced through the es-
tablishment of an excessive number of branches in the same
community. Expenses of codrdination and -centralization
would also decrease profits.

The problem of examination

It is natural to suppose that numerous practical obstacles
face adequate and thoroughgoing examination of a large
branch bank system. However, if it were possible to gather to-
gether a force of men sufficiently large to make a simultaneous
entry into each branch of the system to be examined, and
provided the staff of examiners was thoroughly trained and

23 B, Ostrolenk, op. cit., p. 161.
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fully coordinated, there should be no insurmountable difficulty
in making a proper examination.

Since the Bank of Italy (now the Bank of America, N. T. &
S. A,, as indicated above) is the largest branch bank organiza-
tion in the country with close to 350 branches situated
throughout the second largest State in the Union, and is,
moreover, the fifth largest banking institution in the country,
with aggregate resources of over $1,000,000,000, it would ap-
pear that the methods employed in this institution would
probably suffice with other branch systems of equal or greater
importance.

With a force of only 40 men, a comprehensive examination
can be made.2* While obviously difficult to make a simultan-
eous entry into each branch, the procedure has been to ex-
amine first of all the head office and a number of the larger
branches which represent approximately 60% of the bank’s
total assets. As fast as the examiner in charge could release
his men they were then dispatched to the lesser branches with
copies of the daily statements of such branches as of the date
of current examination and of the branch manager’s own in-
ventory of the assets of his branch as of that date. The ex-
aminer was then under instructions to examine the branch as
of the date he reached it, but to make a sufficient check of the
manager’s inventory of assets as of that date. This method,
while successful, has since been improved upon and more re-
cent examinations differ somewhat.

At present it appears that a consolidated balance sheet of
the entire system is first required of the head office, which is
examined at the same time. Branch banks carry their bond
and securities investments at the head office, as well as
brokers’ loans, commercial paper and bankers’ acceptances, so
that it is possible to examine these assets at the same time.
The examiners are then sent out to the branches with orders
to carefully consider important changes between the state-
ment as of the date of examination of the head office and the
date of entry into the particular branch. This would seem to
be as far as the examiner can go with respect to each branch.

24 See Hearings, pp. 134-140, for a comprehensive outline of the procedure
of examining the Bank of Italy.
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Factors tending to make examinations more simple than
would at first appear are that interbranch accounts are car-
ricd through the head office entirely, while the auditing de-
partment of the bank, usually the most efficient division of
the institution, is a source of considerable help to the
examiners.

Obviously examination of an important branch system is
not as simple a matter as examination of an independent bank.
Moreover, it is evident that as branch systems become increas-
ingly large, examination will become somewhat more com-
plicated and undoubtedly it will be necessary to add to the
number of examiners required. At the same time, it is to be
expected that more efficient methods will be developed while
greater codperation by the executive committee of any par-
ticular branch system, together with assistance from its audit-
ing department should render the task less difficult. Whether
branch banking of the future is to be conducted on a nation-
wide, a regional, or a State-wide basis, the element of the
geographical extent of the system should not have an impor-
tant bearing upon the question of examination, but rather,
the size and number of branches included.

At all events it has been adequately demonstrated that the
matter of examination can be taken care of in satisfactory
fashion, even in the case of the largest existing system in the
country, and pre-supposing the ultimate development of
branch organizations on an even larger scale there is no reason
for assumption that ways and means cannot be devised to fit
the circumstances.

Effect of branch banking on the Federal Reserve System

A very important question arises in connection with the
ability of the Federal reserve banks to survive the develop-
ment of large privately controlled reserve systems. Since the
existence of a large number of banking units, which had no
dependable source of help in time of need, is the primary
reason for having a reserve system, the development of ex-
tensive branch systems would probably have a very noticeable
effect on the Federal reserve banks and lessen their usefulness.

Such branch systems would possess the eredit fluidity now
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handled by the reserve banks. The effect of branch banks on
the Federal reserve banks has been deseribed as follows: “The
head office and branches constitute a good-sized clearing and
collection system in themsclves, so that the volume of items
sent through the reserve system diversified as to scason and
risk, one would expect the branch bank also to make much less
of the rediscount facilities of the reserve banks than the same
number of independent banks would do.” *> The future of the
Federal Reserve System is somewhat bound up with the out-
come of group and branch banking. Those who feel that the
Federal Reserve System itself is paternalistic probably con-
sider that the extension of the branch movement on a wider
scale would not materially alter and might possibly improve
the situation by decreasing the influence and power of the
Federal Rescrve Board.

As a matter of fact the danger that group banking will
adversely affect the Federal Reserve System is more realistic
than that branch banking will do so. The Northwest Bancor-
poration and the First Bank Stock Corporation are said to own
enough banks to give them the voting power to elect the di-
rectors of the Federal Reserve Bank of Minneapolis.?® Ob-
viously it is a very serious danger to confer on two banking
groups the power to control the board of a Federal reserve
bank in any district in this country.

National banking system

While the primary object of having extensive branch sys-
tems is not to deal with the decline of the national system,
but rather to strengthen our banking systems, both national
and State, the effect would be to inject new life into the na-
tional bank system generally, and also benefit the public as
well as the Federal government. As indicated clsewhere, at the
present time the MclFadden Act only enables the national
banks to meet State bank competition, and does not attract
State banks into the national fold. By conferring liberal
branch banking privileges upon the national banks, the pres-

25 3. W. Dowrie, Monetary and Banking Policies (L.ongmans, Green and

Co., New York, 1930), pp. 40-41.
26 J]1earings, pp. 185-186.
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tige of the national chapter would be restored. Comptroller
Pole is quoted as follows:

With liberal branch banking privileges conferred upon the
national banks, the attractions of a national charter would be con-
suderably enhanecd, and while there would, of course, be no com-
pulsion upon the State banks and trust companies to become na-
tional banks, in the usual course of business, it is belicved that the
stockholders of the large State institutions would find it to their
advantage to operate under the national charter.

From the standpoint of the Government of the United States,
the increase in the resources and strength of the national system
as a result of the extension of branches and the conversion of large
State banks into national, would bring into the Federal Reserve
System a great volume of banking resources now operating inde-
pendently, and at the same time develop an instrumentality over
which the Government would have complete control, and through
which it could enforee an adequate banking policy.??

Merely permitting State-wide branches will accomplish lit-
tle toward betterment of the national system in its competi-
tive relationship with the State-chartered institutions, since
the latter could be given powers equally as liberal.

Rediscounting

Since extensive branch systems could readily transfer com-
mercial paper from one part of the country to another it seems
logical to conclude that they should be permitted to redis-
count at any of the reserve banks. However, since a majority
of the extlensive branch systems would probably have head
offices in New York or Chicago, the tendency would be to
concentrate rediscounting in these centers. This would not be
harmful or present insurmountable difficulties since the Fed-
cral Reserve System has already brought about a substantial
centralization of money in New York and Chicago.

Effect on unit banking

It is alleged that it is not possible for independent unit
banking systems to exist in conjunction with branch banking
systems operating without territorial limitations.

27 Hearings, p. 1026.
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While experience in Canada and England indicates that
this contention is true, it does not necessarily follow that sim-
ilar results would be experienced in the United States. The
three limitations or conditions under which branch systems
should operate, as outlined clsewhere, make it very unlikely
that a unit bank would be forced into a receivership through
the establishment of a de novo branch for the reason that no
Comptroller of the Currency would sanction it. In spite of the
fact that bank stock is a commodity with a market value and
if a stockholder wishes to sell to a branch system that is his
right under the ordinary law of contract, it is inconceivable
that any Comptroller of the Currency, the proceedings of
whose office are important public records, would ever lend his
high responsibility to aid of a branch bank unfairly to drive a
local bank out of business.?® However, unit banks will fre-
quently exist parallel with group banks and face severe com-
petition from them.

Effect on group banking

The enactment of legislation permitting branch banking
without territorial limitation would probably cause the con-
version of many groups into branch systems. Branch bank-
ing should appeal to group officials since, as indicated else-
where, it permits of much more economical operation, less
overhead and simpler forms of administration.

However, as discussed above, since prohibitive branch
banking statutes are only the primary and not the sole factor
responsible for the development of group systems, certain of
these organizations may see fit to retain their present status,
which might be described as a deflected form of branch bank-
ing, particularly in the event present branch banking statutes
are only slightly modified.

Conclusion

It appears therefore that an extensive branch banking sys-
tem would be desirable because of greater unity of policy,
approximate uniformity in regional interest rates, larger capi-

28 Hearings, p. 1026.
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tal behind each office, the ease of shifting funds to where they
are most needed, the ability to mobilize reserves for the gen-
eral benefit, and smaller overhead cost.

Moreover, it has been pointed out that the strength of a
branch banking system is not so readily felt, if the system be
confined to a single community or even to a single State,
where crop failure or serious economic disturbance would react
disastrously to the system. Furthermore, therc are no argu-
ments in favor of State-wide branch banking that do not apply
with greater force to the establishment of the system on a
nation-wide basis. Limiting the extent of branch banking sys-
tems to a single State, would simply retard their scope and
prevent the building up of the strongest system of banking.

If future legislation in this country is not sufficiently com-
prehensive as to preclude the possibility of permitting con-
centration on a nation-wide basis without any restriction
whatever, the group system of banking will be utilized to co-
ordinate the operations of a number of banks. It has been indi-
cated that while legislation ean constitutionally be enacted
giving the Comptroller of the Currency permission to super-
vise and regulate group systems, there is no likelihood of Fed-
eral legislation completely prohibiting them. Thercfore as long
as the latter are in a position to operate over extensive areas,
it would seem that branch banking should be permitted on
the same basis, in view of the more desirable features asso-
ciated with the latter.

There will not be a rush for branches by national banks
with resulting over-expansion and confusion any more than
under the McFadden Act. The rush for branches under this
Act, prophesied by many of the opponents of the measure,
failed to materialize, because of the incorporation in the act
of the same provision that has been recommended above to
the effect that no branch can be established without the ap-
proval of the Comptroller of the Currency.?® This discretion-
ary power lodged with the Comptroller will enable him at all
times to require a branch system to develop in an orderly
manner.

It has also been indicated above that Congress has never

29 [learings, p. 1026.
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adopted a definitely hostile policy toward the branch bank
movement. The amendment to the National Bank Act passed
in 1865 permitted State banks when converting into national
banks to bring their branches into the national system. Fed-
eral reserve banks are permitted to establish branches. Na-
tional banks with a capital and surplus of $1,000,000 or more
and having secured the assent of the Federal Reserve Board
are permitted by law to establish branches outside of the
United States in any part of the world.

Furthermore, under the Consolidation Act of 1918, two or
more national banks with branches which had been carried
over from their State charters could merge into a large bank,
even if the system of the new organization covered the entire
State. Branch banking systems for particular purposes were
also authorized when Congress provided for the establishment
of postal savings banks, joint-stock land banks, Federal inter-
mediate credit banks and the War Finance Corporation. And
finally the McFadden Act legalized branch banking for na-
tional banks on an intra-city basis in such States as gave like
privileges to State chartered institutions. The McFadden Act
will not be the last word in this matter in view of the fact
that legislation must be enacted to meet problems presented
by banking concentration.

Hearings on branch, chain and group banking, which were
conducted by the House of Representatives Committee on
Banking and Currency in the second session of Congress, are
completed and will not be continued in the third session. But a
similar investigation is being made by a subcommittee of the
Senate Banking and Currency Committee, under the chair-
manship of Senator Glass, which is also including the opera-
tions of the Federal Reserve System, and banking and credit
conditions generally. It will continue during the next session
of Congress, and during recesses as well.

Unfortunately the branch banking discussions before this
subcommittee have contributed little new on a subject which
now has been under discussion for many years. Scnator Carter
Glass advocates State-wide branch banking in States where
State banks have that privilege. Owen D. Young would limit
branches within the limits of a Federal reserve district.
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Others would limit it to a city or, at most, to a metropolitan
area. And, as indicated above, Comptroller Pole favors trade
area branch banking.

The hearings are not attracting any great attendance.
Since no government officer is being charged with fraud or
misconduct, the procedure lacks what might be termed a dra-
matic atmosphere. Nevertheless, it is of vital significance to
the pocketbook of every member of the present generation,
as well as future generations.

It is probable that when Congress acts in the matter two
years or more hence it will adopt legislation far more radical
than would have been thought possible two or three years ago.
While the outstanding problem is the extent to which branch
banking powers should be permitted to national banks, it is
likewise concerned with developments in chain and group
banking, with a view to determining what Federal enactments,
if any, should be adopted with reference to these instruments
of banking concentration.

The two Congressional investigations coupled with the re-
port of the committee of the Federal Reserve Board, which is
studying the banking concentration problem, will probably
form important parts of the foundation for coming legislation.
According to the Comptroller of the Currency: “If the rate of
increase within the next twenty years equals that of the last,
by 1948 the aggregate banking resources of the United States
will exceed $240,000,000,000.” 3° If this forecast should be rea-
sonably accurate, then it appears that we are facing a genuine
development in banking concentration.

30 J. W. Pole, “Scientific Methods Must Replace Old-Fashioned Banking,”
American Bankers Association Jowrnal (Apnl, 1929), Vol. XXI, No. 10, p. 971.
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development of, 136-39; dissolved,
139; stock fluctuations of, 252
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groups from chams, 61; list of, 69;
comparison of, 69-71; cxchange of
stock by, 71-71; sccurity companies
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number of, 28-30; rules to follow in
chartering new, 30; proper govern-
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216-32; consohdation of, Chapter
XVII
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82, 83

Beedv bills, for supervision of bank
holding compames, 189, 191, 192

Black, John W., C'o.,, an ecarly bank
holdime, company, 92

Blar, ' W, notes difference between
group and chain bankmng, 56-57; on
danger of manipulation of accounts
m holding companv, 253-54

Blair & Company, consolidates with
Bancamerica Corporations, 142, 268.
See also Bancamecrica-Blair Cor-
porations

Bolter, L. M., organizer of an early
bank holding company, 91

Bonding, savings in, to group banks,
231-32

Bowery East River National Bank,
formation of, under Bancitaly Cor-
poration, 137; absorbed by Bank
of America N. A., 139

Branch, definitions of, 277

Branch banking, defined, 59-60; sup-
ported by American Bankers Asso-
ciation, 104; extent of, 105; effects
of its prohibition, 120-27, 135-36;
in California, 135-36, 138, 141, 144,
146; in New York, 139; national
legislation on, 146; found simpler
than group banking, 242-43; con-
trasted in assistance and reciprocity
with group banking, 243-44; group
banking as a means of breaking
down opposition to, 255; move-
ment into position for, a reason
for bank consolidations, 265, 273;
development of, Chapter XVIII;
problem of, Chapters XIX, XX
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swered, 318-19

Branches, acquisitions of established,
a rcason for bank consolidations,
265, 270; types of, 277

Bremer, O., head of banking chain,
66-67

Broderick, J. A., distinguishes be-
tween group and chain banking, 57

Brothers, T., banking chain, 66

Burr, Walter, on rural and urban
population, 12

Business, adjustment of banking sys-
tem to, 13-17

Caldwell, R., head of banking chain,
66

California, prospective domination of
banking in, by Bank of America-
Transamerica interests, 130, 137;
branch banking in, 135-36, 138; lia-
bility law wvs. bank holding com-
panies in, 246; marking up of bank
stock prices, for a merger, familiar
in, 253; reason for bank mergers
in, 270; cffccts of McFadden Act in,
287-88, 289, 291; bank failurcs in,
308; not significant as an example
of risk diversification 1n State-
wide branch banking, 309-310; in-
terest rate lowered by branch banks
in farming‘sections of, 312

Canada, branch banking in, 304-305;
great mobility of funds in, 309;
tendency toward uniform interest
rates in, 312-13; no detrumental
concentration of loans in citics of],
316; loaning policy of its branch
banking system, 316-17; branch
managers in, 317, 318; banking
monopoly vs. price of credit in, 319

Cantley, S. L., on bank losses, 32

Capital reserve, recommended item
for bank holding company accounts,
158

Capitalization, objections to setting
legal minimum, 27-28

Centralization, banking, without terri-
torial limitations, proposed and dis-
cussed, 300-319. See also Concen-
tration

343

Chain banking, differentiated from
group banking, 54-59; differentiated
from branch banking, 59-60; in
Northwest, history of, 82-83; in
South, history of, 84-87; early, in
New York City, 87-88; carly, in
Wisconsin, 88; disadvantages of, 89;
current state of, 105-19; as a means
of circumventing branch banking
restriction, 120-27

Chain stores, displacing of unit stores
by, 7-10

Chase National Bank, takes world
leadership in resources, 262

Chicago, attitude of, toward group
and branch banking, 276

Chicago Federal reserve district, carn-
ings and cxpenses in, 38-40

Clayton Act, incffective against group
banking, 175-79; Kern Amendment
to, 177: a proper hmit to frcedom
of holding companies, 194

Clearing, of notes, rapid under cxten-
sive branch banking system, 314

Collins, C. W,, finds better manage-
ment out of reach of small banks,
50; on mecaning of bank merger
movement, 273

Commercial and Financial Chronicle,
on formation of bank holding com-
panies, 97

Commercial Exchange Bank, its crea-
tion under Bancitaly Corporation,
137

Committce on Reccent Economic
Changes, 3; on better management
for country banks, 50

Community, advantages of group
banking to, 232-38; advantages to,
of conncction with an extensive
branch banking system, 315-16

Competition, in banking, 11, 15, 46-
47, 50; encouraged by group bank-
ing, 127-30, 255

Comptroller of the Currency, without
supervisory power over bank hold-
ing companies, 183-84; his functions
under McFadden and Beedy bills,
189-90, 191; supervisory authority
over bank holding companies re-
commended for, 193-94; urges legal
provision for national bank con-



344

sohdations, 263-84. Sce also Pole,
Comptroller J. W,

(‘oncentration, advisability and me-
thod of, the outstandmg problens,
vi, t1end toward, 1-3; m industry,
3-7; 1ts effect on local banking, 7;
m merchandising, 7-10; in banking,
11; m business, 13-14; outstanding
types of banking, 64; movement

for, m  bankmg has  encreled
globe, 236-57. Sce also Central-

1Zzation

Confidence, dangers from loss of, 32

Congress, legislation by, on branch
banking, 146; problem of legsla-
tion by, on group banking, Chap-
ters X1, XII

Con~olidations, defined, 257

Consolidations, bank, Chapter XVII.
Sce also Concentration

Contmental Sceurities Company, an
carly bank holding compuny, 91

Control, how cxercised by a single
controllimg  bank, 74-77; mecthods
of obtammg, 80-81; governmental,
over banks and bank holding com-
panies, 182-84, 186-87

Corporation of Ameriea, its place in
CGhannmn systems, 141, 143, 146-47

Country banks, their failure to ad-
just, themselves to changing condi-
tions, 15-16, 19-22; high percentage
of suspensions among, 25-26, 27;
deposit  guaranty no remedy for
suspensions of, 32-33; difficulties of
many strong, 46; better manage-
ment  impraclical for, 49-50. Sece
also Small banks, Unit banks

Credit, superior facilities of, offered
by group banks, 218-21, 254-55;
power to give, a reason for bank
consolidations, 265-67, 273; avail-
ability of, in an cxtensive branch
banking system, 315-19

Crum, W. L., on dccreased carning
power of national banks, 36

Currency, clastie, under branch bank-
ing system, 314

Currency clause, Federal legislation
under, on group banking, 181-82

Customs, its influence over intcrest
rate, 15-16

INDEX

Davidson, C. H., early chain banker,
83

Dawes, H. M., on what to do for
unsound banks, 30

Dawson, G. W., his sentimental ap-
peal for unit system, 16-17

Decker, E. W., on Northwest regional
group banking, 131-32; on support
by Northwest Bancorporation of
1ls member banks

Dcpositor, greater safety of group
bank for, 236

Deposits, guaranty of, impractical, 32-
33; competition for, 47

Directorates, interlocking, in bank-
mg, 65-66, 75, 78; intcrlocking,
effectiveness of Federal prohibitions
on, 175-79

Distance, difficultics brought by its
abolition, 10-11

Diversification, becoming impossible
for country bank, 11; obtainable
by unit banks through association
with banking groups, 219; of re-
sources and business open to group
banks, 236; of risk, obtained by
stockholders in strong bank holding
companies, 239; of risk, obtained
by branch banks, 309-11

Dowrie, G. W., on effecct of branch
banks on Fedcral Reserve banks,
325

Tarning power, decreased, 17; insuf-
ficient, of small banks, 34-36; dec-
creased, of national State banks, 35-
38; of Transamcrica Corporation,
148-53; of branch banking systems,
322

Ticcles-Browning  Affiliated Banks, a
group banking system, 95

Tconomic Policy Commission, ob-
jects to diffcrentiation between
group and chain banking, 54-55;
its classification of bank chains,
64-65; its survey of chain and
group system growth, 99-102, 115-
19; rcfuses to generalize on effects
of branch banking laws, 126-27

Economy, advantages of group banks
in, 228-32, 254; in branch banking
systems, 321
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Elasticity, of currency, augmented by
an extensive branch banking sys-
tem, 314

England, branch banking in, 305;
tendency toward uniform, lower in-
terest rates m, 311-12

Examination, of branch banking sys-
tems, 322-24. See also Supervision

Failures, excessive number of, 17;
defined, 18; number of, by States,
20, 21; largely increased by country
banks, 26; remedy for bank, in
farming sections, 303-304; record
of, in countrics where branch bank-
ing prevails, 304-306, 308; of branch
banks, 305-308

Federal Farm Loan Buanks, forcclos-
ures by, 30, 31

Federal Intermediate Credit banks,
183

Federal Reserve bank surveys, 38-42

Federal Reserve Board, on large per-
centage of suspensions among sinall
banks, 25-26, 27; fwmls to differen-~
tinte chain and group banking, 54;
on expansion of bank holding com-
panies, 98; statistics on bank chains
and groups, 104-105, 108; on effccts
of prohibition of branch banking,
126; its decision on interlocking
directorates, 177; powerless to regu-
late bank holding companics, 184

Federal Reserve System, bank sus-
pensions in, by districts, 23-24; sus-
pensions of banks inside and out-
side, 24-25; suspensions of national
banks and of State banks in, 25;
retention , of membership in, by
group banks, 221; its resemblance
to a banking group, 233, 254; mer-
gers in, 259, 260, 262; effect of
branch banking on, 324-25; danger
of group banking to, 325

Fidelity Trust Company, marking up
of its stock in exchange for Marine
Midland Corporation stock, 252-53

Fiduciary services, development of
in group banks, 226-27; improved,

v by a branch banking system, 319~
21. See also Trust business

Financial statements, specimen, of

bank holding companics reviewed,
159-69

First Bank Stock Corporation, a
holding company, 60; control of,
70; 1its policy mn acquiring bank
stocks, 72-73; 1ts policy on degree
of bank ownership, 74; expansion
of, 107, 110; 1ts competition with
Northwest aund Wisconsin Bancor-
porations, 127-28; origin of, 128,
131; forms subsidiary to give in-
vestment service, 223; comes to aid
of depositors m a elosed bank, 238;
and Federal Reserve Bank, 325.

First National-Peoples Wayne Group,

124

Fust Sceurities Corporation, formed
as subsidiry to Iirst Bank Stock
Corporation, 223

st Security Corporation, a holding
company, 69-70; successor to Eec-
cles-Browning  Affiliated Banks, 95

First. Wisconsin National Bank, for-

mation of bankmg group by, 127-

28 :

Flemimg, R, on entry of group bank-
mg mto Washington, D. C., area,
129

Float charge, a mecans of increasing
bank earnings, 48, 49

Florida land collapse, Manley chain
failure forced by, 84, 85

Fluidity, of capital, in a banking
group, 254

Forcign trade, expansion of, a reason

for bank consolidations, 265, 270-71

General Motors, carning power com-

pared with that of national banks,
36-37

Giannini, Dr. A. H,, joint organizer

of Transamerica Corporation, 134;
made president of East River. Na-
tional Bank, 137; in Bank of Amer-
ica, N. A, 142

Giannim, A. P., organizer of Trans-
america Corporation, 134; declines
(1911) to move East, 136; his rca-
sons for forming Transamecrica
Corporation, 140; on trust service
in Bank of Italy, 320
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Glass, C., his position on branch
banking, 329

Goldman Sachs Trading Corporation,
and investment trust, 62, 79; ac-
tivities of, 78-79

Goldsborough bill, for regulation of
bank holding companies, 189, 190-
91

Goodwill, an item for the bank hold-
ing company balance shcet, 156,
164, 170

Crandin Investment Company, an
early bank holding company, 91

Grimsley, A. M., banking cham, 66

Group banking, problems presented
by, 52-53; differentiated from chain
banking, 54-59; diffcrentiated from
branch banking, 59-60; list of
metropolitun buanks venturing into,
76; origin of present form of, 95-
98; growth of, 99-102; current state
of, 105-19; as a means of circum-
venting branch banking restriction,
120-27; stimulated by competition,
127-30; not regulable under com-
merce clause of Constitution, 172-
73; supervision of, 1mpossible
through federal taxation, 173-75;
Federal supervision of, impossible
under the Clayton Act, 175-79; pro-
hibited in West Virginia, 205; re-
solution for investigation of, de-
feated in Massachusetts Legisla-
ture, 206; advantages of, Chapters
X1V, XV; disadvantages of, Chap-
ter XVI; movement into position
for, a rcuson for bank consolida-
tions, 265, 273; a danger to Federal
Reserve System, 325; cffect of
branch banking without territorial
limitation on, 327

Guardian Detroit Union Group, re-
quires complete ownership of
banks, 57; its policy in acquiring
banks appraised, 72; growth of],
107, 124

Hummond, T. O, on greater safety
to depositor of group bank, 236
Hannah, A. his bank holding com-

pany the first, 90
Hanson, O. S., banking chain, 66

INDEX

Hazlett, 1., banking chain, 66, 92

Hazlewood, C. B, on bank earnings,
37-38; agamnst differentiations be-
tween group and chain banking,
55; on the future of group banking,
120-21

Heeht, R. S., on competition in bank-
ing, 129-30

Ilclgerson, M. S., founder of an early
bank holding company, 91

Hendnix, C., calls better management
mmpractical for country bank, 49

Holding companies, in public utility
ficld, 7; largest financial, 134; con-
trasted in accounting methods with
bank holding companies, 158; rail-
roud, in Iike case with bank holding
companies as regards Federal su-
pervision, 187-89. See also Bank
holding companies

House Committee on Banking and
Currency, its hearings on group
banking, 117

[duho, largest proportion of chain
and group banks, 108

[llnois, ratio of bank net profits to
wmvested capital in, 42-43; status
of bank holding companies in, 210-
11

Implicd powers clause, Federal legis-
lations under, on group banking,
180-81

Income statement problems, of bank
holding companies, 158-59

Indiana, bunking conditions in, 45,
46

Industries, local, advantage to, of
group banks, 218-19, 254; large,
credit demands of, a spur to bank
consolidations, 265-67

Industry, concentration in, 2-7; ex-
pansion in, 13-14

Insurance, savings in, to group banks,
231-32

Insurance companies, entrance of into
field of group banking, 77-78; affili-
ated with Transamerica Corpora-
tion, 140, 141, 143-44, 147, 148, 149

Interest, uniform rates of, facilitated
in extensive branch banking sys-
tems, 311-13
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Interstate Equities Corporation, for-
mation of, 142-43

Investigations, of banking concentra-
tion, 329, 330

Investment, safety of, in bank hold-
ing company, 239

Investment bankers, entrance of into
group banking, 80; competition of
banking groups felt by, 222, 224-25

Investment corporations, control of
banks by, 78-79

Investment policy, advantage in, of
group banks, 221-22, 255

Investment service, of branch bank-
ing systems, 319-21

Investment trust, defined, 62-63;
Goldman Sachs Trading Corpora-
tion best examples of, 79; develop-
ment of, 117, 142, 143; contrasted
m accounting methods with bank
holding company, 158

Iowa, bunking conditions, in, 21, 32,
43-44; status of bank holding com-
panies 1n, 211; State Supreme Court
ruling on luability of “trustee”
stockholders 1n banks, 246-47

Joint Stock Land Banks, farms ac-
quired by, 30

Jonas, R., sells Bank of America to
Giannini intercsts, 138-39

Kemper, J. M, head of banking
chain, 66

Kentucky, status of bank holding
companies in, 211

Kidder, Peabody & Co., active in
banking concentration, 80

Legislation, Jederal, on group bank-
ing, problem of, discussed, Chap-
ters X1, XII

Liability, double, and the bank hold-
ing company, 245-48

Liberty Bank of America, its acquisi-
tion by Bank of Italy, 135

Limitations, legal, on use of word
bank or any derivative, 60-62

Liquidation, government cncourage-
ment in, only help for unsound
banks, 29; enforced, effects in coun-
try banks, 31-33
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Loaning policy, in Canadian branch
banking systems, 316-17; in Bank
of Italy branches, 317

Loans, competition for, 47; collateral
and promissory, by branch banks,
315; no detrimental concentration
of, in Canadian cities, 316; no de-
lay in Canadian branch banking
system in passing on, 317-18

Lozan, S. H., denies detrimental con-
centration of loans by Canadian
biranch banking system, 316

Lord, R. O, on QGuardian Detroit
Unions Group policy in acquiring
banks, 72

Losses, more cffectively handled by
large banks, 51

Lowmsina, status of bank holding
compames in, 212

Lunecnschloss, L. 1., on group specula-
tion in bank stocks, 251

McCauley, H. A, group, failure of,
219-50

McFadden Act (1927), cffects of, 97,
121, 135-36, 177, 1797 provision of,
for bank consohdations, 265; its
defimtion of “branch,” 277; its
tailure to settle branch bank ques-
tion, 283-89, 325

McIadden amendments, a failure, 1

MecFadden bill, for supervision of
bank holding companies, 189-90,
191, 192

Munagement, better, an impractical
solution for country bank prob-
lems, 49-51; continuity of good,
group and country banks compared
as to, 239; danger of inexperienced
or dishonest, to banking groups,
248-50

Manley, W. D., his management of
banking chain, 84, 85-87

Manley chain, failure of, 84, 85-87, 89,
219, 307. Sce also Witham chain

Manufacturers, comparced with bank-
mg resources, 14

Marme Bancorporation, 60; forma-
tion and character of, 96; its survey
of chain and group system growth,
99, 102; forms subsidiary to give
investment service, 224; bonding of
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employees in member banks of,
231-32

Manne Midland Corporation, organ-
1zation and policy of, 73-74; econ-
omies by member banks i, 228-29;
merging of Fidehty Trust Com-
pany with, 252-53

Marine Nationul Company, formed
as subsidiary for mvestment ser-
vice, 224

Massachusetts, resolutions for mves-
tigations of group bankmg de-
feated 1 Legislature of, 206

Merger, defined, 257

Mergers, carly bank in Italy and
Scotland, 257-58, bunk, before 1915,
258, 260, m Federal Reserve Sys-
tem, 259, 260, 262; reasons for, 265-
75

Metropolhtan banks, adaptability of,
15; eauses of therr development,
16, suspensions by, 26, 27

Michigan, bunhimg conditions m, 44~
45, legal status of bank holding
compantes 1, 204-205

Minnesota, chamn banking extensively
developed m, 108, 117, bank hold-
mg companies 1, 127, legal status
of bank holding companies m, 203-
204

Miller, A., on saving to group banks
in bond purchases, 230, on dangers
of bancorporation speculation m
bank stocks and other securities,
251-52

Mssissippi, failure record of umits vs.
branch banks n, 308

Mobility of funds, m branch banking,
309-14

Monopoly, no danger of, in credit
under unlimited branch  banking,
319

Morris Plan banks, competition of
branch banks with, 315

Mortgage Secunties Co., an carly
bank holding company, 92; wreck-
ing of, 218-50

National Bank Act, no provision in,
for bank consolidations, 263-64;
branch banking retarded by, 279-
81

INDEX

National Bankitaly Company, forma-
tion of, 140, 146, 147

Nutional banks, suspensions of, 18,
20, low eurnmmg power of many,
34-38; discussion of prohibitions
on, relative to group banking, 175-
79; counsohidations of, provided for
by Congress, 264; branch banking
by, 279-81, 283-89; liberal branch
banhing priv 1leges would strengthen,
325-26

National Republic Bancorporation,
origin of, 128-29

Nebraska, legality of bank holding
company 1n, 213-14

Neville, J. K. on reconstruction of
a loeal bank 1 difficulties by
Northwest Bancorporation, 237

New Jersey, its laws on bank holding
companies, 201-203

New Mewieo, status of bank holding
compunies 1, 209-10

New York, State with most resources
controlled by chains and groups,
117, carly legislation m, on chain
banking, 195, leads i branch bank-
g, 282

New Yok City, carly chain banking
m, 87-88; development of banking
mshitutions m, 262-63

New York Federal reserve district,
cainmgs and expenses in, 40-42

North Dakota, ecarly scene of chain
banking, 83

Northwest, bank holding companics
m, 70; early chain banking in, 82-
83; carly bank holding companics
m, 91-93; competition among bank
holding companies in, 127-28;
growth of group bankyng with re-
gional consciousness in, 130-32

Northwest Bancorporation, defines
group banking, 57; control of, 70;
its method of acquiring banks ap-
praised, 71, 73; its policy on degree
of bank ownership, 74; takes Union
Investment Company as affiliate,
90; expansion of, 107, 110, 112; its
competitions with First Bank Stock
Corporation and Wisconsin Bancor-
poration, 127-28; origin of, 128, 131-
32; its entrance into underwriting
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and distribution of securities, 223-
24; bonding of employees in mem-
ber banks of, 231; reconstruction of
closed banks by, 237, 238; and Fed-
cral Reserve Bank, 325

Noyes, A, on early chain banking in
New York City, 87-88

Oklahoma, status of bank holding
companics 1, 206-207

Orcgon, early chain banking in, 83;
status of bank holding corporations
in, 208-209

Ostrolenk, Bernhand, on
farms, ete. 31 .

Ownership, bank holding compuany
policics on, 74

foreclo~ed

Pennsylvania, status of bank holding
companies in, 209

Personnel, rctention of, in
banks, 216-18

Potroleum Corporation of Americea,
formation of, 142

Pillsbury, ¥ H, on formation of
bank holding companies in North-
west, 131

Pole, Comptroller J. W., on position
of country banker, 10-11, 16; on
guaranty of deposits, 33; on insuffi-
cient carning power of many banks,
34-35; on difficultics of stronger
country banks, 46; distinguishes
between group and cham banking,
55; on Federal power over State
banks, 182; on problem of supervi-
sion of group banking, 241-42; on
inflexibility of group as compared
with branch system, 242-43; on
branch bunking problem, 298; on
liberal branch banking privileges to
national banks, 326; growth in
banking resources anticipated by,
329 .

Population, loss in rural, to urban,
11-13

Position, as a motive for formation
of banking groups, 132-33

Price, A., founder of Marine Bancor-
poration, 96; on credit advantages
given by bank holding companies,
219; on concentration of reserve

group
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balances by bank holding com-
panies, 220-21; on competition by
bankmg groups with investment
bankers, 225

Profits, as a motive for formation of
banking eroups, 132-33, a moitne
for bank consolidations, 265, 271-73;
greater, of branch banking systems,
321-22

Purchasing power, concentrated, econ-
omics of group banks in, 229-30

Rand, G. F, contrasts group and
cham banking, 56; on economes
i management to banks in his
group, 228-29

Rediscounting, in branch banking sys-
tems, 326

Regulation, Federal, problem of, of
group bankmg diseussed, Chapters
XI, XII. See also Supervision

Reports,  consolidated,  savings  to
group banks in, 232

Reserves, how managed under a bank
holding company, 219-21, 254; re-
duction of, practieal in extensive
branch banking systems, 313

Risk. diversifieation of obtamed by
stockholders in stiong bank hold-
ing compames, 239; best obfained
in branch banking without {terri-
torial hmitation, 302-303; under
branch bankimg, 309-11

Robb, T B., calls movement to guar-
antee  deposits  overemphasis  on
legislation, 32-33

Robmson, .. R, distinguishes invest-
ment trust and holding company,
62-63

Rodkey, R. G, on custom and the
interest rate, 16

Rosebush, J., banking chain, 66

Ross, C T, carly chain banker, 83

Ross-Davidson Interests, on early
bank holding company, 92-93; later
known as Bankers Investment
C‘ompany, 92

Safety, greater, for small banks in a
strong banking group, 255; a rcason
for bank consolidations, 265, 274;
in branch banking, 302-308, 316
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San  Francisco Federal reserve dis-
triet, earnings and expenses in, 42
Schafer, W. H, controller of a bank
holding company, 92

Scotland, uniform nterest  rates
mamntamed by branch banks of,
312; cmphasis of 1its branch bank-
mg system on character loang, 315

Scewnity distribution, expansion 1nto,
an advantage of group banks, 218,
222.25; dangers of, to group banks,
222, 225, and sale, desire for prol-
is trom, a spur to hank consoh-
dations, 265, 267-68

Sensenich, K H | on pubhe receptive-
ness Lo group bankmg, 235-36

Service  charge, 1ecommended  for
country banks, 47-19

Sheldon  Brothers, a
company, 92

Sheiman Act, a proper limit to free-
dom of holding companies, 194

Sleeper, A. P, banking chain, 66

Small banks, most of suspensions
among, 25-26; number of, 26-27,
ecarning power of, 34-17; service
charges recommended for, 48-49; m
the bunkmmg groups, 233-35, 255.
Sece also Country banks, Umt banks

South, carly cham bankmmg m, 82, 81-
87; branch banking before Chivil
War concentrated in, 278-79; bunk-
mg m farmmg scetions of, 303-301

Speculation, relation of, and group
bankimg, 250-53

State banks, suspensions of, 18, 20;
branch banking by, 281-83; bearing
of Mcladden Act on, 283-88

Stockholders, advantages of group
banking to, 238-40

Stock holdings, valuation of, in the
bank holding corporation balance
sheet, 156-58

Stock-ownership, distinguished from
property ownership, 162; State re-
strictions on, by one bank of an-
other bank or trust company, 195-
99; of banks or trust companics by
holding companies, State laws on,
199-215

Stronck, H. N,, on administrations of
small banks, 50

bank holding

INDEX

Strong bill, for rcgulating bank hold-
ing companies, 189, 191

Subsidiaries, of Transamerica Cor-
poration, 144, 145, 148, 149

Supervision, Federal and State, of
group banking, problem of, dis-
cussed, Chapters XI, XII, XIII;
by bank holding companies, of
affihated banks, 217; diflicully of
government, of banking gioups,
241-12. Sce also Regulation

Suspensions, survey of, 18-33; de-
fined, 18, primary and sccondary
causes  of, distinmushed, 28; of
chain and group banhks, 244-45.
See also Failures

Texas, carly bank holding company
m, 90-91; status of bank holding
compames 1, 207-208

Thateher, M D, head of banking
cham, 66

Thomson, J. C, on origin of North-
west Bancorporation, 128

Toy, J. ., head of bankmg chain, 66

Trade arcas, a doubtful means of
bounding branch banking systemns,
208-300

Tran~amenea Corporation,  s1ze of,
59; combmes branch and group
banking, 60; 1its mestments, 63;
powers of, 67; holdings m Cah-
formi, 70, 1its poliey ‘m acquiring
bank stocks, 72, 71; 1ts acqusition
of Pacific National Fire Insurance
Company, 77; m California, 124,
130; 1ts charter and financial struc-
ture generally copied, 133; general
account of, Chapter IX; stock fluc-
tuations of, 252

Trust business, development of, in
group banks, 226-27, 255, desire to
acquire or cxpand, a reason for
bank mergers, 265, 268-69. Sce also
TFiduciary services

“Tiustee,” as an escape from bank
stockholders’ indemnity, 246-47

Ulland-Mealey-Carley Company, an
carly bank holding company, 91-92

Union Invesiment Company, early
holding company, 90
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Union Investment Company, a bank
holding company, 92; saving by, to
its member banks, 230

Union Seccuritics Company (Spo-
kane), an early bank holding com-
pany, 91

Unit banks, crisis of, 1-2; abolition
of distance gives trouble to, 10-11;
G. W. Dawson’s sentimental appeal
for, 16-17; weakness of, 18; atti-
tude of American Bankers Associa-
tion toward, 104; intensifying tend-
ency of, to affihate with group sys-
tems, 255; in Germany, failure of,
308; tendency of, toward too casy
accommodation of borrowers, 318;
existence of, with branch banks,
326-27. Sce also Country banks,
Unit banks

United Founders Corporation, ex-
pansion of, into group banking,
78-79

Vermont, status of bank holding
companies 1, 212

Wakefield, L. E, distinguishes be-
tween group and cham banking, 55-
56; on First Bank Stock Corpora-
tion policy in acquiring bank
stocks, 73; on formation of First
Bank Stock Corporation, 131; on
support of a weakened affiliate
bunk by bank holding company,
221

Walker, E., joins Giannini system,
142

Washington (State), status of bank
holding companics in, 212
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Wealth, expansion in, 13

Wellcome, F. H,, organizer of early
bank holding company, 90

West Coast Bancorporation, its
policy on degree of bank owner-
ship, 74; its expansion into secur-
ity selling, 224

West Virginia, group banking pro-
hibited in, 205

Westerfield, R. B., against differentia-
tion between group and chain bank-
ing, 55

Wingficld, G., head of banking chain,
66

Wisconsin, banking conditions in, 46;
carly chain banking in, 88; com-
petition of bank holding companies
in, 127-28; 1ts law on ownecrship ot
bank and trust company stocks
by holdmg companies, 200-201

Wisconsin Bancorporation, origin of,
127-28

Witham, W. S, organizes and con-
ducts banking chain, 84-85; or-
ganizes Bankers Finance Company,
84; superseded by ‘'W. D. Manley,
81, 85

Witham chain, history of, 84-85, 95.
Sce also Manley chain

Wood, Superintendent, on danger in-
solvent bank holding companies
will make liability law inecffective,
2416

Wyoming, J. A. Recd on banking
chains in, 89

Young, cx-Governor, on opportunity
for branch banks, 320

Young, O. D., his position on branch
banking, 329
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