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The story of commercial banking during
the past 25 years has been one of rapid and
sometimes radical change. The more signif-
icant changes include the shift from demand
deposit sources of funds toward interest-
sensitive money market liabilites such as fed-
eral funds and certificates of deposit; the
payment of interest on checking accounts; the
growth of variable-rate loans and the shorten-
ing of loan maturities; the decline of the prime
rate convention; the growth of consumer and
real estate lending; the development of auto-
matic transfer services between different types
of accounts; the rapid growth of branch bank-
ing and bank holding companies both within
and between states; and the infringement of
traditional commercial banking functions (such
as the creation and servicing of checking ac-
counts) by nonbank institutions, accompanied
by infringements in the opposite direction (such
as underwriting and brokerage activities by
banks), with complaints on both sides. The
legality of many of these innovations has been
questioned but they have for the most part
been accommodated by the regulators, courts,
and Congress.

All these developments are important and
the publicity they have received is deserved.
But they are not unprecedented. Almost en-
tirely they represent returns to practices that
were well-established by the 1920s or the
resumption of trends that were underway in
that decade but were interrupted by the Great
Depression and World War II. The similarities
between the vears since 1960 and those pre-
ceding 1930 are not difficult to understand and
may be explained in terms of interactions be-
tween the profitable lending opportunities that
go with high interest rates and the restrictive
regulatory framework that has long been im-
posed on the American banking system.

The most severe of these restrictions, es-
pecially when compared with the nationwide
branch-banking systems of Canada and Great
Britain, are the limitations on branching.
Branching across state lines has been almost
completely prohibited and most states either
prohibit or severely limit branching within
their boundaries. For many vears national
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banks (that is, banks chartered by the Comp-
troller of the Currency under the National
Bank Act of 1863' ) were limited to a single
office. Americans have denied themselves the
principal means by which in other countries
funds are sent from net lending to net borrow-
ing sections of the country, that is, between
branches of truly national banks. The portfolio
diversification, the protection against excessive
reliance upon the fortunes of particular
sections, that naturally arises in such a national
system has also been impeded by the American
system of small, geographically concentrated
banks.

Other restrictions that have in various
times and degrees been imposed on commercial
banks include prohibitions or severe limits on
real estate loans, interest payable on deposits,
and brokerage, underwriting, investment advi-
sory, and trust services. But rules are made to
be broken, and frequently have been in the fi-
nancial sphere, where there appears to be no
natural separation of functions, no obvious cri-
teria governing who should lend in what form
to whom. In a prosperous and expanding
economy with abundant profit opportunities it
is inevitable that many firms and individuals
will seek to extend their activities in a variety
of directions, even into areas that by tradition
or law had been reserved to others or prohib-
ited altogether.

Recent innovations in banking are widely
known and have been discussed in many
places.” The purposes of this paper are to doc-
ument the innovations of the 1920s and previ-
ously and, along the way, to indicate the
similarities between old and new banking
trends.  Before proceeding to our list of
pre-1930 developments it may be worthwhile
to look at the interregnum that lasted from the
early 1930s until well into the 1950s. The
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Great Depression halted and reversed nearly
all extensions of financial institutions into new
areas for the simple reason that profit opportu-
nities had virtually been extinguished. In a
world of massive industrial and financial fail-
ures the overriding thought was not expansion
but survival, principally by retrenchment.

Although the Great Depression’s trough
is usually dated in 1933, a strong recovery was
not mounted until World War II and the entire
decade of the 1930s was characterized by deep
depression. The unemployment rate, which
had risen from 3 percent to 25 percent between
1929 and 1933, was still 17 percent in 1939.
Industrial production and real per capita gross
national product remained lower in 1939 than
in 1929, and real gross private domestic in-
vestment in 1939 was only 61 percent of its
value 10 vyears earlier. Interest rates fell
throughout the decade and the average yield
on corporate Aaa bonds was 2.92 percent in
June 1939, compared with 4.73 percent in June
1929. The rate on 4- to 6-month prime com-
mercial paper fell from 6.00 percent to 0.56
percent during the same period. (Changes in
the commercial paper rate are compared with
developments in banking in‘ Figures 1 to 3).
This decade of bank failures and depressed loan
demands and interest rates saw member bank
excess reserves as a percentage of deposits rise
from one-tenth of one percent to 10 percent, a
hundredfold increase. Loans fell from 69 per-
cent to 29 percent of deposits.

The demand for bank credit picked up
during the war, but almost entirely in the form
of government borrowing, which the Federal
Reserve enabled the banks to finance by sup-
plying unlimited reserves through open market
purchases of government securities that were
designed through an agreement with the
Treasury to maintain stable and low interest
rates—three-eighths of 1 percent on Treasury
bills and about 2 percent on long-term Trea-
sury bonds. This pegging operation continued
until mid-1947 and the Federal Reserve did not
cease active support of bond prices until 1953,
Private investment and loan demands had be-
gun to rise immediately upon the end of the
war but interest rates did not return to
pre-1930 levels until the 1960s. Now let us
compare developments during the earlier pe-
riod with those of today.

Commercial bank loans, investments,
and reserves -

In 1914, commercial bank loans made up
78 percent of bank earning assets, that is, of
total loans and investments. (See Figure 1.)
U.S. government securities constituted only 5
percent of bank earning assets. Bank securities
purchases reduced the loan-to-earning-asset
percentage to 70 and raised the percentage for
U.S. securities to 16 by the end of World War
I. There was some movement toward the pre-
war figures during the 1919-1920 expansion,
and again during 1928-29, but loans were only
73 percent of earning assets in 1929, after
which there was a dramatic decline in loans
(which fell 56 percent between 1929 and 1936)
and an equally dramatic rise in bank holdings
of U.S. securities (which more than tripled be-
tween 1929 and 1936). Loans and U.S. secu-
rities each made up about 40 percent of bank
earning assets in 1936. These proportions were
fairly stable between 1936 and 1941. Large-
scale purchases of U.S. securities during World
War II, accompanied by only a slight rise in
loans, resulted by 1945 in banking earning as
sets consisting of 73 percent U.S. securities and
21 percent loans. Perhaps the most striking
feature of bank portfolios during the past 40
years has been their strong and almost contin-
uous movement toward the loan/investment
ratio that existed before World War 1. Loans
as a percentage of earning assets rose from 21
percent in 1945 to 61 percent in 1960, 70 per-
cent in 1970, 73 percent in 1980, and in 1984
to 78 percent, which is where we came in.

Commercial bank excess reserves have
varied inversely with profit opportunities and
the availability of liquid, low-risk sources of
reserves. It is convenient to express the excess
reserves of Federal Reserve member banks as a
percentage of their required reserves, as in
Figure 1. Beginning in 1929, the first year for
which data on excess reserves are available,
excess reserves were 1.8 percent of required re-
serves, Excess reserves rose sixtyfold between
1929 and 1936, to become 90 percent as large
as required reserves.

Excess reserves were reduced by adminis-
trative action to 14 percent of required reserves
when the Federal Reserve doubled reserve re-
quirement ratios in a series of steps between
August 1936 and May 1937. But nearly all
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additions to reserves during the next three
years were kept as excess reserves and by 1940
excess reserves were 97 percent of required re-
serves. That is, by the end of the 1930s nearly
one-half of member bank reserves were in ex-
cess of legal requirements. Although interest
rates remained low during World War II, the
Fed’s bond support program meant that banks
could convert their excess reserves into highly
liquid short-term governments without fear of
loss and excess reserves had fallen below 10
percent by 1945. Rising interest rates induced
further economies in reserves during the

postwar period and excess reserves as a per-
centage of required reserves fell below 3 percent
in 1956, below 2 percent in 1963 (returning to
their 1929 relation), and below | percent in
1970.

Liability management

In the 1920s most of the liabilities of large
banks paid interest that varied closely with
other money market rates. Of vital importance
to the money center banks and to their corre-
spondents in outlying areas was interbank



lending in the form of bankers’ balances, either
as time or demand deposits. Competition for
these interbank deposits was one of the most
important means by which funds were induced
to flow from surplus to deficit regions of the
country. During the 1920s about 20 percent
of the deposits of New York City and Chicago
banks consisted of balances owed to other
banks, principally interest-bearing demand de-
posits. Federal funds and repurchase agree-
ments were also significant sources of funds for
the more aggressive banks.” In 1922, for exam-
ple, the average daily purchases of fed funds in
New York City were about 6 percent as large
as the interbank deposit liabilities of New York
City banks, a figure that rose to 12 percent in
1925 and 18 percent in 1928." The fed funds
market virtually disappeared during the 1930s
and 1940s in the face of low interest rates,
massive excess reserves, and easy Federal Re-
serve credit.

However the prohibition of interest on
demand deposits by the Banking Act of 1933
meant that renewed competition for reserves in
the form of interbank lending in the 1950s and
afterward had to shift its emphasis from
bankers’ balances to federal funds. By the
1980s the lLiabilities of New York City banks in
the forms of federal funds and repurchase
agreements were more than seven times as
large as their interbank deposit liabilities and
about 45 percent as large as their total deposits.
The competition for nondeposit funds that was
resumed in the 1950s has gone far beyond the
point at which it was interrupted in 1930.
Again, rising interest rates, and the resulting
increased cost of idle reserves helped induce this
behavior.

Until the 1930s many banks also paid in-
terest on the demand deposits of their nonbank
customers, with the minimum required balance
for interest-earning demand deposits ranging
from $100 to $10,000.° Interestingly, service
charges on deposits, which had not been com-
mon before the 1920s, became widely used
during that decade. A 1929 survey by the New
York State Bankers Association showed that
about 35 percent of banks imposed service
charges on small accounts.” High interest rates
and the growing competition for funds had re-
sulted in greater cost consciousness and a desire
to set prices of services in line with costs.?

The competition for funds in the 1920s
was also reflected in increasing interest rates on

time and savings accounts, a development that
was stimulated by reductions in reserve re-
quirements on those accounts. The National
Bank Act had not distinguished between types
of accounts in seiting reserves requirements,
and the same was true of the laws under which
most state banks operated. But in 1913 the
Federal Reserve Act reduced the reserve re-
quirement ratios on time and savings deposits
to less than one-half of those on demand de-
posits, and most states followed suit in order
that state banks would not be placed at a
competitive disadvantage.® The resulting re-
duction in the marginal cost of time and
savings accounts, in combination with gener-
ally rising interest rates and growing competi-
tion for funds, led to increases in time and
savings accounts as a percentage of total na-
tional bank deposits from 19 percent in 1914 to
23 percent in 1919 and 41 percent in 1929,
The percentages for all commercial banks in
these three years were 31, 33, and 46 respec-
tively. (See Figure 2.)

Savings and loan associations and mutual
savings banks, supported by their regulators,
complained about the growing competition
from commercial banks. Time and savings ac-
counts in S&Ls and MSBs as a percentage of
those in commercial banks fell from 77 percent
in 1915 to 43 percent in 1925. In New York,
Massachusetts, and Connecticut, the strong-
holds of mutual savings banks, commercial
bank time and savings deposits grew from less
than one-fifth to more than one-half of those in
mutual savings banks.'” The Commissioner of
Banks of Massachusetts and the Superintendent
of Banks of New York both wrote the following
in their reports for 1918:

If in any state there has been created a great
system of mutual savings banks, in that state
the national banks, although not mutual but
operated for the profit of shareholders, will
be authorized to call their interest depart-
ments savings departments, and so appro-
priate a word which has for a generation or
more been synonymous in this State with
mutual institutions created under State
laws. These deposits, moreover, will not be
segregated, nor will the entire net income
from investments be distributed among the
d('posimrs.“

The New York Superintendent also
wrote:
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It is not surprising, in view of the extension
of Federal control over various classes of
business and industry as a result of the ne-
cessities of the war, that the attention of the
advocates of centralization and Fedcral
domination should be attracted by the
prosperity and success of State banking in-
stitutions. In their desire to bring under
Federal control all classes of banking insti-
tutions, they seem, in the first instance, to
have conceived the idea of conferring all the
multifarious powers of the different classes
of State institutions in all the States upon
National Banks and to create a Federal sys-
tem of department banks into which all
banking institutions would ultimately be
driven. Such a bank would closely resemble
one of our great department stores. . . In-
stead of having a uniform system of National
Banks consisting of strictly commercial
banking institutions and neceding no other
definition than the name, we would have
hetcrogeneous varieties of hybrid institutions
of as many kinds perhaps as there are States

or possibly of as many types as thcre are
classes of State banking institutions in all the
States.

Later the Federal Reserve Board ex-
pressed concern over the growing tendencies of
banks to provide automatic transfers between
savings and demand deposits and to allow
depositors to draw checks against savings de-
posits.'” The Federal Advisory Council (a citi-
zens advisory group) recommended to the
Board that Regulation D, which governs re-
serve requirements, “might be amplified (o
prevent some of the abuses which have devel-
oped, such as the withdrawal by check of
savings and time deposits and the lack of a
clear distinction between demand and time
deposits.”" Savings associations also allowed
drafts, or checks, to be drawn against savings
accounts.'”

These trends were reversed by the great
decline in interest rates and the virtual disap-



pearance of bank competition for funds in the
1930s and 1940s. Time and savings deposits
as a percentage of total commercial bank de-
posits in the United States fell from 46 percent
in 1929 to 36 percent in 1939 and 20 percent
in 1944, which was the low point, well below
the 1914 figure of 31 percent. Postwar pros-
perity and rising rates saw the figure rise to 47
percent (about the 1929 figure) in 1965, 62
percent in 1975, and 75 percent in 1983.

The resumption of interest-rate competi-
ton for funds was eventually also reflected in
the effective resumption of interest payments
on checking accounts and the ability to write
checks on savings accounts. Congress had at-
tempted to end these practices by the banking
laws of the 1930s, but as soon as they once
again became profitable, financial institutions,
accommodated by their regulators or the
courts, found ways of implementing
them—including repurchase agreements and
automatic transfer services by commercial
banks, negotiable order of withdrawal (NOW)
accounts by New England savings institutions,
and share draft accounts by credit unions.
However, in 1979 the last three practices were
enjoined by a U.S. Court of Appeals.”” The
court expressed the following views in its ruling
on suits filed by the American Bankers Associ-
ation (with the Tioga State Bank) against the
National Credit Union Administration, the In-
dependent Bankers Association against the
Federal Home Loan Bank Board, and the U.S.
League of Savings Associations against the
Federal Reserve Board:

It appears to the court that the development
of fund transfers . . . utilized by . . . com-
mercial banks with “Automatic Fund
Transfers,” savings and loan associations
with “Remote Service Units,” and federal
credit unions with “Share Drafts,” in each
instance represents the use of a device or
technique which was not and is not recog-
nized by the relevant statutes, although
permitted by regulations of the respective
institutions’ regulatory agencies.

The court pointed out that these proce-
dures amounted to “the practical equivalent of
checks drawn on . . . interest-bearing time de-
posits” in violation of laws governing the insti-
tutions concerned.

The history of the development of these
modern transfer techniques reveals each

type of financial institution securing the
permission of its appropriate regulatory
agency to install these devices in order to
gain a competitive advantage, or at least
competitive equality, with financial insti-
tutions of a different type in services offered
to the public. The net result has been that
three separate and distinct types of financial
institutions created by Congressional enact-
ment to serve different public needs have
now become, or are rapidly becoming, three
separate but homogencous types of financial
institutions offering virtually identical ser-
vices to the public, all without the benefit
of Congressional consideration and statutory
enactment.

The court recognized that the statutes
had been rendered obsolete by events and also
appreciated that “enormous investments” had
been made in the new technology. The court
also recognized the disruptions that would re-
sult from the sudden withdrawal of these ser-
vices, upon which the financial community had
“rapidly grown to rely.” Therefore, about 7
months, until January 1, 1980, were allowed
for compliance with the court’s ruling. The lag
would also give Congress time to decide
whether it wanted to override the court by
changing the law. Spurred to action, Congress
began hearings in June, enacted legislation in
December that temporarily authorized the de-
vices found illegal by the court, and granted
those devices statutory approval in the Deposi-
tory Institutions Deregulation and Monetary
Control Act of 1980. And financial institutions
were thereby enabled to continue to compete
for funds in the 1980s in much the same way
as in the 1920s.

Risk management

The liquidity and interest-rate risks to
which banks were exposed by their short-term,
interest-sensitive liabilities were offset in the
1920s, as in the 1980s, by the use of these li-
abilities to fund short-term and variable-rate
loans. During the earlier period between 25
and 30 percent of the loans of large banks were
call loans, mainly to brokers and dealers in se-
curities, with rates that were subject to daily
revision. About 45 percent of the loans of large
New York City Banks were call loans. Most
of the remaining loans were business loans with
maturities less than 90 days.!” Although the
liquidity of many of these loans was doubtful

Economic Perspectives



because they were repeatedly renewed as parts
of long-term customer relationships,' their
short-term contractual nature permitted the
frequent adjustment of loan rates in line with
the costs of funds.

However, these characteristics of bank
loans, which had evolved in response to volatile
interest rates and increasingly competitive
conditions over several decades, were greatly
modified by the events of the 1930s and
1940s—especially by the low and stable interest
rates, enormous excess reserves, and easy Fed-
eral Reserve credit discussed above. Short-
term loans were no longer necessary for
liquidity purposes, which were met by excess
reserves and large holdings of short-term gov-
ernment securities, or to hedge interest-rate
risk, which was virtually nonexistent. Further-
more, the great decline in stock market activity
greatly reduced the demand for call loans. One
of the consequences of this combination of
events was the increased use of explicit long-
term loans. Business loans with maturity of one
year or more (term loans) rose from almost
nothing in 1929 to nearly one-third of business
loans in 1940, a trend that continued until well
into the 1950s."

The high and volatile interest rates, very
low excess reserves, and more volatile money
stock changes in recent years have induced a
return to the loan practices of the 1920s. For
example the Federal Reserve’s Survey of Terms
of Bank Lending indicates that during the 6 years
following 1977 (the first year of the survey in
its present form) term loans fell from 16 percent
to 9 percent of commercial and industrial loans,
the percentage of term loans with floating rates
rose from 49 to 73 percent, and the average
maturity of short-term loans fell from 2.2
months to 1.1 months.” Recent data on bank
loan rates show that these rates have become
as variable as, perhaps more variable than,
rates on short-term money market instruments
such as commercial paper.”’ Apparently,
“sticky” loan rates were peculiar to the 1930s
to 1960s.

Investment banking by commercial
banks

The so-called “tradition” of the sepa-
ration of commercial banking and investment
banking functions, including the idea that the
former’s credit ought to be limited to short-

term, self-liquidating commercial loans, is
unique to the English-speaking peoples and
even there the tradition has been honored more
in the breach than the observance. The Bank
of England, the I'irst and Second Banks of the
United States, and most early state banks were
chartered with the express goal of helping to
float government debt. Commercial banks
were especially active in underwriting govern-
ment bonds during the Civil War and World
War I, and had become heavily involved in
corporate issues during the nineteenth century.
It is likely that commercial banks first “became
partners in underwriting syndicates . . . in or-
der to obtain newly issued bonds at favorable
prices. Acquisition of securities for the bank’s
own portfolio led to purchases on behalf of
customers, particularly correspondent banks.
In a few cases, that eventuated in a full range
of investment banking activities.”?

In 1902 the Comptroller of the Currency
ruled that commercial banks were prohibited
by the National Bank Act from underwriting
or distributing equities. But the First National
Bank of Chicago organized a state bank, owned
by the same shareholders as First National, to
carry on its securities activities. The First Na-
tional Bank of New York and the National City
Bank of New York soon followed suit.”® Later,
in the 1920s, official hostility toward securities
underwriting by commercial banks changed to
support, or at least acquiescence, in order to
prevent defections from the national banking
system, and the McFadden Act of 1927 legal-
ized a wide range of securities activities by na-
tional banks. “For all practical purposes,
adoption of the McFadden Act represented an
abandonment of traditional banking theories
and a recognition of a natural economic devel-
opment. By the end of the decade, there was
no longer any institutional separation ot bank-
ing functions.”” In 1929, 591 commercial
banks were underwriting securities directly or
through affiliates. These institutions originated
45 percent of all new bond issues in 1929, up
from 22 percent in 1927.”

Commercial bank performance of what
some people thought were not proper commer-
cial banking functions did not prevent these
firms from complaining about the invasions of
their turf by others. Private investment hank-
ing houses paid interest on deposit liabilities
and in 1912 the largest house, J. P. Morgan,
had deposits of $160 million, compared with



$252 million in National City Bank, the largest
commercial bank.”

Trust companies had also become major
competitors of commercial banks. Trust com-
panies originally specialized in the manage-
ment of property for others but by 1900 “the
range of financial services they offered in-
creased until, apart from their fiduciary func-
tion, they became indistinguishable from
commercial banks”?’—except, as bankers bit-
terly pointed out, in their virtual freedom from
regulation, including legal reserve require-
ments. However New York State and some
other states began to subject trust companies
to reserve requirements during the early years
of this century and commercial banks received
a further equalizing concession in 1913 when
the Federal Reserve Act extended trust powers
to national banks. In 1910 a trust officer fore-
cast that “we shall have but one kind of finan-
cial institution, which will combine all the
functions of the commercial bank, savings
bank, and trust company.””® He might also
have included “investment bank,” but perhaps
he meant that function to be comprehended by
“commercial bank.”

The banking laws of the 1930s attempted
to turn back the clock by divorcing commercial
banking and investment banking and in other
ways separating financial activities between
different types of institutions.” But the hands
have resumed their forward motion as banks
have increased their involvement in the securi-
ties business and securities firms have reentered
the deposit business, so that it has once again
become difficult to answer the question “What
is a bank?”*

Group and branch banking

Branch banking has from time to time
been prohibited or severely restricted in most
states, and national banks were not allowed to
open branches until well into the twentieth
century. These restrictions gave rise to a vari-
ety of evasive devices during the 30 years of
rapid bank expansion preceding the Great De-
pression, when the number of bank offices grew
from about 9,000 (in 1900) to about 27,000 (in
1929).”" Chief among these evasions was the
exchange of national for state charters in those
states in which branching was permitted. An-
other device was the bank holding company.

Virgil Willit described the future of banking as
the proponents of branching saw it in 1930:

Group banking is simply the result of the
introduction into the banking field of the
holding company device, which has been
long known and much used in other busi-
nesses.  [hrough the holding company a
number of banks can he operated as practi-
cally one institution. Such an institution is
very closely akin to a branch bank. Indeed,
the opponents of group banking maintain
that it is simply a device for evading the le-
gal restrictions on branch banking.

In spite of much criticism and oppo-
sition, group banking is developing with
amazing rapidity. At the present time
group banks control one-fifth of the bank
resources of the country. The movement is
not localized, for groups are found through-
out the country. A few states have at-
tempted to check it by legislation but as yet
no adequate means have been found to stop
its growth. Thus group banking constitutes
a greater menace to the unit system than
does branch banking, which is casily ame-
nable to legislative control. This situation
has fortified the advocates of branch bank-
ing with a new and powerful argument.
Unit banking, they contend, is doomed.
The question no longer is whether we shall
have unit or branch banking; the issue lics,
rather, between group and branch
banking.”

Between 1900 and 1929 the number of
banks operating branches rose from 87 to 764,
the number of branches rose from 119 to 3,533,
and the assets of banks with branches rose from
2 percent to 43 percent of total bank assets. In
1921, “to meet the challenge of state branch
banks” the Comptroller of the Currency “au-
thorized national banks to open tellers windows
limited to accepting deposits and cashing
checks where a state permitted its banks to
branch.”®® The National Bank Consolidation
Act of 1918 had earlier made full-service
branching by national banks a little easier by
allowing them to keep the offices of the state
banks that they acquired.”* Further moves
“designed to place the national banks on a
more e%ual competitive plane with the state
banks,”™ or in the parlance of the 1980s, to
“level the playing field,” came in the
McFadden Act, which relaxed restrictions on
the real estate lending of national banks® and
allowed them to open full-service branches.
However, these branches were confined to the
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Figure 3

Commercial bank branches and the commercial paper rate
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head-office city in states that allowed branch-
ing by state banks.

The number of branches fell 20 percent
between 1929 and 1933, to 2,784. But unit
banks declined even more rapidly so that by
1933 the assets of branch systems made up 50
percent of total bank assets. Political oppo-
sition to branch banking declined markedly
during the early 1930s, when the number of
unit banking states was reduced from 22 to 10
and the Banking Act of 1933 permitted na-
tional banks to open branches on the same ge-
ographical basis as state banks. However the
onerous capital requirements imposed on Fed
member banks that opened branches outside
their head-office cities retarded branching by
those banks until 1952, when their capital re-
quirements were reduced to the same level as
those of nonmember competitors.”’

Federal Reserve Bank of Chicago

Branching resumed its growth after 1933.
But this growth was for a while much slower
than during the first 30 years of the century.
By 1940 the number of branches had recovered
their 1929 level of about 3,500, and then rose
to about 4,700 in 1950. But during the next
decade the number of branches more than
doubled, reaching 10,200 in 1960, again more
than doubled to 21,400 by 1970, and rose to
38,400 in 1980. Group banking has not been
left far behind. The proportion of all commer-
cial bank deposits in multibank holding com-
panies rose from about 10 percent in the
mid-1950s to 16 percentin 1970 and 34 percent
in 1980. It seems that, after some delay, the
forecast of the banking industry offered by
Professor Willit in 1930 1s aboul o be realized.



Concluding comment

The financial services industry, including
commercial banking, is once again on the ex-
pansive and competitive path that was tempo-
rarily blocked in the 1930s and 1940s—and
regulation and legislation, as during the early
years of this century, have accommodated the
profit-secking goals of financial firms and their
clients. Branching, bank holding companies,
interest on checking accounts, and securities
activities by banks are responses to profit op-
portunities, which constitute the only effective
deregulatory force. As in the 1920s, de jure
deregulations—new legislation and new inter-
pretations of existing laws—merely follow de
facto deregulations that have already been in-
stituted by the public in search of the most ef-
ficient means of carrying on financial
transactions.
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