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Big Goal: Rewrite history of 20t C Bank Regulation

1.

2.

3.

* “Macro-finance and political economy models alike predict regulation will
tighten after crises as pollcymakers respond to systemic risk and public
demand for greater oversight.”

* “However, crises also reshape the structure of the banking sector itself
through widespread failures and consolidation, which alter the distribution of
rents and the economic interests that.... shifts political support and leads to
a reconfiguration of regulatory regimes”

Claims:

Pre-Great Depression was era of restrictive entry producing rents for
existing unit banks, regulation increased.

Great Depression eliminated one third of banks, cutting rents and support
for restricted competition.

Post-depression eased entry and competition in banking, increasing the
appeal of policies that facilitated the expansion of surviving banks and
restored access to credit



Quincy & Xu assert that this did not happen in 1920s &
1930s
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conference at the
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banks had disappeared in
their area---eager to open—
but Sheila Baer told them no
more: Sup and Reg staff
overwhelmed
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Why does the number of banks and the
number of new banks chartered matter?

* “Are banks special?” They are multi-product firms
that provide customers with many services (loans,
deposits, each of which gives their banks information
about their ability to repay a loan—which becomes
the proprietary information of the bank

* Bank lending to all strata of the economy will be
most important when there is very little marketable
iInformation. Mid-century information becomes
cheaper and marketable

* Not entirely gone—owner of Colorado bank, he could
start up in any mid-size town in Colorado would find
many customers

Year
1880
1900
1922
1950
1990

Percent
63
63
63
51
28



Their Stylized Facts

* American banking operated within “a decentralized regulatory system in
whichr states determined entry regulation that applied to local banking
markets. This unique institutional structure in the United States allows us to
isolate changes in incumbent interests from broader national financial
reforms and other macroeconomic forces”

* Largely avoid mentions of the OCC or Fed or the FDIC, yet it was the
interaction of the 3 federal and 48 state agencies that produced the banking
structure of this Dual Banking System. Competition in laxity and regulatory
arllmtﬁa;ze drive the system. Long argued to be important don’t seem to have a
role here

* Most of the paper is focused on the incremental supply of banking services
while the demand for banking services receives short shrift. Yet the demand
outstripped supply as seen the growth of Trust Companies, Life Insurance
Companies and Securities Affiliates that provided banking services
combined with complementary special services---branching speaks to the
economies of scale while these new firms address economies of scope----
both threaten small unit banks.
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How to measure minimum capital requirements

e Capital

* Surplus (for national banks 20% of capital, no dividends paid until
accumulated, if losses exceed the undivided profits, capital is
said to be impaired, and no dividends paid; if not resolved by
earnings or contributions of shareholders then a voluntary
liquidation

 Undivided Profits—accumulated as buffer for losses

* Should capital be measured as Capital and Surplus? How rigorous
were states’ enforcement for starting operations.?



How to measure minimum capital

requirements?

* |s minimum capital an
Inflation-adjusted

measure”?

e World War | over 100%
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The Problem of Time Frame

Recalling that there may be legislative lags
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The Problem of Time Frame
Recalling that there may be legislative lags

* “Entry regulation was pro-cyclical: many states tightened entry
barriers during the 1920s boom but relaxed them during the Great
Depression.”

e Starting in 1925 and referring to the 1920s boom is problematic.
* The banking boom 1914-1919 is during WW!I especially agriculture

* 1920-1921 Deep recession and greatest bank failures before Great
Depression, failures only peter out mid-1920s, and “many states
tightened regulations”



Big Findings of Quincy & Xu
Revision of the Great Depression and Great Repression

“we document several striking deV|at|ons from standard explanations
of private interest-driven deregulation.”

* 1. Entry egulation was pro-cyclical: many states tlghtened entry
barrlers durlng the 1920s boom but relaxed them during the Great
Depression.”

* 2. “Changes were concentrated in areas with more severe banking
distress, consistent with the collapse of incumbent rents and the
resulting shift in voters’ economic interests. The wave of bank failures
during the early 1930s eliminated many of these incumbents and
eroded the rents associated with local market power. As a result, the
political support for restrictive entry weakened, increasing the appeal
of policies that facilitated the expansion of survwmg banks and
restored access to credit.”

* 3. “Third, the resulting regulatory regime persisted for decades rather
than gradually eroding over time”



Banking Panics—>ldeological Collapse

Rex Tugwell

(advisor to Roosevelt)

“The Cat is out of the Bag. There is no
invisible hand. There never was. If the
depression has not taught us that we are
incapable of education.....\We must now
supply a real and visible guiding hand to do
the task which that mythical, nonexistent,
invisible agency was supposed to perform,
but never did.”




Who is to Blame?
The Former Masters of the Universe are Scapegoated

* President Hoover demands Senate Banking and Currency
Committee investigate trading practices on Wall Street.

* The Pecora Hearings (1931) discovers “abuses” by
iInvestment affiliates (subsidiaries) of big commercial banks
* Blamed for selling “unsound and speculative securities” to public

* Blamed for converting bad loans into security issues sold to public
and investment funds

* Blamed for conducting “pool operations”

* Single out National City Bank (Citibank) and Chase National
Bank.

* Not an impartial examination but fear of financial
capitalism heightened by economic collapse

* NO ONE TALKS ABOUT THE FED’S FAILURES IN THESE
HEARINGS!



B

House of Morgan
National City Bank

Where Dwelled the
Masters of the Universe

Old National Bank NYC




* Legislation was “conservative.”

Structure of banking system not A New Deal for
altered. Position of unit banks was

strengthened, innovations of big ~ Gommercial Banking:
banks eliminated. Barriers to entry Banking Acts of 1933

and limits on pricing and activities
create a loose cartel. and 1935

* Legislation shaped by Senator
Carter Glass, Chairman of Senate
Banking Committee and
Representative Henry Steagall
Chairman of House Banking
Committee.

* Adealis cut--Glass wants to
implement “real bills” doctrine by
separating commercial and
investment banking and Steagall
gets deposit insurance demanded
by small town bankers




Deposit Insurance is the key to understanding
not changes in chartering.
“Origins of Deposit Insurance” Calomiris and White 1994

The states might change their chartering requirements but what really
mattereoclj was the FDIC providing new bank with a license for deposit
insurande.

Deposit insurance was opposed by big banks who felt it better to self
Insure. Experiments with insurance in the antebellum period and after
the Panic of 1907.

The Roosevelt administration, the bank regulatory agencies, and the
big baks opposed who saw branching and mergers creating economies
of scale and scope to create stability--it was popular with small unit
banlﬁs—often highly undiversified in depoists or loans to prevent runs
on them.

Since the 1890s had been reform sought by the farming West and taken
up by William Jennings Bryan

Between 1886 and 1913 150 bills introduced to Congress and only one
roll call vote. Very much a regional issue, mostly Democrats. Seen as
very special interest



Why deposit Insurance Succceeded—Steagall’s
Adroit Politicing—Everyone gets something

* “Gambling banksters” not to benefit/Little guy protected. No
socialization of risk—a mutual guarantee fund with premia banker paid.
Bankers paid flat premium on all deposits, thereby subsidibing small
banks.

* Keep moral hazard in check by setting low maximum for accounts
initially $2,500.

* FDIC insurance was essential for every bank, as their depositors
avoided the need to closely monitor their banks

* By 1935, 91 percent of US’s 15,488 banks with 86had joined

* AND FOR THE QUESTION OF CAPITAL: Extended Liability of
Shareholders—single, double, and triple are removed both at the
national and state levels



Small banks in
the 1920s
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What did the New Deal Do?

* Quincy and Xu: “As aresult, the political support for
restrictive entry weakened, increasing the appeal of policies
that facilitated the expansion of surviving banks and restored
access to credit.”

* Their empirical work demonstrates the marginal effects but
what was the aggregate macro effects

* General Policy of Financial Repression: restricted
competition by

* (1) Limiting pricing: 0% on demand deposits and Reg Q
* (2) Geography/Scale: national banks same very limited
branching rights as same state state-chartered banks

* (3) Products/Scope. Separate industries and separate
regulators for each category of product—Glass-Steagall,
Life Insurance One escape route via Banking Holding
companies placed under supervision of Fed that can



Bank charters in Context: Post-New Deal

* Demand for Banking Services continue grow both in quantity and variety
as population grows and as tech advances. And there are economies of

scale and scope in providing them.

* Will there be “department stores of finance?:” New Deal restrictions
price, geography and product restrictions prevent this. Instead, new
demand is supplied by narrowly defined companies---unit banks can fill
the urban and rural fringes of banking. Subsidized by deposit insurance.
Old minimum capital requirements basically irrelevant.



Bank charters in Context: Post-New Deal

* Unit banks survival still threatened as depositors not covered move funds
to larger stronger. Larger banks complain about disproportionate burden
of premiums

* In 1949, the smallest 2,254 banks with deposits under $ 1million had

987% of accounts and 81% of deposits insured. The largest 213 bank
with deposits over $100 million had 94% if accounts insured but only 36%

of deposits

* Remedy of 1950 Act: Cut premiums and raise coverage---and we are off to
the races.

* Insurance coverage will increase future and because banks unprofitable
we will deregulate---banks can undertake greater mix of activities with
greater insurance to induce risk.
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Small banks in
the 1920s
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National City Bank

Old National Bank NYC



	Slide 1: Comments on Regulation in Crisis: Bank Failures and Entry Barriers Sarah Quincy & Chenzi Xu
	Slide 2:  Big Goal: Rewrite history of 20th C Bank Regulation
	Slide 3: Number of new bank charters  (banks opening with FDIC insurance) 2000-2024  At bank supervision conference at the Philadelphia Fed potential bankers complained that banks had disappeared in their area---eager to open—but Sheila Baer told them no 
	Slide 4: Why does the number of banks and the number of new banks chartered matter?
	Slide 5: Their Stylized Facts
	Slide 6: Change in the  Determinants for Granting Charters
	Slide 7: Counting banks?
	Slide 8: How to measure minimum capital requirements
	Slide 9: How to measure minimum capital requirements?
	Slide 10: The Problem of Time Frame Recalling that there may be legislative lags
	Slide 11: The Problem of Time Frame Recalling that there may be legislative lags
	Slide 12: Big Findings of Quincy & Xu Revision of the Great Depression and Great Repression
	Slide 13: Banking PanicsIdeological Collapse
	Slide 14: Who is to Blame? The Former Masters of the Universe are Scapegoated
	Slide 15
	Slide 16: A New Deal for Commercial Banking: Banking Acts of 1933 and 1935
	Slide 17: Deposit Insurance is the key to understanding  not changes in chartering. “Origins of Deposit Insurance” Calomiris and White 1994
	Slide 18: Why deposit Insurance Succceeded—Steagall’s Adroit Politicing—Everyone gets something
	Slide 19
	Slide 20: What did the New Deal Do? 
	Slide 21: Bank charters in Context: Post-New Deal
	Slide 22: Bank charters in Context: Post-New Deal
	Slide 23
	Slide 24
	Slide 25

