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INTRODUCTION AND SUMMARY

The present report, the fourth Annual Report of the Federal Deposit
Insurance Corporation, deals primarily with activities of the Corporation
and with developments affecting deposit insurance during the year
ending December 31, 1937.

At the close of 1937 the Corporation was insuring deposits in 13,853
banks. Daily average deposits of these banks amounted to more than
$48 billion during the year, of which more than $21 billion were insured.
The depositors in these banks numbered more than 50 million, of whom
more than 98 percent were fully protected by insurance. In 12,854
banks with deposits of not more than $5 million each, comprising 93
percent of the insured commercial banks, nearly 80 percent of the $11
billion of deposits were covered by insurance. The remaining 999 banks,
with deposits of more than $5 million each, held more than $37 billion
of deposits, of which about 33 percent were covered by insurance. Of
these large banks, 490, each with deposits of more than $10 million, held
more than two-thirds of the total deposits and about one-half of the
insured deposits.

Further improvement in the banking situation occurred during 1937
and the banks were in a position to meet without difficulty any strain
resulting from the rapid decline in business activity and national income
during the latter part of the year. The average quality of assets was
higher in 1937 than in recent previous years and the capital position of
the banks was well maintained. Earnings of the banks were greater
than in any year since Federal insurance of deposits and, according to
available data, compared favorably with earnings of other types of
business enterprise. Some individual banks, chiefly those which had
not been successfully rehabilitated after the banking crisis of 19383,
continued to be in an unsatisfactory position.

During 1937 the Corporation continued its efforts to strengthen the
banking system, improve banking practices, and clarify and develop
supervisory policies and procedure. The Corporation’s examining
policies have been framed with a view to obtaining an accurate picture
of the condition of each bank, its management, and its prospects. The
policies give due regard to the rights of all interested parties: depositors,
stockholders, and borrowers. As in earlier years the Corporation urged
the banks to make loans and purchase securities on a basis which would
enable the banks to meet the needs of the communities they serve.
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The Corporation conducted 7,822 examinations and reviewed approxi-
mately 6,500 examinations made by other Federal agencies. Except
in the case of 31 examinations made in connection with specific matters
involving joint jurisdiction or changes in jurisdiction, the Federal
Deposit Insurance Corporation did not examine any bank examined
by any other Federal bank examining agency. Action was taken
against 39 insured banks for unsafe and unsound practices or violations
of law. Six of these banks corrected their practices, 22 suspended or
were absorbed by other banks, and 1 was dismissed from insurance.
In 10 cases further action was still pending at the close of the year.

During the year the Corporation protected the funds of 130,000
depositors in 75 insolvent banks either by paying them off or by making
loans to facilitate the absorption of the banks by sound insured banks.
Total deposits in these banks amounted to $38 million, of which 98
percent were made available promptly to depositors. From the in-
auguration of deposit insurance to the close of 1937 the accounts of
277,000 depositors in 178 insolvent banks have been protected in whole
or in part through the activities of the Corporation. Deposits in these
banks amounted to $76 million, of which 94 percent were fully protected.

Part One of the report deals with the operations and policies of the
Corporation. Policies with regard to bank examinations, bank capital,
bank loans, and other assets are discussed on pages 13 to 17. Part Two
deals with banking developments of primary interest to deposit in-
surance. An appraisal of the quality of assets of insured commercial
banks not members of the Federal Reserve System is presented on
pages 38 to 42. The capital position of the banks is analyzed on
pages 42 to 46 and their earnings record is discussed on pages 48 to
53. Detailed statistics relating to banks and to deposit insurance are
presented in Part Five.
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OPERATIONS AND POLICIES OF THE CORPORATION

On December 31, 1937, the Federal Deposit Insurance Corporation
was insuring deposits of 13,853 banks. These banks held total
deposits of about $48 billion, of which more than $21 billion were
estimated to have been protected by insurance. Depositors num-
bered more than 50 million, of whom 98 percent were fully protected.

During the year the Corporation’s activities continued to center
upon its three major functions: (1) payment of insured deposits
in suspended insured banks; (2) liquidation of insured banks placed
in receivership; and (8) maintenance of a sound banking structure.
The Corporation’s activities and policies are discussed in this part
of the report.

INSOLVENT INSURED BANKS CLOSED

In 1937, as in preceding years, the banking system was strengthened
by the elimination of a considerable number of insolvent or weak
banks. Fifty-three insolvent insured banks, with deposits of $19
million, suspended operations. Twenty-five insolvent banks, with
deposits of $18 million, were absorbed by other insured banks with
the aid of loans from the Federal Deposit Insurance Corporation.
About 75 insured banks not members of the Federal Reserve System
which were in a weakened condition, with deposits of approximately
$28 million, were strengthened and merged with other insured banks
without financial aid from the Corporation or went into voluntary
liquidation. Practically all of these banks had been in financial
difficulties in earlier years.

Since its inception the Federal Deposit Insurance Corporation
has paid depositors in or made loans to 178 insolvent banks. Total
deposits of these banks amounted to $76 million, of which 94 percent
were estimated to have been protected against loss. Of the 277,236
depositors in these banks, 276,609, or 99.8 percent, were fully pro-
tected against any loss.

Ingolvent banks suspended. During 1937, 53 insolvent insured
banks suspended of which 49 were placed in receivership during 1937
and payments to insured depositors were made by the Corporation.
One bank which suspended on the last day of the year was not placed
in receivership until 1938. The other three banks were rehabilitated
and either reopened or absorbed by operating insured banks. The
Corporation also paid insured claims of depositors in one bank which
went into voluntary liquidation without having made adequate
provision for the payment of its depositors. The name, location,
and amount of assets and liabilities of each bank are given in Tables
149 to 152, pages 170 to 177.

Q
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10 FEDERAL DEPOSIT INSURANCE CORPORATION

The deposits of the 50 banks placed in receivership or liquidation
during the year amounted to approximately $15 million. Depositors
in the banks numbered 73,507 of whom 73,320, or 99.7 percent, were
fully protected by insurance, security, preferment, or offset. Of the
deposits, 96 percent were protected by offset, preferment, pledge of
security, or insurance, and 4 percent were represented only by general
claims against the assets of the banks.

From the beginning of deposit insurance to December 31, 1937,
the Corporation paid off depositors in 125 banks: 9 in 1984; 24 in
1935; 42 in 1936; and 50 in 1937. Total deposits in these banks
amounted to $37 million, of which $32 million, or 87.5 percent, were
fully protected by insurance, offset, preferment, or pledge of security.
All but one-half of 1 percent of the 162,354 depositors were protected
in full. The proportion of deposits so protected has in general been
higher in each successive year, averaging 78 percent in 1935, 84 per-
cent in 1936, and 96 percent in 1937.

Deposits paid by the Corporation. Insured deposits have been
paid as rapidly as depositors have presented and proved their claims.
By the close of the year the Corporation had paid $11 million, or
95 percent, of the insured deposits in the banks placed in receivership
or liquidation during the year. The unpaid insured deposits con-
sisted of the accounts of depositors who had failed to file claims or
who had not established proof of their claims. More than one-half
of the insured deposits remaining unpaid were in 16 banks which
closed during the last quarter of the year.

Further payments amounting to $858,000 were made during the
year to depositors of insured banks placed in receivership during 1934,
1985, and 1936. In these banks only 2 percent of the total insured
deposits were unpaid at the close of 1937. In many instances the
unpaid deposits were small and the Corporation was unable to locate
the depositors. The figures regarding deposits of insured banks
placed in receivership are given in Table 1.

Insolvent banks absorbed with aid of loans or purchase of
assets by the Federal Deposit Insurance Corporation. Until
July 1, 1938, the Corporation is authorized to make loans secured
by the assets of insured banks or to purchase the assets of such banks
provided: first, the action will reduce the risk or avert a threatened
loss to the Corporation; and second, it will facilitate the absorption
of an insolvent or weak bank by another insured bank. These
powers enable the Corporation to eliminate insolvent banks with
the minimum loss to itself and with the least disturbance to the
communities in which they are located.

During 1937 the Corporation received numerous preliminary and
informal applications for loans to facilitate mergers of insolvent or
weak banks. The majority of these applications were rejected after
investigation because it was not evident that loss to the Corporation
would be reduced or that a merger could be effectuated under satis-
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INSOLVENT INSURED BANKS CLOSED 11

factory conditions. A number of banks whose informal applications
were refused subsequently failed. The informal applications which
were not refused were in most cases followed by formal applications
and during the year the Corporation took action in the case of 34
formal applications for loans to facilitate the assumption of deposit
liabilities of insolvent banks by other banks. Of these cases, 24 appli-
cations were approved and the loans disbursed during the year, 8
were approved but the loans not disbursed by the close of the year,
1 was disapproved, and 1 was first approved but the approval
rescinded when the bank failed to meet the conditions required. In
1937 the Corporation disbursed one loan which had been approved
in 1936.

Table 1. DEPOSITS OF INSURED BANKS PLACED IN RECEIVERSHIP
As oF DECEMBER 31, 1937

(Amounts in thousands of dollars)

Paid by Unpaid on
Total Dee. 31, Dec. 81,
19371 1937

Total—50 banks placed in receivership, 1937.......... 14,508 12,622 1,886

Insureds.... ...ttt it 11,983 11,336 647

Secured, preferred, and subject to offset?. .............. 1,929 1,233 696
Uninsured, unsecured, not preferred, and not subject to

L 7 596 53 543

Total-—75 banks placed in receivership, 1934-1936. . . .. 22,197 19,830 2,367

Insureds. ... .. uiiiiiiiein e irsenroennancenens 16,184 14,808 826

Secured, grefen'ed and subject to offget®. .. ............ 8,063 2,939 124
Unmsnre unsecured, not preferred, and not subject to

............................................ 4,000 2,083 1,917

Includes payments made both by the Federal Deposit Insurance Corporation and by receivers.

*Includes all deposits to be paid by the Federal Deposit Insurance Corporation.

#Includes all deposits subject to offset and those portions of secured deposits to be met by sale of
security and ofhfre erred deposits to be paid by the receiver,

NOT ore detailed figures will be found in Tables 152-53, pages 176-79.

Of the 25 banks to which financial aid was given by the Corporation,
20 were absorbed by operating insured banks and 5 by new banks
with new managements organized in the same communities. The
names of the merging and successor banks are given in Table 154 on
page 180.

Deposits in the 25 banks totaled $18 million. Depositors numbered
56,300, all of whom were afforded full protection by the consolidation
agreements. ILoans amounting to approximately $7 million were
made to the 25 banks. In addition, assets amounting to approximate-
ly one-fourth million dollars were purchased from four of these banks.

Between August 23, 1935, the date of authorization of these loan
powers, and December 31, 1937, 53 banks, with accounts numbering
114,882 and total deposits amounting to $39 million, were absorbed
by other operating or new insured banks with the aid of the Corpora-
tion. In 36 cases loans were made, in 1 case assets were purchased,
and in 16 cases loans were made and assets also purchased. The
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12 FEDERAL DEPOSIT INSURANCE CORPORATION

total amount of the loans and purchases in the 53 banks was $16.7
million, of which $15.4 million were in the form of loans, and $1.8
million in the form of purchase of assets.

Other mergers and liguidations of banks in a weakened
position. In addition to insolvent banks merged with .the financial
aid of the Federal Deposit Insurance Corporation, a number of banks
which were in financial difficulties, or which had had low earnings
and for which prospects of profitable operations were poor, were
merged with other banks. About 75 such banks not members of the
Federal Reserve System were absorbed or succeeded by other banks
or went into voluntary liquidation during the year. Corresponding
information is not available for banks members of the Federal Reserve
System which were merged without the financial aid of this Corpora-
tion or were succeeded by other member banks or were placed in
voluntary liquidation.

REPAYMENTS TO THE CORPORATION

From January 1, 1934, to December 31, 1937, the Corporation
advanced $43 million to make funds available immediately to deposi-
tors of insolvent banks. By the end of 1937, $15 million of this
amount had been repaid to the Corporation, two-thirds from re-
ceiverships of suspended banks and one-third from collections on
loans. The Corporation has collected from each source about one-
half of the amounts which it expects ultimately to recover.

Recoveries from banks in receivership. By December 31, 1937,
the Corporation had recovered approximately $10 million, or 39 per-
cent, on the $26 million of depositors’ claims to which the Corporation
was subrogated in the 125 insured banks in receivership. It is es-
timated that total recoveries by the Corporation will amount to about
75 percent of insured deposits.

Of the 75 insured banks placed in receivership during 1934, 1935,
and 1936, 12 had by the close of 1937 paid dividends of 100 percent
and 389 had paid dividends of 50 percent or more to creditors. No
payments had been made by 11 banks. Relatively small payments
were received from banks placed in receivership during 1937 because
of the short period of time in which the banks had been in liquidation.
In most cases the Corporation expects to receive substantial additional
returns. More detailed figures are shown in Table 2.

The Corporation, as principal creditor through its subrogation to
depositors’ claims, maintains close contact with the receivers of all
suspended insured banks and assists in every way possible in prompt
and efficient liquidation of these banks. At the close of the year the
Corporation was acting as receiver or liquidating agent for 34 banks.
Of these, 9 were national and 25 were State banks. The Corporation
was appointed receiver for insured State banks in the following seven
States: Louisiana, Mississippi, North Dakota, Ohio, Oklahoma,
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MAINTENANCE OF A SOUND BANKING STRUCTURE 13

South Dakota, and West Virginia. In addition, it was acting as
liquidating agent for one bank in Michigan which went into voluntary
liquidation.

Recoveries on loans and assets purchased. By December 31,
1937, the Corporation had recovered $5 million, or 30 percent, of the
$17 million which it had advanced as loans to insolvent insured banks
or had expended in the purchase of assets of these banks. Total
recoveries are expected to amount to $10 million, or 62 percent, of the
total expended. The assets which were acquired by purchase or
aceepted as collateral for loans were unacceptable to the absorbing
bank because of their poor quality. The Corporation is able to
dispose of these assets under the most favorable circumstances and
to avoid much of the cost of receiverships. It is estimated that losses
in these banks would have been greater had the banks been placed
in receivership.

Table 2. PAYMENT OF DIVIDENDS ON COMMON CLAIMS OF DEPOSITORS BY
INSURED BANKS PLACED IN RECEIVERSHIP THROUGH DECEMBER 31, 1937

Number of banks placed

in receivership during—

1937 1934-1936

Allbanks............covuennn. A A N 50 75

Banks paying dividends of—

J00 percent. ... ... e e e a e 0 12
TEto 99 percent.. .. ..ovutit i et e e e 1 16
BOto TAd percent.. ... ..ottt i e e e e b 23
2B B0 49 Percent. . ..ttt i e e et e 6 6
110 24 DEICENE. . . ittt i it i et 0 7
L1385 T 7 1) PN 88 11

A total of $4 million had been recovered from the $10 million ex-
pended in aiding 28 banks during 1935 and 1936. Of this amount
$2 million were collected in 1935 and 1936, and slightly less than
$2 million in 1937. Of the loans made during 19387, $1 million had
been repaid by the year’s close. Four loans made by the Corporation
were repaid in full with interest.

MAINTENANCE OF A SOUND BANKING STRUCTURE

One of the most important duties of the Corporation is that of
assisting in the maintenance of a sound banking structure. The
continuous and effective operation of the banks is essential to the
proper functioning of the nation’s economy. Even with the existence
of Federal insurance of deposits, the suspension of banks in large
numbers would seriously interrupt and retard the flow of income in
the country.
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Banks operate chiefly with depositors’ funds. As a consequence,
substantial risks in connection with the financing of American business
have heretofore been borne unknowingly by the public who are de-
positors of banks. For most depositors the advent of Federal insur-
ance has resulted in shifting the risk to the Federal Deposit Insurance
Corporation.

A rate of assessment of one-twelfth of 1 percent per annum on total
deposits of insured banks was established by Congress to provide funds
to meet losses resulting from insolvencies among the insured banks.
Evidence introduced at the time the legislation was under considera-
tion revealed that the rate finally established was considerably lower
than past experience indicated would be necessary. The low rate of
assessment established is considered satisfactory on the assumptions
that: (1) the banking system has been rehabilitated so that losses
will be less in the future than in the past; (2) the administration of
receiverships and liquidations of closed banks will be such that a
better recovery record will result; (3) greater stability will result from
the changes made in our financial structure; and (4) more adequate
and more unified banking supervision will reduce the number of banks
in a weak position or operating unsoundly. In order to further the
achievement of such supervision the Corporation was given the power
to examine or review examinations of all insured banks and to dismiss
from insurance any bank which continued to engage in unsafe and
unsound practices or violations of law.

The maintenance of a sound banking structure requires that,
(a) the individual banks should be adequately capitalized; (b) they
should not acquire or accumulate hazardous or substandard assets
or extend credits involving excessive or undue concentration of risks;
(¢) they should be able to earn reasonable profits; and (d) their
management should be competent and responsible. Permanent
improvement in our banking system is dependent in large part upon
improved quality of the management, policies, and practices of banks.

Bank examinations. The examination of individual banks is
the Corporation’s chief instrument in ascertaining the soundness of
the banks whose deposits it insures. The quality of the bank’s
assets is evaluated and the bank’s net worth determined. The
calibre of its management is appraised. Unsafe and unsound practices
are brought to light, and, wherever possible, corrected. Information
obtained from the examination forms the basis for Corporation policy
and action.

During the year the Corporation conducted 7,322 examinations
and reviewed approximately 6,500 examinations of about 4,500
banks made by other Federal agencies. Except for 13 examinations
in connection with applications for loans from this Corporation to
facilitate mergers and 18 examinations in connection with proposed
withdrawals of banks from membership in the Federal Reserve
System, all of the examinations made by the Corporation were of
banks not members of the Federal Reserve System. These banks
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MAINTENANCE OF A SOUND BANKING STRUCTURE 15

were not examined by any other Federal agency, except in a few
special cases of loans and subscriptions to capital by the Reconstrue-
tion Finance Corporation. Of the examinations made by the Corpo-
ration, 7,619 were regular examinations of insured banks and 203 were
examinations and investigations of banks applying for admission to
insurance or special examinations in connection with the establishment
or change of location of branches, unsafe and unsound practices, the
extension of loans, or other purposes.

Examinations by the Corporation are made only once each year
except in the case of banks which require special attention; 213 ad-
ditional examinations of such banks were made during 1937.

Policy of the Corporation regarding capital of banks. Ade-
quate capital is one of the most important requisites for the main-
tenance of a sound bank. The Corporation believes that each bank
should have a sound ecapital sufficient, having due regard for the
quality and the character of the assets held, to give reasonable assur-
ance of the maintenance of a margin of protection to depositors and
other creditors. A minimum of 10 percent of total liabilities and,
in addition, a sound capital sufficient to assure the proper discharge
of other responsibilities and functions of the bank is used as a working
rule in the consideration of cases coming before the Corporation for
action.

As a general rule, the Corporation will not approve retirement of
capital obligations of banks, repayment of contributions, or releases
of guarantees in those cases in which the net capital account will fail
to meet the minimum standard after completion of the action; and
will not approve the chartering of banks, the admission of banks to
insurance, or the establishment of branches by banks with a capital
account that does not measure up to the minimum.! The Corpora-
tion’s authority, however, extends only to insured State banks not
members of the Federal Reserve System and does not apply to
national banks nor to State banks members of the Federal Reserve
System. The Corporation repeats its recommendation made last
year that an insured bank contemplating the establishment of a
branch should be required to make a showing to the Federal Deposit
Insurance Corporation satisfying reasonable minimum -capital re-
quirements.

The Corporation believes that when an insured bank operates with
too small a margin of capital it is in fact being subsidized in part by
other banks through the deposit insurance plan and in part by de-
positors who are unknowingly taking an undue amount of the risks
of the enterprise, with none of the returns which normally acerue to
owners in the form of dividends and profits. The Corporation’s
general attitude regarding the question of adequate capital for banks

INet capital account is obtained by deducting from total eapital account the book value of assets
appraised by examiners as loss or doubtful and adding the determinable sound banking value of assets
not shown on the books of the banks. Net capital account also represents the excess over liabilities of
the appraised value of the bank’s assets.
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is best expressed by the following quotation from its Annual Report
for the year ending December 31, 1936:

“Although a large number of factors must be taken into consideration in
determining the soundness of a bank and its risk to the Corporation it
may be said that, in general, the lower the capital ratio the greater the
risk to depositors and to the Corporation. The tendency of banks to oper-
ate with narrower capital cushions increases the risk of loss to the Corpor-
ation. The present assessment rate was established on the assumption that
losses in the future would be smaller than in the past. Unless the declin-
ing trend in the ratio of bank capital to liabilities is reversed losses may
not be reduced, in which case either the assessment rate will have to be
li)aisiq or fundamental changes will have to be effected in our system of

anking.”

Quality of assets. The quality of the assets of a bank is of equal
importance to adequacy of capital. When a bank’s assets deteriorate
and become frozen it can no longer operate and must close its doors.
Thel losses which dissipate capital result primarily from assets of low
quality.

Quality is a matter of individual judgment made in the light of
detailed knowledge. The excellence of the judgments made de-
pends in the final analysis upon the calibre of the bank’s management.
There are no set rules which can be established in this regard. Certain
general principles, however, are advocated by the Corporation and
are endorsed by most bankers. A bank should maintain a balance
among different types of assets in accordance with the demands which
it may expect to meet. A bank should not purchase securities or
make loans involving excessive risk of loss. Investment in bank
premises and equipment should bear a reasonable relation to the needs
of the business. Holdings of other real estate should be kept at a
minimum and when taken over in satisfaction of a debt should be
disposed of at the earliest favorable opportunity.

Policy regarding bank leoans. Examiners of the Corporation
are instructed not to criticize an individual loan on the basis of the
time of its probable repayment but solely on the basis of the probable
ability of the debtor to keep his obligation current and sound. Ex-
aminers are instructed to criticize a loan because of lack of credit
information regarding the borrower, because the loan is made for
speculative purposes involving undue risk of loss, because the loan
represents an over-extension of credit or undue concentration for the
bank in a single line, because the loan involves improper assumption
of management risks by the bank, or because the loan is illegal.
Examiners are also instructed to criticize any loan upon which a loss
appears probable and any loan in which a loss has actually been
sustained by the bank but not charged off. Instructions are given
to comment also upon an undue concentration of loans by types and
maturities tending to produce a lack of balance among the assets of
the bank.

Policy regarding securities. Individual banks should establish
investment programs which apply the principle of diversification to
the total assets of the bank rather than to the securities account alone.
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If a considerable portion of the loans are subject to particular hazards
the bond portfolio should avoid these risks. A proper maturity
schedule depends both upon the quality and maturities of the loans
and discounts and upon the character of the liabilities. Only high
grade bonds should be purchased. They should be purchased for
investment with the expectation of holding them to maturity. Secur-
ities should not be purchased with the intention of selling at a profit.
Developments in the securities market during 1937 have demon-
strated the soundness of the Corporation’s opposition to trading which
was expressed in the Corporation’s Annual Report for the year ending
December 31, 1936, as follows:

“The banks constitute one of the most important groups of investors in
the bond market. As a group they cannot get in and out of the invest-
ment market without completely disrupting that market. As a conse-
quence they cannot speculate in securities without undermining the sound-
ness of the financial structure of the entire country.”

A bank which buys for investment only will have a minimum num-
ber of transactions on which profit or loss will result and on which to
pay costs. Profits from transactions in securities should not be used
for dividends. Such profits should be placed in a special valuation
account to be used to offset losses. Premiums on bonds should be
written off promptly or amortized out of income. Securities carrying
a high degree of risk of default should not be purchased and a bank
which holds such securities should establish reserves against possible
loss from default. A bank which adheres to the policy outlined above
need not be concerned about price fluctuations on high grade bonds
held for investment.

Holding company banking. The two chief means of attaining
multiple office banking at the present time are: (1) branch banking,
and (2) group or holding company banking. Branch banking is,
under present law, restricted to State lines and each State can decide
upon the kind of branch banking, if any, which it desires. By means
of the holding company device, however, one banking interest can
gperabe offices in as many States as it desires and to any extent within

tates.

The holding company device facilitates self-dealing and concen-
tration of lines of credit to related interests beyond the limits con-
templated by law. The development of large banking organizations
extending over many States and possibly over the entire nation
involves a concentration of risk through the hazard of failure of im-
portant groups. Difficulties of examination and supervision multiply
with the growth of banking organizations controlled by single interests.

UNSAFE AND UNSOUND BANKING PRACTICES

Action on unsafe and unsound practices and violations of
law or regulations. The Federal Deposit Insurance Corporation
is authorized to terminate the insured status of any bank which con-
tinues to engage in unsafe and unsound practices or in violations of
law or regulations. The procedure followed in these cases, as specified
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in the deposit insurance law and as developed in practice, is as follows:
(1) the proper bank supervisory authority (the Comptroller of the
Currency in the case of a national bank, or of any other bank in the
District of Columbia, the State banking authority in the case of a
State bank, and the Board of Governors of the Federal Reserve
System in the case of a State bank member of that system) is notified
of the existence of such practices or violations; (2) the bank is allowed
120 days, or such shorter period as may be specified by the appropriate
supervisory authority, in which to correct the practices or violations
in question; (8) after the close of the period specified the bank is
reexamined to determine the extent to which the practices or vio-
lations have been corrected; (4) if the practices or violations have not
been corrected the bank is notified of the intention of the Corporation
to terminate its insured status after 30 or more days and a time and
place for a hearing is designated; (5) a hearing is held by the Board
of Directors of the Corporation, or by a designated representative,
at which the bank may appear, to consider the evidence; (6) if the
evidence shows that the practices or violations exist and are continu-
ing, the bank may be given a final opportunity to make the necessary
corrections and, unless such corrections are made, an order is issued
terminating the insured status of the bank.

Table 3. DiIsPoSITION DURING 1937 oP CASES OF INSURED Banks CITED TO
SUPERVISORY AUTHORITIES FOR UNSAFE AND UNSOUND BANKING
PRACTICES OR VIOLATIONS OF LAW OR REGULATIONS

Number of
cages
B ) < T G 39
Banks cited during 19871, .. .. .. ... . it e e s 26
Banks cited during 1936, further action still pending on January 1, 1937%............ 14
Status on December 31, 1937:
COrrections MAAE. ... cu vttt ettt et et s at e te et i e, 6
Insurance of bank terminated for failure to make corrections. 1
Bankssuspended.............. o0t i 16
Banks absorbed by other banks. ................ ... 0000 6
lzodagsconection period expired:
Banks notified of intention to terminate insured status and date set for hearing. .. .. 3
Hearing held, corrections agreed to by bank, awaiting results of reexamination to
determine whether corrections have been made 1
Hearing held and charges sustained?. .. .................c..... 1
Further action deferred pending consummation of plans for merger 2
Action otherwise deferred. ... ..., ... i e e 2
120-day correction period not yet expired.......... ...l 1

. gx;chiggg, 2 banks originally cited in 1936 but against which action was deferred and new citations
issued in .
3For the status of these cases on December 81, 1936, see the Annual Report for 1936, Table 4,
p. 17. Excludes the 2 banks mentioned in footnote 1.
A ‘:'lihel ;ggured status of this bank was terminated by the Corporation January 19, 1938, effective
pril 1, A

During 1937 the Corporation took action on 39 insured banks.
Of these, 14 were banks which had been cited for unsafe and unsound
practices in 1936 and 25 were cited in 1937. By the close of 1937,
6 banks had corrected their practices, 16 had suspended operations
and 6 had been absorbed by other banks. In 9 cases the 120-day
period had expired and further action by the Corporation was pending,
while.in 1 case the 120-day waiting period had not expired. The
insurance of one bank was terminated. Further details regarding
these cases will be found in Table 3.
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Character of unsafe and unsound practices and violations
of law or regulations leading to Corporation action. Most of
the banks cited for unsafe and unsound practices or violations of law
or regulations had engaged not merely in one but in many such
practices or violations. Of the 25 banks cited for such practices or
violations during 1937, 22 were without sufficient net invested capital.
Most of the banks were charged with lax loan and collection policies
of various types, including excessive credit to officers or directors and
their interest and affiliations, abnormal volume of substandard loans
or securities, habitual carrying of overdrafts, and an abnormal volume
of past due loans. A large proportion of the banks had also failed to
secure and maintain adequate financial statements and credit data in
support of loans or renewals, and a large proportion had retained on
their books as assets loans and investments which should have been
charged off. More than half of the 25 banks had violated the legal
limitations upon the amount or character of loans and investments.
More than half of them were operated by incompetent or hazardous
officials.

A detailed list of the unsafe and unsound practices and violations
of law or regulations for which banks were reported to supervisory
authorities will be found in Table 4.

Table 4. UNSAFE AND UNSOUND BANKING PRACTICES AND VIOLATIONS OF
Law AND REGULATIONS FOR WHICH 25 INSURED BANKS WERE CITED TO
SUPERVISORY AUTHORITIES DURING 1937

Number
of banks
cited
Capital:
Operation with impaired capital................. ... .00l 18
Operation of bank though insolvent........................ ... ...l 2
Operation without sufficient net eapital account............................. 2
Loans and investments:
Lax eredit and collection policies. . .. ...... ... i it 18
Failure to maintain an adequate eredit file in support of loans....................... 16
Abnormal volume of substandard loans or securities. . ... .........cvtinenenenan.n 14
Abnormal volume of past due Ioans. .. ...t 11
Failure to support real estate loans with ap(i)ralsals, abstracts, and attorney s opmmns. .. 8
Excessive credit to officers or directors and their interests and affiliates. . cee 8
Excessive credit to other favored borrowers or habitual overdrafts. .................. 7
Lax investment Policies. . . ... ... coi ittt 5
Management:
Hazardous, untrustworthy, and incompetent management. . .. .. 13
Failure of directors to manage banks properly................ 2
Bookkeeping and general records:
Inclusion of losses in bank’s assets. . ... 15
Violations of law and regulations:
Making and carrying of loans in excess of legal limits. . ................... ..., 11
Continued violation of State banking laws. . .. .. ..ottt ittt ciea e 8
Continued violation of Regulation IV of the Federal Deposit Insurance Corporation or
Regulation Q of the Federal Reserve System regarding payment of interest and re-
payment of time deposits. .. .. .. ... ittt e et 5
Holding of real estate for lon%er period than permxtted by law (U. 8. R. S. Sec. 5137).... 3
Payment of dividends in violation of State law 2
Fatture to bond officers as required by law.. 2
Extension of eredit to or on security of obhgatlons of affiliates 1
Vlolagllgn of Regulation U of the Federal Reserve System regardmg loans for purchase of 1
1
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OTHER ACTIONS OF THE CORPORATION

Admissions to and terminations of insurance. During 1937,
28 banks which received national charters from the Comptroller of
the Currency and 7 State banks which were admitted to the Federal
Reserve System were automatically admitted to insurance.! Of these
banks, 23 were successors to other insured banks and one was a trust
company engaged in commercial banking.

In addition to passing informally on preliminary applications the
Corporation acted upon 133 formal applications from banks for
admission to insurance as State banks not members of the Federal
Reserve System. Of these applications, 119 were approved and 14
disapproved. In five of the cases given approval this action was later
rescinded, because of failure of the banks to meet conditions of
approval, or because of the abandonment of plans for the opening or
reorganization of the bank concerned. The insured status of one
insured bank was terminated by the Corporation because of the
continuance of unsafe and unsound banking practices.

Table 5. APPLICATIONS FOR ADMISSION TO INSURANCE AcCTED UPON BY THE
FEDERAL DEPOSIT INSURANCE CORPORATION DURING 1937

Insured banks
reorganizing
Banks Banks under new
operating but| opened or charters or
Total not insured opening withdrawing
Jan. 1, contemplated?| from F. R.
19371 System
Total applications actedupon............... 133 37 58 38
Approved:
Insurance effective in 19387...... 99 29 337 33
Insuranee not effective in 1937. . 15 6 6 8
Approval rescinded Sd.... .l 3 2
Disapproved: 5
Banks continued in operation or opened
without ingurance.......... s 2 1 1g.....
Banks closed or plans of organization aban-|
doned or delayed................coovuun 12 1 11 ...
Inciudes proposed s to and lidations of operating noninsured banks, and proposed

reorganizations and replacements of restricted banks.
3Includes 2 cases where first application was disapproved and reapplication approved.
31 of these banks was admitted to the Federal Reserve System at time of opening.

Table 5 shows the number of applications for insurance acted upon
during the year, the disposition of those applications, and the status
as of the close of the year of institutions involved. An analysis of
admissions to and terminations of insurance is contained in Part Two
of this report on pages 33 and 34.

1Under provisions of existing law approval of the Federal Deposit Insurance Corporation is not
required in such cages.
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Establishment of branches or additional offices. During
1937 the Federal Deposit Insurance Corporation approved 91 appli-
cations from banks not members of the Federal Reserve System to
establish or relocate branches, and 1 application of a bank to extend
full banking powers to a teller’s window. Five applications were
disapproved or held for consideration. Under existing law, approval
of the Corporation is not required for the establishment of branches
by national banks and State banks members of the Federal Reserve
System.

More than half of the applications acted upon were for the estab-
lishment of additional or new banking offices, that is, branches in
places where no banking offices previously existed or which increased
the number of offices in the centers in which they were to be located.
The majority of the new offices approved were restricted solely to
accepting and paying deposits. The remaining applications were
largely for conversion of unit banks into branches.

Further details regarding the action of the Corporation on appli-
cations to establish or relocate branches are given in Table 6.

Table 6. APPLICATIONS TO ESTABLISH OR RELOCATE BRANCHES ACTED UPON BY
THE FEDERAL DEPOSIT INSURANCE CORPORATION
DurING 1937

INSURED BANKS NOT MEMBERS OF THE FEDERAL RESERVE SYSTEM

Approved

Opened or | Not opened .

Total nle)located or relocated Dis-

by Dee. 81, | by Dee. 81, | approved
1937 1937

Total applications. . ........................ 97 74 18
To establish additional banking offices........ 51 38 9
To convert banks into branches.............. 34 25 8
To continue operation or change location of
branches in operation. .................... 11 10 1]....
To extend full bankin, powers to branch
formerly operated as teller’s window........ 1 D P

1In addition numerous informal inquiries were submitted to agents of the Corporation.

Size of centers in which the establishment of additional
banking offices was approved by the Corporation. Counting
both banks admitted to insurance and new branches, the Federal
Deposit Insurance Corporation approved the opening of 90 new
banking offices by banks not members of the Federal Reserve System.
Of these, 59 were in centers which had no other banking office, and
17 were in centers with only one other banking office. Of the total
number, 68 were in centers having a population of under 10,000.
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Changes in capital of banks. During 1987 the Corporation took
action on nearly 2,300 formal applications from insured commercial
banks not members of the Federal Reserve System for retirement or
reduction of capital.! Approximately 2,100 applications, involving
$18.5 million, were approved and 157 applications, involving $1
million, were disapproved. In addition to these formal applications
the Corporation received and passed on a large number of inquiries
or informal requests for opinions regarding proposed changes in capital
account.

Most of the formal applications acted upon by the Corporation
were for the retirement of capital obligations held by the Recon-
struction Finance Corporation. Most of these retirements were
made for the purpose of enabling the banks to qualify for the reduced
rate of interest or dividends on preferred capital offered by the
Reconstruction Finance Corporation to those banks which agreed to
accelerate the contractual retirement of such capital. In some weak
banks the applications provided for the reduction in the par value of
capital stock outstanding in order to permit the writing off of losses.

Table 7. APPLICATIONS FOR RETIREMENT OR REDUCTION OF CAPITAL ACTED
UproN BY THE FEDERAL DEPOSIT INSURANCE CORPORATION DURING 1937

INSURED BANKS NOT MEMBERS OF THE FEDERAL RESERVE SYSTEM

Number of retirements Amount of retirement
or reductions! or reduction

Approved | Disapproved | Approved | Disapproved

Total..................ooiiiiin o 2,121 157 | $18,501,327 | $1,068,089
Capital obligations held by R.F. C....... 2,041 152 15,611,892 813,989
Preferred capital obligations held by others 32 5 911,635 254,100
Common 8t0eK. .. ....cooviiinnnnns I 2 1,977,900 |[..........

INumber of banks is less than number of retirements and re(}uctions as some banks applied to
retire more than one class of eapital obligations and some banks applied more than once during the year.

NOTE: Figures of actual retirements during 1937 of capital obligations held by R. F. C. will be
found in Table 128, page 123.

Table 7 shows the number of applications for retirement or re-
duction of capital acted upon by the Corporation during 1937 and the
amounts involved in such applications. The amount of retirements
of Reconstruction Finance Corporation holdings of preferred capital
of banks not members of the Federal Reserve System appears in
Table 123, page 123.

Release of restricted deposits, The approval of the Corporation
is necessary for the release of deposits which have been restricted as to
payment since the Banking Holiday of 1933. During 1937 the

1Applications for the retirement or reduction of capital are submitted for approval to the Comptroller
of the C‘erency by national banks, and to the Board of Governors of the Federal Reserve System by
State banks members of the Federal Reserve System. Applications of all State banks are also submitted
to the appropriate State authorities.
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Corporation approved the applications of five insured banks to
release $90,500 of restricted deposits. Two applications involving
$19,800 were disapproved.

Assumption of deposits in noninsured banks. Any assump-
tion by an insured bank of the deposits of a noninsured bank requires
the approval of the Corporation. During 1937 the Corporation
approved 13 such applications.

Changes in location of insured banks. During 1937 the
Corporation approved changes in the location of 14 insured banks
not members of the Federal Reserve System. One of these changes
was not made.

REPORTS FROM BANKS

Reports of assets and liabilities and of earnings. The
Corporation ecalled for reports of assets and liabilities as of June 30,
1937, and December 31, 1937, from each insured bank not a member
of the Federal Reserve System except those banks in the District of
Columbia and in the possessions which report to the Comptroller of
the Currency. The Corporation also called upon the same banks
for reports of earnings, expenses, and dispcsition of profits for the
year ending December 31, 1937. As of December 31, 1937, each
insured bank not a member of the Federal Reserve System which
operated a branch was requested to report the name and location
and the amount of deposits of each branch. The forms and instrue-
tions used in making these calls were similar to those used in 1936.

Summaries of semi-annual reports of assets and liabilities of all
insured commercial banks are published in pamphlet form. Analysis
of the assets and liabilities and of the earnings, expenses, and dis-
position of profits of insured banks will be found in Part Two of this
report.

REGULATIONS AND RULINGS OF THE CORPORATION

No regulations regarding insured banks were issued by the Corpora-
tion during 1937. Regulation IV relating to the payment of interest
on deposits was amended on February 10, 1937, to be effective the
following day by the elimination of subsection (f) of section 1 and the
addition to subsection (a) of section 2 of the following sentence:

“Within this regulation any payment to or for the account of any
depositor as compensation for the use of funds constituting a deposit
shall be considered interest.”” The latter amendment was only a
formal change and did not affect the substance or meaning of the
regulation as it had previously existed. The amended regulation
was published in the Annual Report of the Federal Deposit Insurance
Corporation for the year ending December 31, 1936, on pages 86 to 91.
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LEGISLATION AFFECTING DEPOSIT INSURANCE

Federal legislation. No amendments to the deposit insurance
law, or other legislation specifically affecting the Federal Deposit
Insurance Corporation, were enacted in 1937.

State legislation. State legislation affecting deposit insurance
enacted during 1937 was confined primarily to the elimination of
double liability of stockholders of State banks. Approximately one-
third of the States took action to eliminate such liability. At the end
of the year double liability with regard to stockholders of State banks
remained in only nine States. In the remaining States such liability
had been entirely or partially eliminated.

A few States also took action during 1937 to permit the appointment
of the Federal Deposit Insurance Corporation as receiver, or as an
assisting agency in the liquidation of suspended insured State banks.
At the close of 1937 the appointment of the Corporation as receiver
for suspended insured State banks was possible in 31 States. In
7 other States the State banking authorities may appoint the Corpora-
tion to assist in the liquidation of closed banks.

ORGANIZATION AND STAFF

Directors. No changes in the directorship of the Corporation
occurred during 1937.

Personnel. The personnel increased by 58 during 1937 and at
the close of the year consisted of 859 officers and employees, of whom
328 were located in the main office in Washington and 531 in the field
and at the regional offices. In addition, 61 persons were employed
temporarily in connection with the liquidation of loans and of sus-
pended insured banks. The increase in personnel during the year
was chiefly in the Division of Liquidation and in the Administrative
and Service Division and arose from an expansion in the work of the
Corporation in connection with the payment of insured claims and
with the liquidation of loans and of suspended insured banks. The
number, by divisions, of officers and employees of the Federal Deposit
Insurance Corporation at the end of 1937 is given in Table 8.

FINANCIAL STATEMENT OF THE CORPORATION

Legal authority for disbursement of funds. Paragraph (1) of
subsection (k), section 12B of the Federal Reserve Act, as amended,
provides in part that ‘“‘the Board of Directors of the Corporation shall
determine and prescribe the manner in which its obligations shall be
incurred and its expenses allowed and paid”. The Board of Directors,
subject to the review of the Bureau of the Budget, as provided for by
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executive order No. 7150, dated August 19, 1935, continued during
1937 to receive and disburse its funds in accordance with the pro-
visions of law.

Congress has imposed upon the Corporation the duty of paying as
promptly as possible the insured deposits in any insured bank which
ceases operations without having made adequate provision for the
payment of its depositors. It is impossible for the Corporation to
anticipate the demands which may be made upon it from time to time.
A simplified procedure has been worked out which has made it possible
to commence payment to insured depositors in most cases within ten
days of the beginning of the receivership. The bulk of the payments
have been made within the course of a few days. The procedure
followed adequately protects the interests of the Corporation.

Table 8. OFFICERS AND EMPLOYEES OF THE FEDERAL DEPOSIT INSURANCE
CORPORATION, DECEMBER 31, 1937

Officers, and
adminis- Clerical,
trative, |stenographie,
Total supervisory, d

an
nd technical| custodial
employees employees

Total. . ..o et e 859 500 359
Washing ton office. . ... L. 328 108 220
Directorsand aides..................oioiiiiiit, 9 5 4
Office of the Secretary. . FU .. ces 10 1
Administrative and Service Division . .. cae 121 18 103
Division of Examination........................... 47 23
Division of Liquidation!. ... ........................ 79 39 40
Division of Public Relations. . ...................... 3 3 0
Legal Divigion. . .........coouiiiiiiiiiinniiinas 14 6 8
Division of Research and Statisties. . ................ 45 13 82
District Offices. . .. ........coviiiiiiiiiiiiin e 531 392 139
Division of Examination..................oiiuus. 531 392 139

1Excludes 61 persons employed temporarily in connection with the liquidation of loans and of
suspended insured banks.

Assets and liabilities and distribution of expenses. Con-
densed balance sheets of the Corporation as of December 31, 1936,
and December 31, 1937, are given in Table 9. An analysis of surplus
for the year 1937 and a statement of distribution of administrative
expenses are given in Table 10.

Income and expenses. The total income of the Corporation
during 1937 amounted to $48.1 million, of which $38.8 million were
received from assessments on insured banks and $9.3 million from
investments. Total expenses and losses during the year amounted
to $8.3 million. Losses and expenses to the Corporation in paying
depositors of suspended banks and in aiding the merger of insolvent
banks amounted to $5.6 million and administrative expenses to
$2.7 million.
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Table 9.

FEDERAL DEPOSIT INSURANCE CORPORATION

COMPARATIVE BALANCE SHEET OF THE FEDERAL DEPOSIT INSURANCE

CORPORATION, DECEMBER 31, 1937, AND DECEMBER 31, 1936

Dec. 31, 1937

Dec. 31, 1936

ASSETS

Cashonhandandondeposit....................c..cvune

United States Government Securities—(cost less reserve for
amortization of premiums) and accrued interest receivable. .

Assets acquired through bank suspensions and mergers:

Subrogated claims of depositors against closed insured banks. ..
Net balances of depositors in closed insured banks pending

settl t or not claimed, to be subrogated when paid—contra|
Loans to merging banks to avert deposit insurance losses......
Assets purchased from merging banks to avert deposit insurance

$ 20,634,673.44

$348,485,505.78

$ 9,089,127.20

$332,642,349.08

$ 16,042,560.42

1,679,872.94
10,700,338.81

$ 10,410,968.67

1,261,435.84
6,406,006.52

LT P 1,230,325.55 1,020,740.35
$ 29,553,097.72 | § 19,099,151.38
Less: Reserve for losses...........- 13,899,119.88 7,707,929.23
$ 16,153,977.84 | § 11,391,222.15
Furniture, fixtures and equipment.......... $ 1.00 | $ 1.00
Deferred charges and miscellaneous assets. .. . $ 66,088.80 | $ 48,905.91
Total assets. . . $385,340,146.86 | $353,171,605.34
LIABILITIES

Current liabilities:

Accounts and assessment rebates payable.................... $ 61,198.89 | $ 76,623.72

Net balances of depositors in closed insured banks pending
settlement or not claimed—contra........c.coiiiiiiiian..

Unused credits for assessments J)ald to temporary Federal
Deposit Insurance funds and prepaid assessments. .. ..

Reserve for administrative and deposit insurance expenses.

Total liabilities. ...

Surplus—(See Table 10)...........cooiiiiiiiiiiii e
Totalcapital........... ..ot iiiiiiiininnnnn,
Total liabilitiesand capital .. .....................

1,679,872.94

444,280.07
105,746.50

1,261,435.84

8,360,441.69
68,223.82

$ 2,191,098.40

$ 9,766,724.57

$150,000,000.00
139,299,556.99
$289,299,556.99
98,849,491.47

$383,149,048.46

$150,000,000.00
189,299,556.99
$289,299,556.99
54,105,328.78

$343,404,880.77

$385,340,146.86

$353,171,605.34
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Table 10. ANALYSIS OF SURPLUS ACCOUNT AND DISTRIBUTION OF ADMINISTRATIVE
ExXPENSES, FEDERAL DEPOSIT INSURANCE CORPORATION, CALENDAR YEAR 1937

ANALYSIS OF SURPLUS

Balance December 31, 1936.........c00verineernroreroreranoeens $54,105,323.78
Less—Net adjustments applicable to periods prior to January 1,

R 84,098.48

Balance as adjusted December 31, 1936........ $54,021,230.30

Surplus for the year ending December 31, 1937:

Additions:
Deposit insurance assessments............. $ 88,818,649.39

Interest earned and profit_on sales of se-
curities—(less provision for amortization

of premiums). . ..........c.c.iiiiiian., 9,334,858.64 $ 48,148,408.08
Deductions:
Deposit insurance losses and expenses....... $ 5,614,712.84
Administrative expenses................... 2,661,866.71
Furniture, fixtures and equipment purchased
and charged off . ........... ..ot 63,568.81 8,820,146.86 39,828,261.17
Balance December 31, 1937.. .. .. §93,849,491.47

DISTRIBUTION OF ADMINISTRATIVE EXPENSES

L - - A $ 1,946,269.80
Professional Bervices. . .. ...ttt it i i e et et e 4,247.88
Services of other governmental agencies. .. ......... ..o iiiiiiiiiiiinniaianann, 45.00
B 8T 100 0 8 1 99,468.91
LT T Y - 388,744.00
Office rental. . ... ..ot it ittt i i i e e ettt 124,620.61
Printing, stationery and supplies. ......... ..ottt ittt it i, 69,260.16
Postage, telephoneand telegraph........coiiiiiinin it i e i i 81,296.88
Advertising and Notiees. . . .. ..ttt e e i e i e it 688.88
Fidelity bond premitms. .. .ot iitii et ettt it et e e i 4,860.54
R3 M 11T 5y o3 10 T NN 2,662.95
Equipment rental. . ...ttt it it e e i e i 1,747.08
Repairs and alterations. . ... ....uutet ittt ettt it ittt 7,588.47
Transportation of thingB. . . ... vu it ir oo iieeee it ie e reinenonoerenaanananen 3,812.21
MiBCEllRNEOUS. . .\ i ittt ittt i i e e i i ittt e e 8,741.84
Provigion for undetermined eXpenses. . .. .........viiiiiiiiieiiar i it 1,822.34

$ 2,680,687.50

Less:
Miscellaneous income applicable to reduction of administrative
L5 4T3 T - $ 14,040.71
Inter-departmental expense transfers.............co0ieenee.. 14,781.08 $ 28,821.79

Administrative expenses for the year ending December 31,
R $ 2,651,865.71
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Assessments. Assessments on insured banks are levied semi-
annually, in January and July, at an annual rate of one-twelfth of
1 percent computed on the basis of certified statements of deposits
submitted by the banks. Total income from assessments amounted
to $38.8 million in 1987, compared with $35.6 million in 1936. The
increase reflected a higher average volume of deposits during the
later year. Approximately $30.8 million of the assessments levied
in 1987 were received in cash and approximately $8 million were
covered by assessments collected under the temporary deposit in-
surance plan and credited to the accounts of the banks under the
permanent plan. Approximately $0.4 million of such credits still
remained at the close of the year to be applied to future assessments.

Income from investments. Holdings of United States Govern-
ment securities by the Corporation averaged higher in 1937 than in
1936. Interest received on and profits from the sale of United States
Government securities, less allowances for amortization of purchase
premiums, amounted to $9.8 million in 1937, compared with $8.2
million in 1936.

Operating expenses. Administrative expenses of the Corporation
amounted to $2.7 million in 1987, compared with $2.5 million in 1936.
These expenses were less than one-third of the income of the Corpora-
tion from its investments in United States Government securities.
The cost of examining banks not members of the Federal Reserve
System was a large part of the administrative expense. Deposit
insurance losses and expenses amounted to $5.6 million in 1937,
compared with $4 million in 1936. This item represents the estimated
loss and expense to the Corporation incurred in paying off the de-
positors in banks which closed during the year and in making loans
to and purchasing assets from insolvent banks.

At the close of 1937 the Corporation held subrogated claims of
depositors against closed insured banks, loans to merging banks made
to avert losses, and other assets acquired through bank suspensions
and mergers, amounting at face value to a total of $29.6 million.
These assets were carried on the books of the Corporation at $16.2
million, the balance, $13.4 million, being represented by a reserve
for losses set up by charges to expenses.

Reports to insured banks. During 1937 the Corporation issued
a report summarizing briefly its operations and its income and ex-
penses from the inauguration of the permanent insurance plan to
June 30, 1937. A similar report for the period from June 30 to the
end of the year has also been published.
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SUMMARY OF BANKING DEVELOPMENTS

The continuous improvement in the banking system which has been
taking place since the banking holiday of 1933 put the banks in a
position to meet without difficulty any strain resulting from the rapid
decline in business activity and in national income during the latter
part of 1937. The quality of the assets was higher and the amount
of invested capital greater than in earlier years. Total assets were
appraised at approximately the value at which they were carried on
the banks’ books and the proportion subject to criticism was smaller
than in any other recent year. The increase in capital in 1937 was
proportionately less than the increase in the average level of deposits
and the ratio of net capital account to deposits averaged slightly
lower in 1937 than in 1936. Net earnings of the banks were higher
than in any year since Federal insurance of deposits.

Although the banks as a whole were probably in a sounder con-
dition than at any other comparable time during the post-war period,
some individual banks were in difficulty. They were chiefly banks
which had not been successfully rehabilitated after the banking
crisis of 1933. Their managements were unsatisfactory or poor,
their capital position was weak, their assets were of low quality, and
their earnings position inadequate. The Corporation is continuing
its efforts to correct these situations.

COMMERCIAL BANKING OFFICES

Number and types of commercial banking offices in opera-
tion. On December 31, 1937, 18,364 commercial banking offices
were in operation in the United States and possessions. Figures are
shown in Table 11. Of these offices, 13,958 were unit banks, that is
banks having but one place of business, 924 were head offices of
branch banking systems and 8,482 were branch offices of such systems.

Table 11. NUMBER AND TYPE OF OPERATING COMMERCIAL BANKING OFFICES
IN THE UNITED STATES AND POSSESSIONS,
DECEMBER 31, 1936, AND DECEMBER 31, 1937

Dec.31, | Dec.s1, | Guange
1987 1936 year

Banking offices—total. ..................c.iiiiiiin, 18,364 18,516 -152

Banks—total. . ...... ...ttt 14,882 15,151 -269

Unit banks. . ... .ottt it e 13,958 14,257 -299

Banks operating branches. . ................ ... ... 924 894 +30

Branches—total. .. ................o.iiiiiiiinn. 3,482 3,365 +117

In possessions. .. ....oovuvviiinnnne,as cea 68 59 -

In continental United States—total.. . 3,424 3,306 +118

Located in head office city.............oovvivnnn, 1,640 1,634 -+6

Located elsewhereincounty...................... 721 677 +44

Located elsewherein State........................ 1,066 988 -+68
Located inother States. . ..............c.cventnt, 7 2 P

NOTE: More detailed figures relating to all commercial banks will be found in Tables 101-05,
pages 68-88, and in Table 108, page 90.
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Changes in operating commercial banking offices during
1937. The total number of commercial banking offices was reduced
by 152 during the year. The number of banks in operation decreased
by 269 while the number of branches increased by 117. The increase
in the number of branches reflected a continuation of the trend
toward branch banking which has been in existence since the beginning
of the century. The number of unit commercial banks in the United
States and possessions was reduced by 299 during the year, while the
number of offices of branch banking systems increased by 147, or
from 23 to 24 percent of all banking offices in operation. In 1925
only 18 percent of all banking offices belonged to branch systems.
An analysis of changes in the number of operating commercial banks
and banking offices in the United States and possessions is presented
in Table 12.

Table 12. ANALYSIS OF CHANGES IN NUMBER OF OFFICES OF OPERATING
COMMERCIAL BANKS IN THE UNITED STATES AND POSSESSIONS DURING 1937

Eﬂ‘iﬁ.ﬂ, Banks Branches
Netchangeduring 1937.............................. -152 -269 117
Banks and branches opened—total. ................ 157 64 93
Banks beginning operations and new branches opened . . 166 63 98
Trust company admitted to insurance................ 1 b S
Banks converted into branches..................... Ceee e 90 90
Banks ceasing operations and branches discontinued
B T 309 248 66
Suspensionsl. . ........... ..., 58 &5 3
Restricted banks placed in liquidation?,.............. 3 2N PR
5‘— Mergers and consolidations, excluding banks converted
intobranches. ............... ... i, 104 104 fooviiiennnn.
% Other liquidations . ................ooiiiaiiiiiia, 81 81 |.....oil..
Branches otherwise discontinued.................... 63 fl........ .. 63
1Excludes 4 banks ded and r d or ded

iExcludes 1 restricted bank which was succeeded.
NOTE; Italics indicate changes which decreased the number of banks or branches. More detailed
figures will be found in Table 102, page 70.

PARTICIPATION BY COMMERCIAL BANKS IN DEPOSIT INSURANCE

Number of operating insured and noninsured commercial
banks and banking offices. On December 31, 1937, the Federal
Deposit Insurance Corporation was insuring deposits in 13,797
commercial banks operating 17,178 offices.* The number of insured
commercial banks in operation was reduced by 176, or 1.2 percent,
during the year, reflecting chiefly mergers and the conversion of unit
banks into branches. The total number of banking offices of insured
commercial banks was reduced by only 56 during the year. Not-
withstanding the reduction in number, the proportion of operating
commercial banks insured by the Corporation increased from 92.2
percent at the beginning of the year to 92.7 percent at its close.

iIn addition, the Corporation was insuring deposits in 56 mutual savings banks. (See page 63).
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Figures showing the number of banking offices insured and noninsured
at the beginning and close of 1937 are set forth in Table 13.

Table 13. NUMBER OF OPERATING INSURED AND NONINSURED COMMERCIAL
BANKING OFFICES IN THE UNITED STATES AND POSSESSIONS,
DECEMBER 31, 1936, AND DECEMBER 31, 1937

Number Percent of total
Dec. 81, | Dec. 81, | Dec. 81, | Dec. 81,

1987 1936 1937 1936
18,364 18,516 100 100
17,178 17,284 94 93

, 1,282

14,882 15,151 81 82
13,797 18,978 76 76
1,085 1,178 5 6
3,482 3,365 19 18
8,381 3,261 18 17
101 104 1 1

NOTE: More detailed figures will be found in Table 101, page 68.

Admissions to and terminations of insurance. During 1937
143 banks were admitted to insurance. Of these, 46 were new banks,
35 were previously operating or successors to noninsured banks,
61 were banks which succeeded insured banks or which withdrew from
the Federal Reserve System, and 1 was a trust company doing a
trust business exclusively.

Table 14. ADMISSIONS TO AND TERMINATIONS OF INSURANCE DURING 1937

Not offset Offset
Total by by
terminations | terminations
Total number of admissions. ........................ 143 82 61
Newbanks. .. ... ...o.itiirisiinieiiiiniineiieennns 46 46 | ...l
Operating banks admitted to insurance (including suc-
cessors to noninsured banks)........................ 85 86 {....0innn-
Trust company not engaged in banking admitted to
insurance...............0einonnn 1 ) S P
Successors to insured b: 13 P, 56
Banks withdrawing from Federa.l Reserve System. ...... [ 25 PN 6
Not offset Offset
Total by by
admio admiok
Total number of terminations....................... 319 258 61
‘Withdrawals from Federal Reserve System............. [: 38 PN 6
Insurance terminated by FDIC...............cc00euen 1 )
Banks ceasing operations—total.................... 312 257 55
Suspensions..............c0ieini., 68 51 2
Insolvent banks absorbed or succeeded i
by FDIC!. ... s 24 20 4
Other mergers, absorptions, and consolidations.. ...... 162 150 2
Other ligquidations. ................coiiiiiiiiie, 36 36 |.....00inn..
Banks succeeded by other banks, . .................. 47 f.cvevenn.. 47

!Excluding 1 suspended bank later merged with the aid of a loan from the Federal Deposit Insur-

ance Corporatxon
NOTE: More detailed figures will be found in Table 102, page 70.

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



34 FEDERAL DEPOSIT INSURANCE CORPORATION

The total number of terminations of insurance, excluding banks
succeeded by new insured banks, was 258. Of these, 51 were suspen-
sions, 20 were mergers of insolvent banks with the financial aid of
this Corporation, 1 was a termination on account of continued unsafe
and unsound banking practices and violations of law, and the re-
mainder were absorptions, consolidations, and liquidations. Details
are given in Table 14.

Deposits of operating commercial banks. During 1937
deposits of all commercial banks averaged $49.1 billion, of which
$47.6 billion, or 97 percent, were in insured banks.! Deposits de-
clined by $2 billion from the beginning to the close of the year. The
decline was much smaller, however, than the increase of $5 billion
which occurred during 1936 and deposits averaged higher in 1937
than in 1936.

Table 15. CHANGES IN DEPOsITS DURING 1937
OPERATING INSURED AND NONINSURED COMMERCIAL BANKS

{Amounts in millions of dollars)

Amount Change during year
Dig';;gl’ D?gggl’ Amount Percent

A!l commercial banks—total. .. .. 48,623 50,840 -2,217 -4.4

Insured banks—total................. 47,191 49,258 ~2,067 4.2
Demand deposits of individuals, partner-

ship, and corporations........... .. 22,106 23,419 -1,313 -5.6
Time deposits of individuals, partner-

ships, and corporations.............. 13,960 13,454 4506 +3.8
Deposits of States and their political

subdivisions. . ..................... 3,256 3,263 -7 -2
United States Government and postal

savingsdeposits.................... 927 1,087 -160 -14.7
Deposits of other banks, cash letters of
credit, certified, officers’, and travelers’

checks outstanding., ................ 6,942 8,035 -1,098 -13.6

Noninsured banks—total.............. 1,432 1,582 -150 -9.5

Changes in deposits of insured banks during the year were such as
probably to increase the proportion of deposits protected by insurance.
Interbank deposits and United States Government deposits, only a
small part of which are protected by insurance, decreased by more than
$1 billion, or 14 percent. Demand deposits of individuals, partner-
ships, and corporations, about 40 percent of which are estimated to be
protected by insurance, also declined by more than $1 billion. Time
deposits of individuals, partnerships, and corporations, on the other
hand, more than four-fifths of which are protected by insurance,
increased by $0.5 billion. The figures are shown in Table 15.

Deposits of insured banks are averages of daily figures for the year; deposits of noninsured banks
are averages of figures for December 31, 1936, June 30, 1937, and December 31, 1937.
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ASSETS AND LIABILITIES OF OPERATING COMMERCIAL BANKS

Assets and liabilities of insured commercial banks at the
beginning and close of the year. On December 31, 1937, total
assets of operating insured commerecial banks amounted to $54.2
billion, a reduction of $2.0 billion, or 3.5 percent, from the amount
reported a year earlier. Total loans, although somewhat below the
peak reached during the year, were larger at the close of 1937 than
at the close of 1936. Other important types of assets showed de-
creases over the year period. Total book capital account of the
banks increased, and was higher in proportion to total assets and to
total deposits at the close than at the beginning of the year. Changes
during 1937 in assets and liabilities of operating insured commercial
banks are shown in Table 16.

Table 16. CHANGES IN ASSETS AND LIABILITIES DURING 1937
OPERATING INSURED COMMERCIAL BANKS

(Amounts in millions of dollars)

Amount Change during year
Diggg L D;’{;};gl ’ Amount Percent
ASSETS
Cash and due from banks. R 14,931 15,731 —800 -5.1
Obligations of the U. S. Government . .. 18.669 14,749 -1,080 -7.8
Other securities, ................... .. 6,807 7,558 ~75 -9.9
Loans and disecounts. ..................... 16,718 16,940 +778 +4.9
Miscellaneous assets. ..................... 2,096 2,218 ~122 -5.6
Totalassets........................ 54,221 56,196 ~1,975 -3.5
LIABILITIES AND CAPITAL
Total deposits 47,191 49,268 —2,067 —4.2
Miscellaneous liabilities. 626 609 +17 +2.8
Total capital account 6,404 6, 829 +175 +1.2
Total liabilities and capital account. 54,221 56,196 -1,975 -3.5

NOTE: More detailed figures will be found in Table 117, page 108.

Bank capital and the expansion of loans. Total loans of all
insured commercial banks were 5 percent larger in amount at the
close than at the beginning of 1937 notwithstanding the decrease in
total deposits and total assets. All other important classes of assets
declined over the year period. After making adjustments for changes
among the classes of banks, it is estimated that the national and State
banks members of the Federal Reserve System located outside New
York City and Chicago showed about the same percentage increase
in loans in the aggregate, approximately 9 percent, as did the insured
commercial banks not members of the Federal Reserve System. The
banks members of the Federal Reserve System located in New York
and Chicago showed a reduction in loans of 4 percent. In the banks
members of the Federal Reserve System holdings of securities de-
clined substantially and cash and due from banks slightly, while
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36 FEDERAL DEPOSIT INSURANCE CORPORATION

in the banks not members of the Federal Reserve System holdings of
securities increased slightly and cash and due from banks declined
substantially.

Among the banks not members of the Federal Reserve System,
adequacy of the capital account and changes in the amount of total
deposits did not appear to affect the extension of loans to their
customers. In general, the percentage growth in loans was larger
among banks with low ratios of total capital account to total assets
and smaller among banks with high capital ratios. Changes in
deposits were generally accompanied by corresponding changes in
holdings of securities and cash and due from banks. Table 17
shows percentage changes in principal classes of assets between De-
cember 31, 1936, and December 31, 1937, of insured commercial
banks not members of the Federal Reserve System grouped according
to the ratio of total capital account to total assets. The percentage
changes are based on figures for identical banks and the capital ratios
are computed on the basis of averages for the three dates December
31, 1936, June 30, 1937, and December 31, 1937.

Table 17. PERCENTAGE CHANGE IN PRINCIPAL CLASSES OF ASSETS,

DECEMBER 31, 1936, To DECEMBER 31, 1937

OPERATING INSURED COMMERCIAL BANKS NOT MEMBERS OF THE FEDERAL RESERVE
SYSTEM GROUPED ACCORDING TO RATIO OF TOTAL CAPITAL ACCOUNT TO TOTAL ASSETS

Number Cash and
of Total | que from | Securities | Loans Other
banks assets banks assets
Allbanks,................. 6,680 +1.9 -9.3 +3.1 +49.8 —4.2
Banks with total capital
account as percent of
total assets of —
0 to 4.9 percent. . 16 -8.6 -18.7 +2.3 +19.3 -9.3
5 to 9.9 percent. . 1,104 +38.1 -7.2 +8.1 +14.3 -38.0
10 to 14.9 percent. ,566 +2.6 -9.6 4-3.7 +10.5 -39
15 to 19.9 percent 1,690 +1.6 -8.7 4-8.5 +7.4 -b.4
20 to 24.9 percent 761 +0.2 -12.2 +1.2 +6.7 2.6
25 to 29.9 percent. . 812 ~0.5 -21.2 +1.8 +9.9 4.2
80 percent and over. 281 -5.0 -14.1 -2.2 -2.8 -5.5

NOTE: The number of banks is smaller than the number shown in Tables 118-21, pages 112-21,
due to the exclusion of banks (a) for which figures were not available for both dates; (b) in which special
circumstances such as consolidations, reorganizations, ete., affected the comparison; and (c) whose figures
were known to contain some errors which might affect the comparisons. The differences between the
figures for all banks in the above table and comparable percentages derived from Table 118, page 112,
are due chiefly to the fact that figures in the latter table are not for identical banks,

Changes in the banks’ remaining assets did not appear to show
persistent differences among the banks grouped according to capital
ratios with the exception of cash and due from banks. Banks with
low capital ratios not only held a larger proportion of cash and due
from banks but also apparently attempted to keep the reduction in
the latter item at a minimum, while banks with high capital ratios
permitted their cash and due from banks to decline considerably.

Similar differences in the movement of loans, although less clearly
marked, existed among the 100 largest banks in the country. These

.org/
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banks held more than one-half of the total deposits of all commercial
banks and all but three of them were members of the Federal Reserve
System. Total loans of the 100 banks were reduced during the year.
In general, loans were reduced most in the banks with high capital
ratios, and were reduced least or were increased in those with low
capital ratios. In New York City, where 21 of these banks were
located, there did not appear to be marked differences with regard to
the decrease in loans between banks with high capital ratios and those
with low capital ratios.

Assets and liabilities of all commercial banks, 1920, 1929, and
1937. Total assets of all commercial banks in the United States and
its possessions on June 80, 1987, totaled $56.8 billion, as compared
with $62.2 billion in the middle of 1929 and $47.4 billion in 1920.
These dates are selected as fairly representative of three periods of
active business with bank credit outstanding in substantial volume.
Although the number of banks in 1937 was approximately one-half
the number in 1920, total assets were one-fifth greater. As compared
with 1929, the number of banks declined by 40 percent and total
assets by 8 percent.

Changes in the composition of assets of all commercial banks over
the 17-year period have been substantial. Cash and amounts due
from banks comprised 26 percent of all assets in 1937, or almost twice
the proportion held in 1929 and considerably more than in 1920.
Holdings of United States Government securities at 26 percent were
more than three times either the 1920 or the 1929 figure. The
proportion of assets in the form of loans and discounts, at 31 percent
in 1937, was very little more than one-half as great as in 1929 or 1920.
The banks’ loans appeared to be of higher quality than in the two
earlier periods. The percentage distribution of assets and liabilities
is shown in Table 18.

Table 18. PERCENTAGE DISTRIBUTION OF ASSETS AND LIABILITIES,
1920, 1929, AND 1937

ALL OPERATING COMMERCIAL BANKS IN THE UNITED STATES AND POSSESSIONS

June 30, June 29, June 80,
1920 1929 1937
ASSETS

Cashand duefrombanks. ............................ 17.29%, 14.6% 26.4%,
Obligations of the United States Government............ 7.9 8.0 25.7
Other securities. . ............. ..o iiiiiiiiiiii, 10.4 13.8 13.2
Loans and discounts. . ...........cooiiniiiiiiiinnnnan, 60.6 57.3 30.7
Miscellaneous assets8. ... ......ooiiniiinii i 3.9 6.3 4.0
Totalassets............oovviiiiiviniiianeinaas 100.0 100.0 100.0

LIABILITIES AND CAPITAL

Total depoBits. .......covvvi i i it 77.0% 78.7% 86.9%
Rediscounts and borrowings. . 6.9 2.7 .
National bank notes.......... 1.6 1.0 foooieeno....
Miscellaneous liabilities. .. ................. . 2.7 3.4 1.3
Total capital account.............ooiiiiiiiiiiiiian, 11.9 14.2 11.7
Total liabilities and capital account............. 100.0 100.0 100.0
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Among the liabilities, total deposits showed the largest change from
the earlier years, amounting to 87 percent of total liabilities and
capital, as compared with about 78 pereent in 1920 and 1929. By 1937,
borrowings were reduced to negligible proportions. As a result of the
material increase in the proportion of total liabilities taking the form
of deposits, however, the amount of total capital account in proportion
to total deposits declined from 15.5 percent in 1920 and 18.1 percent
in 1929 to 13.5 percent in 1937.

APPRAISAL OF ASSETS OF INSURED COMMERCIAL BANKS NOT MEMBERS
OF THE FEDERAL RESERVE SYSTEM

At the time of examination the examiner ascertains the value of a
bank’s assets and classifies them as to quality. Worthless assets or
assets of doubtful worth are listed as loss or doubtful. Loss and
doubtful assets are deducted from book value, and the determinable
sound banking value of assets not shown on the books is added to the
book value of assets in order to obtain the net or appraised value.
The difference between book value and net value is known as net loss
and doubtful, or net appreciation, as the case may be. Undesirable
or hazardous assets are listed; such assets are designated as sub-
standard in this report. Bank premises and equipment and holdings
of real estate are listed as fixed assets.

Total assets. Examination of insured commercial banks not
members of the Federal Reserve System showed total assets with a
book value of $7.1 billion. These assets were distributed as follows:
cash and due from banks, $1.5 billion; securities, $2.6 billion; loans
and discounts, $2.6 billion; miscellaneous assets, consisting chiefly
of banking house, furniture and fixtures and other real estate, $0.4
billion. The appraised value of the assets was $7.0 billion or practical-
ly the same as the book value. Approximately 16 percent of the
assets were classified as fixed and substandard; 83 percent were of
good quality. The percentage figures are shown in Table 19.

Table 19. APPRAISED VALUE OF ASSETS AS PERCENT OF BooK VALUE,
EXAMINATION IN 1937

OPERATING INSURED COMMERCIAL BANKS NOT MEMBERS OF THE
FEDERAL RESERVE SYSTEM

Appraised value
Book Loss and
value doubt{ul— Fixed and
net Total sub- Not
standard | criticized
Total @s8ets. .. ..covvvvvevrronernnenan 100.0% 1.1% 98.9% 15.6% 83.3%
Cash and due from banks............. 1000 f.......... 1000 (.......... 100.0
Securities. ............... 100.0 21.0 101.0 12.8 88.2
Loans and discounts 100.0 2.5 97.5 16.4 81.1
Miscellaneous assets 100.0 8.1 91.9 382.9 9.0

1Assets classified as loss and doubtful less value of assets not shown on books.
3Net appreciation.
Includes fixed assets.

NOTE: More detailed figures will be found in Table 127, pages 132-35.
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The value of securities was appraised at 1 percent above book
value while loans were appraised at 2.5 percent and miscellaneous
assets at 8 percent below book value. The percentage of various
types of assets classified as fixed and substandard was 13 in the case
of securities, 16 in the case of loans, and 83 in the case of all other
assets, excluding cash and amounts due from other banks. Fixed
and substandard miscellaneous assets include investment in banking
house and holdings of real estate acquired in settlement of debts.

There was considerable variation among the banks in the propor-
tion of assets classified as fixed and substandard. In one-third of the
banks less than 10 percent of the assets were so classified while in
3 percent of the banks over 40 percent of the assets were fixed and
substandard. The figures are shown in Table 20.

Table 20. DISTRIBUTION OF OPERATING INSURED COMMERCIAL BANKS NOT
MEMBERS OF THE FEDERAL RESERVE SYSTEM ACCORDING TO PERCENT OF
FIXED AND SUBSTANDARD ASSETS, EXAMINATION IN 1937

Number Percent Cumulative
of of percent
banks total of total
AlDAanKS. ... ....oii ittt ittt it e e 7,293 100.0

Banks with fixed and substandard assets as percent
of net value of assets of—

Oto9percent.........ooivuviviininieiininiinana. 2,403 32.9 32.9
10 to 19 percent.... - 2,836 38.9 71.8
20 to 29 percent.... 1,384 19.0 90.8
80 to 39 percent...... et 479 6.6 97.4
40 percentand over......... ... it 191 2.6 100.0

The examinations made by the Corporation show a continuous
improvement in the quality of assets held by the banks since their
admission to deposit insurance. At the time of examination for
admission in 1933 and early 1984 more than 10 percent of the banks’
assets were classified as loss and doubtful. The amount of assets so
classified was reduced in each successive year reflecting the charging
off of losses by the banks, recoveries in the value of some assets, and
improvement in the credit status of debtors. The proportion was
reduced to an even greater extent by the growth in total assets.
The proportion of assets criticized as substandard has likewise been
reduced. The figures are shown in Table 21.

Table 21. APPRAISED VALUE OF TOTAL ASSETS AS PERCENT OF BOOK VALUE,
EXAMINATIONS 1933-1937
OPERATING INSURED COMMERCIAL BANKS NOT MEMBERS OF THE
FEDERAL RESERVE SYSTEM

1987 1986 1935 1934 11933
Book value,............. .. 100.09% 160.0%, 100.0%, 100.0% 100.09%,
Loss and doubtful-net®................ 1.1 1.4 4.1 6.5 10.56
Appraised value...................... 98.9 98.6 95.9 93.5 89.5
Fized and substandard............... 15.6 16.2 19.6 ) [G)
Noteriticized. .. .................... 88.8 82.4 76.3 ® ®

1Examination for admission to insurance in 1933 and early 1934.
?Assets classified as loss and doubtful less value of assets not shown on books.
#Not available.
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Securities. Of the securities held by insured commerecial banks
not members of the Federal Reserve System, approximately 13 per-
cent were substandard in quality and 87 percent were of acceptable
grade and were not criticized by examiners. The distribution of
securities held by all insured commercial banks not members of the
Federal Reserve System at the time of examination in 1937 is shown
in Table 22,

Table 22. B00K VALUE OF SECURITIES, EXAMINATION IN 1937

OPERATING INSURED COMMERCIAL BANKS NOT MEMBERS OF THE
FEDERAL RESERVE SYSTEM

Amount Percent
(in millions of total
of dollars) securities
Total seCurities. . .. ... ..ot iii ittt iinnrierneeroecocenocnanacns 2,584 100.0
Group I—satisfactory for bank investment 2,261 87.5
Obligations of the U. S. Government—direct and fully guaranteed.. 1,196 46.2
Other obhgatlonu of Federal agencies and territorial and insular
BOVETIIMENS. . ..ot vi ottt it it e sv s neanasasanararanos 44 1.7
Obhgatlons of States and their political subdivisions............... 416 16.1
Corporate bonds rated—
FIrst grade. . . ..o vvnninenneoronacnrenaneronaereanoraeacnnn 36 14
Second grade. . 106 4.1
Third grade. ... 160 6.2
Fourth grade. . 239 9.8
Miscellaneous?. . , 66 2.6
Substandard—unsatisfactory for bank investment.............. 344 13.3
Lowgrade bonds?. . . ... ... ... tiir ittt i i 200 7.7
Defaulted bonds and those in imminent danger of default?.......... 67 2.2
£ 87 84
Valuation allowance—nel 21 8

Includes not-rated corfporstes and some not-rated municipals.
3Includes obligations of corporations and of States and their political subdivisions.
NOTE: More detailed figures will be found in Table 180, page 140.

In one-fifth of the banks examined in 1937, there were practically
no substandard securities and in another one-third of the banks not
more than 10 percent of the securities held were substandard. In
approximately 7 percent of the banks more than half of the securities
were substandard. The figures are presented in Table 23.

Table 23. DISTRIBUTION OF OPERATING INSURED COMMERCIAL BANKS NOT
MEMBERS OF THE FEDERAL RESERVE SYSTEM ACCORDING TO PERCENT OF
SUBSTANDARD SECURITIES, EXAMINATION IN 1937

Number Percent Cumula-
of of tive
banks total percent
Al banks........c.oiiiiiiii it i 7,293 100.0
Banks with no securities 104 1.4 14
Banks with substandard securities as percent ofj
total securities of —

0 percent...... . 1,388 19.1 20.56
1 to b percent.. . 1,367 18.7 89.2
b to lospercent. 1,058 14.4 53.6
10 to 15 percent.... 798 10.9 64.56
15 to 20 percent 627 8.6 78.1
20 to 80 percent 776 10.6 88.7
80 to 50 percent 694 9.5 98.2
Over 50 percent 492 6.8 100.0
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Although quality did not differ perceptibly with size and location
of bank, there was variation in the proportion of United States
Government, municipal, and corporate issues held. Security holdings
of the small banks were confined almost entirely to United States
Government and municipal obligations, while the larger banks held
a larger proportion of corporate issues. Banks in the same region
held somewhat similar types of securities.

Table 24. BO0OOK AND MARKET VALUE OF SECURITIES, EXAMINATION IN 1937

OPERATING INSURED COMMERCIAL BANKS NOT MEMBERS OF THE
FEDERAL RESERVE SYSTEM

Value of securities
ﬁ‘gz:ﬁ: (in millions of dollars)
examined

Book Market

Total. ... e e e e 7,293 2,584 2,609

Month of examination:

JRUATY . . .o e e s 466 160 166
FebIuUArY. .. .ottt it i it e e 470 209 216
March 668 262 267
625 193 194

659 246 246

583 205 208

JUly . e et 448 142 145
August... ... ... e 672 167 170
September............ ... e 693 210 209
OcCtober. . .....oo it i e i e e e e 745 256 252
November. . .....coooitiiit i iiiieiiierieinenens 741 277 278
December. . ........ooivitiiiiiiiiii it 633 258 258

Examinations made during the first eight months of 1937 indicated
that in the aggregate the market value of the securities held was
higher than the value at which they were carried on the banks’ books.
Examinations made in the last four months of the year, a period in
which prices of medium and low grade securities declined substantial-
ly, revealed little or no market depreciation below book value. Table
24 shows the book and market values of securities held by the banks
examined in each month in 1937.

Loans. The volume of loans outstanding in 1937 was higher than
in any other recent year. Both the amount and the proportion of
loans criticized by the examiners were considerably smaller than in
any year since the Corporation was established. The proportion

Table 25. APPRAISED VALUE OF LOANS AS PERCENT OF BOOK VALUE,
EXAMINATIONS 1934-1937
OPERATING INSURED COMMERCIAL BANKS NOT MEMBERS OF THE
FEDERAL RESERVE SYSTEM

1937 1936 1935 1934

Bookvalue...........coieiiiiiiiiniiiiiiiinnes 100.0%, 100.0%, 100.0% 100.0%
Loss and doubtful 2.6 4.4 6.5 8.0
Appraised value.............. 97.6 95.6 93.5 92.0
Substandard............... 16.4 21.0 25.4 32.6
Noteriticized. .......oovvvvvniiiinniiinianenns 81.1 74.6 68.1 §9.4

NOTE: More detailed figures will be found in Table 129, page 138.
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criticized was less than one-half as great as in 1934. The improve-
ment reflected the charging off of losses, improvement in the con-
dition of borrowers, the repayment of loans, and the growth in total
loans. Table 25 shows for each year from 1934 to 1937 the appraisal
of loans of insured commercial banks not members of the Federal
Reserve System at the time of examination.

Criticized loans of all insured commercial banks. Total
loans of all insured commercial banks amounted to more than $16
billion in 1937. Slightly more than $2 billion, or 14 percent, were
criticized by the examiners of the three Federal bank examining
agencies. The Comptroller of the Currency reported that 12.5 per-
cent of the loans of national banks were criticized. On the basis of
data covering part of the State banks members of the Federal Reserve
System, it is estimated that about 15 percent of the loans of those
banks were criticized. Of loans held by banks not members of the
Federal Reserve System, 18.9 percent were criticized by examiners.
The percentage of loans criticized was substantially smaller in 1937
than in earlier years.

Table 26. CRITICIZED LOANS, EXAMINATION IN 1937
OPERATING INSURED COMMERCIAL BANKS BY CLASS OF BANK

Amog;x td(olﬁal::)nmns Criticized |Percentage

loans as | distribu-
. percent of | tion of
Total Criti- total criticized

{oans cized loans loans

loans

All insured banks. ....... .. 16,267 2,330 14.3 100.0
Members F.R. System. . ....................... 18,689 1,848 18.5 79.1
National ........cooiiiiiiiiiii i 8,427 1,054 12.5 415.2
Statel. . ..o e e 5,262 789 15.0 33.9
Not members F. R. System...................... 2,578 487 18.9 20.9

1Partly estimated.

Of the criticized loans nearly half were in national banks, one-third
were in the State banks members of the Federal Reserve System, and
one-fifth were in the insured banks not members of the Federal
Reserve System. Table 26 shows the amount and proportion of
loans criticized by examiners in 1937 in each class of insured banks.

CAPITAL OF OPERATING INSURED COMMERCIAL BANKS

On December 31, 1937, insured commercial banks reported total
capital accounts of $6.4 billion, an increase for the year of $75 million,
or 1 percent. Total deposits in the banks declined during 1937 and
the ratio of total capital account to total deposits increased. The
percentage of aggregate capital account to total deposits of all insured
banks at the close of each of the past four years was as follows:

1937—13.6 percent
1936—12.9 percent
1935—14.1 percent
1934—15.8 percent

org/
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Changes during the year in the total capital accounts of all insured
commercial banks are summarized in Table 27.

Table 27. ANALYSIS OF CHANGES IN ToTAL CAPITAL ACCOUNT DURING 1937
OPERATING INSURED COMMERCIAL BANKS
(Amounts in millions of dollars)

Total capital account, December 31, 1937. .. ..........cciiiiiiiironinananonan 6,404

Total capital account, December 31, 1936.............ccciivririoieinnenannan- 6,329

Netchange during year. . .........uiint it iierretrnneranonsenerensasossosenans +75

Net earnings, recoveries on assets, and profits on securities. . +780

on assets charged offorsold. ... ...... ... ... . . i -395

Dividends. ... ..ot e e it ~225

Net repayment of capital to the Reconstruction Finance Corporation. ............. -96
Other contributions, retirements, and changes due to admission to or withdrawal from

I BULAIICE. . o o v vt vt er ettt et e e e na s s s e anee e e aa e, +11

Capital rehabilitation of all insured commercial banks.
Since the banking holiday of 1933 the total capital account of all
insured commercial banks has increased by about $0.7 billion. In-
cluded in this figure is $0.4 billion of capital in newly organized banks.
Improvement in the capital position of the insured banks was greater
than is indicated by the increase in book capital. The charging off
of $3.5 billion of assets reduced the difference between book capital
and the net invested capital of the banks by a corresponding amount,
This improvement was made possible by the receipt of approximately
$5.5 billion of funds, obtained from the following sources:

Net earnings, recoveries on assets, and profits

onsecurities............. ... $3.9 billion
Contributions or subscriptions from private

BOULCES . .+ v v vt veeearee s et ineeereannnns 0.5 billion
Investment in preferred capital by the Recon-

struction Finance Corporation............ 1.0 billion

In addition to the $3.5 billion of assets charged off, capital invested
by the Reconstruction Finance Corporation of approximately $0.5
billion was retired. Total interest and dividends on preferred and
common capital amounted to approximately $1 billion.

Capital rehabilitation of insured commercial banks not
members of the Federal Reserve System. Insured banks not
members of the Federal Reserve System are examined by the Federal
Deposit Insurance Corporation. As a consequence, more detailed
information regarding the improvement in their capital position is
available to the Corporation. In these banks, approximately $700
million of assets were charged off during the period from the banking
holiday of 1933 through 1937. A total of approximately $900 million
of funds was added to the banks’ capital accounts from the following
sources:

Net earnings, recoveries on assets, and profits

onsecurities. ... ........ ... ... ..., $570 million
Contributions or subscriptions from private

BOUPCES. .o .ottt e e et e e it e e 100 million
Investment in preferred capital by the Recon-

struction Finance Corporation............ 230 million
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CAPITAL CHANGES, 1934-1937

OPERATING INSURED COMMERCIAL BANKS NOT MEMBERS OF THE
FEDERAL RESERVE SYSTEM GROUPED BY AMOUNT OF DEPOSITS

7
. Examination for admission Examination 1937
DOLLARS DOLLARS
NET CAPITAL ACCOUNT PER $100 OF
TOTAL DEPOSITS
40 40
30 30
20 20
0l - - — [ - —_— 10
) A 0
$100,000 $100,000 $250,000 $500,000 $1,000,000 $2,000,000 $5,000,000
and to to to to to [
under $250,000 $500,000 $1,000,000 $2,000,000 $5,000,000 $50,000,000
L Deposits of Banks J
DOLLARS DOLLARS

NET CAPITAL ACCOUNT PER $100 OF
TOTAL CAPITAL ACCOUNT

100

100

%0 7 7 7 90

80

N

70

50

40

30

20

$100,000 $100,000 $250,000 $500,000 $1,000,000 $2,000,000 $5,000,000
and to to to to to to
under $250,000 $500,000 $1,000,000 $2,000,000 $5,000,000 $50,000,000

\ Deposits of Banks J

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



CAPITAL OF OPERATING INSURED COMMERCIAL BANKS 45

Capital investment of $50 million was repaid to the Reconstruction
Finance Corporation and to others; interest and dividends on pre-
ferred and common capital amounted to about $85 million. Suspen-
sions, mergers, liquidations, admissions to Federal Reserve member-
ship, and conversions into national banks, offset only in part by the
creation of new banks, accounted for a reduction of $90 million. As
a result of these changes, the aggregate capital account of insured
banks not members of the Federal Reserve System was actually
reduced by approximately $40 million between the close of the banking
holiday and December 31, 1937.

The introduction of the new funds which made possible the charging
off of more than $700 million of assets brought about a corresponding
improvement in the banks’ net capital account. At the time of
examination for admission to insurance in 1933 and early 1934 the
net capital account of insured commercial banks not members of the
Federal Reserve System was 11.2 percent of total deposits. By 1937,
the net capital account had increased to 15.3 percent of total deposits
notwithstanding a substantial growth in deposits.

The extent of the improvement is illustrated in Chart I, which
shows the amount of net capital account per $100 of total deposits
and per $100 of book capital of insured commercial banks not members
of the Federal Reserve System grouped by amount of deposits, at the
time of examination for admission to insurance in 1933 and early
1934, and at the time of examination in 1937. The figures are shown
in Table 28.

Table 28. NET CAPITAL ACCOUNT PER $100 oF TOTAL DEPOSITS AND OF TOTAL-
CAPITAL ACCOUNT, EXAMINATION FOR ADMISSION TO INSURANCE IN 1933
AND EARLY 1934 AND EXAMINATION IN 1937

OPERATING INSURED COMMERCIAL BANKS NOT MEMBERS OF THE
FEDERAL RESERVE SYSTEM GROUPED BY AMOUNT OF DEPOSITS

Net capital account per $100 of —

Total deposits Total capital account

1933 1933

1937 and 1937 and

1934 1934
Allbanks.......oooviiiiiiii i $15.30 $11.20 $92.30 $45.10

Banks with deposits of —
$100,000 andunder..............c0eiiiii i 31.30 31.80 87.50 69.00
$100,000 to $250,000. N 20.30 17.20 91.80 60.10
$260,000 t0 $500,000............................ 15.70 12.20 94,70 52.10
$600,000 to $1,000,000 15.20 9.80 98.20 40.70
$1,000,000 to $2,000,000 14.60 9.20 90.50 87.70
$2,000,000 to $5,000,000 14.80 10.60 90.60 42.30
$6,000,000 to $10,000,000. . ..................... 16.20 86.80

$10,000,000 to $50,000,000. 5.0 1 Il 1490 } 11.50 94.10 }’ 44.00
Over $60,000,0001, . ...........coiviiiiiiaias 12.20 2.60 101.50 19.60

1Because of the small number of banks, the figures for this group are not necessarily typical of banks
with deposits of over $650,000,000.

NOTE: More detailed figures will be found in Table 124, page 124.
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There has been a substantial reduction in the number of banks
with extremely low capital ratios. At the time of admission to
insurance in 1933 and early 1934, approximately 750 banks had no
net capital account at all, compared with 13 banks in 1937. Another
750 banks had a net capital account equal to less than 5 percent of
total deposits in 1933 and early 1934, compared with about 75 banks
in 1937. The percentage distribution of the banks grouped according
to the ratio of net capital account to total deposits in each of the
past five years is shown in Table 29.

Table 29. PERCENTAGE DISTRIBUTION OF NUMBER OF BANKS ACCORDING TO
NET CAPITAL ACCOUNT AS PERCENT OF DEFOSITS, EXAMINATIONS 1933-1937
OPERATING INSURED COMMERCIAL BANKS NOT MEMBERS OF THE
FEDERAL RESERVE SYSTEM

1937 1936 1936 1934 11933
Allbanks.............ccoivviinia. 100.0%, 100.0%, 100.0%, 100.0% 100.09,
Banks with net capital account as
percent of deposits of —

Oopercent......oocevierieniiiianan 0.2 0.3 0.5 0.6 10.0
0.1 to 4.9 percent 0.9 09 1.6 1.9 9.6
5.0 to 9.9 percent 13.8 10.0 10.9 10.56 14.9
10.0 percent and over................. 85.1 88.8 87.0 87.0 65.5

1Examination for admission to insurance in 1933 and early 1934.

QUALITY OF MANAGEMENT OF OPERATING INSURED COMMERCIAL
BANKS NOT MEMBERS OF THE FEDERAL RESERVE SYSTEM

Improvement in the quality of bank management is one of the
major problems facing American banking, and the Corporation is
endeavoring to improve management where unsatisfactory conditions
exist. The great majority of banks are under good or satisfactory
management. On the other hand, many banks are operating under
management considered by the Corporation to be poor or unsatis-

factory. Figures relating to the quality of management of operating

insured commercial banks not members of the Federal Reserve
System are shown in Table 30.

Table 30. DISTRIBUTION OF NUMBER AND DEPOSITS OF BANKS ACCORDING
TO QUALITY OF MANAGEMENT, EXAMINATION IN 1937
OPERATING INSURED COMMERCIAL BANKS NOT MEMBERS OF THE
FEDERAL RESERVE SYSTEM

Number | Depositz |Percentage distribution
of (in millions
banks of dollars) Number | Deposits

Allbanks.. ... ... . it 7,293 6,017 100.0 100.0
Banks with management considered to be—
Good 747 867 10.2 14.4
Satisfactory 3,632 3,083 49.8 51.2
Fair................. ces 2,066 1,458 28.4 24.2
Unsatisfactory v 673 437 9.2 7.3
POOr. ittt e e i e e 175 172 2.4 2.9

NOTE: More detailed figures will be found in Table 128, page 136.
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The proportion of banks with good and satisfactory management
appears to be greater among the large banks than among the small
banks. Of the 175 banks with poor management, 10, with deposits
of more than $2,000,000 each, held total deposits of $89 million, while
the remaining 165 banks held $83 million. Of the 673 banks with
unsatisfactory management, 41, with deposits in excess of $2,000,000
each, held total deposits of $179 million, while the 632 remaining
banks held deposits of $258 million.

Table 31. PERCENTAGE DISTRIBUTION OF NUMBER OF BANKS ACCORDING TO
QUALITY OF MANAGEMENT, EXAMINATION IN 1937

OPERATING INSURED COMMERCIAL BANKS NOT MEMBERS OF THE
FEDERAL RESERVE SYSTEM GROUPED BY AMOUNT OF DEPOSITS

Banks with management considered to be—
AL ) )
ban Good figgry Fair t{;‘:a,t;;- Poor
Allbanks.................. 100.0% 10.2% 49.8%, 28.49%, 9.2% 2.4%
Banks with deposits of—|

$100,000 and under........ 100.0 6.6 37.8 36.8 16.3 3.0
$100,000 to $250,000....... 100.0 79 48.3 81.6 9.9 24
$250,000 to $600,000. ... .. 100.0 8.9 52.8 28.4 8.1 1.8
$500,000 to $1,000,000. .. .. 100.0 12.7 52.83 23.9 8.1 3.0
$1,000,000 to $2,000,000. .. 100.0 15.2 49.9 244 7.6 8.0
$2,000,000 to $5,000,000...| 100.0 15.2 49.7 234 94 2.3
$5,000,000 to $10,000,000. 100.0 14.83 567.1 22.1 66 |..........
$10,000,000 to $25,000,000.] 100.0 28.9 40.0 222 6.7 2.2
$25.000.000 to $50 000,000.! 100.0 25.0 50.0 25,0 |o..ooooiieeenoiii,
Over $50 000,000! . 1000 floooeiiiini]iennnnnnas D S P

1Because of the small number of banks, the figures for this group are omitted.

Table 31 shows the percentage distribution of the banks according
to quality of management at the time of examination in 1937 and
according to size as measured by deposits.

Of the banks with unsatisfactory or poor management about 140
showed a poor capital position and an earning capacity inadequate
to meet the los